


Optimal inheritance taxation

• There is controversy both in the public policy debate and 
among economists about the proper level of taxation of 
inherited wealth.

• The public debate centers around the equity versus efficiency 
trade-off.



Optimal inheritance taxation

• Social welfare is larger when resources are more equally 
distributed.

• But, redistributive taxes and transfers can negatively affect 
incentives to work, save, earn income, and accumulate asset in the 
first place. 

• This creates the classical trade-off between equity and efficiency 
which is at the core of the optimal (income) tax problem.



Optimal inheritance taxation

• The desirability of taxing bequests hinges primarily on wealth 
inequality and mobility.

• Distribution of wealth is (much) more unequal than labor 
income.

• Capital inequality is due to differences in savings behavior but 
also inheritances received.



Optimal inheritance taxation

• But capital accumulation is useful if capital makes workers 
more productive.

• Efficiency cost of capital taxation might be high.



Optimal inheritance taxation

• Optimal inheritance tax formulas can be expressed in terms 
of estimable “sufficient statistics” including behavioral 
elasticities, distributional parameters, and social preferences 
for redistribution.



Optimal inheritance taxation

• The optimal tax rate is positive and quantitatively large if 
bequests are quantitatively large and highly concentrated, 
and society cares mostly about those receiving little 
inheritance.

• In contrast, the optimal tax rate can be negative when 
society cares mostly about inheritors.


