
ttre case for eliminating the death tax
Estatetaxboostsestatep|anningindustrywhi|edestroyingsma||business
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wealth in America. In reality, the tax does neither

well ln addilion, the estate tax crimps economic
grot\'th, destroys small businesses, and Promotes lhe

6reak-up of America's farms. The estate tax actually

encourages conspicuous consumption while discour-

aging savings and capital investment.
The estate tax has single-handedly created the

estale planning industry which diverts enormous

resources from more productive endeavors including

business expansion and direct job creation
Failing to meet either of its objectives while

advers€ly aflecting the Amencan €conomy as w€ll'

the estate tax must be rePealed.

"ln thts wo d nothing ls ceflaln but death
and taxes."

- Beniamin Franklin

Overview and history of the estat€ tax
The unified estate anal gift tax is a tax on th€ assets ol a aleceased taxpayer' The ta-{ applies to estates with assets

er"";;-,i";'iiidp0o. it e"nr.t aott". ato* ih; $600,000 threshotd is rax€d at a rate of 3770. with rates progressing to a

maximum of 55oZ.l To prevent taxpayers from avoiding the eslate tax by giving their assets away' a gift tax is also

inrpos.J-i.,"r" ,*o, tten, in"t,ra" a t"*^on-tt'" ualu" ofihe "'tut"' pltts the value of all gifis made during the lifetioe of

the taxpayer, less approprlate exemptlons '

The first tax on American estates was as an emergency fund raising measure desi8ned to-help -l*:":.tn: 
*t: 

I1l
France in the late l?00s. lhe tax was.repealed in 1801, but the need for revenue during the civil war led to the passlng

olanother €state tax in 1862. This tax was also repealed' this time in 1870 r

Eventually, however, the post-Ciuir war fascinition with policy-makingat the.federal level l€d to establishment ofthe

income rax in 1913. Esrablishmenr of the estate anal gift tax iollowed in 1916. Although the tax may have been imposed

", " r""..t"-n"*, ,t" progressive rates inherent in it-s stru$ure indicale that redistribulion ofw€ahh was also a goal

Fromlg20to19T6theestatetaxwasbroadenedtoincludeincreasingnumbersoftaxpayersatincreasinglyhigher
rates. The top marginal estate tax mte was raised from l0% to 40% i n 1924' to 45y' 1n 1932 and on up to 77% in l94l 'a

This trend was reversed in 19?6 when Congress expanded rhe marilal de'luctio^n for small estates and lowered the top

rate !o ?07o. The Economic Recove,v tn* aii"i iS'i atpped th€ lop rare to 50% and created the $600'000 exemption

in eFect today.

The estate tax as revenue raiser
DesPitethefactthatthef.edelalgovemmentcantakemoretbanhalfofanestate'sassets( inexcessoftheexemPtton) '

fEE-nified estate and gih lax has a two-lold

I putpo... to raise revenue for the IIS

I T.easuo and to limit lhe concenlration of



the estate tax is the govemment's least tmpor-
tant source of revenue. In fiscal year 1997 the
estate aod gift tax will raise about $17 billion
according the Office ol Management and
Budget. This will account forjust over l% of

federal revenues.5 wben adjusted for inflatior,.
revenu€ from the estate tax is well below the
peak r€ached in the early 1970s, in spite of the

fact that revenues have increased sinc€ liberal-
ization oithe estate tax laws in 1981.

Estate and gift tax revenues as a share of
federal revenues have also fallen over lhe lasl
three decad€s even as total wealth has risen.
(See chart 2.)

Funhermore, lhe benefits lhe federdl gov'

emment is r€ceiving from the estate tax could
well b€ overstated. That's because certain
fac€ts of estate planning impact the income
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taxes owed during the taxpayer's lifetime. Ior I

example, a "charilable remainder" trust can be established which allows the taxpayer to transfer .1t::tt :" : :li'tY,Y,l1:
retainin! the income. Because the dooation removes the assets from tbe donor's estate, the charilable deduction reduces

i"""."i"'(* ", *Jr. ln aggregate, lost income tax revenue from such transaclions may offset the entire proceeds from

There are also indirect costsr€latedto the €slate tax. The amount ofmoney

the federal gov€mment spends on eniorcement coupled with what taxpayers

soend on co-mpliance amounts to 65 cents of each dollar coll€cted from the

estate tax. And this excludes the massive costs r€lated to estate planning The

price tag of preparing for the burden of estate taxes is estimated to equal or

exceed total estate tax revenues /

The estate tax as destroyer of farms and small business
It is unusual in America for a small business to be passed onto the next

eeneration. In facl, only 30o/o ofall family-owned businesses reach a second

ienerarion. A mere l3% reach a third lL is the rare comPany indeed that sur-

iives four generations. Onty 1% ofall family_owned blrsinesses boast such a

life soan.8
*hile several factors accoun! for these statistics, the estate tax plays a

maiof role in the attriiion of lhese job'creating enterPrises According to tbt

National Federation of Independent Business one-third ofloday's small'busi-

ness owners will have to liquidate or sell at least a part oftheir compa es to

Dav estate taxes. And hatf of those who liquidate witl eliminate 30 or more

lobs apiece. Surveys atso reveal that 6loZ ofbusiness owners say the Prospect
of.. ,rt" t"*.t  is l imir ing their groMh aod l3olo say estale taxes t lave made

growth inpossible.9
The family farm is also at risk Rather than encouBging farmers to keep

&e farm in the family, the estate tax makes such a proposition costly, complex

and uncertain, And because the estate tax is a tax on the value ofassets, helrs

the estate tax each Yeal.o
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to the family farm can be faced with Pafng taxes whrch have no relationship

to the incom€ produced by farming or ranching operations Farmland near

commercial developments, for example, can carry an inflated value bearingno

relationship to the income-producing characteristics olthe land'

Furtheimore, the estate tax is notjust a worry ofnation's farming elite ln

1995, the average farrn in Nebraska stood on 840 acr€s But because Nebraska



farmland is worth about $500 an acre, the average_sized farm in lhat

state is valued $420,000.10 It is easy to see how farm equiprnent and
a homest€ad could make the "avetage" farm€r subject to estate and gift
laxeS,

It is b€cause of these anti-fam attributes of the €state tax that the
Califomia Farm Bureau supports its absolute repeal.

The estate tax as redistributor of w€alth
If the purpose of the estate tax is to reduce the concenration of

wealth in America, the estate t&\ has failed in its mission ln fact,
those who favor income redistribution have been the quickest to tout

Rates vs. Size of Estate
Estate Total Percent
Size Taxes ot Eslate
($mllD ($mill) (Tax Rate)
$0.6-$1.0 651 23.01"
$1.2.5 3.000 8.3
$2.5-5 2.748 15-2
ss.10 2,053 17.6
s10.20 1,384 17.6
$20+ 2,003 12.s

urca:Manha Bdnon Eller 'Fed€ralTaraiion o' Woa
Transle|s. 199t-1995,' Slalislics ol Incomo BulLetin, vol,
16, no. 3, pp. 42,46, and National Conlor lor Policv

consumption and investment in tax free
schemes.)

studies which argu€
that wealth has never
been more unequal.
(We would arg!€ this
historic disparity is in
part due to America's
tax polici€s - including
the estate tax, the capl-
tal gains tax and inad€-
quate depr€ciation
allowances - which
discourage investment
in productive endeav-
ors while encouraging

bonds and tax avoidance

Furthermore, for families with significant wealth, the estate tax
encourages behavior which exacerbates differences between them and
l€ss wealthy Amencans. Taxing "what is left over" at death promotes

consumption, rather than savinS or investment. This losl savings is

money whlch might olberwise be pooled with other bank assels and
loaned to an upstart orexpanding business. Instead, the funds are used

to purchase goods which are not taxed (or taxed hardly at all) Surely'
€ncouraging the wealthy to sp€nd more money with upscale retaileas,
car dealers andjewelers is not a goal ofthose conc€med with narrow-

ing lhe gap between the rich and poor
The estate tax also encourages gifts to children well in advance of

th€ taxpay€r's death. Such gifts widen the disparities between wealthy
childr€n and others. These gifts can also encourage consumption
while discouraginS self-reliance and pursuit ofproductive endeavo$

The estate tax and inter-generational wealth
Those most intenl on redistriburing income panicularly resent the

idea that a family's wealth today is largely due to the accumulation of

wealth by a distant ancestor. The fact is, the vast majority of wealhy
people in America today ar€ "self_made " F€w€r than one in five

American mil lronaires inheri led even l0 percent of lheir weahhll
Since most of these millionaires are business owners, the estate ta-x,
rather than breaking up family dynasties is breaking up family busi-
nesses, forcing their sale or liquidation.

When a business is sold to pay estate taxes it is oft€n the large cor_
poration who stePs in to purchase the operations. Few would argue that

E STATE TAXES &
REAL PEOPLE :

A Texas rancher explains how the
estale tax threatens the family business

My fanil! thought that passing our business
do*n to ou chil&en, as ow father did for us, *'a:
the quintessential slice of the Anencan dream

Our burinets. Dudl?y Btother\ Ltd. Ranches, is a
regislered and connercial Hercfod operution in
Central Tetds that was fonned in 1938 4 ! Iather,
two uncles and their wives. '4s thetfanilie)
eryanded, so did the ranch. In 1974, they set up a
linited painership lor n! bmtherc, cousins and me
so that we could continue to own and wo* in the

My fanily used to think there i'ould be nothing
betrcr than having our childten.arry on the buri4ess
that we have wo*ed so had to build But we arc
beginning to trorry that,lor our children, doing so
ndy be tnorc ofa bu en than a blessins

Like a runchingfanilies, we ha',1e struggled with
nofiet forces and clinactic conclitions. We *pect it
and are happy to do it lot the sake oJ our bu.tiness.
But the inpact of such .onditions are no\9hee near
the impacl that .leath-rclaled tarcs can have on one's

faniu business, such as thore that wete inposed on
ou ranch whm my lather died in 1976 o^d ny uncle
died in 1982.

As the latr stancls, estate or "death lates " can eat
away 37 percent to 55 percent ofafa,nily buriness
I know rrsthand that this is accutute, since each
death tar debt that we had to par Iot ny lather and
ny uncle was several hundrcd thousand dollarc' Il
took ny Idnily I0 years to pay n! father's debt dnd
15 yea to pay ,rry uncle's, and for four ol thDse
years our paynents overlapped. That put on opera'
tion in a ttenehdous Jinancial bind

Not onl, did the palnen6 grcatly complicate
sound business practices like investing in equipnent
an.l nakng other improvenents, they ako sapped
the cash that would have been spent on consertation
e/fo s, such as brush con!rcL water developnent,

fence repair and wildlife managenenr'
In fact, a suney b! the Texos and Southwestem

Cattle Raiserc As\ociation sho\9ed thal our businest
wasnl alone in alterine its proctices because of
death taxes: More than 78 percent of the respondenls
said the cuft?nt rleath tu law h^t atected their
ranching and Ianning operations.

Mt fanily was fonunate because we werc obte to
pay my farher's and ny unclel death tat debts by
Ieasing ot land to hunters. Other rahching and

farning operations arenl so luclE. Many timet,

Iomilies nust sell o|Jcritical assets or lose their
business altagether in orcler to pay their tax burden

In acldnion,Ihe sercn" b"auty and abundance oJ
Contlnued on back Page



such a transaction shifts money and power from the shong to the less powerful.

The estate tax and the economy
America devotes a trem€ndous amount ofresources to deciphering the 371

pages ofthe IRS code and accompanying regulations devoted to the estate and
gift tax.l2 The tar has created an entire indusry ofaccountants, attomeys and
trust officers dedicated to estate tax planning and avoidance. There are 16,000
members of the American Bar Association alone who practice primarily trust,

probate or estate law.l3 The resources devot€d to estate planning, including
investments made in non-productive ta-\ avoidance schemes, are resources
which could otherwise by used to expand existing businesses and create jobs.

Instead, estate planning and compliance consumes an estimated 8olo ofthe coun-

try's savings each year.14
Eliminating the estate tax would cost the government just over 1olo of ils

r€venues, some of which would be recouped directly through higher income
taxes (du€ to the elimination ofce(ain deductions.) The economy would indi-
rectly benefit from additional investment, and the extended life of farms and
small businesses which would otherwise be liquidated to satisfy €state tax lia-
bi l i t ies.

Conclusion: R€peal the estat€ tax
The estate taxneither effectively raises revenues nor limits the conc€ntration

of wealth. The tax not only is a drag on lhe economy, it encouages consump-
tion, discourages investment and diverts savinSs. The $600,000 exomption
which has been in effect since 1981, is worth only $377,000 when adjusted for
inflation. That is, this punitive tax has become significantly more punitive over
the past 16 years.

Despite the fact that the unified estate and gift tax is designed to tax the
largest cstates with th€ highest rates, the w€althiest families hav€ a clear advan-
tag€ in estate planning due to high costand complexity. [n fact, successful estaie
planning enables the very larg€st estates to pay tax€s at lower tates than moder-

ate-sized estates.l5 (See Table 2.)
Because the estat€ tax fails to accomplish lh€ objectives of redistribuiing

income or raising significant revenue for th€ U S. Treasury the tax sbould be
abolished.
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from page 3
trildlife thotfourkhes on ranches and

ftequentu arc destmved when hiSh
death ta\es are conbined with rising Prcp
en, vahes. The resu is that prcPerties
are sold to the the highest bidders, \,ho
olen use the lah.l to build tract housinS

Not only is that a hideous dealfotfoni-
Iies who had hoped to kep their land and
businels anuk.t lot future seherations, but
it tuks the buslness contributiohs oI
enplornenL econonic actiriry an.t tu rev-

enues avay rom the local and national

Fot those rcasons, death tares should be
rcpealed or the law sisnqcantly nodiJie.l.
Studies show that death rclate.l tares haw
a nore deprcsslhg elIect on the econony
tnn allo\|ing the asset ofa business to

remaih tr ith I he fan i ly.
Onlt three suniving panners are IeJt

ton ry dad s and uncle's original busi'
ness: my nother, an uncle and his wife
Th"y a arc o1let 80, and our [anily wonl
be able to senice thetu estate ta:( debts
without seling a ponioh oI our property-

Even though Congress stated in an
oveniew on federcl tAes that death tates
are an apprcptiate means ofrecodpens-
ing the Aovemment for the prote.tion of
pnpertJ rights," my family and I wonder,

afier paying 2 5 years of death tarcs and
looking down the road to sellihg arsets to
po! additional death tores, hoh' nuch arc
those property rights rca ! worth to us and
aur childrcn aliet al?

John Dudley is a canle mncher rn

Comanche, Texas.


