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Bequest tax and progressivity

Debate over taxing the transfer of estates...

• Pros: raises gov’t revenues and reduces inequality of
opportunity for future generations

• Cons: arbitrary timing, unfair to parents accumulating for
children, efficiency losses

...but for the purposes of the paper

• Lends itself easily to progressive rates

• Easy to collect and so less endogeneity with bureaucratic
capacity building (but others remain...)
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Research question

What factors prompt a society to begin significantly taxing
inherited wealth?

• Expanding the suffrage to more citizens has no effect

• Mobilizing a large fraction of the population for has a large
effect
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Democracy

Farhi & Werning(2008) suggest positive and progressive taxation
of capital:
a
democracy with infinite horizon and all citizens vote

• Capital taxes chosen repetedly - ex-post expropriation if
excessive wealth inequality from accumulation

• Leads to electoral platforms with progessive taxation
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War

Exigencies of war - incentive for administrative/legal capacity
building

• Expediency effect: Gov’t survival v. reputation

• Mobilization effect: Mass mobilization - demand for wealthy
to bear a larger share of financial cost
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Data types

• Annual observations spaced at 5& 10 year intervals for policy
lags

• Top tax rates for 19 countries:
Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Japan, Korea,

the Netherlands, New Zealand, Norway, Sweden, the UK, and the US

• Detailed history of suffrage and mobilization (UK and Sweden)

• Inheritance tax volumes (5 countries)

• Detailed tax schedules (6 countries)
• In WWI: UK, US and France; not in WWI: Netherlands,

Japan, Sweden

(Estate/beneficiary/stamp rates lumped together)
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Historical view

Very low rates, then big spike in early 20th century followed by modern reversals
Some countries raise tax after suffrage, others before (JP)
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Historical view

-UK: Gradual extension of suffrage with no visual tax correlation
and good synchronisation with major war effort
-Sweden: Still no correlation of suffrage with taxes and differently
timed shifts than war-mobilizing UK
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Concerns
Do people actually pay?

• Most countries set up legal fences (inter-vivos transfer tax)

• Top rates do not account for estate valuations &loopholes

• 5-country sample of volumes: sharp rise in revenue with sharp
rise in tax
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Concerns
How many are affected and how? 1/2

• Progressivity - top rates vs. full schedule

• 6-country sample of tax schedules: marginal tax rates by
estate size
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Concerns
How many are affected and how? 2/2
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Concerns
Are countries taxing wealth in other ways?

• Taxes on visible wealth not targeted at the rich (number of
windows)

• Wealth taxes were very low in early 20th century (bouclier -
tax ceiling)
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Generalized Difference in Difference
Model 1

A three model strategy

Tit = α + β1Dit−1 + β2Wit−1 + γXit−1 + ηi + θt + εit (1)

Where:

• Tit is the top inheritance tax rate for direct decendants.
• D is a measure of Democracy / Universal Male Suffrage /

Boix-Rosiato1 / No upper house with veto power.
• W denotes war mobilization:interstate warfare & 2% or more

of the population was serving in the military.
• Some Specifications include interaction terms.

z
1Free multiparty elections & Executive directly or inderectly elected & 50%

or more of adult males has a right to vote.
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Generalized Difference in Difference
Some additional considerations:

To account for some time varying factors:

• X state level controls: Partisan Government / GDP per
capita.

Some specifications include additionally:

• Country Specific Time Trends.

Other Considerations:

• Since it is impossible a priori to determine how long it takes
for democratization or war mobilization to influence policy
choices, models with observations spaced in five and ten year
intervals will be reported.

• Models are estimated by OLS and country clustered standard
errors are reported.
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Generalized Difference in Difference
Hypothesis Tested:

Increases in democracy (variously measured) cause the adoption of
higher inheritance taxes on the largest fortunes.

• Expected Result: B1 > 0

Mass mobilization for warfare cause the adoption of higher
inheritance taxes on the largest fortunes.

• Expected Result: B2 > 0

If time varying unobserved factors influence inheritance taxation
and are correlated with democracy or war mobilization then
estimates will be biased.

Do we know the direction of the bias?
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Lagged Dependent Variable Specification
Model 2

Tit = α + ρTit−1 + β1Dit−1 + β2Wit−1 + γXit−1 + θt + εit (2)

• This model adds the lagged dependent variable and suppresses
country fixed effects ηi

• Model Estimated by OLS, panel corrected standard errors are
reported.

• Model 3 is the same as model 2 but it includes ηi , the
estimated OLS coefficients will be biased but if sample size is
large enough they will be consistent.
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There is no evidence to support the idea that the expansion of democracy (Universal Male Suffrage) has an effect
on the top marginal rate of inheritance taxation, there is robust evidence regarding the effect of war mobilization.
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With Boix-Rosato Measure of Democracy previous results hold.
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With No upper Measure of Democracy, mixed evidence.
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Including interaction terms.
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War a Story of Expediency or Mobilization?

The data set does not allow to distinguish whether the effect of
war mobilization is primarily that of Expediency (not related to
progressive taxation) or to Mobilization.

• The Ideal World Experiment.

“compare the pattern of taxation in a country that fights a war of
mass mobilization with that of a country that fights a war in which
a more limited fraction of the population is mobilized but which is
equally expensive and which places an equal strain on public
finances”
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War a Story of Expediency or Mobilization?

An approximation to the experiment using the Napoleonic War and
the First World War.
Some facts for Great Britain:

• The napoleonic war required at its peak the mobilization of 2.1% of the population, while pick mobilization
in first world war was 10.2% of population.

• The cost of the Napoleonic war was estimated at 22% of GDP, while the cost of the first world war was
equivalent to 39% of GDP

• In 1799 public debt was 166% of GDP, in 1914 public debt was 25% of GDP.

• The Napoleonic war seemed to provide an appropriate environment to observe an increase in the
inheritance tax motivated by the expediency effect, however the observed hike is related to the first world
war for which the case of mobilization is much stronger.

• It most be kept in mind that data from the from napoleonic wars is bound to be measured with less
accuracy, and that the political environment was significantly different between the two periods.
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Conclusions

• Democracy as measured by universal suffrage is not a
sufficient condition for significant increases in inheritance
taxation to occur.

• There is some evidence to suggest that upper chambers can
curtail the implementation of substantial inheritance taxation.

• Mass warfare (involving the mobilization of a substantial part
of the population) has been a major force leading to heavy
taxation of inherited wealth.

• There are some indications that the mobilization effect is
likely to be considerable.

Is the shift away from heavy taxation currently observed in some
countries the result of a more common context in which large

mobilizations are no longer required?
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Mild criticism

• Serial correlation could lead to underestimation of standard
errors and hence to overestimation of the DiD treatment
effects. Bertrand, Duflo & Mullainathan (2004).

• Democracy is weakly defined -it requires qualifiers to control
for political maturity (education Acemoglu et al (2005),
unionization.) and other factors such as social mobility.

• Settling the mobilization v. expediency by case study is
simplistic and disappointing at best.

• There is a considerable number of time varying unobservables
not accounted for (war-like tendencies, tax loop-hole
behaviour, the production function of war etc.)

• Overall government balances are not taken in to account,
increased taxation could be the result of tighter credit markets
for those who participated in war.
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