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Executive Summary

Several presidential candidates either have pledged or have sponsored legislation to increase federal 

estate tax rates, reduce estate tax exemptions, and change the tax basis for calculating taxes owed 

so as to increase heirs’ tax liabilities.

What would these changes mean for families, family businesses, farms and ranches? What does it 

mean for jobs and employment numbers? How many jobs would be these plans cost and how many 

would be added to the American economy if the Federal Estate Tax were repealed altogether?

  Jobs from Family Businesses, Farms & Ranches  The 2.6 million family-owned business, farms, and 

ranches provide a total 47 million jobs.

  Family Businesses Lost   Analysis shows that more than 130,000 family businesses could be lost 

under the Sanders and Warren plans, and more than 120,000 under the Buttigieg and Booker plans.

  Jobs Lost  The estimated loss of family businesses under these plans equates to a loss of approxi-

mately 2.3 million jobs.

  More Jobs by Repealing the Federal Estate Tax If the Federal Estate Tax were repealed, the same 

analysis shows that family businesses would create almost 1 million jobs over the subsequent six years.

  Conclusion   Historically, increases in the estate tax rate and reductions in the estate tax exemption 

have increased estate tax revenues, but have reduced total federal revenues. This seeming paradox 

arises because the estate tax encourages family businesses owners to invest less in growing their 

businesses so as to avoid triggering the estate tax, and requires that heirs of family businesses that do 

trigger the estate tax, divert resources from the business to pay the tax liability. Over time, these actions 

reduce the number of family businesses and the number of jobs the businesses create. Presidential 

primary candidates’ plans for increasing the estate tax burden will generate less total tax revenue for 

the federal government while increasing unemployment and shifting the mix of U.S. companies away 

from family-owned businesses toward large corporations.
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Democratic presidential candidates are calling for increases in the federal estate tax (also known 

as the death tax).1 One of the recurring arguments made for increasing the tax is to raise funds 

for new or expanded government programs. The intuition is straightforward: raising the estate tax 

rate increases the share of taxable estates the government collects; decreasing the estate tax 

exemption increases the number of taxable estates.

Yet, the evidence here can be misleading. It is the case that, historically, when Congress has 

raised the top estate tax rate or lowered the estate tax exemption, estate tax revenues per-capita 

have increased. Figure 1 shows estate tax rates compared to estate tax revenues one year later 

and adjusted for inflation over the period 1947 through 2018.2 Each dot corresponds to one year. 

The further to the right a dot lies, the greater was the top federal estate tax rate in that year. The 

further to the top a dot lies, the greater were federal estate tax revenues in the following year. The 

dots form a pattern that (on average) rises from the left to the right. That is, on average, for years 

in which the top federal estate tax rate was lower, federal estate tax revenues (one year later) 

were lower also. For years in which the top federal estate tax rate was higher, federal estate tax 

revenues (one year later) were higher.

1 Some regard the term, “death tax” as a pejorative. However, the term is more appropriate given the manner in which the tax is applied. It is 
the death of the estate’s owner that triggers the tax. Consequently, just as income, payroll, sales, and capital gains taxes are named after the 
events that trigger those taxes, so too is the estate tax more properly called a “death tax.”
2 To adjust for the natural growth in revenues over time as the economy grows, revenue figures are shown on a per-capita basis.

Estate Tax Revenues and Estate Rates (1947-2018)
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Figure 1. On average, as the top federal estate tax rate has risen, estate tax revenues one year later have risen. Each dot corresponds to one 
year. The further to the right a dot lies, the greater was the top federal estate tax rate in that year. The further to the top a dot lies, the greater 
were federal estate tax revenues in the following year.

Top Federal Estate Tax Rate
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Estate Tax Revenues and Estate Rates (1947-2018)
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Figure 2. On average, as the federal estate tax exemption has risen, estate tax revenues one year later have fallen. Each dot corresponds to 
one year. The further to the right a dot lies, the greater was the estate tax exemption in that year. The further to the top a dot lies, the greater 
were federal estate tax revenues in the following year.

Federal Estate Tax Exemption (thousands, 2018$)

Figure 2 shows the relationship between the federal estate tax exemption and federal estate tax 

revenues one year later. As in Figure 1, each dot corresponds to one year. The further to the right 

a dot lies, the higher was the estate tax exemption in that year. The further to the top the dot lies, 

the greater were federal estate tax revenues in the following year. As in Figure 1, the dots form a 

pattern. In years in which the federal estate tax exemption was lower, federal estate tax revenues 

(one year later) were higher. In years in which the federal estate tax exemption was higher, federal 

estate tax revenues (one year later) were lower.

Figures 1 and 2 are consistent with the story that raising the estate tax rate and lowering the 

exemption generates more estate tax revenues. However, if the goal is to raise revenue, then 

what matters is total federal revenues, not merely estate tax revenues. If an increase in the estate 

tax rate causes, for example, a decline in investment in family businesses, we would expect 

family business payrolls and profits to decline (relative to what they would otherwise have been) 

in subsequent years. As those payrolls and profits decline, we would expect the government to 

collect less payroll and business income taxes, particularly from family owned businesses most 

affected by the estate tax. It is reasonable that, following an increase in the estate tax rate, the 

resulting reductions in payroll, business income, capital gains, and other tax revenues would, at 
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least partially, offset the increased estate tax revenues. In an extreme case, it is even possible that 

reductions in non-estate tax revenues might more than offset the increased estate tax revenues, 

leaving the government with less total tax revenue following an increase in the estate tax rate than 

before. 

In fact, this extreme case is precisely what the data suggest. Figure 3 shows annual data for the 

United States from 1947 through 2018. As with Figure 1, each dot represents one year, and the 

further to the right a dot is located, the greater was the top federal estate tax rate in that year. The 

further to the top a dot lies, the larger were total federal tax revenues one year later. The pattern 

in Figure 3 shows that, historically, as Congress has raised the estate tax rate total federal tax 

revenues one year later have declined (on average). Figure 4 shows similar results for the estate 

tax exemption. On average, in years in which the estate tax exemption was lower, federal tax 

revenues one year later were lower also. These results are what one would expect to see if the 

estate tax rate and exemption had significant negative indirect effects on tax revenues elsewhere 

in the economy beyond the positive direct effects on estate tax revenues. The results in Figures 

3 and 4 are consistent with earlier studies.3,4  In those studies, as here, the evidence suggests that 

expanding the federal estate tax will reduce federal tax revenues.

3 Entin, S.J., 2011. Estate taxes, deficits and budget implications. American Family Business Foundation.
4 Entin, S.J., 2011. A score of the death tax repeal permanency act. American Family Business Foundation.

Estate Tax Revenues and Estate Rates (1947-2018)
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Figure 3. On average, as the top federal estate tax rate has risen, total federal revenues one year later have fallen. Each dot corresponds to 
one year. The further to the right a dot lies, the greater was the top estate tax rate in that year. The further to the top a dot lies, the greater were 
total federal tax revenues in the following year. Historically, increases in the federal estate tax rate have accompanied declines in total federal 
tax revenues in the following year.

Federal Estate Tax Exemption (thousands, 2018$)
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Estate Tax Revenues and Estate Rates (1947-2018)
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Figure 4. On average, as the federal estate tax exemption has risen, total federal revenues one year later have risen. Each dot corresponds to 
one year. The further to the right a dot lies, the greater was the estate tax exemption in that year. The further to the top a dot lies, the greater 
were total federal tax revenues in the following year.

Federal Estate Tax Exemption (thousands, 2018$)

This phenomenon is not peculiar to the estate tax. In the 1990s, the Joint Committee on Taxation 

(JCT) estimated that a luxury tax would raise $31 million in additional tax revenues.5  But the JCT 

analysis focused on the direct effects of the tax – the new tax applied to then-current sales. The 

analysis failed to account fully for the tax’s indirect effects – the alterations in market participants’ 

behaviors in response to the new tax. In making luxury goods more expensive, the tax caused 

consumers to reduce their purchases of luxury goods. Consequently, the luxury tax only generated 

$16 million in revenues. Further, the reduction in purchases affected other tax revenues. Reduced 

sales of luxury goods caused manufacturers to scale back their operations. As they did so, the 

country lost 330 jobs in jewelry manufacturing, 1,470 in light aircraft manufacturing, and 7,600 

in the boating industry. In total, the loss of those 9,400 jobs cost the government more than $24 

million in lost income tax revenue and increased unemployment benefit expenses. Including 

these indirect effects, the luxury tax that the JCT projected would increase tax revenues by $31 

million actually reduced federal revenues by $8 million.

A puzzling question is why the estate tax’s negative indirect revenue effects would so far outweigh 

the positive direct revenue effects as to leave the government with less tax revenue following an 

increase in the estate tax. The answer is that family business owners can avoid the estate tax by 

reducing investments in their companies so as not to grow their companies’ values enough to 

5 https://www.baltimoresun.com/news/bs-xpm-1999-10-31-9910300436-story.html
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trigger the estate tax. This diversion of resources away from growing their companies has two effects. 

First, it reduces the number of companies subject to the estate tax. Second, it reduces payroll 

taxes, income taxes, capital gains taxes, and other taxes the companies and their employees 

would otherwise have owed. That the effect of raising the estate tax rate is apparently so large as 

to more than fully counteract the additional estate tax revenue generated, points to pervasive 

effects of the estate tax on the economy at large. Interestingly, the effect appears not confined 

to the United States.

A cross-sectional comparison of OECD countries for 2015 reveals the same phenomenon.6 Figure 

5 shows OECD countries in 2015 that levied estate taxes. Each dot represents one country. The 

further to the right a dot lies, the greater was that country ’s estate tax rate in 2015. The further to 

the top a dot lies, the greater was that country ’s estate tax revenues. The dots form the same 

pattern that the United States exhibited over time: on average, countries that impose higher 

estate tax rates collect more estate tax revenues.

But, the overwhelmingly negative indirect revenue effects observed in the United States over 

time also appear among the OECD countries. Figure 6 shows the same OECD countries in 2015.

Here, the further to the top a dot lies, the greater was that country ’s total tax revenues in 2015. As 

with the United States over time, the OECD countries exhibit the pattern that countries with higher 

estate tax rates tend to collect less total tax revenue. 

OECD Total Tax Revenues and Estate Tax Rates (2015)

Figure 5. On average, OECD countries that impose higher estate tax rates collect more estate tax revenues. Each dot corresponds to one 
OECD country in 2015. The further to the right a dot lies, the greater was the top estate tax rate in that country. The further to the top a dot lies, 
the greater were that country’s estate tax revenues.

Top Estate Tax Rate

6 Cole, A., 2015. Estate and inheritance taxes around the world. Tax Foundation, 458: March.
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OECD Total Tax Revenues and Estate Tax Rates (2015)
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Figure 6. On average, OECD countries that impose higher estate tax rates collect less total tax revenues. Each dot corresponds to one OECD 
country in 2015. The further to the right a dot lies, the greater was the top estate tax rate in that country. The further to the top a dot lies, the 
greater were that country’s total tax revenues.

Top Estate Tax Rate

This effect reveals a disturbing implication: it is possible that, as a keystone in an arch, the estate 

tax, while occupying a small footprint in the federal budget, has indirect influences on the larger 

economy that magnify its effect. The mechanism by which the estate tax could reduce total 

federal revenues is by reducing taxable economic activity – principally personal income and 

business profits. This transmission mechanism is more disturbing because it implies that the estate 

tax reduces those things that create income and profits taxes: employment and entrepreneurship.6 

The data bear this out. Studies comparing estate taxes to business growth have shown a negative 

relationship, and one that falls predominantly on family businesses to the benefit of corporations. 

In their 2014 study, Yakovlev and Davies looked at data for the fifty states over the period 1988 

through 2006. Controlling for a variety of tax, demographic, and economic factors, they found 

that increases in the estate tax are associated with declines, over multiple years, in the growth rate 

of the number of businesses, and a decline in the ratio of small-to-large businesses. We use their 

models to predict the effect of proposed changes in the estate tax on family businesses.

7 L.E. Burman, McClelland, R., and Lu, C., 2018. The effects of estate and inheritance taxes on entrepreneurship. Tax Policy Center.
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The Plans

Currently, the estate tax exemption is $11.58 million, and the estate tax rate is 40% for qualified 

estates.

Democratic Presidential candidates Pete Buttigieg and Cory Booker propose mostly to restore the 

2009 estate tax law, lowering the exemption to $3.5 million but raising the top tax rate to 65% 

for estates over $50 million. Under these plans, not only would the federal estate tax rates and 

exemptions change, but capital gains taxes would no longer be calculated based on a step-up 

in basis.

Consider a stock’s share price at three points in time: the date the share is purchased, the date 

the share is inherited, and the date the share is sold. Under current law, a person who buys and 

then sells a share of stock owes capital gains tax on the increase in the share price from the 

date the share is purchased to the date the share is sold. But, a person who inherits and then 

sells a share of stock owes capital gains tax on the increase in the share price from the date the 

share is inherited to the date the share is sold. This latter calculation is called a “step-up in basis” 

as the price on the date of purchase is replaced (or “stepped-up”) to the price on the date of 

inheritance. For example, consider a person who buys a share of stock for $10 and sells it for $25. 

The person pays capital gains tax on the $15 price increase that occurred during the interval 

between when the stock was purchased and sold. However, consider a person who buys a share 

of stock for $10, dies when the share price is $20, and leaves the share to an heir who later sells it 

for $25. The heir pays capital gains tax on the $5 price increase that occurred during the interval 

between when the heir inherited and sold the share.

There is an underlying premise within the tax code that individuals and companies should be 

taxed on income derived from actions within their control and circumstances resulting from their 

choices. When a person chooses to work for pay, the income arising from that choice is subject to 

income and payroll taxes. When a company chooses to sell a product for profit, the profit arising 

from that choice is subject to corporate income tax. When a person chooses to sell a share of 

stock for more than he bought it, the gain arising from that choice is subject to capital gains tax. 

However, a person who inherits stock did not make the choice to buy that stock and the tax code 

recognizes this through the step-up in basis. Because of the step-up in basis, a person who inherits 

and then sells the stock owes capital gains on the increase in the share price that occurred during 

the period in which the person had the ability to choose what to do with the stock. The step-up in 
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basis ensures that the person does not pay tax on gains that occurred while the stock was outside 

of the person’s control.

The Buttigieg and Booker plans propose two things. First, the plans would eliminate the step-up in 

basis in favor of a carryover basis, wherein the heir would owe capital gains tax on the increase 

in the share price starting from the date the decedent purchased the share rather than the date 

the heir inherited the share.  Second, the plans would require the heir to pay the capital gains 

tax immediately, rather than at the time the heir sold the share. Let us call the combination of 

these two rule changes, tax on transfer. The switch from step-up in basis to carryover basis can 

dramatically increase taxes owed on inherited assets. The switch from taxation at the time of sale 

to taxation at the time of inheritance puts pressure on heirs to liquidate the inherited assets so 

as to raise money to pay the tax. Particularly for less liquid assets, like real estate, forcing heirs to 

liquidate sooner than they might otherwise can result in them receiving less value for the asset. 

Booker markets the plans as a return to the 2009 estate tax structure. In that year, the estate tax 

revenue was a bit more than one-tenth of one percent of GDP. Assuming that a return to the 2009 

tax structure will generate estate tax revenue of the same proportion, Buttigieg’s and Booker ’s 

plans can expect to generate around $30 billion. The Joint Committee on Taxation estimates that 

switching from step-up to tax on transfer will generate another $40 billion annually.8 

Elizabeth Warren’s and Bernie Sanders’ plans are similar. They both lower the exemption to $3.5 

million and raises the top rate at least to 75%.9,10  Sanders’ plan applies the top rate to estates 

worth more than $1 billion. Warren’s plan applies the top rate to estates above $93 million. Sanders 

anticipates that his plan will generate $31.5 billion annually.11 Warren’s plan will capture more 

estates and, consequently, more tax revenue. Warren hasn’t released an estimate of how much 

tax revenue her plan will generate, but given the similarity to Sanders’ plan, the projected tax 

revenue should be at least as much as what is projected for Sanders’ plan. Both Sanders and 

Warren have said that their intention is to replace the step-up in basis with a tax on transfer.12 If 

Buttigieg’s and Booker ’s switching to a tax on transfer basis generates another $40 billion (which 

is 133% of the projected $30 billion from returning to 2009 tax rates), then both the Sanders and 

Warren plans can be expected to generate an additional 133%, or $42 billion, bringing the total 

projected revenue from each plan to $73.5 billion.

8 https://www.jct.gov/publications.html?func=select&id=5
9 https://www.forbes.com/sites/ashleaebeling/2019/09/25/plan-for-a-tougher-estate-tax-not-a-wealth-tax/#426f18e87402
10 https://www.forbes.com/sites/anthonynitti/2019/09/23/reviewing-the-democratic-candidates-tax-plans-elizabeth-warren/#26d0dd327903
11 https://taxfoundation.org/bernie-sanders-estate-tax/
12 https://www.forbes.com/sites/anthonynitti/2019/09/15/reviewing-the-democratic-candidates-tax-plans-first-up-bernie-sanders/#73435b2755aa
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The three plans and their projected revenues as shown in Table 1 with the current law and a full 

repeal for comparison.

Estimated Relationship Between the Estate Tax and Business Growth

The Yakovlev-Davies model shows the relationship between the growth in estate tax revenues 

and the growth in the number of businesses.13 It describes estate tax revenues rather than estate 

tax rates so as to capture in a single metric the combined effects of the estate tax exemption 

as well as different estate tax rates applied to different estate values. To apply their model to 

the proposed plans requires expressing the proposed plans’ revenues in terms of the current 

law. Relative to the current law, the Sanders and Warren plans project (approximately) a 270% 

increase in annual estate tax revenues. The Buttigieg and Booker plans project (approximately) a 

250% increase. Full repeal is a 100% decrease. The Yakovlev-Davies model estimates the change 

in the growth in the number of businesses in the year the estate tax law changes and in each of 

the subsequent five years. What emerges is a six-year projection of the change in the growth in 

the number of businesses following a given change in estate tax revenues.

13 Yakovlev, P.A. and A. Davies, 2014. How does the estate tax affect the number of firms? Journal of Entrepreneurship and Public Policy, 3(1): 96-117.

Table 1. Proposed plans
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For example, Figure 7 shows the projected change in growth in businesses over a six-year period 

following a change in the estate tax that increases estate tax revenues by 50%. From 2012 

through 2016 (the latest year for which data are currently available), the number of firms with paid 

employees grew at a median rate of 1.7% per year. As shown in Figure 7, a change in tax law 

that increased estate tax revenues by 50% can be expected to be followed by a 0.1 percentage 

point slowing in business growth in the current year, a cumulative 0.4 percentage point slowing 

in business growth by the end of the next year, and so on as indicated on the graph. After six 

years have elapsed, the growth in the number of businesses will have slowed by a total of 1.8 

percentage points.

Cumulative Change in Growth in the Number of Firms 
Following a 50% Increase in the Estate Tax

Figure 7. The graph traces out the annual growth in the number of U.S businesses in each of the six years following a 50% increase in estate 
tax revenues.

Given data limitations, Yakovlev and Davies only projected effects over six years. However, the 

effects they observed follow a pattern. Figure 8 shows that pattern extended over thirteen years. 

The pattern suggests that the full effect of a death tax increase could play out over a decade 

and result in a total 2.5 percentage point slowing in business growth following a 50% increase in 

death tax revenues.
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Figure 8. Projection (red) of the Yakovlev-Davies results (blue) further into the future suggests an almost 2.5% reduction in the business growth 
following a 50% increase in estate tax revenues.

A recent study by the Tax Policy Center estimates that a $1 million reduction in the size of an 

inheritance reduces the likelihood of the heir owning and managing a business by one percentage 

point.14 In 2017, there were 12,711 estate tax filings, of which 5,185 owed estate taxes. Those that 

owed, owed a total of $19.9 billion. Lowering the exemption, as all the proposed plans do, would 

have exposed more of those tax filings to tax liability. To be conservative, assume that, under a 

reduced exemption, all 12,711 filings would have owed estate taxes. That would have brought 

estate taxes owed to an average of $1.57 million per filing. A 50% increase in estate tax revenues 

would be the equivalent of approximately $780,000 per filing. The Tax Policy Center analysis 

projects that a $780,000 increase in the average filer ’s estate tax liabilities would be associated 

with a 0.8 percentage point decline in the probability of the heir owning a business. The authors 

do not look at the effect on business ownership over time. Their model’s projection of a 0.8 

percentage point decline is greater than the average 0.5 percentage point per-year decline 

projected by Yakovlev-Davies’ model.

14 L.E. Burman, McClelland, R., and Lu, C., 2018. The effects of estate and inheritance taxes on entrepreneurship. Tax Policy Center.
13



Table 2. Change in Estate Tax Revenues Under Proposed Plans

Table 3. Projected change in the annual growth in the number of firms under various plans

According to the Small Business Administration, as of 2016, there were 2.1 million non-farm family 

businesses in the U.S. with paid employees. According to the Census of Agriculture, as of 2017, 

1.75 million, or 86 percent, of the 2.04 million U.S. farms were owned by families or individuals.15  

In 2017, 513,000 U.S. farms had paid employees. These farms employed 974,000 workers for at 

least 150 days, and another 1.4 million workers for less than 150 days. Counting those who worked 

at least 150 days as full-time workers, and those who worked less than 150 days as quarter-time 

workers, the number of full-time equivalent U.S. farm workers is 1.3 million. If the distribution of jobs 

is the same among family farms as among all farms, then 440,000 U.S. family farms have paid 

employees, and those farms employ 1.1 million full-time equivalent workers.

15 https://www.nass.usda.gov/Publications/AgCensus/2017/Full_Report/Volume_1,_Chapter_1_US/usv1.pdf

Projected Effects of the Proposed Plans 

Table 2 shows the projections for the tax revenues the Presidential candidates’ plans (and a full 

repeal) will generate as compared to current law. Applying the Yakovlev-Davies model to these 

projected estate tax revenue growths yields projections for the growth in the number of businesses 

over time. These are shown in Table 3.
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Table 4. Projected annual change in the number of family businesses under various plans

Among family businesses (non-farm and farm) with employees, the average number of employees 

is 18.4. Applying this average to the numbers in Table 4 yields estimates of the numbers of jobs 

that will be lost (or gained) under each tax plan.

Table 5. Projected annual change in the number of family business jobs under various plans

Finally, applying the average wage per employee among family non-farm and farm businesses 

to the figures in Table 5 yields estimates of the changes in worker wages among those employed 

by family businesses.

Table 6. Projected annual change in total worker wages among those employed by family 

businesses under various plans (figures are in millions)

Combining the family non-farm business with paid employees and the family farms with paid 

employees, there are just under 2.6 million family businesses with paid employees in the U.S. 

Applying the projected changes in growth rates from Table 3 to the 2.6 million family businesses 

with paid employees yields estimates of the changes in the number of family businesses we can 

expect to result from each of the plans. 
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Conclution

The Sanders and Warren Estate Tax Plans

The number of family businesses can be expected to decline by 5% (versus the status quo) over 

the first six years. More than 130,000 family businesses and 2.4 million jobs will be lost. That’s a 

potential 1.6 percentage point increase in the unemployment rate over six years.

The Buttigieg and Booker Estate Tax Plans

The number of family businesses can be expected to decline by 4.7% (versus the status quo) over 

the first six years. More than 120,000 family businesses and 2.2 million jobs will be lost. That’s a 

potential 1.5 percentage point increase in the unemployment rate over six years.

Estate Tax Repeal

If the estate tax were to be fully repealed, the number of family businesses can be expected 

to grow by 1.9% (versus the status quo) over the first six years. Almost 50,000 family businesses 

and 900,000 jobs will be created. That’s a potential 0.6 percentage point reduction in the 

unemployment rate over six years.

The tax law has changed dramatically over the past two decades to the point that further changes 

present an economic drag simply because they are changes. As business owners come to expect 

significant changes in the tax law, they will guard against potentially detrimental future changes 

by reducing the amount that they invest in their businesses. Consequently, even if the estate tax 

were to remain unchanged, merely assuring business owners that Congress will not change the 

law again for a decade or more will encourage business owners to invest more in their businesses.
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