~ ON PoInNT

The Competitive Enterprise Institute
1001 Connecticut Avenue NW e Suite 1250 ¢ Washington, D.C. 20036 e (202) 331-1010 e http:/www.cei.org

Committed to Advancing the Principles of Free Enterprise and Limited Government

April 20, 1999 No. 35

The Anti-Environment Estate Tax
Why the “Death Tax” Is Deadly for Endangered Species

By Jonathan H. Adler

The economic and social benefits of repealing the “death tax™ are well known. Repeal of
the federal estate tax would make it easier to maintain small family-owned businesses and family
farms. While the death tax is a small source of federal revenue — it accounts for less than two
percent of tax receipts on an annual basis — it is a leading cause of destroying small, family-
owned businesses. It also reduces incentives for investment. Economists estimate that due to the
estate tax, America’s capital stock is nearly $0.3 trillion less than it would otherwise be.?

The economic benefits of estate tax repeal are significant and important, but they are not
the only reason to support taking the death tax off the books. Repealing the estate tax would also
produce significant environmental benefits by removing a powerful economic incentive to
develop land and liquidate natural resources. Indeed, repeal could eliminate one of the most
powerful forces driving the subdivision and development of large land tracts in America today.

The “death tax” encourages development. The environmental impact of the estate tax
is clear. The tax operates so as to tax wealth transfers that occur at the time of death. The entire
estate, including financial holdings, land and other assets, is taxed at a rate of up to 55 percent.
A base portion of the estate, $625,000 in 1998, is exempt, but gifts in excess of $10,000 per year
and transfers that skip generations, are not.

For many landowners, if the land is not developed at the time of inheritance, it will be
soon thereafter. This is especially true for countless rural Americans who are “land-rich and
cash-poor.” For them, subdividing or developing inherited land is the only way to pay the estate
tax. Consider that the average annual household income for a tree farmer is under $50,000,
according to the Joint Economic Committee. Yet the average tree farm has a book value of $2
million or more.> When a tree farmer dies, there is simply no way for his family to pay the estate
tax without clearing timber or selling off land.
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? Joint Economic Committee, U.S. Congress, The Economics of the Estate Tax, December 1998, p. 21.

* Douglas P. Stinson, Testimony to the Committee on Ways and Means, U.S. House of Representatives, Jan. 28,

1998.











