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Moreover, though the revenue extracted via death taxes is small, the tax can be extremely burdensome for families. Even given the federal exemption of $5 million dollars (far lower than some states—Minnesota’s exemption is only $1 million, for example), relatively small and mid-sized businesses, farms, and ranches inherited by the children of entrepreneurs may be forced to sell the family business because they don’t have the cash on hand to pay the death tax on a business without divesting some or all of their parent’s labor of love.
By the same token, the small size of revenue the tax collects obscures one of the death tax’s largest costs. Death taxes create a major disincentive to save and the effect of that disincentive is substantial. A study authored by Lawrence Summers, the former head of President Obama’s Council of Economic Advisors and the Treasury Secretary under President Clinton, found that the death tax had lowered the total capital stock by over a trillion dollars. The capital stock can be defined as the total value of durable assets in an economy that aid in production. It is the machines, factories, tools, computers, software, and technical know-how (i.e. human capital) that aid in the production of goods and services. It’s hard to put a clear human price on such an economic consequence, but given that capital accumulation is the major driver of technological advancement, lower prices to consumers for goods and services, competitive firms that are able to expand hiring, and increasing wages of workers by improving labor productivity, it’s safe to say that each and every American, along with citizens of the world, is worse off as a result of the death tax.
There is also a human cost associated with the direct compliance costs created by the death tax and the hidden cost of decisions made by asset holders to avoid the death tax. An army of lawyers and accountants have trained in a field known as “estate planning” just to help asset holders avoid the death tax and though their services are certain cost effective for those legally avoiding the death tax, they still don’t come cheap. As the Tax Foundation points out in a recent study, three separate studies find that these compliances costs are larger than the revenue actually taken in by the death tax.
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