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ABSTRACT 

Inheritance and estate tax rates are highly heterogeneous across countries. Indeed, the 
lack of a broadly accepted model of optimal inheritance taxation is reflected in statutory 
tax rates ranging from 0% in several countries including Australia, Canada and Sweden 
to 55% in Japan. In addition, tax expenditures (TEs) through reduced rates, exemptions, 
and deductions in the context of inheritance taxes are significant, and hence exacerbate 
the variation in effective tax rates. Moreover, these schemes are often costly, opaque, 
and raise several concerns with regard to their effectiveness as well as efficiency in 
reaching their stated goals. 

Inheritance TEs relating to the transfer of family businesses are a case in point. Taxes on 
inheritance can create liquidity constraints for heirs that force them to sell parts or all 
of the business. In this context, many countries have introduced tax privileges to lower 
inheritance tax liability for the transfer of family businesses. At the same time, neither 
the theory nor empirical evidence substantiate the underlying assumption that keeping 
family businesses within the family enhances welfare. In addition, several observers 
argue that liquidity constraints as a result of inheritance taxation may be less of an issue 
for most businesses than commonly assumed.  

Against this background, the goal of this discussion note is threefold: i) to provide an 
overview on inheritance taxation across OECD countries; ii) to discuss its 
interconnections with family business succession and; iii) to introduce the reader to 
specific TEs for inheritance taxation, and to assess their alignment with a broad 
sustainability agenda, in particular with regard to job creation and social mobility, as 
well as their effectiveness and efficiency. 
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1 INTRODUCTION 

Estate and inheritance taxes are among the most controversial taxes worldwide.  

Proponents argue that they are vital for social mobility and equality through the 
redistribution of wealth. In addition, some make the point that they support innovation and 
entrepreneurship because heirs may not have the same skills and motivations as their 
predecessors. Some also highlight that inheritance taxes may have a benign effect on real 
estate markets. High inheritance tax rates increase the number of properties that are sold by 
heirs to pay their taxes and, hence, push housing-prices down, thus making properties more 
affordable. 

On the other hand, those against inheritance taxes contend that they are often a poor source 
of revenue collection and associated with high compliance costs.1 Many also argue that they 
negatively affect the capital stock and thus slow down job creation (Dubay, 2010). In that 
context, the impact of inheritance taxation on corporate succession is subject of intense 
debates. Taxes on inheritance may have a significant effect on the decision that family-run 
businesses’ heirs have to make when they inherit: to continue the business, to sell all or parts 
of it, or to close the company. A key factor in that decision is the liquidity constraint that heirs 
may face to settle the inheritance tax bill. If they lack the cash to pay estate taxes, they are 
likely to be forced to sell part of or even all the family business. This in turn can lead to 
different outcomes such as a change in the business lines of the firm, a weakening in its 
control (e.g. if the heir has to sell a significant part of the shares), a complete transfer of 
ownership or the business fully shutting down. 

The different arguments in favor and against inheritance taxation as well as the lack of 
conclusive evidence of its effects are reflected in significant heterogeneity in the 
implementation of these taxes worldwide. The highest inheritance tax rates are observed in 
Japan (55%), South Korea (50%), France (45%), as well as the US and the UK, both applying a 
40% rate. In contrast, countries such as Italy, Poland and Brazil apply low rates (4%, 7% and 
8%, respectively), and economies such as Australia, Canada, Norway and Sweden do not tax 
inheritance at all (Cole, 2015). 

Moreover, inheritance tax expenditures (TEs) – provisions that lower the tax liability through 
reduced rates, exemptions, deductions, and deferrals and other mechanisms – differ 
significantly between countries. A comparison of the US with other advanced economies 
provides a case in point. The US estate tax scheme allows for a significant exemption of close 
to 5.5 million USD – more than 11 times the one applied in the UK and more than 55 times 
the one applied in France, countries with similar statutory rates. Clearly, a comparison of 

                                                      
1 A detailed discussion of the arguments in favor and against inheritance taxes is provided by Gale and Slemrod (2000). 
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statutory tax rates provides only a very incomplete picture and needs to be complemented 
by an analysis of related TEs and the effective tax rates that result from them. 

Against this background, the goal of this discussion note is threefold: i) to provide an 
overview on inheritance taxes across OECD economies; ii) to discuss its interconnections with 
family business succession and; iii) to introduce the reader to specific TEs for inheritance 
taxation, and to assess their alignment with a broad sustainability agenda, in particular with 
regard to job creation and social mobility, as well as their effectiveness and efficiency.  

2 INHERITANCE AND ESTATE TAXES 

Inheritance and estate taxes are paid by someone who inherits wealth. Both of them are 
triggered by death, and are therefore often complemented with a gift tax to rule out tax 
avoidance by transferring wealth prior to death.2 Nonetheless, inheritance and estate taxes 
are similar, but not the same. Whereas the former are levied on the wealth of the deceased, 
the latter is calculated based on the wealth someone inherits.3  

This being said, for the sake of simplicity – and as is often the case in the literature – 
throughout this report we use the terms estate, inheritance, and wealth transfer taxes 
interchangeably.4 

2.1 INHERITANCE TAXATION IN OECD ECONOMIES  

Inheritance and estate taxes have hit policy making agendas a long time ago.5  The UK 
introduced a probate duty on the movable assets proved in court in 1694.6 France has been 
taxing wealth transfers since the French Revolution – initially at a flat rate and as of 1901 
through a progressive scheme.7 The US started taxing assets at death with the Stamp Act of 
17978, and introduced the precursor to today’s federal estate tax, a duty on estates rather 
than the beneficiary, with the War Revenue Act of 1898.9 In Sweden, modern inheritance 
taxation started in 1884 although – as discussed by Henrekson and Waldenström (2016) – 
                                                      
2 See Cole (2015). To prevent non-avoidance related gifts from bearing a tax burden, an exemption is usually applied to gifts made more 
than a certain period before death, e.g. 15 years in France (Brys et al., 2016). IFS (2015) argues that the inheritance tax in the UK can be 
avoided by simply passing on wealth during one’s lifetime. “[Whereas] transfers in the seven years before death are taxed on a sliding scale 
(from zero for transfers more than seven years before death to the full 40% rate for transfers less than three years before death), […] gifts 
made before that are not taxed at all. Those who are able – often the wealthiest – are encouraged to pass on their wealth at a time dictated 
by the tax system.” IFS (2015), p. 256. 
3 For a detailed discussion on the differences of estate and inheritance taxes, see Batchelder (2009). Also see OECD (2015a) arguing that 
“from the perspective of intergenerational social mobility, taxing inheritances is preferable to taxing estates since what matters is how 
much a person receives from others, not how much a person leaves to others.” 
4 See, for instance, Boadway et al. (2010) and Brys et al. (2016).  
5 In fact, according to Johnson and Eller (1998) estate taxes can be traced back to “ancient Egypt as early as 700 B.C. […]. Nearly 2,000 years 
ago, Roman Emperor Caesar Augustus imposed the Vicesina Hereditatium, a tax on successions and legacies to all but close relatives.” 
6 Butler (2016). 
7 Piketty (2003). 
8 Robbins (2004). 
9 Johnson and Eller (1998). 
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several duties and fees on estates, inheritances and wills had existed earlier, but only 
affecting a small and specific part of the tax base. 

Today, inheritance taxation in the OECD paints a very diverse picture.10 Whereas eight OECD 
members – including Australia11, Canada, and Sweden – do not raise any taxes on inheritance, 
most of the other OECD economies (15 countries including France, Japan, South Korea and 
the UK) raise such a tax only at the federal level but not at lower tiers of government. Other 
countries such as Belgium, Germany, Ireland and Switzerland do the opposite and levy 
inheritance taxes only by lower tiers of government but not at the federal level. Finally, a few 
economies such as Spain and the US tax the transfer of wealth at the federal/central, 
state/province as well as local level.12 

Some economies present a pronounced level of heterogeneity within the country. In 
Switzerland, the federal government levies no gift or inheritance taxes, and most of the 
cantons have been repealing or significantly lowering bequest taxes since the late 1980s. 
Nonetheless, significant differences across cantons remain. Whereas the canton of Schwyz 
does not tax wealth transfers, in Neuchatel only spouses and registered partners are exempt, 
and the tax rate rises up to 40% when the transfer benefits persons other than close relatives 
(i.e. children, grandchildren, parents or siblings).13  

Japan’s 55% rate is the highest statutory inheritance tax rate across OECD members. South 
Korea and France follow with 50% and 45%. The US and the UK share the fourth rank with a 
top rate of 40%.14 

Thresholds where top rates kick in as well as tax-free thresholds also vary significantly. In 
Japan inheritance tax rates range from 10% for estates up to 10 million JPY (87,000 USD) to 
55% for those estates over 600 million JPY (5.2 million USD). France instead applies 
considerably lower thresholds, with inheritance tax rates going from 5% for estates up to 
8,000 EUR to 45% for estates above 1.8 million EUR. In the US, federal estate tax is only due 
on the value of estates exceeding 5.45 million USD per person (10.9 million USD per married 
couple). As a result, 99.8% of all estates do not owe any federal estate tax, and those that 
are subject to estate tax face an average tax rate of 16.6%.15 In Denmark, on the other hand, 
only estates under 276,600 DKK (39,000 USD) are tax exempt.16 

                                                      
10 Unless otherwise stated, this report focuses on wealth transfer taxes levied by national governments. Nevertheless, in some cases 
subnational governments’ schemes may be discussed as well.    
11 In Australia there is no inheritance tax neither at the federal nor at the local level. However, assets acquired through the transfer of the 
estate may become subject to capital gains tax (see Box 4.3). 
12 OECD (2015a) provides figures indicating to which level of government the tax revenue is assigned to, which not necessarily coincides 
with the tier of government designing the tax law. Germany is a case in point. Whereas the inheritance and gift tax “Erbschaft- und 
Schenkungsteuer” is regulated by the federal government, the resulting tax revenue is assigned to the federal states (Bundesländer). 
13 See Brülhart and Parchet (2014) for an assessment of bequest taxation in Switzerland. 
14 EY (2016). 
15 Cagetti and De Nardi (2009). 
16 EY (2016), Huang and Cho (2016). 
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This observed heterogeneity across countries notwithstanding, there is a common trend 
showing that the relative importance of wealth transfer taxes has been decreasing. “On 
average, revenues [from inheritance taxes where they exist] in the OECD have declined over 
time from 0.35% of GDP in 1970 to less than 0.15% today.”17 

2.2 OPTIMAL TAXATION AND RATIONALE 

The pronounced differences in inheritance taxation in practice are mirrored by a 
controversial debate on the topic in academia. Cremer and Pestieau (2011) survey the 
theoretical literature on the two major types of wealth taxes: those on a person’s wealth (net 
wealth taxes), and those on a transfer of wealth, including both inheritance and estate taxes. 
The authors show that the impact of inheritance taxation in terms of equity and efficiency is 
dependent on the motivations why individuals hold and transfer wealth. Batchelder (2009) 
make the same observation. They highlight that donors who leave behind a bequest not 
because they planned to, but because they “accidentally” have wealth left at death, are not 
influenced by inheritance tax rates in their work and savings decisions. In contrast, donors 
who care how much their heirs receive after tax do react to inheritance taxation during their 
lifetime.18 Against this background, many argue that unintentional transfers should be taxed 
more heavily because taxes on them have no impact on behavior and, thus, they trigger a 
relatively low efficiency cost.19  

At the same time, others point out that the motives for leaving behind a bequest are difficult, 
if not impossible, to observe.20 Kopczuk (2007) makes an attempt by studying the decisions 
of tax payers who are subject to the estate tax shortly before their death. The author 
compares individuals who suffered terminal illnesses of different lengths against individuals 
dying instantaneously, and finds that the latter report estates 10% to 18% larger on their tax 
returns compared to those who suffered from a lengthy illness. After disregarding 
explanations such as large medical or long-term care expenses or loss of income due to a 
terminal illness, the author concludes that the observed difference is triggered by strategic 
estate planning.  

In addition, besides motivation, the optimal inheritance tax rate depends on factors such as 
the level of information of the agents as well as the different weights that the donor and 
heirs’ welfare have for the tax setter, which are also very difficult to estimate.21 Farhi and 
Werning (2010) show that if the expected welfare of future generations is internalized, the 

                                                      
17 Brys et al. (2016), p. 20. 
18 An inelastic bequest is the bequest from a donor not caring about the value of the estate she will pass on, and hence not reacting to the 
tax rate. Possible reasons for accumulating wealth that may lead to an inelastic bequest include i) to be recognized as wealthy, or ii) by 
accident, i.e. in order to insure against potential risks that finally did not materialize. 
19 Brys et al. (2016). 
20 See e.g. Boadway (2010). 
21 Boadway and Cuff (2015). 
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estate tax system should be progressive so that both consumption and welfare exhibit mean-
reversion across generations, and hence that inequality is bounded.  

As a result, optimal tax rates as argued for by academia, vary from zero as derived in the 
seminal paper by Atkinson and Stiglitz (1976) – to between 50% and 60%, and more for 
particularly large bequests, as found by Piketty and Saez (2013a). Kopczuk (2013) contends 
that optimal wealth transfer tax rates, when joy-of-giving is the motive behind the bequest, 
should be positive. The main reason being that the positive incentive effects on behaviour of 
future generations (e.g. increase in savings and labour force participation, rise in 
productivity) offset the potential negative effects that these taxes may trigger (e.g. transfer 
taxes may discourage work and saving among very wealthy individuals). Piketty and Saez 
(2013a) conclude that “the optimal tax rate is positive and quantitatively large if the elasticity 
of bequests to the tax rate is low, bequest concentration is high, and society cares mostly 
about those receiving little inheritance.” 22  Similarly, Goupille-Lebret and Infante (2015) 
assert that the optimal inheritance tax rate in France should be between 55% and 70%. 
Bishnu et al. (2016) present a model that incorporates temptation and self-control issues to 
the model presented by Piketty and Saez (2013a), and calibrate it using the same micro 
data.23 Their results show that the optimal tax rate is lower than in Piketty and Saez (2013a) 
and varies between 34% and 51%.  

Different opinions on optimal tax rates are but one aspect of the wide diversity in views on 
inheritance taxation.24 Indeed, as Cremer and Pestieau (2011) state, the topic “generates 
controversy at all levels: political philosophy, economic theory, political debate and public 
opinion.”25 

In this context, inheritance taxation proponents argue that these taxes are vital for social 
mobility and equity because of their impact on wealth redistribution. Piketty and Saez (2014) 
formalize this argument by discussing the dynamics of wealth accumulation and 
concentration. “When the rate of return to capital r is larger than the growth rate of the 
economy g, we expect wealth to become highly concentrated and inheritance to play a large 
role in wealth accumulation. Naturally, capital taxation, in the form of taxation of capital 
income through the income tax, or taxation of inheritances through the estate tax, 
mechanically reduces the net rate of return to capital that wealth holders obtain after tax.”26 
A recent OECD paper goes in the same direction by arguing that “[t]here is a clear case on 
distributional grounds for taxing wealth transfers on death. They can be justified as a means 
of reducing long-run inequality by both reducing and dispersing wealth holdings on death, 

                                                      
22 Piketty and Saez (2013a), p. 1851. 
23 The authors argue that agents may suffer from temptation and self-control issues that, in turn are determinants of the size of the bequest 
that they leave because of higher level of present consumption. 
24 For a deeper discussion on optimal wealth transfer taxation, see Auerbach (2013). 
25 Cremer and Pestieau (2010), p. 3.  
26 Piketty and Saez (2014). Supplementary Online Material: The role of top tax rates in explaining income inequality, p.3. 
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and of increasing equality of opportunity.”27 Likewise, Harris (2013) argues that “the estate 
tax remains one of the most progressive parts of the tax code” in the US.28 Gale et al. (2011) 
echo this view: “Transfer taxes are highly progressive if they are borne by transfer donors or 
recipients. It appears unlikely that much of the burden of the tax is passed on to other 
agents.”29 Moreover, they argue that estate taxes acts as a backstop to the income tax by 
taxing components of income that otherwise would remain untaxed, e.g. unrealized capital 
gains. 

Some also make the point that inheritance taxes support innovation and entrepreneurship 
because heirs may not have the same skills and motivations as their predecessors. 30 
Moreover, the so-called Carnegie Conjecture states that large inheritances decrease labor 
force participation of the heir, and hence inheritance taxation could create incentives to 
increase the participation of inactive individuals in the labor market.31 As discussed by Hines 
et al. (2016), the elasticity of labor supply to income changes triggered by tax variations is a 
case in point. “The estate tax discourages labor supply by reducing the return to work, but 
encourages labor supply by imposing burdens on individuals both as recipients of after-tax 
bequests and as those who plan to leave bequests. If labor supply responds to income 
changes, then this double burden of estate taxation has the potential to encourage labor 
supply more than the tax induced relative price change discourages labor supply.”32 

Others even point out that inheritance taxes may have a significant effect on real estate 
markets. High inheritance tax rates increase the number of properties that are sold on death 
to pay the tax and, hence, push housing prices down making properties more affordable. In 
Taiwan, for example, the cut of the inheritance tax rate from 50% to 10% applied in 2009 is 
often seen as one of the factors behind the sharp rise in housing prices that has started in 
2005 and remains ongoing until today.33 Finally, Batchelder (2016) argues that inheritance 
taxes are relatively efficient because of low elasticities of wealth accumulation to wealth 
transfer tax rates.  

On the other hand, those against inheritance taxes assert that they negatively affect the 
capital stock and thus slow down job creation. Holtz-Eakin and Smith (2009) argue that 
phasing out the estate tax in the US would raise investment by 3%, the probability of hiring 
by 8.6%, and payrolls by 2.6%.34 Likewise, Gale and Slemrod (2000) contend that estate taxes 
reduce aggregate welfare as “… the tax base is linked to accumulated wealth and thus to the 

                                                      
27 Brys et al. (2016), p. 20. 
28 See also Gravelle and Maguire (2006). 
29 Gale et al. (2011), p. 3. 
30 Grossmann and Strulik (2010) 
31 Holtz-Eakin et al. (1993) find that an individual who receives an inheritance of 150,000 USD is roughly four times more likely to leave the 
labor force than a person receiving below 25,000 USD. 
32 Hines (2013), p. 487. 
33 Chen (2015).  
34 Holtz-Eakin and Smith (2009). 
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labor supply, effort, and saving that create wealth and are crucial to prosperity”.35 In addition, 
some point out that inheritance taxes are often a poor source of revenue collection and 
associated with high compliance costs.36 Moreover, these taxes are said to create incentives 
for costly and unproductive tax avoidance strategies.37 Finally, some claim that the main 
argument backing inheritance schemes (i.e. the reduction of inequality) can be challenged. 
Cagetti and De Nardi (2009) find that abolishing estate taxation would not necessarily 
increase inequality considerably and, in some cases, would have a positive impact on capital 
accumulation and aggregate output. This being said, they also find that if the resulting loss 
in revenue collection is compensated by an augmentation of income or consumption taxes, 
the richest (and particularly the older among them) would have their welfare increased in 
contrast to a significant welfare loss for the majority of the population.  

As it is often the case, the key question to assess the implications of any tax system regards 
its economic incidence – i.e. who is effectively bearing the burden of the scheme – which in 
turn depends on several parameters that are difficult to estimate.  

Although estimating the incidence of inheritance taxes is an empirical matter that may 
considerably change from country to country, the estimations provided by the Tax Policy 
Center on the burden of the federal estate tax in the US sheds some light on the discussion.  
The authors find that out of the 10,800 individuals dying in 2015 leaving estates with a gross 
value above 5.43 million USD, 5,330 estates were subject to inheritance taxation after 
allowing for deductions and credits, roughly 85% of them coming from the top 10%, and over 
40% percent from the top 1% of the income distribution. Indeed, the top 10% (0.1%) of 
income earners were estimated to pay 97% (35%) of the total estate tax liability amounting 
to 18.4 billion USD.38 Likewise, in the UK, only 28,000 estates – or 5% of all the estates that 
were passed on following deaths – were subject to inheritance tax in 2014.39  

3 THE IMPACT OF INHERITANCE TAXATION ON 

CORPORATE SUCCESSION 

With regard to the potential effects of wealth transfer taxes discussed in Section 2.2, one 
impact is subject to a particularly intense debate: their effect on corporate succession. 

Inheritance taxation may affect corporate succession by its impact on the decision that 
family-run businesses’ heirs have to make when they inherit: to continue the business, to sell 
all or parts of it, or to close the company. A key variable in that context is the liquidity 

                                                      
35 Gale and Slemrod (2000), p. 1.  
36 Gale and Slemrod (2000). The authors provide a detailed discussion of the arguments in favor and against inheritance taxes. 
37 Carney et al. (2014) argues that “For example, high death taxes create incentives for owners to freeze or permanently entomb capital in 
foundations and trust instruments that escape tax liability.” (Carney et al. (2014), p. 1265). 
38 Tax Policy Center (2016).  
39 IFS (2015). 
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constraint that heirs may face to settle the inheritance tax bill. If they lack the cash to pay 
estate taxes, they are likely to be forced to sell part of or even all the family business.40 This 
in turn can lead to different outcomes such as a change in the business lines of the firm, a 
weakening in its control (e.g. if the heir has to sell a significant part of the shares), a complete 
transfer of ownership or the business fully shutting down. 

High statutory inheritance tax rates are often highlighted as possible triggers of such an effect. 
Low exemptions or deductions, as well as a lack of the possibility to defer inheritance tax 
payments are further factors to consider.  

3.1 INHERITANCE TAXES AND CORPORATE SUCCESSION. 
THE CASE OF SMES 

Wealth transfer taxes are likely to be a key variable when it comes to the inheritance of a 
firm. Tsoutsoura (2015) assesses the impact of a 2002 reform that considerably reduced 
succession taxes for transfers of limited liability firms within the family – including inter vivos 
business transfers, gifts, and inheritances – in Greece. The author finds that before the tax 
reform, family firms significantly reduced their investments around successions (three years 
before to two years after the transfer) compared to their non-family owned counterpart. 
Moreover, she finds that the tax reform had a positive impact on the investment level of 
family firms that increased investment around succession by more than 8% compared to non-
family owned businesses. In addition, she finds that the share of heirs deciding to keep the 
family business increased from 45% of total transfers before to 74% after the reform.  

Some argue that the impact of inheritance taxes on corporate succession is particularly 
significant with regard to SMEs. First, unlike multinational enterprises (MNEs) – which often 
already have an atomized structure of ownership – SMEs are more likely to be run as family-
owned businesses and are thus more sensitive in their ownership structures to inheritances. 
Moreover, SMEs are also more likely to lack the liquidity that would allow new owners to pay 
the inheritance tax bill – in particular, as they often face constraints in their access to credit 
markets.41  

For the US, Brunetti (2006) empirically estimates to what extent estate taxes force the sale 
of family businesses and farms using data from San Francisco probate records. The author 
finds a positive correlation between estate taxes and the sale of businesses by the heirs, but 
is cautious about explicitly linking this effect to liquidity constraints.  

At the same time, whether inheritance taxes affect the transfer of SMEs from a donor to the 
heirs, depends crucially on the concrete tax design. The thresholds at which tax rates kick in 
are a critical aspect in that context. On that note, and with a focus on the US, Gravelle and 

                                                      
40 See for instance Holtz-Eakin et al. (2001). 
41 Cole et al. (2004), and Bach (2015). 
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Maguire (2006) argue that “although some family businesses and farms are burdened by the 
tax, the estate tax applies to only a tiny fraction (approximately 3% or 4%) of businesses that 
have, in most cases, sufficient liquid assets to pay the tax. Only a small percentage of estate 
tax revenues are derived from family businesses.”42 The simulations by the Tax Policy Center 
on tax incidence of the US federal estate tax mentioned in Section 2.2 point in the same 
direction. Only 30 small farms and closely held businesses – i.e. estates with farm and 
business assets totalling no more than 5 million USD and making up at least half of the gross 
estate – were estimated to pay any estate tax in 2015, representing less than 1% of all taxable 
estate tax returns.43 Similarly, Gale et al. (2011) suggest that “there are compelling reasons 
to believe that the supposed deleterious effects [of transfer taxes] on small businesses have 
been dramatically overstated.”44  

However, while this may be true for the US, one needs to be conscious of the fact that the 
US offers particularly high universal inheritance tax exemptions (see section 4.2). Other 
countries provide lower general allowances, making the case for specific exemptions for the 
transfer of SMEs more relevant. 

3.2 ARE FAMILY SUCCESSIONS AN OBJECTIVE PER SE? 

Complementing the debate around the potential impact of inheritance taxes on family 
succession, it is also important to explore whether such an effect – even if significant – should 
be considered as an issue per se. To put it differently, should governments care about the 
effects that inheritance taxation may have on the ownership structures of family businesses? 

As discussed by Grossmann and Strulik (2008), changes in businesses’ ownership trigger a 
trade-off in terms of welfare. On the one hand, family successions may reduce agency 
problems by, for instance, making the transfer of knowledge within the business smoother.45 
Moreover, discontinuity in the ownership of family firms triggers transaction costs.46 Bach 
(2015) also points to the risk that financial investors may be less interested in the long-term 
success of a company. 

On the other hand, keeping a firm within the family may also create welfare costs, if less able 
heirs prevent entry of potentially more productive entrepreneurs – e.g. if keeping the 
management inside a family reduces the pool of capable managers, and hence results in 
weaker performance of the firm. In that context, Grossmann and Strulik (2010) present a 
general equilibrium model where an inheritance tax privilege for businesses is not a first best 
solution as the reduction in management skills that results from such privileges is larger than 

                                                      
42 Gravelle and Maguire (2006), p. 1. 
43 Tax Policy Center (2016). 
44 Gale et al. (2011), p. 4. 
45 Barnes and Hershon (1976). 
46 Others argue that family ownership could have beneficial effects as concentration of ownership may overcome some of the principal-
agent problems associated with dispersed ownership (Bloom and Van Reenen, 2007). 
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the transaction cost savings. The authors assert that preferential tax treatment of family 
succession could potentially have severe negative consequences on macroeconomic 
performance, if the tax benefits are large enough to trigger a threshold where low-ability 
heirs who would previously have abandoned a family business continue to run it. 

Empirical papers point to similar conclusions, both at the microeconomic (e.g. firm 
performance) and macroeconomic (e.g. economic growth) levels. Villalonga and Amit (2006) 
use proxy data on all Fortune 500 firms during 1994-2000 to evaluate the impact of family 
ownership on firm performance. They assert that family ownership creates value only when 
the founder serves as CEO or as Chairman with a hired CEO. When descendants serve as CEOs, 
firm value is destroyed. 

Smith and Amoako-Adu (1999) assess the links between senior management transitions (i.e. 
president, chief operating officer, chief executive officer, and chairman positions) within 
families and firm performance (proxied by stock returns and operating performance) using 
data from 124 Canadian firms. The authors find that family management is correlated with 
lower median return on assets (ROA). On the other hand, the result on stock returns is not 
conclusive. Whereas family transitions have a negative impact on returns at the time of 
announcement, long-term returns are superior relative to non-family managers. 

Pérez-González (2006) present a similar set up and uses data from 355 CEO successions in 
publicly traded U.S. corporations to examine the impact of inherited control on firms’ 
performance. The author finds that businesses where “…incoming CEOs are related to the 
departing CEO, to a founder, or to a large shareholder by either blood or marriage 
underperform in terms of operating profitability [return on assets decrease by 18%] and 
market-to-book ratios [stock prices decrease by 1% once the decision is announced], relative 
to firms that promote unrelated CEOs.”47 Moreover, lower performance is prominent in firms 
appointing family CEOs who did not attend “selective” undergraduate institutions. 

Bloom and Van Reenen (2007) find that companies who select the CEO from all family 
members are no worse managed than other firms, but those who pass management control 
down to the eldest sons (primo genito) are very poorly managed. 

Morck et al. (2000) take a different strategy and empirically assess the impact that the share 
of capital held by wealthy families and wealthy self-made entrepreneurs has on economic 
growth. The authors find that economic growth rates are smaller for economies in which the 
share of billionaire heirs’ wealth to GDP is large compared to other countries at similar levels 
of development. At the same time, economies in which the share of self-made entrepreneur 
billionaire’s wealth to GDP is large, grow more rapidly than other comparable countries. The 
authors list a number of potential explanations for their finding: unlike for self-made 

                                                      
47 Pérez-González (2006), p. 1559. 
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billionaires’ wealth, old wealth is likely to perform poorly in terms of management, create 
distortion of heirs’ incentives by control pyramids48, and reduce creative destruction and 
capital mobility. 

Anderson and Reeb (2003) investigate the relationship between founding-family ownership 
and firm performance using the Standard & Poor’s 500 firms from 1992 through 1999, and 
find that family-owned businesses perform better (i.e. exhibit better accounting and market 
performance) than their counterparts. The authors show that family-related CEOs have a 
positive impact on accounting profitability measures, but only founder CEOs lead to better 
market performance. In addition, they find a non-linear relation between founding-family 
holdings and firm performance: performance initially increases with the share of family 
ownership, but then decreases, with performance at very-high family-ownership levels being 
marginally worse compared to non-family owned firms. 

Apparently, neither theory nor empirical evidence offer an unambiguous case to make family 
successions a policy goal. 

4 INHERITANCE TAX EXPENDITURES AND 

SUSTAINABILITY 

TEs are benefits granted through preferential tax treatment that reduce government 
revenue from the beneficiary taxpayer. They take different shapes and forms, and can target 
a specific group of taxpayers as well as specific activities or regions. 

TEs cover the entire fiscal system and are widespread, also in the context of inheritance 
taxation. Indeed, the high degree of heterogeneity when it comes to inheritance statutory 
tax rates (see Section 2.1) is exacerbated by the implementation of different TEs that in turn 
create further complexity and differences in effective tax rates as well as significant losses in 
revenue collection. As discussed by Brys et al. (2016), “…where inheritance taxes exist, rates 
are generally low, exemptions and special arrangements numerous, and revenues 
limited ...”49  

TEs in the context of inheritance taxation include reduced rates, exemptions, deductions, 
and deferrals, among others. Often, they are related to one or several of the following four 
goals: (1) to reduce administrative costs as a share of tax revenues, (2) to foster a more 
equitable wealth distribution, (3) to support corporate succession within families, and (4) to 
incentivize charitable contributions. 

                                                      
48 According to Morck et al. (2000), “in a pyramid ownership structure, a wealthy family controls assets worth vastly more than its own 
wealth by holding controlling interests in companies, which hold controlling interests in other companies, which in turn hold controlling 
interests in still more companies.” 
49 Brys et al. (2016), p. 20. 
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As discussed by Cole (2015), wealth transfer taxes have high compliance and enforcement 
costs simply because assessing the value of people’s assets and wealth is a complex exercise 
that only makes sense when those assets are valuable enough. Eller et al. (2001) add that 
estate tax compliance is particularly problematic because revenue collection mainly relies on 
audits and only a small share of the estate tax base is covered by forms of independent 
verification. 

When it comes to equity, there is a broad consensus regarding the role of TEs to avoid that 
heirs receiving minor estates are hit by the tax, and hence to ensure that the burden of 
inheritance taxation primarily lies on the wealthiest. Nevertheless, even if tax-free 
allowances are present in almost every inheritance tax system, the level at which these 
thresholds should be set is highly controversial, both in theory as well as in practice.50  

As alluded to in previous sections, the debate on the merits of supporting corporate 
succession within families remains ongoing. Nonetheless, countries around the world are 
offering support for corporate succession by family heirs through a variety of TEs. These 
schemes are often linked with the objective to create new jobs, or – at least – to avoid the 
reduction in the number of employees that could potentially be triggered by the transfer of 
the business. In this context, several governments have introduced TEs that are only granted 
under certain conditions, e.g. schemes requiring the continuation of the business or that the 
level of employment is not reduced for a certain period after the transfer.  

Finally, some of the TEs channeled through inheritance taxation are meant to incentivize 
transfers to charity or institutions in sectors with significant spill-overs for society such as 
health and education. In the Netherlands, for example, estates transferred to the state, a 
province or a municipality as well as to charities or entities that contribute to the social 
welfare of society are non-taxable. Similarly, in France gifts and bequests to the state, public 
authorities, scientific and educational public institutions, and certain associations or 
foundations recognized to be of public use acting in a charitable context, charitable 
organizations, environmental protection institutions, animal protection, medical or scientific 
research are also tax-exempt.51 

4.1 REDUCED RATES 

Reduced tax rates are among the most commonly used TEs for inheritance taxes. Although 
these schemes are very often conditioned on the relationship between the donor and the 

                                                      
50 Piketty and Saez (2103a) argue that, in their model, it is computationally difficult to solve for the optimal threshold, therefore, they take 
the exemption threshold as given. In practice, tax free thresholds are omnipresent but, at the same time, vary considerably from country 
to country (see Section 4.2) and are sometimes said to trigger undesired effects (Bach and Thiemann, 2016). 
51 EY (2016). 
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heir – e.g. marital status, blood link52 – reduced rates may also target a specific asset, e.g. a 
company.53 

The region of Brussels in Belgium provides an illustration. It offers a reduced inheritance tax 
rate of 3% for family-owned companies compared to the standard rate that can be as high 
as 80%, depending on the relationship of the beneficiary as well as the value of the business. 
In order to be eligible for the lower rate firms must meet the following conditions: i) the 
registered office must be located in the European Economic Area, ii) the company must 
conduct its main activity in an industrial, commercial or agricultural area, a craft industry or 
a liberal profession at the time of death, and iii) the deceased should own at least 25% of the 
voting rights of the company’s shares, and in addition, if her voting rights do not reach 50% 
of the total, at least 50% of voting shareholders’ have to agree on the continuation of the 
business for at least five years after the transfer. Moreover, to maintain the exemption over 
time, i) the level of employment must never be less than 75% of the level at the time of death, 
and ii) the equity of the business or the capital of the company should be maintained. Finally, 
the value of the assets incorporated in the business within the period of three years prior to 
death are excluded from this favorable tax regime, unless one proves the economic need for 
the incorporation of these assets.54  

 

Box 4.1: Tax Expenditures for Close Relatives 

There is one feature that is often present as a design element of inheritance taxes: the 
implementation of TEs that depend on the relationship between the donor and the heir, e.g. 
reduced rates and tax deductions when blood or marital links are present. 

TEs for heirs linked by marital status or blood are controversial. On the one hand, these 
schemes aim at mitigating some of the effects that critics of inheritance taxes often point to, 
i.e. inheritance taxation discriminates against savers, particularly in the context of intentional 
bequeathing. On the other hand, these provisions hinder the redistributive impact of 
inheritance taxes by allowing for family wealth to be passed on from generation to 
generation at less than the standard tax rate. 

The level of these TEs is very heterogeneous across countries. In Denmark, for instance, on 
top of a universal inheritance tax deduction of 276,600 DKK (39,000 USD) for the entire 
estate, the tax scheme allows for a full exemption when the estate is passed on to a spouse, 
as well as a reduced rate of 15% (compared to the standard 36.25%) that applies when the 
heir is a close relative.  

                                                      
52 See Box 4.1. 
53 More details regarding special TEs for close relatives are provided in Box 4.1. 
54 EY (2016). 



 

14 

Likewise, in Italy the tax rates range from 4% of the estate value with an allowance of 1 
million EUR for each beneficiary for spouses and children, to 6% with an allowance of 100,000 
EUR for siblings, and with no allowance for other relatives, and 8% with no allowance for any 
other person – except for heirs with critical disablements who are entitled to a tax-exempt 
threshold of 1.5 million EUR. Italy also fully exempts the transfer of firms (or shares) to the 
spouse or descendants from inheritance taxes if the activity is carried on for five years.55 

In Germany, inheritances or gifts such as owner-occupied housing, small businesses, or 
ordinary financial assets are often not taxed because of the existing high personal exemption 
for close relatives – e.g. 500,000 EUR for married and life partners as well as 400,000 EUR for 
children – who usually receive the bulk of wealth transfers. Bach and Thiemann (2016) argue 
that the high level of TEs raise distributional concerns and report that only 23,000 individuals 
a year (i.e. 1.5% of all heirs) receive inheritances that are potentially subject to inheritance 
taxation and that account for an inheritance volume of roughly 50 billion EUR (i.e. one-third 
of the total). The 1,200 cases with inheritances of over 5 million EUR represent 0.08% of all 
heirs and receive 21 billion EUR (i.e. 14% of the total volume).  

France instead, applies considerably lower exemptions ranging from 15,932 EUR for 
inheritances between siblings to 100,000 EUR for direct line inheritances and gifts. 

 

4.2 EXEMPTIONS AND DEDUCTIONS 

In addition to reduced rates, TEs related to inheritance taxation are also channeled through 
exemptions and deductions. Whereas exemptions are tax-free amounts that are not included 
in the tax base, deductions refer to amounts that are deducted from the benchmark to 
compute the tax base.  

Tax-free exemptions are the most common among these TEs. Although, as discussed in Box 
4.1, they are very often not universally implemented but rather constrained to partners 
and/or relatives of the individual bequeathing, they are present in almost every scheme. 
Obviously, their effectiveness as well as potential effects beyond their stated goals depend 
on their level. On the one hand, high exemptions ensure that only the wealthiest are hit by 
the tax, but they also significantly benefit those receiving large estates – usually the rich – by 
considerably reducing their tax liabilities. On the other hand, a low-level tax allowance 
significantly broadens the tax base (hence, reducing the share of the benefits that leak to the 
rich), at the risk of disproportionally hitting those receiving a small transfer, i.e. the poor.  

In that context, IFS (2015) argues that increasing the inheritance tax rates in the UK would 
be more effective in raising the progressivity of the whole system than reducing the tax-free 

                                                      
55 EY (2016). 
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allowance. On the other hand, revenue collection may increase more under the latter 
scenario. “HMRC estimates that each percentage point added to the rate would raise £100 
million, so that (say) a rise from 40% to 50% would raise £1.0 billion [compared to a £100 
million gain triggered by a £5,000 reduction in the threshold].”56 

Harris (2013) highlights that the 5.45 million USD tax free threshold implemented in the US 
ensures that “[in 2013] … more than 99.8 percent of [US] estates will owe no tax. Among the 
3,780 estates that will pay the tax, the 810 largest – those with gross assets exceeding $20 
million – will account for nearly three-fourths of the total estate tax revenue.” The US estate 
tax system also allows for unlimited deductions for transfers to charity, and gifts used for 
health or educational expenses.57  

Whether a 5 million USD estate should indeed not be taxed remains subject to intense 
debates, and, indeed, exemptions in other OECD countries are significantly lower.  

In the UK, for example, the threshold is set at 325,000 GBP. In Germany, the universal tax 
free exemption amounts to 20,000 EUR – and is reduced to 2,000 EUR, regardless of family 
relationships, when both the testator and the heir are not fully tax liable in Germany.58 
France allows for a tax deduction of up to 75% of the payments made (with a 50,000 EUR 
cap) for gifts to certain not-for-profit organizations of general interest.59  

At the same time, in the context of business succession, Germany grants significant 
exemptions from gift and inheritance taxes, if the successor continues to hold the business 
and keeps the wage bill steady for five years.60 The Netherlands has a similar scheme that 
provides an exemption for businesses that are continued for at least five years. A 100% relief 
applies to estates up to 1,060,298 EUR (in 2016), an 83% exemption is in effect above this 
amount. In addition, the deceased must have been an entrepreneur during the entire year 
prior to her death. Moreover, the Dutch scheme allows the tax liability of the non-exempt 
share of the estate to be deferred up to ten years. 

Finally, some countries provide exemptions and deductions specifically targeting particular 
sectors such as agricultural businesses. In that context, and complementing a tax relief for 
businesses in general, the UK grants a tax benefit to the agricultural sector that reduces the 
tax liability by 50% or 100% of eligible farms if certain minimum periods of ownership are 
respected – e.g. 2 years if for land being farmed by the owner, and 7 years if it is tenanted. 
These schemes, which exempt both agricultural land and unquoted business assets from 
inheritance taxes have an annual cost of 440 million GBP and 590 million GBP in revenue 
foregone for the federal government, respectively.61 

                                                      
56 IFS (2015). 
57 Batchelder (2009). 
58 EY (2016). In response to a ruling of the European Court of Justice, the German government has introduced the possibility to opt into full 
tax liability and thus benefit from full exemptions. 
59 EY (2016). 
60 For more details on the German case, see Box 4.2. 
61 HMRC (2013). 
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Some countries allow certain business assets to be valued at less than their normal market 
value. In Ireland, there is a TE allowing the value of business property being transferred to 
be reduced by 90% for the purposes of calculating the tax. 

Similarly, in the US there is a special provision for farms allowing the gross estate to be 
reduced by 1,100,000 USD through a special use valuation. To be eligible, the land must 
continue to be farmed for 10 years after death, and one or more family members must 
continue be involved in the management of the business. Moreover, from 1983 through 1998, 
a Special Use Valuation exclusion of 750,000 USD was permitted for small business owners 
and farmers.  

 

Box 4.2: Inheritance Tax Expenditures and Corporate Succession. The Case of Germany 

In 2008, the German parliament passed the new Inheritance and Gift Tax Act, a significant 
reform that, among other changes, introduced a tax privilege for the transfer of businesses 
and that came into effect in 2009. The reform’s proponents justified it on the grounds of the 
important role that family businesses play in the German economy and thus for 
employment.62 Indeed, family firms account for over 90% of all businesses in Germany and 
just under 60% of jobs. The new tax provisions for corporate successions were designed to 
mitigate what their proponents perceived as potentially negative effects that inheritance 
taxes can have on business succession (and, hence on jobs), mainly due to liquidity 
constraints.63  

The 2009 reforms provided two alternatives to reduce inheritance tax liability in the context 
of a corporate succession. The first option allowed for a 85% reduction of the taxable amount 
of business assets, provided that (i) no more than 50% of the assets were non-operating 
assets (e.g. leased real estate, securities), (ii) that the business is continued for at least five 
years, and (iii) that the sum of wages and salaries over that five-year period is at least 400% 
of the average in the five years prior to the inheritance. Moreover, the scheme allowed for 
an additional tax deduction of 150,000 EUR on the remaining 15% of business assets. The 
second option allowed for a 100% exemption of business assets, provided, that (i) non-
operating assets did not exceed 10% of total assets, (ii) the firm stays in business for at least 
seven years, and (iii) the sum of wages and salaries over the following seven years are at least 
700% of the average total prior to succession. SMEs with up to 20 employees were eligible 
for both options without having to meet the minimum requirements on the sum of wages 
and salaries.64  

Houben and Maiterth (2011) empirically assess the tax privilege for businesses introduced 
by the reform by comparing the impact of the pre- and post-reform tax laws on transferred 

                                                      
62 Data without public sector companies. http://www.familienunternehmen.de/de/daten-fakten-zahlen.  
63 Houben and Maiterth (2011). 
64 For a detailed description of the reform, see Houben and Maiterth (2011) and Hines et al. (2016). 
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businesses. Using data of the German Inheritance Tax Statistics and the German Socio-
Economic Panel (SOEP), the authors conclude that the pre-reform tax law did not endanger 
transferred businesses and, hence, that the tax privilege for businesses introduced by the 
reform is not justified.  

Indeed, the new provisions have been highly controversial and in 2014 were declared to be 
“not fully constitutional” by the country’s Federal Constitutional Court. The judges 
contended that preferential treatment of the transition of business assets is not a 
constitutional violation per se, but that the privileges awarded with the 2009 reform were 
disproportionate. In particular, they required parliament to reduce the number of employees 
below which SMEs are eligible for exemption without meeting the aggregate wage objectives 
referred to above. They also ruled that the 50% threshold for non-operative assets is too 
high, that there is no reason for preferential treatment of “cash-companies”, i.e. firms whose 
assets consist solely of monetary claims, and that legislators need to adopt new regulations 
by 30 June 2016.65 

The German parliament met this requirement with close to four months of delay and in 
October 2016 agreed on a revised Inheritance and Gift Tax Act which entered into force 
retroactively on 1 July 2016. The amended version reduces the threshold until which SMEs 
can benefit from exemptions without meeting the requirements to maintain total salaries to 
five employees. It also requires heirs of companies valued at more than 26 million EUR to 
prove that they cannot pay inheritance tax out of their private wealth, or alternatively face 
reductions in the exemptions. Furthermore, the definition of non-operative assets that 
cannot benefit from tax exemptions has been expanded. Estimates on an earlier draft version 
of the reform projected that it would increase inheritance taxes by 235 million EUR.66  

Critics of the latest reform question whether they meet the requirements of the 
constitutional court. Some predict that the court will find this back on its agenda soon. 

4.3 DEFERRALS  

Finally, many economies also implement tax privileges in the context of inheritance taxation 
through tax deferrals. 

The US is a case in point. Federal estate taxes on interests in a closely held business, i.e. a 
firm with only a limited number of shareholders or partners, can be deferred for five years, 
and then spread over ten more years.67 The UK allows heirs to pay inheritance tax on certain 
assets, e.g. a house that the heir decides to live in, in up to ten annual interest-bearing 

                                                      
65 Bundesverfassungsgericht (2014). 
66 https://www.ft.com/content/38e17d8a-36d8-11e6-a780-b48ed7b6126f. 
67 Provided, however, that interest payments are due each year during the initial deferral period as well as with subsequent annual 
installments. See 26 U.S. Code § 6166 (f). 
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installments.68 Similarly, Germany offers heirs a deferral of inheritance tax payments up to 
ten years for certain business assets as well as for residential real estate that is rented out. 

Bach (2015) supports extended deferral arrangements and argues that they can considerably 
reduce tax-related liquidity and financing burdens for corporate successors. Batchelder 
(2016) goes one step forward and proposes that US family farm owners should be allowed 
to defer indefinitely any estate tax payments due on inherited farm land at a market interest 
rate – provided the farm continues to be actively managed by the family. The author 
estimates that “because it is so rare for such farms and ranches to be subject to the estate 
tax, the proposal would only cost 5 billion USD over 10 years.” IFS (2015) contends that 
whereas tax deferrals may make sense in the case of illiquid assets such as agricultural land, 
they are likely to be less effective when it comes to tackling potential liquidity constraints 
triggered by the transfer of more liquid business assets. At the same time, some argue that 
these provisions may have a positive impact on the continuation of family businesses, but 
that they also create incentives to invest in such assets purely for tax purposes. According to 
Carney et al. (2014) “such tax deferral measures effectively make a family firm a type of trust 
that provides strong incentives to maintain the business as a going concern.”69 

 

Box 4.3: Inheritance Taxes and the Taxation of Capital Gains 

Capital gains tax (CGT) is levied on the increase in the value of an asset between its 
acquisition and disposal. While CGT lies beyond the scope of this report, it is relevant where 
it connects to inheritance taxes, i.e. with regard to assets that increased in value prior to the 
transfer taking place.  

In Australia for instance, the transfer of wealth is not taxed, but assets acquired through the 
transfer of an estate are subject to capital gains tax. 

The UK instead allows for the so-called “forgiveness” of capital gains tax at death, which cost 
490 million GBP in revenue foregone in 2012/13. This scheme fully exempts any increase in 
the value of assets prior to death from CGT – and thus creates an incentive to hold assets 
that have risen in value.70  

A similar scheme is implemented in the US where heirs receive property from a decedent at 
fair market value and where, as a result, heirs do not pay any tax on the capital gains that 
may have accrued on the assets prior to the transfer. As discussed by Batchelder (2016), this 
approach “completely exempts all accrued gains on bequeathed assets from income and 
payroll taxes, by ’stepping up’ the basis of asset to its fair market value when it is 
transferred”. The author calls for an elimination of this stepped-up basis and argues that this 
                                                      
68 https://www.gov.uk/paying-inheritance-tax/yearly-instalments. 
69 Carney et al. (2014), p.1268. 
70 IFS (2015). 
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would considerably increase the progressivity of the tax system as “inheritances are 
distributed so unequally and accrued gains are distributed even more unequally”. 71 
Cunningham and Cunningham (2009) point in the same direction. The authors argue that the 
preferential treatment of estates consisting of appreciated assets compared to those 
consisting of liquid, currently-taxed assets is inequitable and inefficient. 

 

5 CONCLUSION  

Inheritance taxation is highly controversial, and the debate around its positive and negative 
effects is ongoing. As discussed by IFS (2015), “a case can be made for abolishing inheritance 
tax completely. But there is also a case for taxing transfers of wealth to the next 
generation…”.72 

This is partly explained by the lack of a broadly accepted theoretical model of inheritance 
taxation, as well as by the fact that empirically assessing its impact is not a straightforward 
task. The potential effects of inheritance taxes are highly dependent on several parameters 
– e.g. motivations for bequeathing, information levels of agents, as well as the welfare 
weights allocated to the donor, the heirs and other members of society – that are often 
difficult to observe, respectively hard to estimate. 

The intense debate on inheritance taxation is mirrored in a high degree of heterogeneity in 
its implementation worldwide. In addition to significant variation in statutory tax rates, the 
vast differences in inheritance TEs are cases in point. TEs for inheritance taxation take 
different shapes and forms, and – as it is often the case also with TEs channeled through 
other tax schemes – their stated goals seem, at least at a first glance, worth supporting. Tax 
benefits to foster job security in the context of corporate successions, or to incentivize 
charitable contributions are important examples in this context. Nonetheless, these schemes 
are often opaque, costly in terms of revenue foregone, and questionable regarding their 
effectiveness and efficiency in reaching their stated objectives. 

Tax incentives for the transfer of family businesses provide an illustration. Many countries 
use them on the grounds of liquidity constraints that heirs of firms may face – especially with 
regard to SMEs. If heirs do not have enough cash to meet the tax liability triggered by the 
transfer, they may be obliged to sell the company or even shut it down. This is a particularly 
sensitive issue as family businesses represent an important share of the total number of firms, 
output and jobs across the world. 

                                                      
71 Batchelder (2016), p. 91. See also Kamin (2016). 
72 IFS (2015), p. 256. 
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At the same time, neither theory nor empirical evidence unambiguously support business 
succession as a goal per se. Indeed, several studies point to the opposite, i.e. the potential 
negative effects triggered by business successions within the family. As a result, putting it 
cautiously, the economic rationale behind TEs favoring the generational transfer of family 
businesses does not appear to be a robust one. 

Governments may nonetheless decide to support family successions through the 
implementation of TEs – and many do. A thorough analysis of the effectiveness and efficiency 
as well as potential negative externalities that these schemes may trigger should rank high 
on their agenda. The distributional impact of TEs is a case in point. Bach and Thiemann (2016) 
argue that the German inheritance tax system is regressive because rich individuals with 
assets worth tens of millions are able to reduce their inheritance tax liability because of tax 
breaks, and hence end up facing lower effective tax rates than other tax payers. Similarly, 
Batchelder (2009) highlights that such tax benefits “… favor heirs inheriting business assets 
over others. They tend to benefit heirs receiving the largest inheritances the most because 
the portion of estates composed of business assets tends to rise with the estate size.” 

To mitigate such effects and to raise the effectiveness of TEs with regard to their stated goals, 
several countries grant inheritance TEs on a conditional basis. TEs imposing that the level of 
employment does not decrease for a certain number of years after the succession are 
illustrations of this approach. However, the potential increase in the effectiveness that can 
be achieved through this kind of TEs is not for free: As discussed by Holtz-Eakin et al. (2001), 
adding further conditions and constraints to an already complex tax law increases both 
enforcement costs as well as the likelihood of tax evasion. 

These caveats should not prevent governments from pursuing the implementation of TEs in 
the context of inheritance taxation. But they make a strong case for better scrutinizing these 
schemes in terms of their goals, effectiveness and efficiency. They raise the question how 
TEs compare with other policy measures that target the same goal. And they should be 
evaluated against other interventions that the government could pursue with the revenues 
it would collect, if it did not offer such TEs. As stated by Gale and Slemrod (2000), 
“broadening the tax base, closing loopholes and reducing rates carried the day in the last 
comprehensive income tax reform in 1986 and could improve the equity, efficiency, and 
simplicity of the estate tax as well.” An open debate and distinction between those privileges 
that are worth being granted through the tax system, from those that should be 
implemented through different channels (e.g. direct spending) or that should simply be 
eliminated, is critical to move in this direction. 
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