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Inheritance and estate tax is one that people in the US get pretty steamed up about. Either they
are steamed up for it, or steamed up against it. Usually there isn’t much middle ground. Chances
are that if this topic is being raised in China, Chinese people will get pretty steamed up about it
too.

First of all, let’s talk about who has it and who doesn’t. The US has it and so do most developed
countries. Usually in emerging countries they don’t have it; first because they usually don’t have
effective tax systems even for things like income tax. Secondly usually richer people manage to
prevent the introduction of an estate tax in these emerging countries. It’s usually only once
countries become richer and more democratic that voters force their governments to introduce
estate taxes.

In the US there is a Federal estate tax on amounts greater than $5 million. Several States in the
US also have estate taxes. Some Americans move their home address as they get older and
richer so that they can move to States with low estate taxes. But you can’t use that ruse to
escape the Federal estate tax, even if you move overseas, since you still have to pay it as a US
citizen.

In the US, it’s mainly the Democrats who favor the estate tax. They see it as being a way to
prevent the emergence of s super-rich class of people who can flout the law and who take away
money from the poor. In general the Republicans oppose estate taxes. They see it as punishing
individual enterprise and hard work and they believe that once government gets this money,
they always waste it anyway.

Why It’s (Supposed to be) Bad

One of the main arguments in the US against the estate tax is that actually it doesn’t raise much
revenue because only a tiny percentage of people pay it. Statistically there are very few people
who have assets of more than $5 million.

Secondly, since it is rich people involved, they can use smart legal and accounting tricks to avoid
the tax anyway. The argument is that most very rich people don’t pay much estate tax when
they die since they have made plans to avoid it for many years beforehand. So, the argument
goes, the government raises very little money from the estate tax but it takes a lot of effort to
do it. In this view, it just isn’t worth the cost to raise such a small amount of tax.

But this is not the main argument against the estate tax. The main one is that it punishes the
work ethic and entrepreneurial activity.



In the US the main segment of the population opposed to the estate tax are owners of small
businesses. These include farmers, whose farms are usually family-owned and who also operate
as small businesses.

Paying the estate tax on a small business or a farm often means taking on debt which the owner
or farmer cannot afford. They believe that it is unfair to them since they took the risk to build
the business and are having the results of their hard work taken away from them —in their view
the government is actually stealing from them.

The tax is levied on assets, not income. So it’s quite possible for a farm or small business that is
struggling and hasn’t made money for years, or paid its owner any salary for years, to owe a
huge amount of the government. That can occur even though the owner hasn’t reaped any
monetary rewards from the business.

If it’s a small business often the assets are going to be used for retirement income purposes for
the owner’s family once the owner has died. If it’s a farm, often then can experience several
years where they lose money due to bad weather and the estate tax can force them out of
business.

In most years in the US, it's small businesses that create most jobs. There are millions of small
business that might individually only create a few jobs, but it’s these companies that are the
main engine of job creation. So the argument is that the estate tax is actually a disincentive to
creating and growing small businesses that actually create more jobs than bog companies.

In this perspective, it’s counter-productive to tax estates since this is a disincentive for people to
start new business. The estate tax is seen as being discriminating against entrepreneurs in a
nation where entrepreneurialism has spawned companies such as Apple and Google.

Small business people in the US do get pretty angry about this. On the other hand, most make
plans to find ways to avoid it or reduce it a lot.

There’s Gotta be Something Good Right?

The main reason for an estate tax is to reduce social inequality. The argument is that if you don’t
continually pare down the richest top 1%, then you get a permanent privileged class and, by
extension, a permanent under-class.

The estate tax is supposed to increase social mobility. The problem is that, even if it does do
that, its effect is tiny compared to all of the other factors that contribute much more powerfully
to social mobility. These include a progressive income tax, social welfare payments to poorer
people, and subsidized or free health care and food. Of course the US has all of these so it’s
debatable whether having an estate tax makes any significant difference.

The estate tax has one huge undeniable advantage. Since you can avoid a lot of the tax by giving
the money to charity or by setting up a philanthropic foundation, it results in rich people giving
much of their money to good causes. That’s because these rich people either have the choice of
giving the money to the government or giving it to good causes.



Most rich people don’t want to give it to the government so that’s a big reason that private
philanthropy is such a big contributor to social welfare programs in the US. And not only in the
US; US philanthropic foundations give vast amounts of money to social causes overseas mainly
in poor countries.

Think of the Ford or Rockefeller foundations or the Bill and Melissa Gates Foundation. There are
numerous other foundations like this in the US, most of which most people have never heard of.
They are important contributors to addressing global social problems such as malaria, HIV and
AIDS, women’s education, contraception, micro-enterprises and so on. It’s unlikely that
governments could ever be as effective as these foundations in addressing these problems.

And there’s another aspect to foundations that most people, even Americans, don’t realize.
There are hundreds of thousands of small foundations in the US doing similar things. Most of
them are just a few million dollars.

These foundations are usually set up by families that are not rich in the usual sense, but have
amassed enough money to face the prospect of paying the estate tax. So these have been set up
to avoid the tax too in most cases.

The US estate tax has been a major driver of a grass-roots movement in the US to donate money
to charity in the US and across the world, which is citizen-, not government-led. This movement
spreads the principles of charity to our fellow-men to many more people than if it were just
government employees conducting government programs.

So Good or Bad: What is the Judgment?

Debate about the value of the estate tax is perennial in the US and Europe. It’s never really been
resolved. Those on the Left reflexively support it often because they are offended by the
existence of rich people. Those on the Right reflexively oppose it, because they believe that
government should get out of the way of entrepreneurs and leave them alone to create wealth.
They consider that that anything that gets in the way of entrepreneurs prevents job creation
and thus hinders economic growth. More economic growth, in their view, means more wealth
that can go to poorer people.

In some ways we can view the choice as being one between social equality and economic
growth. One side believes that social equality is the most important policy, even if pursuing it
means that economic growth will be lower than otherwise. The other side believes that
economic growth is the most important aim and it should be pursued, even if it means less
social equality. So it’s really a question of emphasis and focus.

It really comes down to the country’s social circumstances and aims. If you are a fast-growing
society with a high level of inequality, like China, then policy-makers might want to focus on
social equality even if it means less growth. If you are a slow-growing economy such as in the US
or Europe, maybe you should be pursuing economic growth even if it means less equality.



However the strength of the social reform movement in the developed countries is such that it
would be impossible to dial back movements for great equality, even if it means higher growth.
That is clearly seen in countries like France and Spain.

In China, | think the answer is not to say that the estate tax is good or bad, but that it has
advantages and disadvantages. Whether a tax is implemented depends on which target is being
pursued, social equality or economic growth or the balance China wishes to reach between
these two objectives. And it’s also possible that you China might have to choose between a
heavy estate tax and a light estate tax, the former if it's more focused on social equity and the
latter if it’s less so.

Every society is different and there are many options depending on your social objectives, social
circumstances and what the people feel is most important to them. That’s a difficult set of
choices, but every society that is developing as fast as China has to make its own choice.

Dr. E. Ted Prince, the Founder and CEO of the Perth Leadership Institute, located in Florida in
the US have also been CEO of several other companies, both public and private. He is the author
of ‘The Three Financial Styles of Very Successful Leaders (McGraw-Hill, 2005) and numerous
other publications in this area. He is a frequent speaker at industry conferences. He works with
large corporations globally on leadership development programs and coaches senior executives
and teams in the area of financial leadership. He has held the position of Visiting Professor at the
University of Florida in the US in its Graduate Business School and also at the Shanghai
University of Finance and Economics in China.
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