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Estate, gift, and inheritance tax yields (not count- been rather limited. The major outlines of the taxes
ing a temporary payment speedup in effect, this -and the philosophy underlying them-are essen-
year) will probably exceed $5 billion in 1971. Ten tially those of a strikingly different era, the Great
years ago the total was $2 biLlion. The rise has been Depression. Increasingly, persons familiar with the
due, not to legislative actions, but to an increase in issues-a very small group-have recognized the
deaths combined with a rise in real wealth, plus need for thorough reexamination. Various groups
inflation where graduated rates apply. have worked, in some cases over long periods, on

both technical features and broad outlines.
Until World War I death taxation was the prov-

ince of the states. War needs led to imposition of a Other tax matters, however, have generally
Federal tax. Although peace eventually brought seemed more urgent. Understandably, Congress has
some reduction, Congress in the mid-1920's decided given higher priority to other issues. But hearings
against elimination of the Federal tax while grant- may be held. Chairman Mills of the Committee on
ing states 80 percent of the yield (the tax credit). Ways and Means has indicated that he believes a

detailed examination, some "taking stock" of the
Depression desires for more revenue, and then present system, is needed. The taxes, and the issues

New Deal forces for modification of the economic they raise, are highly complex. The burdens can in
and social structure, led during the 1930's to sub- fact be heavy-the rates of 77 percent do apply. Yet
stantial increases in Federal rates and to the im-
position of a gift tax. The states, however, got no
portion of the increase. World War II brought fur- This Issue in Brief
ther rate increases-to the present level, from 3 per-

M fuch 0 the present death tax system was
cent on the first $5,000, 22 percent at $40,000, 32 enacted during the depression of the 1930's,

percent at $250,000, and 77 percent over $10 million. says Professor Harriss, a)nd the entirely new
In 1948 Congress made a major structural change situation today calls for a review of the
. d t. th .t 1 d d t. Th' . . laws.m a op mg e marl a e uc Ion. IS provIsIon,
subject to various limitations, allows the tax free By. r,educi':!g private ho~dings of wealth ~y

f f h 1£ f h . . $5 bIllion this year, American death and gift
trans er 0 a 0 t e estate to a survlvmg spouse, taxes will absorb about one-tenth of personal

. . savings, including additions in private pen-
More than a full generatIon has now passed smce sion funds.

Congress determined most of the present estate and A . I f th d th t '
. . ny new appralsa 0 e ea ax sY$-

~gift tax structure. (Nor have many states gIven tem should take this factor into account,
thorough study to their inheritance, estate, and gift especially in view of the great need for capi- ,
taxes.) True, Congress has made changes from time tal . fo~mation broug~t abou~. by popular
t t . b t 11 f 'fi f t th gh aspirations for a continually rising standard0 lme u usua y 0 spec~ c. ea ures; ou some of living. )) , ',,)
can properly be called slgmficant, the scope has
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in some cases-but by no means all-there is use of will spark controversy, Some are highly technical,
avoidance devices which can reduce the tax below Most are interrelated so that what may seem best
what a "man in the street" would presumably expect in one case will depend to some extent upon what
the law to call for, is done to other provisions, The broader studies,

, done inside and outside the Treasury, have at-
Moreover, another feature has become a candI- t t d t ' t t ls t d I, emp e 0 m egra e proposa 0 eve op a more

date for change-the credIt for state death taxes, t ' 1 t t I S 'fi h ht t t b" " ra Iona 0 a , peci c c anges oug no 0 e
Ralsmg It only part of the dIstance to the 80 percent ' d d h h I t f h 1, . , Ju ge as suc so muc as e emen s 0 a woe,
level set m 1926 could YIeld substantIal revenue
sharing from a long-establishedProvision, and with- D . Ob . t .

, , Iverse lec Ives
out need to InstItute new arrangements,

Bring Complications
The Treasury during President Johnson's Admin- B HI' d 'ffi It '. ' f It t '

, , , , a mg 1 cu Ies m a revIew 0 a erna Ives re-
IstratIon prepared detailed proposals whIch went to It f I k f g t b ' t '

Wh t, su rom a ac 0 a reemen on 0 Jec Ives, a
Congress early in 1969, The stated objective was to

1 d k f f th t ?" revenue ro e oes one see rom or ese axes
Improve the eqUIty of the Federal tax system, Th h t t ' f th h 1 h Id t then, w a por Ion 0 e woe s ou go 0 e

Equity is a complex and perplexing concept, As states? Ought adjustment be made for inflation? Is
applied to taxation, it has several aspects, not all of equalization, social reform, redistribution, breaking
which can be in harmony, By any of the concepts of up of large fortunes, or other such goal significant
tax equity that I can think of-some being signifi- as a non-revenue objective? My sampling of opinion
cantly different from others-estate and gift taxes suggests that these social aspects carry weight, But
as they now exist fall short of reasonable standards, vaguely sensed agreement is not enough, Legisla-
Yet these taxes may also score better than others in tors must try to make anyone of them, or more,
some aspects of tax justice and equity, Here, cer- sufficiently specific to be operational, and also to be
tainly, in the goal of fairness in taxation, in these reasonably related to other goals, including equity
taxes themselves and as part of the whole tax struc- in the distribution of burden and effects on the
ture, is a topic which warrants thoughtful analysis economy, Reaching an intellectually defensible con-
in a Congressional forum, However, the elements of clusion on the application of social objectives calls
these complex taxes deserve objective, informed re- for analysis which has a high degree of sophistica-
view in the light of other goals of public policy, . tion, I know of none, The literature I have ex-

amined does not include the thoroughness required
The fact that major features have existed for a for the pr ct ' 1 li t ' f ' t '

ft, a Ica app ca Ion 0 cn ena so 0 en en-
long tIme does not mean that they are the best Pos- dorsed' 1 F th h b .

t, m genera, ur ermore, w en one egms 0
sIble, Perhaps somewhat unconsciously, estate Plan- take acco t f ' ff t t f, " , un 0 some economIC e ec s, 0 one 0
ners who have gamed familIanty with the Present whI' ch I ref ' t th li t '

, , er m a momen, e comp ca Ions grow,
system may feel that It IS about what ought to con-
tinue, Yet by whatever the standards of judgment The fact that the issues are difficult does not
applied, many imperfections exist, mean that we should fail to try for improvement,

Merely to identify estate and gift tax features The present system does have defects, We ought to
which one believes should be candidates for change be able to do much better, Only a few of the pro-

posed changes can be noted here,

The high and steeply graduated rate structure
" calls for examination, The Treasury proposed sub-

". stantial rate reduction, But, because it could not
18: nomic Consultant endorse revenue loss, other features had to involve
il~lt Foundat!on, is Profe~sor burden increases (reduction of opportunities for
"""" Economics at Columbia 'd ) Th h' f f h Id b (1):\!:~1." versity and has served as a a~oI ~nce , ,e c Ie 0 t ese wou e a com-

I ,i]lii]!lilli:] consultant to the U,S. Treas- bmation of gIft and estate taxes into a single revy
t "':"" ury a!1d othe~ government with (2) reduction of opportunity to skip genera-

l: agencies. He is the author ' b h f (3) h: of several widely usedl nons y t e use 0 trusts, Per aps of greater
textbooks. concern to many taxpayers was an income tax pro-

posal-to tax capital gains at death or to provide
that the heir take over the decedent's basis,
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Among the relief aspects, other than rate reduc- forms of tangible productive capa~ity: Nevertheless,

tion, might be, as in the Treasury plan, the com- securities and real estate are lIquIdated by the

plete exemption of gifts and bequests between estate to get .cash to pay ~eath taxes, The people

married couples, Easier payment provisions for w~o us,e t,helr (new) savIngs to buy the assets
' lli '

d t tes such as closel y held businesses, beIng lIquIdated cannot use the same dollars to 1 qUI es a ,

f ' 1 ' ( ' 1 d ' hwould robably receive considerable support, payor new capIta constru,cnon mc u, mg ous-
p ing), to finance job and bus mess expansIon, to buy

More basic changes in the type of tax also deserve state-local bonds, and so on, Life insurance dollars

consideration, For example, the estate tax for~, used to pay taxes are not available for capital

which takes no account of the number of heIrs construction,

receivin g the P ro pe rty, certainly leaves much to be
D h d d ! 1 h ld ' f' , f ' p eat taxes 0 re uce persona 0 figS 0 desired at least by certain CrIterIa 0 equIty, er-

1 h Th h '
th t h Ith fi' wea t e t figS a suc wea nances - ha

p s an inheritance tax would come closer to meet- .', . , , .
h b b' 1 b ' , 0 '

ht t t b tt hoUSIng, utIlItIes, factorIes, etc,-will t ere y e m g g enera 0 Jecnves, r mlg we no ge e er . '
f h I1 ' h ' h ' h ld 1 t fewer and less substantIal than 1 t eJ:ax were ower,resu ts WIt an accesston tax w IC cou app y 0

f h dh b ' f 11 ' ft d b t These taxes do more per dollar 0 revenue t an 0 each reci
p ient on t e aSlS 0 a gt s an eques s " 1. h f . I hf 11 ? Th b " d other taxes m curtal mg the growt 0 capita rat er

received rom a sources, ese Ig Issues, an , .
1 '' , " than reducIng consumptIon, True, persona Income others less swee

p In g , do warrant exammanOR t ' II th b k t t '
th taxes, especla y e upper rac e por Ions a

Although the 1969 Treasury plan would not add impinge heavily on new savings, and to some extent

to total tax payable, the fact of opening up these corporation income taxes and various consumption

taxes for modification would invite efforts to get taxes, also affect the growth capital.

more revenue, The taxing of capital gains at death Taxing Capital Gains

would be a far-reaching change, It would have Would Burden Capital

much revenue P otential, Why not, the questioning
M h f I th t t f ' I t' uc as someone may ee a presen al ure 0 could run, g et more revenue when people dIe by t ' t 1 , I ' d t d th I d t .d ' h " I ? ax capi a gaIns unrea Ize a ea ea s 0 m- ad m g t IS Income tax e ement, 't ' , ,

h t ld dd b dequi Ies, Imposmg suc a ax wou a a ur en
Congress faces-and generates-tremendous pres- falling on capital and thus reduce the funds for net

sure for ever-rising expenditures, How tempting to new investment, Dollars used today for government

get more revenue from tax sources which in any' services (and the real resources they buy) are not

one year directly affect only a few people! And available for capital formation,!

those directly hit by added burdens would for the No solid basis exists for determining for the

most part be members of wealth gro~ps much economy the "best" balance between consumption

abov~ average, Reformers could ~sk, 'Wh~ not and capital formation, Nevertheless, popular asp ira- ,

curtaI~ the present metho~s of avoIdance wlthout tions for consumption in the future do require J

adoptIng the rate reductIons and other changes capital-and on a scale which is higher than may be

lpropose,d, bY"the Treasury to ke~p tot~l burdens consistent with existing taxes, If so, any addition to ~

fro~, rISIng? Such argumentation mIght ha~e taxes payable at death would have effects on society !,
politIcal appeal, To meet such arguments on theIr not intuitively obvious, !

basic merits, requires more than emotion, more than , " .i

defensive justification of the status quo, Dunng the depressIon of the 1930 s when much !1

of the present death tax system was enacted, many
What would be the effects of larger taxes im- economists feared that at high levels of national 1

posed at death? To help in answering this question, income people would tend to save more than would j

let us look at one aspect-the relation to the growth be spent on new capital equipment, Some funds r

.I of the economy's capital, saved and withdrawn from the income stream :

1A ' d th d ' ft t b d ' g ' would be held idle because of lack of demand formencan ea an gi axes, y re ucm pn- .
t h ld ' f lth $5 b ' ll ' th ' '

lJ Investment goods, Oversaving (underinvestment) .'va e 0 figS 0 wea 1 Ion IS year, WI , ,

b b b t t th f II 1 ', would depress the economy, ThIs VIew led to the !a sor a ou one en 0 a persona savIngs, m- :
cluding additions in private pension funds, Subject- LSom;-g;:;~ernment spending does go for what economists ,I

ing capital gains at death to tax would also reduce call "investment in human capital." And some is for , il
Private wealth, These taxes do not of course tangible thing,s w?ich will last many, years. ?ne aspect,of Ii

' , , , ' , a broad examInatIon of death and gift taxation would m- ..::
dIrectly destroy buIldIngs or machInery or other clude comparison with government spending of revenues, "'
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belief that positively desirable results would come (allowing only a little for cost increases). State-
from reducing society's total savings and played a local needs (borrowings over debt retirement) will
part in the large increase in Federal death taxes.. require many billions a year. And so on.
More recently, there has been revival of the realiza- Total near-term annual needs of $85 to $90
tion that savings and capital accumulation h~ve a billion (net, above funds provided by capital con-
c~~cia~ role in enabling. the econo~y to provIde a sumption allowances) seem to me on the low side.
nsmg mcome for a growmg populatIon. Low, that is, as related to what Americans expect.

In an earlier Tax Review (August 1969) I com- Only slight increases in the assumed level of aspira-
pared possible needs for savings and new capital tions gets the figure over $100 billion. Inflation at
facilities with the probable supplies of funds. Mo~e recent rates would raise all of these amounts.
recent efforts to refine the e~ti~ate.s have not been Probable savings are exceedingly difficult to esti-
completed. But the general mdicatIons are clear. mate. The national income accounts show net

The supply of new capital funds will fall signifi- savings-personal saving (including the growth of
cantly short of what is needed to satisfy present pension and insurance funds) plus undistributed
expectations of a rising population. The persons corporate profits-at about $69 billion in 1970; the
most adversely affected will be those with low governmental sector had a net deficit. The dollar
(lowest) incomes. They are the ones least 'able to amounts will rise, of course, as national income
finance their own housing. By definition, a young grows. But even with high levels of corporation
person with no inheritance beginning to work profit and relatively slow increases in dividend pay-
cannot supply the capital needed to permit him to out ratios, the totaL growth of net saving will be less
produce enough to get the income he expects. than will be needed to meet aspirations for rising

L b I I A t f th t levels of income for our expanding population.et us e c ear ny one or wo 0 e many se s
of needs for capital-job expansion, state-local facili- The present tax system has elements of bias
ties, environmental betterment, electric utilities- against (owners of) capital. The steeply graduated
could be met with the net savings which will be personal income tax rates obstruct the growth of
available. But the same does not apply to the whole savings. As pre-tax income rises from year to year
economy, to all sets of desires for capital. -from larger output and inflationary price effects-

Th I ., A . . t . . progressively more will be taken in income taxes.e norma rIse m mencan aspua Ions, encour- .
d b d .. d b t . f h t th Moreover, the failure of income taxes to recognize

age y a vertlsmg an 0 serva Ion 0 w a 0 ers . .
h b d B t .t ' I W k mflatIon means that profits taxes will continue to

ave cannot e measure. u 1 IS arge. or ers ", take as return to (I.e., earnmgs produced by) capi-
have come to expect, perhaps a 3 percent, perhaps t I thO th t ' f t . t f ' l ' h, .. . a some mg a m ac IS re urn 0 capita m t e
hIgher, rIse m real mcome from year to year, AI- f h '

R I. ., , , sense 0 purc asmg power, ep acement costs gothough condItIons dIffer from mdustry to mdustry, b t ' th t " b h. h. up U WI ou recognitIon y a tax system w IC
and although data are unsatIsfactory, much of the , F d I t t 50, , Imposes e era -s a e rates over percent.
mcrease must come, not from longer hours or hIgher
quality of effort but from more and better equip- The Federal income tax (except for the $100
ment per worker. When one thinks of 70 million dividend exclusion) no longer allows recognition
workers each expecting hundreds of dollars a year of the probability that some of the tax on corpora-
in higher real income, the capital needed to provide tion earnings is not shifted to consumers. Share-
the rise in productivity may exceed half of the total holders as suppliers of capital bear the tax burden
net saving of the economy. not passed to consumers. To this extent there is

A th I b f b h 1 400000 double taxation of dividends. The Property tax often 0sea or orce grows y per aps, , a ,
. h f th 1970' h t f ' t I bears heavily upon investment in new buildin gs.year m muc 0 e s, uge amoun s 0 capi a

will be needed for jobs with good productivity, If Finally, but not least, death and gift taxes absorb
the job investment requirement averages $15,000, more than minor amounts each year of what could
a total of $21 billion a year is indicated. For housing be the growth of privately supplied capital. Any
a growing population at better average standards- examination of the role of these taxes in the
new housing and quality improvement-even falling economy should give attention to popular aspira-
short of the goal of 2,600,000 units a year, a dollar tions for a rising level of living which requires
amount of $40 billion a year would hardly suffice more capital, lots more.
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