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Executive Summary
The death tax, which negatively affects family businesses, will
soon be modified. In a rare opportunity, Congress can increase its
revenues, increase employment and stimulate the economy if it
chooses to repeal the death tax. If the death tax returns to its 2001
(high) levels, Congress will collect less revenue while the country
will have fewer companies and fewer jobs. All sectors of the
economy, and especially the individual states, have much at stake.
An $800 billion stimulus package has been passed in the hope that
it will “create or save” 3.5 million jobs over the next two years
while keeping the death tax intact at current rates. Douglas HoltzEakin’s new study Changing Views of the Estate Tax: Implications for
Legislative Options shows that eliminating the death tax at no cost
to tax payers will create over 1.5 million jobs and slash the
unemployment rate nearly a full percentage point over that time
period, bringing the Administration almost halfway to its goal of
3.5 million jobs.
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Holtz-Eakin demonstrates that repealing the death tax would:
•
•
•
•
•
•

Create 1.5 million additional small business jobs
Slash the current jobless rate by 0.9%
Increase the probability of hiring by 8.6%
Increase payrolls by 2.6%
Expand investment by 3%
Increase small business capital by over $1.6 trillion.

According to Stephen Entin’s latest study, Economic Impact of the Estate Tax:
Effects of Various Possible Reform Options, repealing the death tax would actually
increase the government’s revenue. Entin shows that the distortion the death tax
causes with respect to other tax collection methods results in a net revenue
decrease for the federal government, and that by eliminating the death tax
altogether, the government could actually bring in nearly twice the revenue that
the death tax brings in. Entin’s analysis demonstrates that the death tax reduces
gross domestic product, income, and wages by a substantial amount:
•

•

•

Allowing the rates to revert to pre-2001 law, 55% with a $1 million
exemption, would reduce GDP by $183 billion and labor income
by about $122 billion. By contrast, ending the estate tax would add
$119 billion to GDP and boost labor income by $80 billion.
Lowering the top rate to 35% and raising the credit to exempt $5
million from tax would add nearly $9 billion to GDP and $18
billion to labor income.
Lowering the rate to 15% with $5 million exempt would add $90
billion to GDP and nearly $60 billion to labor income.

Entin further shows that the death tax loses revenue:
•

•

•
•

The adverse effects of the death tax on GDP, wages, and other
income reduce other tax collections by more than the death taxes
bring in, in some cases by more than twice as much. The taxes
actually result in a decrease in revenue.
Lowering the top rate to 35% with $5 million exempt would
appear to cost $8.2 billion in yearly death tax, but total federal
yearly revenues would eventually rise by $1.4 billion.
Ending the estate portion would appear to cost $19.2 billion, but
total revenues would rise by $23.3 billion.
The economy, the pre-tax and post-tax incomes of workers, savers,
and investors, and federal, state, and local revenue would all be
higher if the estate and gift taxes were eliminated.
2

As this paper will show, retaining or increasing the estate tax is bad economic
policy, bad labor policy, and bad tax policy. The death tax unfairly targets the
families that have built successful businesses. By doing this, the death tax also
targets the families that depend on them for income and the states within which
they operate.
Eliminating the death tax would increase small business capital accumulation,
create a large number of small business jobs, and actually increase tax revenue at
the federal, state, and local government levels. It is rare that a policy option that
is extremely simple to enact with such clearly identifiable positive effects
presents itself to Congress.
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INTRODUCTION
The federal estate tax (the “death tax”) has significant negative impacts on the
United States economy: on its capital accumulation, employment, productivity,
and economic growth.
Individual states find the deleterious effects of the death tax in their own
employment numbers, economies, revenues, and budgets. (See Appendix I for
individual state employment impact).
Congress will soon revisit this issue, so it is good to consider the different
options open to legislators. Allowing the tax to revert to the high marginal tax
rate and low exemption of the 1990s would decrease the number and size of
businesses and eliminate jobs for workers, thus reducing the size of the U.S.
economy. By contrast, eliminating the estate tax would increase business capital,
jobs for workers, and government revenue.

TAXATION POLICY BACKGROUND
The federal estate tax, often referred to as the “death tax,” is part of the transfer
tax system that also includes gift taxes. Gift taxes are levied on money or
property given to another person during his or her life. The estate tax is a tax on
“your right to transfer property at your death.” 4
This tax is not a tax on earnings but, rather, a tax on the total worth of an estate,
down to the last penny. Oftentimes, those targeted by the death tax are family
business owners. This makes the death tax a large national issue, not a private
family issue, because when the owner dies, this becomes a tax on small family
businesses. According to the Small Business Administration, small businesses
have created 60 to 80 percent of all net new jobs in the United States in the last
decade. 5
The death tax unfairly targets family businesses. Large, publicly traded
corporations pay no death tax at all. Thus, family businesses undergo repeated
trauma as they are passed from one generation of employers to the next, while
their publicly traded competitors continue through generations unscathed. This
tax policy puts America’s main engine of economic growth—the family
business—at a permanent economic disadvantage.
2001 Tax Changes: To rectify this situation, in 2001 President Bush ushered in
large tax cuts that included a phasing out of the federal estate tax. This
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legislation, the Economic Growth and Tax Relief Reconciliation Act of 2001
(EGTRRA), put the death tax on an eight-year schedule towards elimination.
The 2001 tax rate was 55% on estates valued over $1 million. Through EGTRRA,
the death tax rates were gradually reduced, and the exemption was increased.
As of 2009, the top rate is 45% with an exemption of up to $3.5 million in lifetime
gifts and bequests per individual. The death tax is scheduled to expire for one
year, in 2010, and then reappear in 2011 at 2001 tax rates. 6 This unusual schedule
is the result of two competing policy camps not reaching agreement on a stable
death tax policy.
The eight-year schedule set by EGTRRA is shown below in Chart 1.
Chart 1
Calendar Year

Estate Tax Exemption

Rate

2002

$1,000,000

50%

2003

$1,000,000

49%

2004

$1,500,000

48%

2005

$1,500,000

47%

2006

$2,000,000

46%

2007

$2,000,000

45%

2008

$2,000,000

45%

2009

$3,500,000

45%

2010

Tax Repealed

0%

2011

$1,000,000

55%

Source: nodeathtax.org

One side wants elimination because it makes great economic sense (as this study
will demonstrate), while the other side is prepared to eliminate wealth to curry
favor from the middle-class and poor, even if they are aware that this policy
severely hurts the working middle-class and poor whose jobs will be on the
chopping block.
Congress is currently considering various alternatives. It is not likely to allow
the tax to return to 2001 levels, and it balks at eliminating the tax for ideology’s
or appearances’ sake. Options range from keeping the tax rates and credits in
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(Washington, D.C: American Family Business Foundation, 2009), 3,
http://www.nodeathtax.org/files/AFBF_Entin_2009.pdf.

5

place at 2009 levels to allowing the estate tax to expire permanently, with
various other possibilities in between. 7
Douglas Holtz-Eakin, former Director of the Congressional Budget Office, and
Steven Entin, former Deputy Assistant Secretary for Economic Policy at the
Department of the Treasury, have conducted independent studies exploring
these death tax policy options and have arrived at the same conclusion—the best
option for creating jobs and promoting economic growth is full repeal of the
death tax. This paper summarizes and merges these recently released studies by
Holtz-Eakin and Entin. Together they form a comprehensive and convincing
case for estate tax repeal. This paper is composed of seven sections:
1. The negative effect that the death tax has on small businesses and small
business workers.
2. The loss of revenue that the government suffers by keeping the death tax
intact.
3. How a massive tax on capital hurts workers the most.
4. The economic effects of different death tax policy options.
5. The death tax targets capital that has already been repeatedly reduced by
multiple layers of taxation.
6. America’s death tax is one of the highest in the world.
7. Americans view the death tax as the least fair of all taxes.

1. THE DEATH TAX KILLS FAMILY BUSINESSES AND JOBS
President Obama was correct when he said: “Small businesses are the heart of
the American economy. They’re responsible for half of all private sector jobs—
and they created roughly 70 percent of all new jobs in the past decade. So small
businesses are not only job generators, they’re also at the heart of the American
Dream.” 8
Because the President sees small businesses as the life-blood of the economy,
any proposal put forth by the Administration and advocated in Congress by
Senate Majority Leader Harry Reid and House Speaker Nancy Pelosi should
help, not hurt, small businesses. Their current proposals, unfortunately, do not
reflect their rhetorical concern for America’s small businesses.
Even without the death tax, passing on a business to the next generation is
difficult and requires facing a number of obstacles. Adding further strain on this
delicate undertaking is bad policy. Seventy percent of family-run businesses do
not make it to the second generation, and a full 90 percent never make it to the
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third generation. 9 In a survey of family-owned firms by Prince & Associates
asking why such firms fail, 98 percent of respondents pointed to “the need to
raise funds to pay estate taxes.” 10
Eliminating the estate tax would ease the transition and encourage economic
growth. According to Holtz-Eakin’s study, eliminating the death tax would raise
the probability of hiring by 8.6 percent, increase payrolls by 2.6 percent, and
expand investment by 3 percent. In contrast, allowing rates to rocket to preEGTRRA levels would lower payrolls and capital outlays. 11 (Chart 2)
Chart 2

Given that nearly 50 million workers are employed in small business, HoltzEakin estimates that elimination of the death tax would lead to roughly 1.5
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Exchange Magazine, 12 May 2009.
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million additional small business jobs. Alternatively, a higher estate tax that
lowers payrolls by 0.9 percent would result in the loss of more than 500,000
jobs. 12 (Chart 3)
Chart 3

With the recent “stimulus package,” Congress and the Administration hope to
“save or create” 3.5 million jobs by spending nearly $800 billion. By contrast, the
simple elimination of the death tax would give the country almost half that
number of jobs, 1.5 million, according to the Holtz-Eakin data.

2. THE DEATH TAX DECREASES, NOT INCREASES, GOVERNMENT
REVENUE
Stephen Entin’s study shows that levying the death tax results in a net revenue
decrease for the federal government, while the lowering or elimination of the
death tax would increase the government’s revenue substantially. The apparent
net revenue due to the death tax is illusory, and the government could get nearly
twice as much real revenue from added economic growth by eliminating the
death tax.
12
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Entin’s comparison of two tax options illustrates the dynamics that bring about
these results.
Option One: Allow a $5 million exemption and tax the remainder at a 35%
rate. Under this scenario, the government would collect $8.2 billion less from
the death tax alone. However, government would more than make up for this
loss by bringing in an extra $9.6 billion from the revenues generated by
the increased employment and production activity of businesses, including
associated increases in personal and payroll taxes, corporate taxes, excise taxes,
and other miscellaneous taxes. Thus a loss of $8.2 billion is more than
compensated for by an increase of $9.6 billion. 13 This is a stimulus package with
clear foreseeable results, with many more happy business owners who employ
many more happy employees. (Chart 4)
Chart 4
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Option Two: End the death tax. This would increase government revenue by
$23.3 billion. Eliminating the death tax (while retaining only the gift tax) 14
would decrease death tax revenue by $19.2 billion, but other tax collections
would increase tax revenues by $42.4 billion, resulting in a net revenue gain of
$23.3 billion for the federal government. This is a stimulus package for business
and the Treasury Department. Both win big. (Chart 5)
Chart 5

3. THE DEATH TAX DESTROYS CAPITAL AND JOBS
The perverse incentives set up by the death tax lead to the destruction of
productive small business capital and jobs. Transfer taxes (which include estate
and gift taxes) are highly distortive of economic activity. Stephen Entin posits
that transfer taxes “probably do the most damage to output per dollar of
revenue raised on all the taxes in the U.S. tax system.” 15 Transfer taxes have two
main negative impacts. First, the added layer of tax on capital income
discourages saving and investment—activities highly sensitive to taxation. In
addition, the tax is not imposed at a low rate on all of an estate, but instead is
imposed at very high marginal tax rates on a very narrow portion (above the
14
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exempt amounts) of the estates subject to tax, collecting little revenue overall
while strongly discouraging further increases in investment and wealth creation.
To understand why steep marginal rates like the death tax distort economic
activity, it is important to consider a cornerstone of economic analysis: the fact
that people make decisions on the margin. As a practical example, imagine an
entrepreneur who is worth just under $3.5 million with a growing business. He
wishes to pass this business on to his son or daughter, but after his total worth
exceeds $3.5 million dollars, any additional wealth he creates is subject to a steep
45% tax rate at death. Before crossing the margin into estate tax territory, many
entrepreneurs choose to cut back on further expansion of their businesses. When
businessmen know that the death tax will cut any future accumulation in half,
they are much less likely to grow their business above the exemption amount.
For many, this exemption amount becomes a ceiling above which the nowmeasly profits are not worth the extra effort. Such a tax policy discourages small
business expansion, and thus also discourages job creation. This is why steep
marginal tax rates, like the death tax, are so economically harmful.
As Entin states, “When you tax something, you get less of it.” 16 To stay
competitive, small businesses must reinvest a large portion of their resources
into becoming more efficient and productive. When businesses are taxed more
because they hire more or purchase new plants and equipment, then they will
do less of both. Taxing 45% of an estate means less capital will be available, and
as a result businesses will produce less, and earn less. 17 If you take away 45% of
anything, you have something much smaller and weaker. Furthermore, families
often have to sell off all or part of the business to pay the estate tax. No wonder
so many businesses fail to make it to the next generation.
Clearly, all of this has a negative impact on workers in the small business sector,
which employs over half of the labor force. 18 Workers bear the brunt of the effect
of the taxes imposed on capital. Entin states that “modern economists have
shown, through numerous studies, that the work force is better off if taxes on
capital income are reduced or eliminated.” 19 The death tax, as a large tax on
capital, is a significant blow to the size of the workforce and the size of family
business workers’ paychecks.
Capital accumulation, which has a positive impact on all aspects of operating a
successful business, could be increased if the death tax laws were changed as in
Option One above or eliminated as in Option Two. According to Holtz-Eakin, in
2004, individual tax returns reported a total of $10.2 trillion in capital.
Eliminating the estate tax would increase the capital in estates by over $1.6
16
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trillion. In sharp contrast, allowing the death tax to return to a $1 million
exemption and 55% rate would lower capital accumulation by nearly $540
billion. 20 One option increases the business capital stock of the country; the other
decreases it.

4. EVALUATING DEATH TAX OPTIONS
Entin explores a number of different tax policy proposals, including some we
have already seen, and estimates their impact on different sectors of the
economy and on the economy as a whole.
Option One: Changing the estate tax to a $5 million exemption and a 35% rate.
This bipartisan proposal was offered by Sens. Blanche Lincoln (D-Ark.) and Jon
Kyl (R-Ariz.) during this year’s budget process. The Lincoln-Kyl budget
amendment was voted on and passed with the help of 10 Democrats, only to be
subsequently stripped out of the budget behind closed doors. Entin shows that
this proposal would increase the business sector capital stock by about 0.66%
($174 billion), and raise private sector business output and associated labor
compensation by 0.25% (or about $27 billion in output, with two thirds of that,
$18 billion, in the form of paid labor compensation). 21 (Chart 6)
Chart 6
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Option Two: Permanently ending the estate tax. Allowing the estate tax to
expire permanently, Entin claims, would be four times more powerful than the
Lincoln-Kyl proposal. It would increase the business capital stock by more than
3% ($791 billion), and raise private sector output and labor income by about
1.13% ($119 billion in output, including $80 billion in labor compensation). 22
(Chart 7)
Chart 7

Option Three: $5 million exemption with a top rate of 15%. Senator Kyl put
forth this plan in 2006. According to Entin, this plan “would increase the
business sector capital stock by 2.27% ($595 billion), and raise private sector
output and labor income by about 0.85% ($90 billion in output, including $60
billion in labor compensation), giving 75% of the benefits of full repeal.” 23
(Chart 8)
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Ibid., 15.
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Ibid., 15.
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Chart 8

Option Four: Letting pre-EGTRRA law come back into effect. Under this
scenario, the exemption would drop, and the rate would increase sharply to
capture 55% of any capital in excess of $1 million. Entin shows that this option
“would do serious damage. It would reduce the capital stock by 4.52% ($1,186
billion), and cut private sector output and labor compensation by 1.74% ($183
billion in output, including $122 billion in labor compensation).” 24 (Chart 9)

24

Ibid., 15.
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Chart 9

Options Five and Six: Using the Lincoln-Kyl plan ($5 million exempt and a 35%
rate) as a baseline, Entin explores how slight changes to the plan, which appear
to give the same superficial static estate tax revenue, would affect the economy.
Entin states that “a reform with the current credit, exempting $3.5 million, but
with a lower top tax rate of 28%, would generate 70% more economic growth
($18.4 billion more) than Lincoln-Kyl, as well as a net revenue gain ($7.6 billion
more). By contrast, a plan with a lower exemption of $1 million and an even
lower tax rate of 18% would generate less economic growth ($2.7 billion less)
and net revenue gain ($0.5 billion less) than Lincoln-Kyl.” 25 (Charts 10 and 11)
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Chart 11
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5. Taxing Money That Has Already Been Taxed 26
The estate tax is one of many layers of tax on savings and investments in the U.S.
tax system. Income that is saved is taxed more heavily than income that is used
for consumption. The income tax raises the cost of saving by more than the cost
of consuming, and tilts behavior away from saving. The tax system thereby
discriminates against the saving and investment that create jobs and make the
country’s economy grow. There are at least four layers of possible tax on income
that is saved:
1) Income is taxed when first earned. If the after-tax income is spent on
consumption items, such as food, clothing, health care, cars, or consumer
electronics, one can generally enjoy these items with no additional federal
tax (except for a few federal excise taxes, chiefly on gasoline, tobacco, and
alcohol).
2) However, if the after-tax income is used to buy a bond or stock, or to
invest in a small business, there is another layer of personal income tax on
the stream of interest, dividends, profits, or capital gains received on the
savings (which is a tax on the “enjoyment” that one “buys” when one
saves).
3) If the savings is in corporate stock, there is also the corporate tax to be
paid before any distribution to the shareholder, or any reinvestment of
retained after-tax earnings. Reinvested income raises the value of a
business and creates a capital gain. Therefore, whether the after-tax
corporate income is paid as a dividend, or retained and reinvested by the
business, the result is that corporate income is taxed twice.
4) If more than a modest amount is left at death, or unless large sums are
given away, the income is taxed again by the estate and gift tax.

6. U.S. DEATH TAX RATE: ONE OF THE HIGHEST IN THE WORLD 27
Chart 12 shows that the United States death tax rate is one of the highest in the
world. Many leading nations have no death tax, including three of the big four
emerging tigers, Russia, China, and India. The fourth, Brazil, has a top estate tax
rate of 4%. Some of the other nations without estate taxes include Canada,
Mexico, Sweden, Australia, and New Zealand.
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Chart 12
U.S. Death Tax Rate Among World's Highest
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Source: American Council for Capital Formation, "New International Survey
Shows U.S. Death Tax Rates Among Highest," August 2007

7. AMERICANS OVERWHELMINGLY SUPPORT REPEAL
The death tax consistently polls as the least fair and most unpopular tax in
America. 28 In keeping with the tradition of the death tax’s unpopularity in
America, the Tax Foundation’s latest study found that nearly two thirds of
Americans support permanent repeal of the death tax. 29 Those polled also
viewed the death tax as the least fair and least popular tax. When asked, most of
these repeal proponents are against the tax for common sense reasons—they
don’t believe that death should qualify as a taxable event. Entin and HoltzEakin’s latest studies, pointing out the crushing impact the death tax has on the
economy, should compound Americans’ commonsense rejection of the tax.
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CONCLUSION
This study of our nation’s death tax policies underscores the eloquence of the
words of David Hume:
I shall conclude this subject with observing, that we have, with regard to
taxes, an instance of what frequently happens in political institutions, that
the consequences of things are diametrically opposite to what we should
expect on first appearance. 30
As Henry Hazlitt states in his classic Economics in One Lesson, “The art of
economics consists in looking not merely at the immediate but at the longer run
effects of any act or policy; it consists in tracing the consequences of that policy
not merely for one group but for all groups.” 31
It is clear that all groups, and especially those most productive, would benefit
from the permanent repeal of the death tax.
The estate tax has significant negative impacts on overall capital accumulation in
the United States, with consequent and immediate impacts on employment,
productivity and economic growth. Allowing the tax to revert to the high
marginal rates and low exemption of the 1990s would decrease the number and
size of businesses and eliminate jobs for workers, thus reducing the size of the
U.S. economy. Eliminating the estate tax would increase business capital, jobs
for workers, and government revenue. As shown in Appendix I, these negative
effects on the larger economy are an aggregation of the states’ employment cuts.
Repealing the death tax could increase states’ job figures and overall economies.
The best outcome is obvious: elimination of the death tax. A full repeal increases
jobs and expands the economy. It also increases government revenue most. It is
rare that such a win-win scenario on taxes and the economy presents itself so
clearly to Congress. This scenario is made even more compelling by the present
macroeconomic situation, one in which government is looking for many ways to
improve the economy and is also seeking more sources of revenue. Eliminating
the death tax does both. No other stimulus package can deliver so many
patently clear benefits as simply ending the federal estate tax permanently.

30
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APPENDIX I
State numbers are estimations by Dr. Douglas Holtz-Eakin.
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APPENDIX II
DOUGLAS HOLTZ-EAKIN: Douglas Holtz-Eakin is President of DHE Consulting,
LLC. He served most recently as Director of Domestic and Economic Policy for the
John McCain presidential campaign. He has also recently been Senior Fellow at the
Peter G. Peterson Institute for International Economics, and the Director of the Maurice
R. Greenberg Center for Geoeconomic Studies and the Paul A. Volcker Chair in
International Economics at the Council on Foreign Relations. Prior to that, Dr. HoltzEakin served as the sixth Director of the Congressional Budget Office, where he was
appointed for a four-year term beginning February 4, 2003. Dr. Holtz-Eakin previously
served for eighteen months as Chief Economist for the President’s Council of Economic
Advisers. Prior to that, Dr. Holtz-Eakin served as a Trustee Professor of Economics at
the Maxwell School, Syracuse University. At the Maxwell School, he served as
Chairman of the Department of Economics and Associate Director of the Center for
Policy Research.
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Secretary for Economic Policy at the Department of the Treasury. Prior to joining
Treasury, Mr. Entin was a staff economist with the Joint Economic Committee of the
U.S. Congress, where he developed legislation for tax rate reduction and incentives to
encourage saving.
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