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ABSTRACT

This paper analyzes how uneven access to jurisdictional mobility across socioeconomic
classes contributes to the gradual fracturing of the Western fiscal social contract, particularly
in the context of aging populations and rising entitlement obligations. Drawing on
Hirschman’s exit—voice framework, fiscal sociology (Schumpeter, Goldscheid, Streeck), tax
competition theory (Zodrow—Mieszkowski; Brennan—Buchanan), and the literature on tax
morale (Frey; Torgler), the paper argues that when exit elasticity is structurally concentrated
among wealthy and asset-mobile actors, democratic tax systems increasingly shift from

consensual to coercive modes of extraction.

Through comparative case studies of high-tax “sending” states (including the United
Kingdom, Canada, France, Japan, Australia, and the United States) and lower-tax or
selectively preferential “receiving” jurisdictions (including the United Arab Emirates,
Singapore, Switzerland, Panama, and intra-European regimes such as Italy and Portugal for
new residents), the analysis demonstrates how elite hyper-mobility produces a de facto
two-tier fiscal citizenship. Mobile individuals and capital are engaged through negotiation
and incentive, while immobile labor bears a growing share of the tax burden required to

sustain the welfare state.

The resulting mobility asymmetry undermines democratic legitimacy, weakens tax morale,
and disproportionately burdens middle-income earners—particularly ‘“high earners, not
wealthy yet” (HENRYs)—whose incomes remain tied to place and time. The paper
contributes to political economy scholarship by reframing tax competition as a
class-conditioned process rather than a symmetric inter-state dynamic, highlighting how
unequal exit capacity reshapes fiscal incidence, political consent, and the long-term stability

of the Western fiscal state.

KEYWORDS: capital mobility, tax competition, social contract, jurisdictional arbitrage,
fiscal sociology, wealth migration, democratic legitimacy, tax morale, HNWI migration
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1. INTRODUCTION

The modern liberal state was built on a geographic wager: that territory could contain
economic activity, and that containment could sustain taxation. Throughout the nineteenth
and twentieth centuries, sovereignty meant not only a monopoly on violence but a monopoly
on the fiscal claims to wealth generated within national borders. Factory owners and factory
workers, financial magnates and clerical staff, were bound within the same jurisdictional
container. Capital could move, but it did so with difficulty, constrained by capital controls,
tethered to immovable industrial assets, and hampered by the sheer friction of distance. The
social contract was enforceable because exit was expensive. The wealthy could not simply

leave; they had to stay and bargain.

This geographic wager underwrote the fiscal revolutions of the twentieth century. The
United States ratified the Sixteenth Amendment in 1913, granting Congress the power to tax
income "from whatever source derived." Similar transformations swept across Western
democracies, enabling the construction of expansive welfare states funded by progressive
taxation. The implicit bargain was straightforward: citizens would surrender a portion of their
income, with the highest earners paying the most, in exchange for collective security and
shared prosperity. Today, the scale of this bargain is immense. In the United States,
mandatory entitlement spending on Social Security, Medicare, and Medicaid consumes
approximately two-thirds of the federal budget. Across the West, income tax revenues that
once funded infrastructure, education, and defense now flow overwhelmingly toward

sustaining aging populations.

The twenty-first century has upended the assumptions on which this architecture rests.
We have entered an era of jurisdictional mobility unprecedented in human history, a quiet
revolution in the capacity of capital, firms, and affluent individuals to decouple their
economic activities from physical presence, and their residence from citizenship. Financial
assets have become frictionless, traversing borders at the speed of digital transmission.
Remote work technologies have untethered knowledge workers and entrepreneurs from any
fixed location. And the proliferation of world-class amenities across formerly peripheral
jurisdictions (Dubai, Singapore, Lisbon, Panama City) has eliminated the historical penalty of
relocation. A century ago, leaving London or New York meant sacrificing access to the finest
hospitals, schools, and professional networks. Today, departure often means superior

infrastructure and a fraction of the tax burden.
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A new figure has emerged from this transformation: the Mobile Elite. This is the
individual or family possessing sufficient wealth, portable assets, professional flexibility, and
advisory infrastructure to treat national tax systems as menus to pick from rather than
mandates dictated by their original home country. The Mobile Elite often holds multiple
residencies or citizenships, structures assets across jurisdictions, and retains the credible
threat of departure as leverage against any single state's fiscal claims. For this class, the social
contract is no longer a binding obligation but a negotiable term. The prominent Swiss wealth
management firm, UBS, has coined the term 'NIMPs' for the non-indigenous millionaire
populations who are millionaires residing in places like London, Paris, New York, and
Toronto, but who were not born there and could easily leave, taking their tax revenues with
them. In addition to the NIMPs, there are also increasing native born citizens of these same
countries who are choosing to leave places like Canada, the UK, and France to other, more

favorable tax regimes.

The rise of the Mobile Elite has opened a structural asymmetry at the heart of Western
political economy. As the apex of the income distribution gains the power to exit, the burden
of sustaining increasingly indebted welfare systems falls with compounding weight upon
those who cannot leave. The middle class remains anchored by mortgage obligations,
employment dependencies, occupational licensing, and family ties. The young remain captive
by a different mechanism: they have not yet accumulated the assets or networks that confer
mobility, lack the income to fund sophisticated advisory relationships, and sit too far from
retirement to benefit from the entitlement programs their taxes sustain. These populations

possess voice but not exit. They can vote, protest, and organize, but they cannot leave.

The consequences of this asymmetry are becoming visible across the West. In France,
efforts to restore fiscal sustainability by raising the retirement age from 62 to 64 triggered
sustained mass protests and contributed to extraordinary political instability, including the
election of five different prime ministers within the last two years. The state, caught between
immovable entitlement obligations and a dwindling tax base, resorted to executive procedures
that bypassed parliamentary consent, deepening perceptions that adjustment costs fall
exclusively on those who cannot escape them. Meanwhile, it is widely acknowledged in
entrepreneurial circles that many of France's most successful technology founders now reside

abroad, in London, Zurich, Dubai®, or Miami.

! Due to unfavorable tax changes, both the UK and France have lost tens of thousands of NIMPs over the past years.
https://www.thenationalnews.com/news/europe/2024/07/12/leftist-europe-faces-exodus-of-the-nimps-as-wealthy-quit-ahead-

Vfofax-rises/
2 French founders, professionals and investors are choosing the UAE as their base in growing numbers, with more than
40,000 French citizens now living in Dubai.
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This dynamic can be visualized as a scissoring effect along two axes. The first axis is
wealth and occupation: mobility potential diverges sharply between those whose assets are
portable and location-independent and those whose livelihoods remain fixed to place. The
second axis is generational. Decades of accommodative monetary policy inflated asset prices,
conferring windfall gains on those who already owned property and equities (predominantly
older cohorts) while pricing younger generations out of housing markets entirely.
Simultaneously, the structure of Western welfare states directs the largest fiscal transfers
toward the elderly. The young worker in London or Toronto is thus doubly immobile: locked
out of the asset accumulation that confers exit capacity, and locked into tax obligations

funding transfers they may never receive.

The intersection of these forces (class-based mobility divergence, generational fiscal
extraction, and the hollowing of the captive tax base) represents an approaching inflection
point for the Western social contract. The enforcement mechanism of democratic fiscal
bargaining presumed that all parties to the negotiation were bound within the same system.
When the wealthiest can exit, the state loses its leverage over them and compensates by
intensifying extraction from those who remain. Taxation shifts from a foundation of
democratic legitimacy, where payment is exchanged for representation and services, to one of
captive extraction. The political consequences are already legible: declining institutional
trust, collapsing birth rates, delayed household formation, and the rise of movements that

frame their appeals explicitly in terms of generational and class betrayal.

This paper examines the structural transformation now underway: the fracturing of the
Western social contract under conditions of asymmetric mobility. It argues that the emergence
of the Mobile Sovereign class, combined with the demographic burdens of aging welfare
states, has produced a crisis of fiscal legitimacy that existing institutional frameworks are

ill-equipped to resolve.

Core Proposition: When the elasticity of exit varies systematically across income and
asset classes, fiscal systems risk transitioning from broadly consensual arrangements to
asymmetric enforcement regimes, with attendant consequences for democratic legitimacy.
Those with sufficient wealth can relocate from high-tax jurisdictions with relative ease,
accessing a global menu of residency programs, tax incentives, and favorable treaty
networks. Middle-class labor, by contrast, faces prohibitive mobility costs and remains
subject to an ever-increasing share of the aggregate tax burden. This asymmetry effectively
stratifies citizenship: the state engages mobile residents through negotiation and incentive

while extracting from those who cannot leave. The reciprocal premise underlying consensual
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taxation, that citizens collectively fund public goods they collectively enjoy, erodes when one

class can externalize its fiscal obligations onto those who remain.

2. THEORETICAL CONTRIBUTION AND RESEARCH QUESTIONS

2.1 Original Contribution

This paper reframes tax competition not as a symmetric efficiency problem, as it is
traditionally modeled in public finance, but as a class-conditioned mobility asymmetry that,
when sufficiently pronounced, destabilizes democratic fiscal legitimacy. The standard
literature on tax competition, anchored in the foundational models of Zodrow and
Mieszkowski (1986) and extended by Wilson (1999), conceptualizes mobility as a property of
production factors rather than of people. In these models, mobile capital exits high-tax
jurisdictions, immobile factors bear the residual fiscal burden, and competitive pressure

disciplines governments toward lower, if potentially suboptimal, tax rates.

While analytically elegant, this framework rests on an increasingly untenable
assumption: that mobility is relatively uniform within factor categories, particularly within
“labor.” By collapsing heterogeneous individuals into homogeneous factors of production, the
canonical models obscure a central empirical reality of the contemporary global economy,
namely, the dramatic divergence in exit capacity across sectors, income and net worth levels,

and socioeconomic classes.

Empirically, this paper challenges the adequacy of factor-based mobility assumptions.
A hedge fund manager and a hospital nurse may both earn labor income, yet their
jurisdictional mobility profiles are fundamentally incomparable. Highly compensated
professionals in finance, technology, and advisory services can often relocate across borders
with minimal career disruption, leveraging territorial tax systems, investor visas, and globally
portable income streams. By contrast, middle and even upper class workers are often bound
in a certain city and nationally regulated professions also face binding constraints:
occupational licensing regimes, credential non-recognition, language requirements etc. The
Zodrow-Mieszkowski framework, and much of the literature that follows it, lacks the

conceptual resolution to capture this divergence.

Normatively, the efficiency-centered framing of tax competition obscures a deeper

legitimacy problem. Models that treat tax competition as welfare-enhancing discipline on
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Leviathan states (Brennan and Buchanan 1980) implicitly assume that exit options are
broadly and symmetrically distributed. Under such conditions, inter-jurisdictional
competition might plausibly constrain fiscal excess without systematically redistributing
burdens. However, when a credible exit is the preserve of a narrow elite, competition no
longer disciplines the state in general. Instead, it selectively disciplines the state on behalf of
the mobile. Governments respond by negotiating preferential regimes for those who can
leave, while compensating for eroding tax bases through intensified extraction from immobile
populations (or taking on increased debt levels as we have seen almost universally across the
West in the last decades). The result is not smaller government per se, but a recomposition of
fiscal pressure away from mobile capital and primarily toward labor (and to some extent

consumption, and fixed property).

The core theoretical contribution of this paper is to integrate three literatures that have
largely developed in parallel. Hirschman’s exit-voice framework (1970), though widely
applied to organizational decline and political participation, has rarely been mobilized to
analyze fiscal citizenship. Fiscal sociology, from Schumpeter’s (1918) “crisis of the tax state”
to Streeck’s (2014) account of democratic capitalism, provides a macro-structural diagnosis
of state exhaustion but lacks a micro-level mechanism linking mobility to legitimacy.
Meanwhile, the tax competition literature offers formal models of jurisdictional interaction

while abstracting from distributional conflict and political consent.

This paper shows how these frameworks interact. Exit-voice trade-offs operate
differently across classes precisely because exit costs are unevenly distributed. When exit
costs approach zero for economic elites, voice does not merely decline for them; it atrophies
systemically. The most resource-rich and institutionally capable actors disengage from
domestic political bargaining, weakening the feedback mechanisms that historically sustained
consensual taxation. Schumpeter’s crisis of the tax state thus materializes not simply as fiscal
strain, but as a legitimacy deficit, as citizens observe that nominally universal tax rules yield

substantively unequal obligations depending on one’s capacity to leave.

The paper advances three specific contributions. First, it reconceptualizes tax
competition as a class-conditioned sorting mechanism rather than a neutral efficiency
process, demonstrating how mobility asymmetry reallocates fiscal burdens and political
influence. Second, it provides a comparative institutional analysis of state responses to elite
mobility, distinguishing among strategies of retention, extraction, and competition, and
tracing their dynamic interaction across jurisdictions. Third, it links mobility asymmetry to

observable political consequences-declining tax morale, eroding trust in institutions, and
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rising populist backlash-arguing that these phenomena are not exogenous shocks but

endogenous responses to a fractured fiscal social contract.
II1. Research Questions

RQ1: How has jurisdictional exit capacity evolved asymmetrically across
socioeconomic classes, and through what legal, technological, and institutional mechanisms

has this divergence been produced and constrained?

RQ2: How have Western states responded fiscally to elite mobility, and how have
these responses reshaped the composition and incidence of taxation across mobile and

immobile groups?

RQ3: How have receiving jurisdictions engineered legal and fiscal systems to attract
mobile residents and capital, and what competitive dynamics do these strategies generate

among low-tax states?

RQ4: What are the implications of class-conditioned mobility for democratic
legitimacy, tax compliance, and the long-term stability of the Western fiscal state, and do

feedback loops between legitimacy and enforcement produce self-reinforcing instability?

2.2 Scope and Limitations

Several boundary conditions merit acknowledgment. This paper focuses primarily on
individual mobility (HNWIs and high-income professionals) rather than corporate profit
shifting, though the two phenomena are related and mutually reinforcing. We note that these
are related topics because corporations are ultimately owned by individuals in the end, and
equity ownership is owned primarily by HNW individuals. Also corporate forms are another
layer of abstraction that allows many global investors and HNW individuals to further reduce
tax impacts in a way that most middle class individuals are unable to. This paper concentrates
on Western liberal democracies as "sending" states, recognizing that the dynamics differ for
authoritarian regimes or developing economies. It emphasizes fiscal dimensions of the social
contract while acknowledging that taxation is only one element of citizenship. And it adopts a
critical rather than prescriptive stance: the goal is to diagnose the structural dynamics at work
rather than to advocate for specific policy interventions, though the analysis necessarily has

implications for policy feasibility that the conclusion will address.
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2.3 Roadmap

The paper proceeds as follows. Section 3 reviews the relevant literature across five
domains: political economy (Hirschman's exit-voice framework), fiscal sociology
(Schumpeter, Goldscheid, Streeck), tax competition theory (Zodrow-Mieszkowski,
Buchanan-Brennan), tax morale and voluntary compliance (Frey, Torgler), and the emerging
scholarship on digital labor and individual mobility. Section 4 describes the comparative
political economy methodology employed, including case selection criteria and data
triangulation approach. Section 5 develops the conceptual framework of "mobility
asymmetry," theorizing how differential exit capacity produces class-conditioned fiscal
outcomes. Sections 6 and 7 present case studies of Western "sending" states and global
"receiving" states respectively. Section 8 analyzes the systemic consequences of this dynamic
for fiscal capacity, civic engagement, and political legitimacy. Section 9 concludes with an

assessment of policy options and their feasibility constraints.

3. LITERATURE REVIEW

The academic discourse surrounding capital mobility, tax competition, and the social contract
spans political economy, fiscal sociology, and legal theory. This review synthesizes the
relevant strands, identifies what existing frameworks overlook, and positions the contribution

of this paper.

3.1 Exit, Voice, and Fiscal Consent

The theoretical foundation for this analysis is Albert O. Hirschman's Exit, Voice, and Loyalty
(1970). Hirschman proposed that members of an organization or citizens of a state facing
deteriorating conditions have two primary responses: "Voice" (political agitation for reform)
or "Exit" (withdrawal from the relationship). His critical insight was the interaction between
these forces: the availability of Exit attenuates Voice. When the most articulate and
resource-rich members of a polity can leave when conditions worsen, they have little

incentive to invest in institutional repair.

In the twentieth-century nation-state, Exit was often theoretical or prohibitively costly.
Loyalty, reinforced by patriotism, social ties, and the absence of viable alternatives, kept
elites engaged in Voice. Globalization has inverted this dynamic. Tsilly Dagan's work on the

"marketization of sovereignty" documents how the citizen-state relationship has become
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transactional rather than constitutive, with state power increasingly exercised in a context of
"exit over voice." The mere threat of relocation becomes a bargaining chip: mobile taxpayers
can leverage potential exit to negotiate favorable treatment without engaging in democratic
deliberation. States respond not by addressing structural issues affecting the broad population
but by creating ring-fenced incentives for the mobile, effectively producing a two-tier

experience of citizenship.

This paper extends Hirschman's framework to a contemporary fiscal context, arguing that
when exit capacity is distributed asymmetrically across income and wealth strata, the fiscal
contract fragments. The mobile negotiate; the immobile comply. Voice, the democratic

mechanism for contesting fiscal burdens, becomes the province of those who cannot leave.

3.2 Fiscal Sociology and the Crisis of the Tax State

Joseph Schumpeter's 1918 essay "The Crisis of the Tax State" established that the fiscal
system is not merely a technical apparatus for revenue collection but the "skeleton" of the
state, revealing its underlying social structure and political legitimacy. The state's ability to
tax depends ultimately on the consent of those being taxed, a consent that erodes when
citizens perceive the fiscal bargain as fundamentally unfair. Rudolf Goldscheid extended this
analysis to argue that fiscal capacity is structurally constrained by capital mobility: as capital

becomes more mobile, the state must increasingly rely on less mobile factors of production.

Wolfgang Streeck's Buying Time (2014) traces how Western states have compensated for
declining fiscal capacity by shifting to debt finance, borrowing from the future to maintain
social peace in the present. Streeck argues this strategy has reached its limits, creating
"consolidation states" that must balance citizen demands against creditor demands. The
mobility asymmetry identified in this paper represents precisely the structural transformation
Schumpeter anticipated: a fiscal system that appears biased against the immobile majority,

threatening the legitimacy on which voluntary compliance depends.

3.3 Tax Competition and Capital Mobility

The economic literature on tax competition provides the mechanism by which exit threats
translate into policy. Zodrow and Mieszkowski's foundational model (1986) predicts a "race
to the bottom" in the taxation of mobile factors: when jurisdictions compete for a shared,
mobile tax base, they undercut each other's rates, leading to suboptimally low taxes on

mobile assets and under-provision of public goods.

10
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Empirical work has largely confirmed this prediction. Zucman and Saez estimate that nearly
40% of multinational profits shift to low-tax jurisdictions, detached from where sales or
production occur. As the corporate tax base erodes, OECD data reveals compensatory shifts
toward consumption and payroll taxes, levies that fall disproportionately on the immobile
middle class, confirming Dani Rodrik's observation that globalization's implicit bargain

burdens the factor of production that cannot move.

The counter-tradition, advanced by Buchanan and Brennan, argues that inter-jurisdictional
competition disciplines government excess. In their view, the state is a revenue-maximizing
"Leviathan" that will overtax unless checked, and the ability of taxpayers to "vote with their
feet" provides this check. Critics note that in a world of extreme inequality, this framework
conflates the liberty of capital with the liberty of the citizen, ignoring that exit discipline is

available only to a fraction of the population while austerity costs are borne by the majority.

Both traditions share a limitation: they assume homogeneous factor mobility. This paper
relaxes that assumption, focusing on the distributional consequences when mobility is
stratified by class, occupation, and asset type. The question is not whether tax competition
produces efficiency or erosion in aggregate, but how asymmetric mobility reshapes the

incidence of taxation and the distribution of political voice.

3.4 Tax Morale, Legitimacy, and Compliance

The scholarship of Bruno Frey and Benno Torgler establishes that tax compliance is not
merely a function of enforcement and penalties but depends significantly on perceptions of

fairness, reciprocity, and trust in government.

This raises a crucial question: what happens to tax morale when citizens perceive taxation as
unequal rather than progressive? If immobile populations observe that mobile elites can
effectively opt out of the fiscal contract while they cannot, intrinsic motivation for
compliance erodes. The mobility asymmetry may thus create a self-reinforcing cycle: as
perceived unfairness rises, voluntary compliance falls, forcing the state to intensify coercive
enforcement on the remaining base, further delegitimizing the system. When exit is unevenly

distributed, tax morale erodes asymmetrically, and enforcement must substitute for consent.

The legal architecture reinforces this asymmetry. Most Western nations operate territorial tax
systems: once an individual physically departs, the state's claim to worldwide income
dissolves. The implicit assumption that exit carries prohibitive costs (severing community

ties, abandoning networks, uprooting family) no longer holds for the globally connected

11
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wealthy. Exit taxes on unrealized gains function as speed bumps rather than barriers. The
United States represents the notable exception, employing citizenship-based taxation that
follows the passport holder globally, but this model requires superpower enforcement
capacity that smaller nations cannot replicate. For most democracies, the wealthy can legally
exit the fiscal contract through relocation in ways unavailable to the credentialed professional
whose skills are jurisdiction-specific or the homeowner whose wealth is concentrated in

illiquid, location-bound assets.

The work of Ronen Palan, Vanessa Ogle, and Brooke Harrington provides essential context:
the offshore world is not an aberration but a deliberate juridical creation, facilitated by a
global network of advisors who construct legal structures that render taxation effectively
voluntary for those who can afford their services. The mobile class operates within an
ecosystem of tax lawyers, wealth managers, and immigration consultants; the middle class
has no equivalent infrastructure. Mobility, in this sense, is a function not only of wealth but of

access to specialized legal and advisory infrastructure.

The existing literature illuminates components of the crisis but does not integrate them.
Hirschman analyzed exit and voice but wrote before globalization made individual fiscal exit
routine. Fiscal sociologists diagnosed state legitimacy crises but focused on debt rather than
mobility. Tax competition models assume either universal mobility or universal immobility,
missing the stratified reality. Tax morale research documents the importance of fairness but

does not connect perceived inequity to differential exit capacity.

This paper synthesizes these strands to analyze what happens when exit becomes a
class-specific option: the fiscal contract fractures along mobility lines, voice concentrates
among the captive, and the state's revenue claim increasingly rests on those least able to
escape it. The following sections develop the theoretical framework, present empirical

evidence, and explore the implications for democratic governance.

4. METHODOLOGY

4.1 Comparative Political Economy Approach

This research employs a comparative political economy (CPE) framework to analyze
the divergent trajectories of nation-states as elite mobility reshapes fiscal capacity. The

central causal variable is not marginal tax rates per se, but the interaction between legal

12
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definitions of fiscal residence, technological changes in labor portability, and the advisory
infrastructures that translate statutory changes into behavioral responses. These processes are
mediated by expectations of future policy instability, strategic timing decisions such as

pre-realization exits, and the interpretation of legal rules by professional intermediaries.

Econometric approaches, while valuable for identifying correlations between tax rates
and capital flows, are poorly suited to capturing these mechanisms. A regression may detect
that tax increases correlate with outflows, but it cannot explain how discrete policy changes
(such as reforms to the United Kingdom's non-domiciled regime) interact with
residency-by-investment programs in jurisdictions like the UAE to produce identifiable
migration corridors. The phenomenon under investigation operates through legal thresholds,

institutional design, and strategic behavior rather than continuous parametric variation.

Accordingly, this paper employs qualitative case studies using process tracing as the
primary analytical tool. Process tracing allows for the systematic identification of causal
chains linking specific fiscal policy triggers to observable shifts in wealth management
behavior: the relocation of family offices, changes in residency planning, increased rates of
citizenship renunciation. By tracing how policy signals are transmitted through legal doctrine,
advisory practice, and individual decision-making, this approach isolates the drivers of

jurisdictional arbitrage that aggregate datasets tend to obscure.

The objective is not to estimate a universal elasticity of exit, but to demonstrate that
exit elasticity varies systematically across socioeconomic classes. This variation is central to
the paper's argument that mobility asymmetry carries first-order implications for fiscal

legitimacy and democratic stability.
4.2 Comparative Doctrinal Analysis

Complementing the political economy framework, this paper employs comparative
doctrinal analysis to examine the statutory mechanisms that enable jurisdictional arbitrage.
While political economy explains why states compete for mobile capital, doctrinal analysis

explains how taxpayers exploit the resulting gaps.

This involves a close reading of primary legal texts to compare how different
jurisdictions define "fiscal residency" and "taxable base." The differences are consequential.
The United Kingdom employs a mechanical "day-counting" approach through its Statutory
Residence Test, creating bright-line rules that sophisticated taxpayers can plan around.

Common law jurisdictions layer onto this an "intent-based" domicile concept that introduces

13
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ambiguity but also flexibility. The United States stands apart entirely, taxing on the basis of
citizenship rather than residence (codified in IRC §877A and §911), a framework that follows
the passport holder globally regardless of where they live. Panama, Singapore, and Hong
Kong, by contrast, operate territorial systems that tax only income sourced within their

borders, leaving foreign-derived income untouched.

By deconstructing the interaction between these frameworks, the analysis identifies
specific legal incongruities that create arbitrage opportunities. A UK non-dom, for example,
could historically reside in London while keeping foreign income offshore and untaxed, a
hybrid position that would be impossible under American citizenship-based rules and
unnecessary under a purely territorial system like Panama's. These "hybrid mismatches" are
not accidents; they are the seams in the global tax architecture that the wealth defense
industry is designed to exploit. This doctrinal lens is essential for distinguishing between
illicit tax evasion (concealing assets from authorities) and licit tax avoidance (structuring

affairs to minimize liability within the law).

4.3 Case Selection

The selection of cases follows a "most different systems" design, organized into two
contrasting clusters. This structure illustrates the structural divergence between jurisdictions

losing fiscal leverage and those gaining it.

Cluster A: "Sending" States

These jurisdictions represent the traditional core of the global economic order. They
share common characteristics: mature welfare states with substantial entitlement obligations,
elevated public debt-to-GDP ratios, progressive taxation systems, and democratic political
structures facing rising populist pressures. Together, these eight economies account for
approximately ~3.1 billion people and generate roughly ~USD 71-73 trillion in nominal GDP,
while operating fiscal systems characterized by persistent deficits and limited political
capacity to reduce expenditures. Each is experiencing documented net outflows of
high-net-worth individuals or facing significant pressure from recent or anticipated policy

changes.

o United Kingdom: Abolition of the non-domiciled tax regime, post-Brexit regulatory
uncertainty, and the highest projected global outflow of millionaires in 2025 (16,500

net).

14
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e United States: Unique citizenship-based taxation creating a "Berlin Wall" of fiscal
obligation, rising renunciations, and severe internal fracturing as wealth migrates from
high-tax to zero-income-tax states.

e C(Canada: Increased capital gains inclusion rates, housing affordability crisis,
productivity stagnation, and youth brain drain to the United States.

e France: Legacy of wealth taxation, repeated millionaire exoduses, and ongoing
political instability that sustains capital flight despite pro-business reforms.

e Germany: High effective taxation on labor income combined with substantial
inheritance tax exposure, driving incremental relocation of affluent households and
professionals.

e Australia: Proposed taxation of unrealized superannuation gains, high income tax
rates, and an emerging migration corridor to the UAE.

e Japan: Among the highest inheritance and gift taxes globally, driving elite relocation
to Hong Kong and Singapore.

e China: High effective taxation, regulatory unpredictability, and capital controls
driving large-scale outflows to regional havens and citizenship-by-investment

jurisdictions.

Cluster B: "Receiving' States

These jurisdictions have explicitly optimized their legal, fiscal, and regulatory
frameworks to attract inbound capital and talent. They were selected based on documented
net inflows of high-net-worth individuals and the deployment of specific legal innovations
that exploit the rigidities of sending states. Receiving states are not defined by uniformly low
taxation, but by their ability to convert mobility into fiscal advantage for targeted groups

through selective sovereignty.

e United Arab Emirates: Zero personal income tax, zero capital gains tax, zero
inheritance tax, and the Golden Visa program. Projected to gain 9,800 millionaires in
2025, the world's leading wealth magnet.

e Singapore: Regulatory stability, family office tax incentives (130 and 13U schemes),
and positioning as a neutral safe haven amid geopolitical tension.

e Switzerland: The original forfait fiscal (lump-sum taxation), allowing foreign
residents to negotiate fixed tax bills based on living expenses rather than worldwide
income.

e Hong Kong: Pure territorial taxation, no capital gains or inheritance tax, and deep

financial market infrastructure serving as a core node of global finance.

15
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e Panama: Territorial tax system and accessible residency programs (Friendly Nations
Visa, Pensionado) offering a "Plan B" for the mass-affluent, not just billionaires.

e (Caribbean Islands (Bahamas, Cayman, Bermuda, Barbados): Zero-tax jurisdictions
combining tax neutrality with lifestyle amenities, digital nomad visas, and
citizenship-by-investment schemes.

e FEuropean Internal Havens (Italy, Portugal, Malta, Cyprus, Greece, Spain, Monaco):
Targeted regimes within or adjacent to the EU offering preferential treatment for
mobile foreigners while maintaining high taxes for immobile citizens. Examples
include Italy's €200,000 flat tax on foreign income, Portugal's NHR regime, Malta's

remittance-based taxation, and Monaco's zero personal income tax.

This two-cluster design allows for systematic comparison of the policy tools, legal
architectures, and competitive dynamics that drive wealth migration. By examining both ends
of the migration corridor, the analysis captures not only why individuals leave but why they
choose specific destinations, and how receiving states have deliberately constructed regimes

to attract them.

4.4 Methodological Note: Case Selection and Confirmatory Bias

A legitimate methodological concern is that the selected cases may exhibit
confirmatory bias, all supporting the thesis of mobility-driven fiscal fracture. To address this
concern, Section 8 includes a discussion of potential counter-cases, specifically the Nordic
countries (particularly Sweden and Denmark), which maintain high taxes with relatively
lower elite flight due to high-trust environments and comprehensive social services. Within
the sending-state sample, Germany presents an instructive variation: despite high marginal
rates, it experiences less dramatic exit than the United Kingdom or France, suggesting that
the relationship between taxation and exit is mediated by institutional factors such as trust,
service quality, and social cohesion. The analysis acknowledges these boundary conditions
while maintaining that the structural dynamic of mobility asymmetry remains the dominant

trend across most Western democracies.

4.5 Data Triangulation

To ensure robustness, this paper triangulates three categories of data sources:
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Macro-fiscal and economic data. Reports from the OECD, IMF, and World Bank
provide data on tax revenue composition, government debt levels, and labor market rigidities.

These sources support the analysis of shifting tax burdens and fiscal capacity constraints.

Migration and wealth flow statistics. Because government data on elite emigration is
often opaque or lagging, this analysis draws on reports from investment migration
consultancies, principally Henley & Partners and New World Wealth. While these are
industry sources, they provide the most granular and current estimates of high-net-worth
individual inflows and outflows, are widely cited in financial media and academic research,

and offer a consistent longitudinal dataset for cross-country comparison.

Primary legal sources and practitioner literature. The doctrinal analysis draws directly
from statutory texts (UK Finance Acts, US Tax Cuts and Jobs Act, UAE Federal
Decree-Laws) and regulatory guidance. This is supplemented by practitioner literature
(wealth management advisories, Big Four tax alerts), which serves as a proxy for identifying

how law operates in practice as interpreted by the wealth defense industry.

5. CONCEPTUAL FRAMEWORK: THE MOBILITY ASYMMETRY

5.1 The Collapse of Mutual Exposure

The stability of the twentieth-century welfare state rested on a physical reality that is
now dissolving: mutual exposure. In 1950, the industrialist, the banker, and the factory
worker were bound by the same geography. A factory owner in Detroit or Manchester
certainly possessed capital, but the friction of moving it was high. Currency controls were
strict, communication was analog, and managing assets required physical proximity. The elite
lived in the same environment as everyone else. They breathed the same air, their children
often attended the same regional schools, and their assets were physically domiciled within

reach of the domestic tax authority.

This territorial lock created a forced solidarity. Because exit was costly, elites had a
vested interest in the quality of public goods: infrastructure, public health, law and order.

Their fate was tied, to a meaningful degree, to the fate of the societies they inhabited.

Digitization, financialization, and the relaxation of capital controls have dissolved this

bond. A high-net-worth individual today can structure life to be largely independent of any
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single state. Assets sit in a Cook Islands trust. A digital business is domiciled in Delaware or
Estonia. Banking occurs in Singapore. Residence is in Dubai. A backup citizenship, acquired
through investment, provides optionality in Malta or St. Kitts. The individual is no longer
exposed to the degradation of public services in any country of origin in the way prior

generations were.

If the National Health Service collapses, the mobile elite can fly to Singapore or
Switzerland for private care. If crime rises in San Francisco or Paris, they relocate to a gated
community in Florida, Portugal, or the UAE. This absence of mutual exposure removes the
primary incentive for elites to invest in improving the systems they nominally belong to.

When the cost of exit falls below the cost of voice, exit becomes the rational strategy.

5.2 Jurisdictional Arbitrage as Strategy

Mobility has evolved from a passive freedom (the right to travel) into an active wealth
management strategy: jurisdictional arbitrage. This is the practice of unbundling the
traditional functions of the state and sourcing them from different jurisdictions to optimize
cost, regulation, and lifestyle. The mobile individual treats the state not as a sovereign entity

to which one belongs by birth or duty, but as a service provider with whom one contracts.

This arbitrage operates across several dimensions:

e Residency arbitrage sources physical residence from jurisdictions offering quality

of life, personal safety, and climate amenity (UAE, Southern Europe, Singapore).

e Citizenship arbitrage sources travel documents and legal rights from stable, neutral
nations to ensure global mobility and insurance against political instability (Caribbean

citizenship-by-investment programs, EU investor visas, Maltese and Portuguese pathways).

e Asset domicile arbitrage sources the legal home for assets from jurisdictions with
strong rule of law, confidentiality protections, and asset protection legislation (Switzerland,

South Dakota, Jersey, Cook Islands).

e Regulatory arbitrage sources business registration from jurisdictions with flexible
labor laws, low corporate taxes, or favorable intellectual property regimes (Ireland, Delaware,

Cayman Islands).
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By treating sovereignty as a menu, the mobile individual forces states to compete for
residency. This fundamentally constrains the state's capacity to impose progressive taxation
or redistributive policies: the intended targets of such policies can relocate to a competitor

jurisdiction.

5.3 Mobility as the New Class Divide

In this landscape, class is no longer defined solely by ownership of the means of
production (as in Marx) or by income level (as in Weber), but by mobility potential. The
defining inequality of the twenty-first century is between those who can move and those who

must stay.

The Mobile Sovereign. This class possesses multiple passports, portable skills
(finance, technology, consulting), and highly liquid assets. They operate in a frictionless

global space. Because they can

arbitrage jurisdictions, their effective tax rate approaches the level they are willing to
accept, and their exposure to local political risk is minimal. They are users of jurisdictions,

not subjects of them.

The Captive Majority. This group, comprising the vast majority of the population,
possesses a single citizenship, non-portable credentials (law, medicine, skilled trades,
education), and illiquid assets (primarily local real estate). They are fully exposed to the
domestic fiscal regime. As the tax base narrows due to elite exit, the state must extract more

from this group to fund its obligations.

This divergence creates a mobility premium for the wealthy and an immobility
penalty for the middle class. The captive population becomes the guarantor of last resort for

public debts it can neither vote down effectively nor escape.
Table 1. The Mobility Divide: Structural Characteristics of the New Class System
Dimension Mobile Sovereign Captive Majority

Assets Liquid & Offshore; Financial Illiquid & Housing; Physical capital, capital,

diversified jurisdictions fixed location, regulated retirement accounts
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Citizenship & Multiple & Commodified; Golden Single & Identity-based; Rooted in
Residency Visas, instrumental utility. Residence history, difficult to change. need not align

with citizenship(s). Citizenship and residency are one and the same.

Labor Digital & Global; Result-based, Credentialed & Local; Time-based,
geographically agnostic physically tethered

Fiscal Exposure Arbitraged & Voluntary; "Exit over Captive & Mandatory; Subject to
Voice" capability. Complex coercive extraction. Taxes collected structuring and accounting
compiled periodically and automatically for tax declarations. (payroll deductions,

withholding taxes, consumption taxes).

Political Power Exit threat as leverage; Negotiated Voice only (limited); Imposed

relationship relationship

Source: Author's synthesis of Hirschman (1970), Streeck (2014), and empirical
patterns from Henley & Partners data.

5.4 The Rise of the '""Mobile Sovereign Individual"

The theoretical endpoint of this trend is the concept of the "Sovereign Individual,"
popularized by James Dale Davidson and William Rees-Mogg. They predicted a future where
the "cognitive elite" would detach from the nation-state entirely. This figure is an entity
whose economic output is digital, intangible, and location-independent, making them
effectively immune to state coercion. With the rise of remote work, global broadband, and
digital assets (cryptocurrency), the friction of exit has dropped to near zero for this class.
Unlike the industrialist of the 1950s who had to move a factory, the Sovereign Individual

simply needs to move a laptop and a private key. This technological shift

fundamentally breaks the state's monopoly on taxation, as the "means of production"
are now housed within the mind of the individual, which is the ultimate mobile asset. This
reality forces the state into a defensive posture, treating its high-value citizens not as subjects

to be commanded, but as fleet-footed assets to be retained at any cost.

6. CASE STUDIES: WESTERN “SENDING” STATES
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To situate the sending-state case studies within their macroeconomic and fiscal
context, it is useful to consider the combined scale of the countries examined in this section:
the United Kingdom, United States, Canada, France, Australia, Germany, Japan, and China.
Together, these economies account for a substantial share of global output, population, and
public finance. As of 2024, they collectively represent approximately 3.3 billion people,
generate roughly USD 71-73 trillion in nominal GDP, and operate fiscal systems

characterized by high expenditure commitments and persistent deficits.

Based on consolidated estimates using IMF, OECD, and World Bank aggregates,
these eight states together collect on the order of USD 26-28 trillion in annual
general-government revenue, while total public expenditure approaches USD 30-32 trillion.
The result is a combined annual fiscal deficit in the range of USD 3-4 trillion, even outside of
crisis conditions. These figures underscore the structural pressure facing advanced fiscal
states: large, mature economies with aging populations, high social spending, and limited
political capacity to reduce expenditures, increasingly reliant on extracting revenue from a

mobile and narrowing tax base.

Table 1: Estimated Macro-Fiscal Snapshot (2024)

Country Pop (m) GDP (USD Revenue (USD Spending (USD Deficit (USD tn)
tn) tn) tn)
United States 335 27.5 4.92 6.75 -1.83
China 1,410 18.6 3.08 3.99 -0.91
Japan 124 4.3 0.47 0.75 -0.28
Germany 84 4.6 2.17 2.30 -0.13
United Kingdom 68 3.4 1.45 1.62 -0.17
France 65 3.0 1.50 1.67 -0.17
Canada 40 2.2 0.36 0.40 -0.04
Australia 27 1.8 0.64 0.65 -0.02
Total / Avg ~3,153 ~71.0 14.59 18.13 -3.55

These are wealthy, developed economies with entrenched expenditure obligations and
limited political room to cut spending. As deficits persist, fiscal adjustment falls
disproportionately on the most captive segments of the tax base: middle-class wage earners
whose income is visible and withheld at source, property owners whose assets cannot

relocate, and professionals whose credentials tie them to a single jurisdiction.

Yet this adjustment strategy increasingly collides with twenty-first-century mobility.
Across all eight cases, top earners and high-net-worth households face high effective tax rates
on income, capital, or intergenerational transfers, while credible exit options remain legally
and practically available. The resulting pattern is consistent across regime types and

geographies: as fiscal pressure rises, mobile taxpayers arbitrage jurisdictions, eroding the tax
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base and forcing states to extract more aggressively from those who remain. This dynamic

forms the empirical foundation for the sending-state analysis that follows.

6.1 United Kingdom: The End of the Non-Dom Era

The United Kingdom serves as the paradigmatic case of wealth flight in the 2020s.
For decades, London was the undisputed capital of global wealth, sustained by a unique
"non-domiciled" (non-dom) tax regime that allowed wealthy foreign residents to pay tax only
on UK-sourced income. This arrangement made London a tax haven for the global elite,
importing vast amounts of capital. However, following the 2016 Brexit referendum and years

of subsequent political instability, this trend has sharply reversed.

The UK is projected to lose a net 16,500 millionaires in 2025 alone, a figure double
that of China and the highest global outflow. This represents the flight of approximately £66
billion in investable assets in a single year. The defining policy trigger has been the
dismantling of the non-dom regime. In 2024, the government moved to overhaul this status,
tightening rules on domicile and signaling an end to the tax advantages that underpinned
London's allure. Combined with the closure of the Tier 1 Investor Visa ("golden visa") in
2022 and proposals to increase capital gains and inheritance taxes, the fiscal compact

between the City of London and global capital has been shattered.

Political uncertainty has accelerated departures. The prospect of a Labour government
pursuing redistributive policies, including VAT on private school fees and higher taxes on
carried interest, has created what wealth advisors describe as a "fear factor." High-profile
figures like steel tycoon Lakshmi Mittal have relocated to jurisdictions like Switzerland,

explicitly citing the hostile tax environment.

The most striking example is Nikolay Storonsky, co-founder and CEO of Revolut, the
digital banking app valued at $75 billion in late 2025, making it the most valuable private
company in Europe. Storonsky, whose approximately 29% stake implies a net worth
exceeding $21 billion at the latest valuation, relocated his tax residency from the UK to
Dubai in October 2024, according to Companies House filings. The timing was not
coincidental: it came as the government finalized the abolition of the non-dom regime that
had allowed him to shelter overseas income. As a UAE resident, Storonsky now pays zero
personal income tax, zero capital gains tax, and zero dividend tax. When Revolut eventually
lists or he sells shares, he will owe nothing to the UK Exchequer on gains that could exceed

£10 billion. Had he remained UK-resident, his capital gains tax liability alone could have
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approached £3 billion. Storonsky built Revolut in London, employed 1,300 staff in Canary
Wharf, and recently pledged £3 billion in UK investment over five years. He will profit from
British consumers, British infrastructure, and British talent. He will not contribute to British

public finances. This is what exit capacity looks like.

The irony sharpens when contrasted with the treatment of Revolut's early employees.
Dozens of former senior staff who joined the company in its infancy, accepting below-market
salaries in exchange for stock options, now find themselves facing unexpected tax bills.
These employees believed their equity would be taxed as capital gains at 24%. Instead, due to

what the company has

acknowledged was incorrect guidance around the exercise window for their Company
Share Option Plan (CSOP), their gains are now classified as income, subject to income tax
and National Insurance contributions at combined rates approaching 47%. The difference is
not trivial: on gains worth hundreds of thousands or millions of pounds, the additional tax
burden can be ruinous. The employees who took the greatest risk, who bet on Revolut when it
was a scrappy startup rather than a $75 billion juggernaut, are taxed at nearly double the rate
they anticipated. The founder who reaped the greatest reward has relocated to a jurisdiction

where he pays nothing.

The tax burden on those who remain illustrates the asymmetry. The UK operates a
progressive income tax system with rates of 20% (basic), 40% (higher), and 45% (additional)
on income above £125,140. National Insurance contributions, which fund the National Health
Service and state pension system, add a further 8% on earnings between £12,570 and
£50,270, and 2% above that threshold. The personal allowance (£12,570) is withdrawn
entirely for individuals earning over £125,140, creating effective marginal rates exceeding

60% in certain income bands.

Consider the trajectory of a City solicitor. After seven years of university and
professional training, a decade of 70-hour weeks, and the partnership tournament that
winnows most candidates, a successful equity partner at a Magic Circle firm might earn
£500,000 per year. In public discourse, this figure is treated as extraordinary wealth. The
reality is more modest. Of this gross income, approximately £236,000 (47%) goes to income
tax and National Insurance, leaving take-home pay of roughly £264,000. This does not
account for employer National Insurance contributions (13.8% on earnings above £9,100),
which raise the total cost of employment to nearly £570,000. Nor does it include VAT at 20%

on most consumption, council tax on property, stamp duty on housing transactions (up to
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12% on properties over £1.5 million), or the cost of private school fees for those who have

lost confidence in the state system.

After two decades of training and work, this solicitor takes home roughly £22,000 per
month, in one of the world's most expensive cities, with a tax authority that claims nearly half
of every pound earned. A junior associate at a comparable firm in Dubai, earning a fraction of
the salary, may retain more in absolute terms. The arithmetic is not lost on those who can

restructure.

Yet this solicitor cannot easily leave. English legal qualifications do not transfer to
UAE courts. Client relationships are built around English law expertise. The partnership itself
is an illiquid asset, often subject to clawback provisions and non-compete agreements. This is

the definition of a captive high earner: taxed as if mobile, but credentialed into immobility.

The burden is not limited to the wealthy. Consider a mid-career professional earning
£80,000 per year: a senior accountant, an NHS hospital manager, a marketing director at a
mid-sized firm. This is a solid income, comfortably above the national median of roughly
£35,000, but hardly extravagant in London or the Southeast. Of this £80,000, approximately
£22,500 (28%) goes to income tax and National Insurance, leaving take-home pay of roughly
£57,500, or about £4,800 per month. From this, a modest two-bedroom flat in a Zone 3
London borough might cost £2,000 in rent. Council tax adds another £150. After utilities,
transport (an annual Tube pass runs over £1,800), and basic living expenses, little remains for
savings or discretionary spending. This worker pays a higher effective tax rate than many
multinational corporations operating in the UK, funds services stretched to breaking point,
and faces the near-certainty of never owning property in the city where they work. They are,

in the precise sense of this paper, captive.

While the elite exit, the British middle class faces a double lock-in. A housing crisis
in London and the Southeast restricts labor mobility for workers who cannot afford to move
to productive centers, while credentialing barriers make it difficult for tradespeople to
emigrate. The result is a hollowed-out tax base where the immobile are left to fund a

struggling National Health Service.

6.2 United States: The Citizenship Wall

The United States presents a unique case in the global mobility landscape. On the

surface, it remains a net magnet for wealth, projected to gain 7,500 millionaires in 2025. Yet
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this aggregate figure masks two distinct fracturing phenomena: severe internal migration
driven by tax arbitrage between states, and a rising wave of citizenship renunciation by those
seeking permanent escape from what is, uniquely among major nations, a citizenship-based

tax regime.

The Tax Burden: A Layered System

To understand American fiscal captivity, one must appreciate the layered nature of the
tax system. The federal government imposes seven marginal income tax brackets, ranging
from 10% to 37%. The top rate applies to taxable income above $626,350 for single filers.

But federal income tax is only the beginning.

All wage earners pay FICA taxes, which fund Social Security (6.2% on wages up to
$176,100) and Medicare (1.45% on all wages). High earners face additional levies: a 0.9%
Medicare surtax on wages exceeding $200,000, and a 3.8% Net Investment Income Tax on
investment income above the same threshold. These surtaxes are not indexed to inflation,

capturing more taxpayers each year through bracket creep.

State taxes compound the burden dramatically. Nine states impose no income tax,
including Florida, Texas, and Nevada. At the other extreme, California's top rate reaches
14.4% (including the Mental Health Services surcharge and uncapped State Disability
Insurance). New York State's top rate is 10.9%, and New York City adds 3.876%, for a

combined state and local rate approaching 14.8% in Manhattan.

Consider a managing director at an investment bank earning $1.5 million. Federal
income tax claims approximately $485,000. Social Security and Medicare (including
surtaxes) take roughly $40,000. New York State and City income taxes claim approximately
$205,000. Total tax: roughly $730,000, an effective rate of nearly 49%. Take-home pay is
about $770,000.

The burden falls heavily on the middle class as well. A project manager earning
$100,000 in New York City pays approximately $29,000 in combined federal, state, and city
taxes, an effective rate of 29%. Take-home pay of $71,000, or $5,900 per month, disappears

quickly into $2,500 rent for a modest Brooklyn apartment, leaving little for savings.

Internal Arbitrage: The Billionaire Migration

The variation in state tax rates has triggered massive internal migration, led by the

most visible names in American business. Elon Musk relocated from California to Texas in
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2020, shortly before exercising tens of billions of dollars in Tesla stock options. California's
13.3% top rate on a $23 billion option exercise would have generated roughly $3 billion in
state income tax. Texas has no income tax. The savings from a single transaction exceeded

the GDP of many small nations.

Jeff Bezos followed a similar pattern, announcing his move from Seattle to Miami in
2023. Washington State has no income tax, but voters had approved a new 7% capital gains
tax in 2021. Florida has neither. When Bezos sells Amazon shares, as he regularly does to
fund Blue Origin and philanthropic ventures, Florida residency eliminates state-level taxation
entirely. On $8 billion in annual stock sales, the Washington capital gains tax would claim

$560 million. In Florida, zero.

These are not isolated cases. Hedge funds have decamped from Connecticut to Palm
Beach. Private equity firms have relocated from New York to Miami. Tech entrepreneurs
have moved from San Francisco to Austin. The top 1% of New York taxpayers contribute
approximately 40% of state income tax revenue. When these taxpayers relocate, they take

their tax base permanently.
The Citizenship Wall

Internal migration, however, does not solve the fundamental problem for American
citizens. Unlike every other major developed nation, the United States taxes based on
citizenship, not residency. An American living in Dubai remains fully subject to the IRS,
must file annual returns reporting worldwide income, and faces compliance burdens costing

thousands annually in professional fees.

The FATCA regime requires foreign financial institutions to report accounts held by
US persons. Many foreign banks simply refuse American clients. The American passport,

once an unambiguous asset, has become a liability in the global financial system.

This creates a "citizenship wall" around the American tax base. Moving abroad
provides limited relief through the Foreign Earned Income Exclusion ($130,000 in 2025), but

investment income, capital gains, and earnings above the threshold remain fully taxable.

The Asymmetry: Non-Citizens Can Exit Freely

The citizenship wall operates asymmetrically. While Americans cannot escape US
taxation without renouncing citizenship, non-citizens face no such constraint. A foreign

entrepreneur can relocate to Silicon Valley, build a company, develop networks, accumulate
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skills, and depart after several years with no exit tax whatsoever, provided they have not held

a green card for eight of the prior fifteen years.

This creates a peculiar dynamic: the United States functions as a wealth-building
platform for mobile global talent who can extract value and leave, while native-born citizens
remain permanently tethered to the IRS. A French engineer who spends five years at a Bay
Area startup, exercises stock options, and returns to Paris owes nothing further to the US
Treasury. An American who attempts the reverse, building wealth abroad, remains subject to

US taxation throughout.
The Puerto Rico Escape Hatch

For citizens unwilling to renounce, Puerto Rico offers a unique arbitrage opportunity.
As a US territory, Puerto Rico-source income is exempt from federal tax under Section 933 of
the Internal Revenue Code. The territory's Act 60 provides extraordinary benefits: zero tax on
capital gains realized after establishing residency, zero tax on dividends and interest, and a

4% corporate rate for qualifying export service businesses.

The requirements are stringent: 183 days physical presence annually, property
purchase within two years, and substantial fees. The IRS aggressively audits those claiming

Puerto Rico residency without

meeting bona fide residence requirements. But for those who can legitimately

relocate, Puerto Rico represents a legal path to near-zero taxation while retaining citizenship.

For permanent escape, there is only one path: renunciation. In 2024, 4,820 Americans
formally gave up citizenship, a 48% increase from 2023 and the third-highest annual total on

record. The backlog for renunciation appointments now exceeds 30,000 cases globally.

The US imposes an "exit tax" on "covered expatriates" with net worth exceeding $2
million or average annual tax liability above $206,000. All assets are treated as sold at fair
market value, with gains subject to immediate taxation (after an $890,000 exclusion). For

wealthy individuals, the exit tax can reach millions of dollars.

Yet rising departures suggest the long-term cost of US fiscal citizenship now
outweighs even this toll. A tech entrepreneur holding $50 million in appreciated stock faces
perhaps $15 million in exit tax. But over a 30-year horizon in a zero-tax jurisdiction, the

present value of future savings far exceeds the exit cost. The arithmetic favors departure.
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The pattern is clear: mobility determines fiscal destiny. Musk saves $3 billion moving
to Texas. Bezos pays nothing on stock sales in Florida. The hedge fund manager relocates to
Miami, the tech founder to San Juan, the entrepreneur renounces for Singapore. All exercise
exit options unavailable to the middle-class professional. The captive remain, their rates

rising as the mobile depart and the base erodes.

6.3 Comparative Analysis: High-Tax Democracies as Sending States

Six major economies (Canada, France, Germany, Australia, Japan, and China) illustrate the
common mechanics of elite exit from high-tax jurisdictions, despite wide variation in
political systems, tax instruments, and institutional contexts. Each demonstrates how specific
policy triggers combine with accessible alternatives to produce predictable outflows of

mobile capital and talent.

The Trigger-Exit Pattern

Canada exemplifies stagnation-led exit. The 2024 capital gains inclusion increase from 50%
to 66.7% on gains exceeding CAD 250,000 signaled that the state views capital accumulation
as a target for extraction. Combined with housing costs that have decoupled entirely from
local incomes (Toronto's average home price exceeds CAD 1.1 million against median
household income of $85,000), professionals and entrepreneurs increasingly relocate pre-exit

to Dubai, Portugal, or the United States.

France demonstrates the Laffer Curve of mobility. The socialist government's 75% supertax
and the ISF wealth tax triggered an estimated 10,000 millionaire departures in 2015 alone,
representing 3% of the country's millionaire population in a single year. Macron's partial
reversal (replacing ISF with the real-estate-only IFI) slowed but did not stop the outflow;
France is projected to lose 800 millionaires in 2025 because trust in fiscal stability has been
fundamentally broken. The IFI's explicit targeting of immobile real estate while exempting

financial assets confirms that states shift burdens to what cannot escape.

Germany presents gradual erosion rather than sudden flight. Combined marginal rates
exceeding 50% (income tax, solidarity surcharge, church tax, and social insurance) create
sustained pressure, with exit typically timed to specific life events: business sales, retirement,
or succession. Survey data shows 37% of German millionaires now consider emigration, with
a 114% increase in alternative residency enquiries between 2023 and 2024. Switzerland

remains the classic destination; Dubai increasingly attracts younger digital entrepreneurs.
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Australia illustrates the nullification of geographic protection. The 14-hour flight to
Singapore or Dubai, once a meaningful barrier, has become trivial as technology enables
remote business operation. The proposed superannuation tax on unrealized gains exceeding
AS$3 million alarmed high-net-worth individuals by establishing that paper wealth could
trigger tax liability without any liquidity event. Net millionaire inflows have collapsed from
5,000+ annually in the 2010s to a projected 1,000 in 2025.

Japan offers a mechanically predictable case: combined rates exceeding 55% on income and
55% on inheritance, compared to zero on both in Singapore and Hong Kong. The exit
calculus requires no ideology, merely arithmetic. A ten-year residency look-back rule for
inheritance tax creates a substantial waiting period, but entrepreneurs approaching liquidity
events and families facing succession increasingly structure multi-generational relocation

strategies.

China represents constrained exit at world-leading scale. Despite formal capital controls
limiting individual conversions to $50,000 annually, 13,800 high-net-worth individuals
departed in 2023 and 15,200 in 2024. The controls do not prevent wealthy exit; they channel
it through informal mechanisms (underground banks, trade mis-invoicing, cryptocurrency)
while imposing costs that only the genuinely wealthy can absorb. Regulatory unpredictability,
exemplified by the disappearance of investment banker Bao Fan and the forced retreat of Jack
Ma, combines with the "Common Prosperity" campaign to make exit anticipatory rather than

reactive.

Common Patterns
Three structural regularities emerge across these cases:

First, policy triggers matter more than absolute rates. France's millionaire exodus accelerated
not when rates were highest but when the 75% supertax signaled hostility to wealth. Canada's
capital gains increase triggered exit planning not because 35% effective taxation is
unaffordable but because it confirmed that capital accumulation would be progressively

targeted. The signal value of policy changes often exceeds their direct fiscal impact.

Second, exit is legal, transparent, and increasingly normalized. None of these countries is
unstable or autocratic. Their wealthy residents leave not to escape persecution but to optimize
within a global market for tax residency. The same rule of law that makes these jurisdictions

attractive to business also guarantees exit rights that cannot be legally constrained.
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Third, the captive subsidize the mobile. In every case, those who cannot exit (middle-class
professionals with local credentials, workers with pension entitlements, homeowners with
mortgages in local currency) bear increasing shares of fiscal burden as mobile capital
relocates. The Canadian software engineer, the German Mittelstand employee, the Japanese
salaryman, and the Chinese professional all face effective rates approaching or exceeding
40% while possessing no realistic exit options. Their immobility is the condition of

possibility for the state's continued revenue extraction.

The destinations are predictable: Singapore and Hong Kong for Asian wealth, Dubai and
Switzerland for European wealth, the United States and Caribbean for North American
wealth. Each receiving jurisdiction offers some combination of territorial taxation, zero
capital gains, zero inheritance tax, and credible rule of law. The competition is not for median
workers, who remain jurisdictionally captive, but for the entrepreneurial and investor class

whose exit capacity generates the fiscal asymmetry examined in this paper.

Table 2: The Great Wealth Redistribution: Net Millionaire Migration Projections (2025)

Country Net HNWI Flow Key Driver
UAE +9,800 | Zero-tax proposition
USA +7,500 | Tech ecosystem, business opportunities, world's largest
economy, relatively low taxes on wealth already built
Italy +3,600 | Flat tax regime for foreigners
Switzerland +3,000 | Forfait fiscal, stability
Singapore +1,600 | Family office incentives
Portugal +1,400 | NHR regime (reformed)
Canada +1,000 | Immigration offset
Australia +1,000 | Inflows of wealthy Asians and others; Declining from 5,000/yr
France -800 | Wealth tax uncertainty
India -3,500 | Domestic factors
China -7,800 | Political uncertainty
UK -16,500 | Non-dom abolition

Source: Henley & Partners Global Wealth Migration Review 2025; New World Wealth projections.

7. CASE STUDIES: RECEIVING STATES

The “Receiving States” are not merely passive beneficiaries of Western fiscal strain or
elite exit. They are active state-entrepreneurs that have deliberately redesigned their legal,
fiscal, and regulatory operating systems to attract mobile capital and talent departing
higher-friction jurisdictions. These states function as regulatory havens by offering what
many Western democracies increasingly struggle to provide: fiscal certainty, administrative

simplicity, personal safety, and a transactional relationship with mobile, high-value residents.
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In this paper, the term “receiving state” does not denote a fixed or binary category, but
a relational and cohort-specific role within the global mobility regime. A receiving state is
one that selectively positions itself to attract particular categories of mobile individuals, even
while imposing comparatively high tax burdens on its immobile population. Receiving status
is therefore not a universal property of a country, but a function of how state policy design

interacts with differential mobility capacity across classes.

Many jurisdictions now operate dual fiscal and legal architectures. A single country
may function as a sending state for domestically anchored labor and middle-income
households subject to progressive taxation and social contributions, while simultaneously
operating as a receiving state for foreign high-net-worth individuals, entrepreneurs, or
high-income professionals through preferential regimes, tax caps, and targeted residency
incentives. The relevant unit of analysis is thus not the nation-state as a homogeneous fiscal
entity, but the differentiated relationship between state institutions and distinct mobility

cohorts.

Italy provides a clear illustration of this bifurcated model. For most Italian citizens
and long-term residents, Italy remains a high-tax Western welfare state characterized by
progressive income taxation and limited fiscal flexibility. At the same time, Italy has
constructed explicit incentives to attract globally mobile elites. Under its regime for new
residents, qualifying individuals may elect to pay a fixed substitute tax on all foreign-sourced
income, regardless of amount, for an extended period. In parallel, Italy offers substantial
employment income relief for certain new residents, allowing up to 70 percent of qualifying
employment or self-employment income to be exempt from taxation for several years, with
enhanced benefits in specific regions. Through these mechanisms, Italy functions
simultaneously as a sending state for domestically rooted labor and a receiving state for

internationally mobile capital and high-income individuals.

More broadly, receiving states can be understood as jurisdictions that practice
selective sovereignty. Rather than competing across the entire tax base, they compete for
specific high-value, mobile cohorts by offering fiscal predictability, streamlined compliance,
and legal clarity in exchange for residence, investment, or consumption. This strategy allows
states to capture revenue from actors who might otherwise exit the global tax system entirely,
while preserving redistributive obligations for less mobile populations. The result is not a
retreat of the state, but a reconfiguration of state power in which sovereignty is increasingly

exercised through class-conditioned policy segmentation.
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Taken together, these dynamics underscore that receiving states are defined less by
their headline tax rates than by their ability to convert mobility into fiscal advantage for
targeted groups. The following sections examine how this logic operates in practice across a
set of prominent receiving states. Each case study analyzes the legal architecture, tax
incentives, and residency frameworks through which these jurisdictions compete for mobile
individuals and capital, and assesses how these strategies interact with the fiscal pressures

confronting traditional sending states.

7.1 United Arab Emirates: Zero-Tax Residency as State Strategy

The United Arab Emirates (specifically Dubai) has executed the most successful
wealth attraction strategy of the decade. It is projected to gain 9,800 millionaires in 2025,

cementing its status as the world's leading wealth magnet.

The UAE offers a simple, radical proposition: zero personal income tax, zero capital
gains tax, and zero inheritance tax. For a UK entrepreneur facing a 45% income tax and 40%
inheritance tax, the "tax alpha" of moving to Dubai is enormous. The introduction of the
"Golden Visa" (a 10-year renewable residency for investors and talent) fundamentally
changed the calculus. Previously, residency was tied to employment; now, it is an asset class.
This policy decoupled residency from the local labor market, allowing the global wealthy to

treat Dubai as a permanent home.

The UAE also created the Dubai International Financial Centre (DIFC), which
operates on English Common Law rather than local Sharia-influenced civil law. This
provides Western investors with the legal certainty they require, effectively transplanting

British law without British taxes.

7.2 Singapore: Institutional Design for Attracting Mobile Wealth

Singapore markets itself not just on tax efficiency, but on extreme stability and
security-positioning itself as the "Switzerland of Asia." Singapore has aggressively courted
ultra-high-net-worth families through tax incentive schemes like 130 and 13U. These
schemes allow family offices to effectively operate tax-free on specified investment income,
provided they meet local spending and hiring requirements. This has led to a massive influx

of Chinese and Western wealth seeking a "neutral" ground amid geopolitical tensions.

32



Shantz | Asymmetric Mobility

Unlike Dubai's "open door" policy, Singapore emphasizes exclusivity and high
standards. It bundles residency with access to elite international schooling, a
high-trust/low-corruption environment, and a robust financial ecosystem. It appeals to
families looking for a safe, orderly environment to raise children and preserve
intergenerational wealth. In a polarizing world, Singapore's neutrality allows it to act as a safe
harbor for capital from both the US and China, reinforcing its status as a beneficiary of global

instability.

7.3 Switzerland: Lump-Sum Taxation and Cantonal Competition

Despite the global erosion of banking secrecy and pressure from the EU, Switzerland
retains its allure through the Forfait Fiscal (Lump-Sum Taxation), a mechanism that dates
back over a century. Foreign residents in certain cantons (e.g., Valais, Vaud) can negotiate a
fixed tax bill based on their living expenses (typically 7 times their annual rent) rather than
their actual worldwide income and wealth. This effectively caps their tax liability, turning a

progressive tax system into a regressive fixed fee for the super-rich.

While some cantons (like Zurich) have abolished this practice due to local "fairness"
campaigns, it remains a key tool for attracting the ultra-wealthy who fear wealth taxes in
France or Germany. The relocation of tech entrepreneurs like Nik Storonsky to Switzerland

signals that the "old" haven still competes effectively with the "new" ones like Dubai.

7.4 Panama: Territorial Taxation and Accessible Residency

Panama offers a different value proposition: it is the "Plan B" for the mass-affluent
middle class of the West, not just the billionaires. Its core offering is its Territorial Tax
System. Panama only taxes income earned within its borders. A digital nomad or investor
living in Panama but earning dividends from Wall Street or consulting fees from London pays

0% tax to Panama.

Unlike Singapore, which requires millions in assets, Panama offers residency through
programs like the "Friendly Nations Visa" or "Pensionado" visa at much lower price points.
This makes it a prime destination for retirees and digital nomads fleeing the high cost of

living in the US and Canada.

7.5 Hong Kong: Territorial Taxation within a Global Financial Center
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Hong Kong represents a mature and historically entrenched model of the receiving
state. Its attractiveness rests on a pure territorial tax system combined with deep financial
markets, strong legal institutions, and global connectivity. Hong Kong does not tax
foreign-sourced income, capital gains, or dividends, and it imposes no inheritance or estate
taxes. Salaries tax is low and capped, creating a predictable and comparatively light fiscal

burden for high-income earners.

What distinguishes Hong Kong from newer receiving states is that it functions not as
a lifestyle arbitrage destination, but as a core node of global finance that has long operated on
territorial principles. For decades, it has allowed internationally mobile professionals,
financiers, and entrepreneurs to earn income globally while maintaining residence in a
jurisdiction that imposes minimal fiscal claims on offshore activity. In this sense, Hong Kong
occupies an intermediate position between Singapore and Panama: a sophisticated financial
center with the legal and institutional depth of a major economy, paired with a tax system that

structurally favors mobile income.

Although recent political developments have altered perceptions of autonomy, Hong
Kong continues to attract global capital due to the durability of its tax framework and
financial infrastructure. Its persistence underscores a broader point of this paper: territorial
taxation is not an anomaly or loophole, but a central pillar of the global receiving-state

architecture, particularly for financial and professional elites.

7.6 Caribbean Islands: Lifestyle Havens and Zero-Tax Jurisdictions

The Caribbean represents a distinct but complementary category of receiving states.
Unlike Singapore or Hong Kong, Caribbean jurisdictions are not global financial hubs in their

own right. Instead, they

function as residency-oriented receiving states, offering zero or near-zero taxation
combined with political stability, asset protection, and favorable residency or citizenship

pathways.

Jurisdictions such as The Bahamas, Cayman Islands, Bermuda, and Barbados impose
no personal income tax, no capital gains tax, and no inheritance tax. These islands have
increasingly repositioned themselves as full-spectrum lifestyle receiving states, combining
tax neutrality with high-quality housing, international schooling, reliable infrastructure, and

proximity to North America.
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In recent years, several Caribbean jurisdictions have expanded beyond traditional
offshore finance by introducing digital nomad visas, long-term residency programs, and
citizenship-by-investment schemes. These policies explicitly target globally mobile
professionals and entrepreneurs who earn income elsewhere but seek a stable, low-tax base of
residence. Unlike Panama, which appeals to the mass-affluent, or Monaco, which caters
almost exclusively to ultra-high-net-worth individuals, Caribbean jurisdictions occupy a

middle position, attracting both high-income professionals and wealthy retirees.

From an analytical perspective, the Caribbean illustrates how receiving states need not
rely on scale, industrial capacity, or large domestic markets. Instead, they monetize
jurisdictional attributes themselves: tax neutrality, legal certainty, climate, and lifestyle. These
jurisdictions demonstrate the endpoint of the receiving-state logic, where the state’s primary

economic function is to host mobile individuals rather than to tax domestic production.

7.7 European "Internal Havens': Italy and Portugal

Perhaps the most striking development in contemporary tax competition is the rise of
internal tax havens within the high-tax European Union and its immediate periphery. These
states have recognized that they cannot compete on headline tax rates without destabilizing
domestic fiscal settlements. Instead, they have created targeted carve-outs for mobile
foreigners, selectively lowering effective tax burdens for new or non-domestic residents

while maintaining high taxes for immobile citizens.

e Portugal: The NHR Regime. Portugal’s Non-Habitual Resident (NHR) regime
represented a highly effective exercise in jurisdictional marketing. It offered a flat 20
percent tax rate on designated high-value professions and, initially, a zero percent rate
on many categories of foreign-sourced income, including pensions, for a ten-year
period. The regime attracted large inflows of retirees, remote workers, and
crypto-wealthy individuals from higher-tax states such as France and Sweden.
Although subsequently narrowed under domestic political pressure, it firmly
established Portugal as a receiving state for mobile wealth without requiring broad

reductions in domestic tax rates.

e Italy: The Flat Tax for New Residents. Italy represents a more explicit and durable
form of internal haven design. In 2017, Italy introduced a regime for new residents
allowing qualifying individuals to pay a fixed substitute tax of €100,000 per year,

recently increased to €200,000, on all foreign-sourced income regardless of amount.
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This effectively caps tax liability for high-net-worth individuals while leaving the
domestic progressive tax system intact. In parallel, Italy offers substantial relief for
inbound workers, including exemptions of up to 70 percent on qualifying employment
or self-employment income. In 2023, approximately 1,500 individuals utilized the
flat-tax regime, demonstrating that even G7 nations now engage in selective

sovereignty discounting to attract mobile capital.

United Kingdom: The Non-Domiciled Regime. For decades, the United Kingdom
operated one of the most consequential internal haven regimes through its
non-domiciled status. Under this framework, qualifying residents were taxed
primarily on UK-sourced income, with foreign income excluded unless remitted. This
allowed wealthy individuals to reside in London while substantially limiting global
tax exposure and played a central role in sustaining the city’s position as a global
financial hub. Although recent reforms have curtailed or dismantled aspects of the
non-dom regime, its long operation illustrates how core fiscal states relied on

differentiated treatment of mobile residents to remain competitive.

Spain: The Beckham Law. Spain operates a narrower but still significant internal
haven through the so-called Beckham Law. This regime allows qualifying inbound
workers to be taxed at a flat rate on Spanish-sourced income for a limited period
while excluding most foreign income from Spanish taxation. Although tied more
closely to employment than wealth, the regime functions as a selective incentive for

mobile professionals and executives, particularly in finance, technology, and sport.

Greece: Lump-Sum Taxation for New Residents. Greece has adopted a lump-sum tax
regime for new tax residents with foreign-sourced income, closely resembling Italy’s
structure. Qualifying individuals may opt to pay a fixed annual tax in lieu of ordinary
worldwide taxation. While uptake has been more modest, the policy reflects Greece’s
strategic effort to reposition itself as a receiving state for internationally mobile

wealth despite remaining a high-tax jurisdiction for its resident population.

Malta: Non-Domiciled and Remittance-Based Taxation. Malta functions as a hybrid
internal haven through its non-domiciled and remittance-based tax system. Foreign
residents are taxed primarily on income remitted to Malta, allowing significant
foreign-sourced income to escape domestic taxation. This structure enables Malta to
maintain formal compliance with EU norms while offering substantial effective tax

reductions for mobile individuals.
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e Cyprus: Non-Dom Status and Capital Exemptions. Cyprus combines non-dom rules
with broad exemptions on dividends and capital gains for qualifying residents. This
creates a favorable environment for entrepreneurs and investors relocating from
higher-tax EU jurisdictions, positioning Cyprus as a receiving state for mobile capital

without fully abandoning high statutory rates.

e Monaco: The Limiting Case. Outside the EU but tightly integrated into Europe’s
mobility ecosystem, Monaco represents the limiting case of the internal haven logic.
With no personal income tax and a long-standing role as a refuge for European
wealth, Monaco functions as a pure receiving jurisdiction for mobile elites,
particularly from France and Italy. While exceptional in scale and structure, Monaco
reinforces the broader pattern that mobile individuals can access preferential fiscal

treatment within Europe without relocating to traditional offshore centers.

Taken together, these cases demonstrate that Europe now contains a dense network of
selective receiving regimes. The common feature is not uniformly low taxation, but
cohort-specific access to favorable fiscal treatment conditioned on mobility. These internal
havens illustrate how advanced states increasingly reconcile fiscal pressure with capital flight
by segmenting their tax systems along mobility lines, transforming mobility itself into a

central determinant of fiscal citizenship.

8. SYSTEMIC CONSEQUENCES OF EXIT OVER REFORM

The ability of capital and elites to exit does not merely change tax receipts; it
fundamentally alters the structure of the state, the nature of citizenship, and the cohesion of

society.
8.1 Fiscal Erosion and the Redistribution Toward the Immobile

As corporate and top-income tax bases erode via BEPS and high-net-worth migration,
Western states face a widening fiscal gap. They cannot easily cut spending due to rigid
commitments to aging populations, so they must find revenue elsewhere. The data reveals a
structural shift: as corporate tax rates fell globally from approximately 40% to 23% over four
decades, consumption taxes rose correspondingly. OECD data shows VAT revenues now
account for over 20% of total tax revenue, up from 14% in 1985. States increasingly rely on

property taxes and payroll taxes. Property cannot move, and labor is sticky. The burden falls
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hardest on those substantial enough to pay significant taxes but not wealthy enough to

restructure affairs offshore or relocate credibly.

The arithmetic will intensify. Sovereign debt levels across the OECD have reached
historically unprecedented peacetime levels. Demographic trajectories compound these
pressures as baby boomer cohorts enter retirement while birth rates remain below
replacement. Healthcare expenditures, already consuming 10-18% of GDP, will accelerate.
Climate adaptation adds further demands. Western states will require substantially more

revenue in the coming decades, and the available base from which to collect it is narrowing.

This creates a self-reinforcing cycle. As taxes rise, the calculus for mobile capital
shifts toward exit. As exit accelerates, the tax base narrows, concentrating burden on the
immobile. As the immobile bear increasing shares, political pressure for higher taxes on the
wealthy intensifies, but the wealthy who remain are increasingly those who cannot leave,
while those who could have paid most have already departed. At the terminal point of this
logic, the state's primary fiscal relationship is no longer with its most productive citizens but

with its most captive ones.
8.2 The Dual Fiscal Contract

We are witnessing the bifurcation of the social contract into two distinct
arrangements. The elite contract is negotiated, flexible, and transactional: the state
approaches the mobile as a vendor, offering tax caps (Italy), non-dom status (UK), or special
visas (UAE). The relationship is commercial. The mass contract is imposed, rigid, and
coercive: the immobile majority faces automatic payroll deductions, rising VAT, and
deteriorating services. They possess no negotiation power because they have no credible

threat of exit.

This duality erodes the moral authority of the state. When the law applies differently
to those with exit capacity than to those who must stay, the rule of law degrades into a rule of
leverage. Christopher Lasch warned in The Revolt of the Elites that the upper class would
detach from the obligations of citizenship. When elites can exit, they lose their stake in
domestic institutional quality and disengage from public systems they no longer rely upon.
The shift from taxation to philanthropy moves social capital allocation from the democratic
sphere (where citizens vote on expenditure) to the private sphere (where donors decide),

further eroding shared commonwealth.

8.3 Legitimacy and the Inversion of Progressivity
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The progressive tax system, designed to extract proportionally more from those with
greater capacity, inverts in practice: those with greatest capacity leave, while those with
moderate capacity bear the effective burden. Populist movements across the West draw
energy from the perception that the system favors a cosmopolitan elite playing by different
rules. When middle-class voters observe that they cannot escape their obligations while
billionaires relocate to Dubai or Monaco, the legitimacy of the fiscal arrangement comes into

question. Tax morale erodes. Compliance becomes grudging rather than civic.
8.4 Boundary Conditions and Policy Feasibility

The Nordic countries appear to contradict the mobility-flight hypothesis, maintaining
top marginal rates of 52-60% with historically lower outflows than comparable jurisdictions.
Exceptional institutional trust, high-quality universal services, and cultural norms
discouraging wealth-motivated relocation explain this pattern. However, the exception is
eroding. Following Norway's 2022 wealth tax increase, more than 100 of its wealthiest
individuals departed between 2021 and 2023 (more than the previous 13 years combined),
taking approximately $54 billion in wealth; the tax projected to raise $146 million annually
instead produced a net revenue loss exceeding $448 million. Sweden abolished its wealth tax
in 2007 for the same reason. The Nordic model represents a boundary condition, not a
refutation: the highest sustainable taxation achieved through uniquely favorable conditions

that may not endure.

Four policy responses merit consideration, though none resolves the underlying
asymmetry. Global coordination, exemplified by the OECD's Pillar Two minimum corporate
tax, represents significant achievement but applies primarily to corporate profits, not
individual income, and receiving states have little incentive to eliminate their competitive
advantage. Exit barriers (citizenship-based taxation, exit taxes, extended liability periods)
preserve fiscal capacity but create compliance burdens, may accelerate renunciation, and
raise uncomfortable questions about freedom of movement; a state that must wall its citizens
in to tax them has conceded a certain loss of legitimacy. Base-shifting toward immobile
factors (land value taxation, consumption taxes) offers theoretical elegance but faces intense
political resistance from middle-class homeowners and is regressive absent redistribution.
Improving the fiscal bargain through high-quality services may prove most sustainable, but
requires sustained investment over decades precisely when fiscal pressures and political

cycles make such commitment difficult.
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The postwar fiscal state rested on mutual captivity: citizens could not easily leave, and
states could not easily exclude. That symmetry permitted high taxation, generous
redistribution, and welfare systems binding populations in mutual obligation. The foundation
has eroded. Capital moves at electronic speed; talent relocates with minimal institutional
friction. The technological and institutional changes enabling this asymmetry cannot be
reversed. States that recognize the shift in bargaining power and adapt accordingly (whether
through competition for mobile residents, investment in immobile populations, or acceptance
of a leaner fiscal state) will navigate the transition. Those that assume twentieth-century tools
will function in a twenty-first-century environment will find themselves progressively
hollowed out, losing mobile citizens to competitors while extracting ever more from those
who remain. Building a fiscal foundation suited to an era of radical mobility for some and
enforced immobility for others is the defining governance challenge of the coming

generation.
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