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Estate Tax and Estate Planning

Kopzcuk and Slemrod (2000)
Wealth responds to the estate tax that 
prevails during a saver’s lifetime
A 50 percent estate tax lowers net worth by 
about 10 percent
Holtz-Eakin and Marples (2001)confirm the 
link, and even find an elasticity bigger than 
one
Large elasticities are plausible because large 
lawyer fees are present.



Estate Tax and Small Business

The approach of an estate tax “event” 
significantly reduces employment growth 
in affected small businesses and the 
estate tax also reduces investment 
(Holtz-Eakin et al. (1999), Carroll et al. 
2000).
Estate funds get poured back into small 
businesses as well (Holtz-Eakin et al. 
1993, 1994)



Theoretical Background

Estate tax, like capital gains tax, can be best 
integrated with existing capital tax theory by 
using the notion of “accrual equivalence.”
Since the estate tax hits the whole thing, not 
just the income, it implies enormous accrual 
equivalent rates, depending on the time 
period over which the rate is calculated.
The capital tax equivalent is pretty 
indefensible on theoretical grounds.
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Conclusion

The estate tax, like a wealth tax, is an 
especially damaging capital tax because 
the income tax equivalent rates are 
higher than you might think.  It is 
analogous to the tax inclusive vs. tax 
exclusive sales tax problem.
Extending current law will likely offset a 
healthy chunk of the stimulus effect next 
year
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