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In the aftermath of COVID-19, some jurisdictions have considered raising taxes as a means of 
addressing budget deficits. Conventional economics suggests that raising taxes would lead to an 
increase in behavioral changes and avoidance efforts, especially among large corporations and the 
wealthy. The magnitude and significance of these responses to tax increases has proven to be a highly 
politically contentious issue. However, outside of the political sphere, there has been a steady stream 
of academic research publications in recent years that have given a clearer picture of the impact of 
taxation on migration patterns and income, especially of the wealthy. Below, we review some of 
these publications to better assess the potential implications of the proposed graduated income tax 
in Massachusetts, which the public will vote on in November 2022.

Early research on the topic of wealth migration had some striking conclusions. A 2004 paper 
by NBER economists Joel Slemrod and Jon Bakija using data from 1965 to 1998 found that, for 
every percentage point increase in state personal income tax rates, residents filed 1.5% fewer federal 
estate tax returns in the state.1 Slemrod and Bakija go on to discuss a substantial “trade-off between 
raising revenue in a progressive fashion and the efficiency costs of that approach.”2 Seniors, and 
especially wealthy seniors, seem to partake frequently in what Slemrod and Bakija call “tax-induced 
migration.”3 They conclude by declaring that “our evidence is consistent with the idea that some rich 
individuals flee states that tax them relatively heavily,” even before the “Zoom economy” increased 
the mobility of many white-collar workers during the COVID-19 pandemic.4 

More recent studies are described in further detail below. 

What is the Graduated Income Tax?

For the past several years, Massachusetts has been considering a state constitutional 
amendment that would levy a four percent surtax on annual personal income over $1 mil-
lion. The first attempt to do so, filed by initiative petition, failed a Massachusetts Supreme 
Judicial Court challenge in 2018 before re-emerging as a legislative petition and receiving 
initial approval at a constitutional convention in 2019. The state legislature granted final 
approval in June 2021, and the proposal will appear on the statewide ballot in the fall of 
2022. 

Proponents of the amendment, led by the Massachusetts Teachers Association and the 
Service Employees International Union, together with advocacy and religious groups, call 
it the “Fair Share Amendment,” a nod to their frequent assertions that the measure would 
require only the very wealthy to pay what proponents believe is their “fair share” of taxes.

Opponents argue that it would endanger the long-term economic well-being of Massa-
chusetts by prompting high-income residents and businesses to relocate to states that have 
lower income tax rates and discouraging high-income individuals and businesses from com-
ing to Massachusetts in the first place. They believe that COVID-19 may exacerbate these  
relocation effects, as the pandemic has made telecommuting much more prevalent, at  
least in the short term.5
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Gorry, Hubbard, and Mathur (2021)
In a 2021 National Tax Journal paper, economists Aspen 

Gorry, R. Glenn Hubbard, and Aparna Mathur use an empir-
ical model to show that the wealthy often make use of “income 
shifting” to delay their tax obligations in response to a poli-
cy change. Drawing on previous studies that showed how the 
executive class is more sensitive to increased taxation than oth-
er demographic groups, they cite a significant 
link between tax rates and the share of top 
earners’ incomes that are “deferred” via stock 
options and the like. They conclude that such 
“income shifting” activities greatly increase 
the welfare of wealthy taxpayers in a way that 
many other studies on the matter have failed 
to capture.6

In a testament to the surprisingly effi-
cient nature of income shifting, the authors 
claim that “the change in deadweight loss in 
response to a change in taxes is nearly half as 
large when income shifting is accounted for.”7 
This evidence may deter those who are concerned about the 
deadweight loss (i.e., economic inefficiencies) involved in tax-
ing the rich. However, Gorry, Hubbard, and Mathur also note 
that, at the time their data was collected, the federal tax code 
gave a substantial incentive, under section 162(m), for firms to 
offer their employees stock options in lieu of a traditional sala-
ry. The Tax Cuts and Jobs Act of 2017 has since removed this 
incentive, potentially exacerbating the deadweight loss from 
tax hikes in the future.8

Moreover, Gorry, Hubbard, and Mathur suggest that, if 
anything, previous studies have underestimated the magni-
tude of the behavioral responses (such as physical relocation, 
reduced working hours, etc.) of the wealthy to 
tax increases because they fail to take income 
shifting into account. In their specification, 
“most of the response [to tax policy chang-
es] is due to income shifting rather than real 
behavioral changes.”9 The authors point out 
that the prevalence of income shifting doesn’t 
necessarily mean that behavioral responses 
will suppress tax revenues in the long run, just 
shift the timing of when the government gets 
them. Still, much like income tax revenue as a whole, that tim-
ing is decided by the whims of the uber-wealthy, and not by the 
funding needs of crucial social programs. 

Ruf and Schmider (2018)
Many recent studies examining taxes on the wealthy tend 

to focus on relatively narrow groups of people. In a 2018 
study, German researchers Martin Ruf and Julia Schmider 
examined who bears the cost of raising taxes on CEO pay 
in particular, finding that “CEOs use their bargaining power 

to shift their tax load partly to the employer” and that “more 
powerful CEOs are more successful at doing so.”10 They con-
clude that “a higher taxation of CEO pay may thus not nec-
essarily be the appropriate measure to reduce the increasing 
income inequality in the U.S.”11

Ruf and Schmider draw on data showing that the mean 
CEO salary in the U.S. is more than 15 times the rate in peer 

countries such as Australia and Canada. How-
ever, the authors also show that taxing CEO 
pay directly could be inefficient. In fact, they 
calculate that a 10 percentage point increase 
in the top marginal tax rate on CEO pay rais-
es gross CEO pay by 12 percent. This implies 
that, for a CEO who made $10 million before 
the tax hike, the majority of the cost burden 
from the higher tax rate would ultimately fall 
on the company, not the CEO himself or her-
self.12

Ruf and Schmider go on to describe how 
CEOs with larger roles in the corporate 

board of directors, as well as those who are better-paid to 
begin with, are able to pass on more of their tax burden to the 
company than CEOs that are less influential. While higher 
tax rates on CEOs tend to be associated with lower average 
CEO salaries on the national level, taxes on CEO pay tend to 
be a relatively ineffective channel for “taxing the rich.” 

Moretti and Wilson (2017) 
Like Ruf and Schmider, Enrico Moretti and Daniel Wil-

son took an applied approach to the issue of wealth migration in 
their 2017 paper. Moretti and Wilson explored the influence of 

state taxes on the migration behavior of “star 
scientists.” Defining star scientists as those in 
the top 5% by number of patents granted, they 
find that a 1% decrease in the relative effec-
tive tax rate leads to a 1.8% increase in the net 
flow of star scientists arriving in the low-rate 
state.13 Moretti and Wilson note the momen-
tous implications of their findings for the 
geography of job creation, as the presence of 
high-quality research institutions often yields 
ecosystems of innovation sector jobs (see Sil-

icon Valley, Kendall Square, etc.). They also discuss whether 
the findings could possibly be generalizable to other wealthy, 
highly educated people besides scientists, as supposedly the 
potential profitability of patent activity is a main reason for the 
researchers’ location decisions. 

Moretti and Wilson go on to provide specific examples 
of how changes in tax rates have impacted the concentration 
of innovative researchers in certain states in recent years. For 
example, they estimate that when New York cut the average 
tax rate for the top 1% of earners from 7.5% to 6.85% in 2006, 

Previous studies have 
underestimated the 
magnitude of the behavioral 
responses (such as physical 
relocation, reduced working 
hours, etc.) of the wealthy 
to tax increases because 
they fail to take income 
shifting into account.

CEOs with larger roles in 
the corporate board of 
directors, as well as those 
who are better-paid to 
begin with, are able to pass 
on more of their tax burden 
to the company.
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Carroll & Prante (2012)
Other researchers have considered the economic impact 

of taxing the wealthy at the federal level, as the implications 
of changing marginal tax rates go far beyond tax competi-
tion between states. Two Ernst & Young economists, Robert 
Carroll and Gerald Prante, describe a host of macroeconomic 
consequences to a set of proposed 2013 tax hikes, including 
rate increases on capital gains, ordinary income, and Medicare 
taxes, as well as limitations on itemized deductions for high 
earners. 

Carroll and Prante found that enacting these tax changes 
would cause long-run economic output to fall by some $200 
billion. Using the EY General Equilibrium Model, they find 
that the proposals would collectively “lower output, employ-
ment, investment, the capital stock, and real after-tax wages” as 
well as “reduce work effort and labor force participation.”19 The 

proposals would have more than doubled average 
marginal tax rates for dividends and increased the 
corresponding rate for capital gains by 39 percent, 
significantly hampering business investment.20 

Other long-term impacts of such a proposal 
include losses of 710,000 jobs, a decline in the 
capital stock of 1.4 percent, a decline in invest-
ment of 2.4 percent, and a decline in real after-tax 
wages of 1.8 percent. Carroll and Prante also find 

employment and GDP losses in each individual state. The study 
seems to act as a warning against raising tax rates on dividends 
and capital gains in particular, as those taxes are reformed most 
heavily by the proposals the authors analyze. 

Cebula and Nair-Reichert (2012)
Drawing on the “Tiebout hypothesis” that people tend to 

“vote with their feet,” Richard Cebula of George Mason Uni-
versity and Usha Nair-Reichert of Georgia Tech used a regres-
sion model to find a causal relationship between state-level 
taxes and the location decisions of individual households. Spe-

cifically, they find that interstate migration pat-
terns show persistent preference for both lower 
state income taxes and lower state and local prop-
erty taxes, all else being equal.21 

Further, the authors find that the relationship 
holds after taking such factors as the cost of liv-
ing, climate and environmental factors, and the 
fiscal health of the jurisdiction into account. They 
then test the robustness of the relationship with 
multiple types of regression models, for which the 
relationship also holds. 

Cebula and Nair-Reichert also find that migrants have a 
strong preference for jurisdictions that spend more per capita 
on education, as reflected in local budgeting data for primary 
and secondary schools. Their main conclusion, however, is that 

it resulted in a net increase of 28 star scientists to the Empire 
State.14 

Migrating star scientists also seem to be somewhat respon-
sive to tax credits, although the effect is stronger for invest-
ment tax credits, which reimburse corporate capital expendi-
tures, than for R&D tax credits, which reimburse research and 
development expenditures. While they concede that there are 
several other factors that influence the migration behavior of 
star scientists, Moretti and Wilson encourage lawmakers to 
consider the “cost of higher state tax rates when deciding whom 
to tax and how much to tax.”15

Young et al. (2016)
Stanford University researchers Cristobal Young and 

Charles Varner teamed up with two U.S. Treasury Department 
officials to examine the scope of tax flight specifi-
cally from so-called “millionaire taxes.” They dis-
cuss competing narratives over the responses the 
super-wealthy exhibit to income tax rate hikes, 
invoking an image of both an “embedded elite” 
who may find it hard to leave high-tax states and 
a “transitory millionaire” who is more than hap-
py to move to save money. Young and his team 
conclude that “millionaire tax flight is occurring, 
but only at the margins of statistical and socioeconomic sig-
nificance.”16 One implication of their study is that the reve-
nue-maximizing tax rate on incomes over $1 million would be 
68 percent. 

Young and his co-authors use much of the paper to discuss 
what they bill the “Florida effect” - i.e., the idea that “when 
Florida is excluded, there is virtually no” correlation between 
income tax rates and migration patterns in the United States. 
However, they don’t discount the possibility that the Flori-
da effect itself is “driven by tax avoidance or some especially 
appealing combination of [tax avoidance and geography].”17 
They call for future research to investigate why Florida attracts 
so many wealthy households fleeing high-tax 
states.

Young and Varner go on to test the robust-
ness of their findings in other ways, such as by 
comparing the concentration of millionaires in 
counties on either side of state borders where 
one state has significantly higher taxes than the 
other. They find limited evidence of a correlation, 
although it’s worth noting that their database only 
includes households that earned over $1 million 
in the year before the taxpayer moved. This would 
exclude households that migrate for the purpose of avoiding 
taxes on the anticipated sale of a valuable asset, such as a home 
or business, and IRS data has shown that, over a period of 9 
years, most “millionaires” only make over $1 million for one of 
those years.18 

The implications of 
changing marginal tax 
rates go far beyond 
tax competition 
between states.

Interstate migration 
patterns show 
persistent preference 
for both lower state 
income taxes and 
lower state and local 
property taxes.
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the millionaires’ tax drove some 20,000 taxpayers to leave The 
Garden State by 2009, taking $2.5 billion in taxable income 
with them.27 

The data in Lai, Cohen, and Steindel’s report didn’t allow 
them to analyze the effect of tax increases on specific demo-
graphic groups, but they did emphasize the cumulative impacts 
of the tax increase. The authors projected that, while revenues 
the tax raised exceeded the loss in potential income tax rev-
enue from households leaving, income tax migration could 
also depress revenue from sales, property, and corporate taxes. 
Their estimates of taxable income and the number of house-

holds leaving also imply an average income 
of $125,000 among those who moved out of 
New Jersey because of the millionaires’ tax, 
which was nearly twice the state’s median 
household income at the time of the study.28 

Lai, Cohen, and Steindel also take the 
liberty of critiquing other studies on the 
2004 New Jersey tax hike that came to dif-
ferent conclusions than theirs did. They said 
that a 2011 study that found no evidence of 
millionaire migration from the 2004 New 
Jersey millionaires’ tax was flawed because it 

“spanned only three years, was restricted to New Jersey, and did 
not systematically examine the influence of housing costs.”29 
Instead, Lai, Cohen, and Steindel use a six-year sample and 
control for other causes of interstate migration in their analysis. 
They conclude that, for every percentage point increase in per-
sonal income taxes in New Jersey, the state loses about 4,000 
taxpayers and $520 million in taxable income to migration.

Coomes and Hoyt (2008)
In 2008, two Kentucky economists, Paul Coomes and Wil-

liam Hoyt, took a unique approach to determining the impact 
of tax rates on migration patterns. Cognizant of how tax com-
petition between states better allows households to minimize 
their tax bills, they limited their analysis to metropolitan areas 

that span multiple states, such as New York, 
Boston, and Washington, D.C. They find 
that the most striking impacts of tax hikes 
occur in states that don’t have reciprocity 
agreements with their neighbors.30

Reciprocity agreements exempt employ-
ees who live and work in different states from 
having to file non-resident tax returns in the 

state where they work. As of November 2020, 16 states and the 
District of Columbia had such agreements.31 While reciprocity 
agreements cover some of the largest multi-state metropolitan 
areas in the U.S., notably the Capital Region (i.e., Maryland, 
Virginia, and D.C.), none of the New England states have 
them. In fact, New Hampshire is the plaintiff in a recent law-
suit that accuses Massachusetts of unconstitutionally taxing 

lawmakers “should be very cautious in establishing income tax 
policies...lest they suffer the wrath of consumer-voter flight to 
more fiscally appealing states.”22 

Saez, Slemrod, & Giertz (2012)
In a critical review that predates many post-Great Reces-

sion tax hikes in the U.S., Emmanuel Saez, Joel Slemrod, and 
Seth Giertz attempted to estimate the magnitude of changes in 
taxable income that resulted from raising the tax rate. In addi-
tion to discussing the cumulative effect of tax avoidance over 
the course of several years, they concluded 
that there are notable short-run impacts to 
hiking taxes as well.23 Wealthy households 
tend to be more responsive to tax hikes than 
poorer households, despite the fact that the 
wealthy tend to move less often than other 
income groups.24

Saez, Slemrod, and Giertz estimate that, 
for every 1% increase in the share of taxable 
income retained after taxes, the total value 
of taxable income in a jurisdiction increas-
es by between 0.12% and 0.40%. However, 
the corresponding figure for wealthy households alone may be 
higher, especially since it is relatively easy for the affluent to 
buy a new home elsewhere or move financial assets out-of-state. 
Even if we assume that the 0.12% - 0.40% range applies to the 
wealthy as well, this would imply that, in decreasing the share 
of taxable income retained after taxes, Massachusetts’ proposed 
surtax would decrease the amount of taxable income in the state 
by between $606 million and $2.02 billion.25 This calculation 
is based on the fact that, according to the IRS, Massachusetts 
millionaires earned some $70.7 billion in income in 2018.26

The authors are careful to note that their results do not 
imply that the U.S. as a whole is on the “wrong side” of the 
Laffer curve, which would suggest that a reduction in tax rates 
would actually increase government revenue by encouraging 
some people to earn more taxable income. However, they also 
emphasize that the effect of tax hikes on the 
amount of taxable income can’t be explained 
by the direct effect of higher tax rates on 
employment. The most likely intervening 
variable is that some people, especially the 
wealthy, engage in avoidance behaviors.

Lai, Cohen, & Steindel (2011)
New Jersey’s 2004 “millionaires’ tax,” which imposed 

a 2.6% surcharge on incomes over $500,000 (and $1 mil-
lion for married couples filing jointly) is one of the more 
frequently studied examples of the detrimental effects of 
progressive taxation on individual incomes. In 2011, three 
researchers at the New Jersey Department of the Treasury — 
Andrew Lai, Roger Cohen, and Charles Steindel — found that 

The millionaires’ tax drove 
some 20,000 taxpayers to 
leave The Garden State by 
2009, taking $2.5 billion in 
taxable income with them.  

This would imply that, in 
decreasing the share of taxable 
income retained after taxes, 
Massachusetts’ proposed 
surtax would decrease the 
amount of taxable income in 
the state by between $606 
million and $2.02 billion.  
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telecommuters whose employers are based in the Bay State.32

Coomes and Hoyt conclude that, in states without reci-
procity agreements, a 10% increase in marginal tax rates trig-
gers a 4.1% decline in the “relative rate of incoming taxpay-
ers” to that state. Similarly, a tax hike of this 
magnitude is associated with a 3.3% decline in 
the inflow rate of taxable income.33 The authors 
suggest that the lack of reciprocity agreements 
may reflect large pre-existing differences in tax 
rates among neighboring states, which more 
intuitively explains why they are such a good 
indicator of the propensity to move to avoid 
high tax burdens. 

Conclusion
A review of academic research shows that taxpayers, espe-

cially the wealthy, exhibit a significant degree of behavioral 
responses— from income shifting to location changes — to 

increases in tax rates in a variety of contexts. These responses 
are not limited to labor market phenomena, but rather include 
migration out of high-tax jurisdictions, which, in the long-
term, erodes the tax base and potentially damages the most 

innovative sectors of the economy. 
Furthermore, there is reason to believe that 

the COVID-19 pandemic has catalyzed some 
of the behavioral responses that disadvantage 
high-tax jurisdictions, both by eroding the 
competitive advantage in large metropolises 
and by making remote work easier.34 At least 
in the short-term, tax increases could further 
solidify these phenomena as the nation and 
world economy emerge from the pandemic. 

Multiple of the studies cited above warn policymakers to heed 
the concern that higher tax rates lead to avoidance behavior and 
migration of individuals and businesses. This advice is especial-
ly important during the COVID-19 recovery period. 

In states without 
reciprocity agreements, 
a 10% increase in 
marginal tax rates triggers 
a 4.1% decline in the 
“relative rate of incoming 
taxpayers” to that state.
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