The Political Quarterly, Vol. 79, No. 2, April-June 2008

Is the Death of Inheritance Tax Inevitable?

Lessons from America

KAREN ROWLINGSON

The mysterious case of estate
tax repeal

In 2001, George Bush repealed estate tax
in America. Runciman' has characterised
the process leading up to repeal as a
‘mystery story”: ‘how did the repeal of a
tax that applies only to the richest 2 per
cent of American families become a cause
so popular and so powerful that it steam-
rollered all the opposition placed in its
way?’ The mystery does not solely lie in
the fact that the tax applied to so few; it
had also been on the statute book for
nearly a hundred years and it seemed to
fit with the popular view of the American
Dream: that people should make their
own way in life and not rely on inherited
privilege.

So how do we solve the mystery? For-
tunately, Michael Graetz and Ian Shapiro
have done much of the detective work for
us,” concluding that the key to the repeal
campaign was a moral case against the
tax, illustrated with a few well-chosen
narratives. The opposition fought back,
ineffectively, with pragmatic arguments
and statistics.

The moral argument: principles
not pragmatics

From the late nineteenth century
onwards, the moral high ground had
been occupied by those in favour of estate
tax. People were expected to make their
own fortunes rather than rely on inherit-
ing the fortunes of their parents. Bequests
were thought to make young people idle

and profligate. And rich people were
expected to give their money to good
causes rather than hoard it for their own
children. Society was seen to have a claim
on inherited wealth because it had pro-
vided the markets, rules of law, security
and enforcement to allow wealth to grow.
Of course, there was always some oppo-
sition to the tax and in the mid-1920s
there was a push to repeal it, but John
Dewey and others argued on moral
grounds to keep it. A leading tax econo-
mist, Thomas Adams, argued that ‘if we
must tax, it is better to tax him who
merely receives than him who earns’’?
Economists argued to use revenue from
estate tax to reduce other kinds of taxes,
and so inheritance tax was discussed in
relation to the tax system as a whole
rather than becoming an isolated target
of repealers.

However, during the 1990s, those
wishing to repeal estate tax began to
gain a foothold on the moral high ground
by arguing that the wealth accumulated
during a lifetime was the sovereign pos-
session of the owner, to dispose of as he
or she liked.

One of the mechanisms for changing
opinions on this particular issue was to
re-label estate tax as the ‘death tax’. One
of the slogans of the repealers was: “You
shouldn’t have to visit the undertaker
and the taxman on the same day.” By
referring to it as the ‘death tax’, repealers
portrayed the tax as a penalty on a
lifetime’s hard work rather than a tax on
unearned wealth. A further moral
argument was put forward by Grover
Norquist, President of the Americans for
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Tax Reform organisation, and a leading
repealer. He took an absolute stand
against the principle of double taxation:

“You shouldn’t be double-taxed when you
die”: That’s principle.

‘Well, taxes shouldn’t be quite so high when
you die’; that’s special pleading.

The American people like principled argu-
ments. They do not like special pleading.*

Repealers therefore presented reform as a
principled struggle for justice and so
were not willing to accept anything less
than total repeal. This was, potentially, a
gamble and, in the end, they had to accept
a phased repeal and a sunset clause
rather than a permanent raising of the
threshold or reduction in the rate of
taxation. They preferred the former to fit
with their moral case and for reasons of
self-interest (discussed below).

The use of evidence: ‘stories trump
science’

The repealers did not rely solely on a
moral case. They also used evidence to
back their arguments. In particular, they
drew on narratives—or ‘stories from the
grasstops’, as Graetz and Shapiro label
them. These included ‘horror stories’
about family farms and family busi-
nesses. For example, John Kearney was
a prime example used by the repealers as
evidence for their case. His father had
built up a Ford Dealership and John had
worked in the business from an early age.
The family engaged in tax planning, but
the father would not sign over enough of
the business during his lifetime to avoid
estate tax and so, on his father’s death,
John had to use his own son’s college
fund to pay it or otherwise have to sell
the business. Another example was
Chester Thigpen, an African-American
‘grandchild of slaves’, who had worked
hard to build up a farm. Chester was in
his eighties and was worried about what
would happen when he died.
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These stories were powerful because
they stimulated empathy. They involved
relatively average Americans, not multi-
millionaires. They involved people who
had worked hard and had strong family
values. These stories were not necessar-
ily representative or common, but they
struck a chord with a wide range of
Middle American residents, as well as
those with great wealth. Narrative ac-
counts are likely to be particularly
powerful with issues that people find
complex and boring (such as detail
around tax). They may also play an
increasing part in political debate, as
the electorate is bombarded with increas-
ing information via numerous channels
such as the Internet.

A powerful, large and diverse lobby

The moral arguments and narrative ac-
counts attracted a large and diverse
lobby. Public opinion surveys were used
by repealers to demonstrate widespread
support for their cause. However, the
findings from such surveys depend cru-
cially on the context within which ques-
tions are asked and the wording of the
question. For example, while large pro-
portions of the population felt that estate
tax was unfair and should be repealed,
when they were then asked whether it
was more important to make Medicare
and Social Security more secure, people
preferred to do this rather than repeal
estate tax.

Surveys also found that the estate tax
was especially unpopular among disad-
vantaged minorities, because it could be
portrayed as penalising those, like
Chester Thigpen, who had overcome
many obstacles to accumulate their
wealth. One of the most prominent repea-
lers was the African-American billionaire
Bob Johnson, who financed a series of
newspaper adverts that condemned the
tax as an attack on ‘the entire black
community’. He claimed that estate tax
was racist and abolition would reduce the
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wealth gap between African-American
families and white families.

Similar arguments were used to win
the support of gay men and lesbians, who
would also have to overcome barriers to
accumulate wealth and who were then
doubly discriminated against due to their
inability to take advantage of marital tax
deductions. Surveys found that 82 per
cent of lesbians and gay men were in
favour of estate tax repeal, even though
the vast majority were also supporters of
Al Gore in the 2000 presidential elections.

The lobby was also powerful with
many very rich Americans financing the
campaign, though doing so fairly quietly
to avoid the accusation of self-interest. In
particular, the super-rich strongly used
their wealth to campaign for outright
repeal rather than reform—and while
their arguments drew on moral prin-
ciples, it is perhaps no coincidence that
only outright repeal would benefit them
financially.

The failure of the opposition

So the repealers had moral arguments,
narrative accounts and strong support
from a large, diverse and powerful lobby.
What about the opposition? Graetz and
Shapiro argue that the anti-repeal (or pro
estate tax) campaigners were not a very
sympathetic bunch. People such as Wil-
liam Gates Sr were considered elitist and
labelled ‘limousine liberals’. And some of
those who apparently supported estate
tax were actually somewhat ambivalent.
For example, both the insurance industry
and the charitable sector stood to lose out
from repeal, but they did not want to be
too outspoken on this in case they upset
the wealthy people that they benefited
from.

Rather than construct a positive moral
case for inheritance tax, the anti-repealers
tended to call on self-interest. For
example, they argued that only 2 per
cent of Americans had to pay it, so it
would not affect many people. There

Is THE DEATH OF INHERITANCE TAX INEVITABLE?

was also little attempt to put forward a
strong moral case. And there was also
little attempt to produce other narratives.
Graetz and Shapiro argue that the anti-
repealers could have targeted the appar-
ently idle and undeserving rich, such as
Paris Hilton. Runciman® doubts the value
of this particular narrative but, instead,
argues for pointing to well-known crim-
inals who have inherited large sums
(such as Michael Skakel—a member of
the Kennedy family who was convicted
of murder). The anti-repealers could also
have tried to counter the label ‘death tax’
by talking about a ‘windfall” tax. But the
battle over language was lost and con-
tributed to the loss of the wider cam-
paign.

Part of the anti-repealers’ campaign
involved drawing on research by think
tanks and the Brookings Institute pro-
duced various analyses. But their main
report ran to 515 pages and the repealers
engaged alternative economists to pro-
duce a different statistical picture. Few
members of the public were interested or
able to weigh up this statistical evidence.

The UK scene: learning lessons
from America

The case of estate tax repeal in the US is
interesting in itself and provides various
lessons. For example, moral arguments
around taxation can be powerful, and
the public responds well to narrative
case studies around taxation rather than
streams of complex and disputed statis-
tics. The question for this article is how
far, if at all, do these lessons apply to the
UK? In particular, does the American
experience suggest that the UK equiva-
lent of estate tax (known as inheritance
tax) will go the same way and be abol-
ished?

In learning lessons from other coun-
tries, it is important, of course, to bear in
mind differences in terms of political,
economic, social, cultural and historical
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factors. The US and the UK share many
similarities in respect to these factors, but
also important differences. For example,
inherited wealth is a more established
part of British socio-economic history
than it is in America (which might sug-
gest greater opposition to inheritance tax
in the UK). But the UK has also had a far
stronger labour movement than the US,
along with a greater consciousness of
class difference and stronger support for
state intervention to reduce inequalities
(which might suggest greater support for
inheritance tax).

More recently, the 1980s saw a shift to
the right in the UK in terms of views
about the role of the state, redistribution
and wealth ownership, but there has been
some shift (back) from the late 1990s
onwards to supporting investment in
health and education rather than cutting
taxes. This shift back to support for state
intervention has not been accompanied
by explicit support for redistribution, but
there has been some ‘redistribution by
stealth’.® There are also signs in more
recent years of concern about growing
wealth inequality, even though Tony
Blair, at least, has repeatedly stated that
he has no interest in curbing the income
or wealth of the very richest.”

Inheritance tax in the UK has a long
history, dating back in various forms to
1796, when Legacy Duty was introduced.
It is worth summarising some key points
about inheritance tax in the UK:®

e In 2006-7, inheritance tax affected
estates that were valued at more than
£285,000, but the government intends
to further increase the threshold to
£350,000 by 2010.

® A 40 per cent rate of tax is levied
against assets above this threshold.

® The number of people who have paid
inheritance tax has more than doubled
since 1997, with some 37,000 paying it
in 2005-6, up from 18,000 in the year in
which Labour came to power.

® About 6 per cent of estates paid inheri-
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tance tax in 2005-6,° raising an esti-
mated £3.2 billion'” in revenue from
2005-6.

The rest of this article seeks to apply to
the lessons from America to the current
debate about inheritance tax in the UK.

Moral arguments

In the UK, there has been considerable
campaigning against inheritance tax and
the campaign has drawn on a variety of
arguments including, though not exclu-
sively, moral claims. For example, an
online petition'' submitted by a Daily
Express journalist states:

Inheritance tax is an immoral form of taxation
that penalises hard work and thrift. By raising
a 40% levy on earned assets, it is also effec-
tively double taxation. It frequently piles
financial misery and distress on families
already suffering the pain of bereavement;
that is nothing less than grave robbery. Over
the last decade, millions of households have
been drawn into the death duty trap by stead-
ily rising property prices. Often, people are
forced to sell their family homes to pay the
duty. The burden of death duty largely falls
not on the super rich, who can often afford to
use tax avoidance schemes, but on millions of
hard-pressed families struggling on modest
incomes. For all the anguish it causes, inheri-
tance tax raises a tiny proportion of the
Government’s revenue, less than one per
cent. Supporters of this petition believe that
inheritance tax is inherently unfair and
should therefore be abolished outright in the
Chancellor’s forthcoming Budget.

As we can see, this petition begins by
claiming that inheritance tax is ‘immoral’
on the basis that it may penalise hard
work. Similar claims could be made
about income tax, probably with even
greater justification. And taxes on savings
could also be seen as ‘immoral” in terms
of penalising thrift. The implication is,
surely, that all taxes are immoral. The
petition then makes the claim about ‘dou-
ble taxation’, suggesting that inheritance
tax is a levy on ‘earned assets” whereas,
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for the recipient of any inheritance at
least, this money is surely an unearned
bonus. The petition uses highly emotive
language such as ‘grave robbery’, ‘misery
and distress’, ‘anguish’ and so on. The
term ‘death duty” is also used twice in an
attempt to establish more negative lan-
guage here. The petition moves away
from moral claims when it exaggerates
the scope of inheritance tax. While it may
be true that millions of households own
homes that would be subject to the tax if
their owners (and spouses) died tomor-
row, it is nevertheless the case that a very
small percentage of estates (6 per cent)
and a very small number (37,000) pay
inheritance tax at the moment. The cam-
paigners are deliberately focusing on
average house prices overall, rather than
the average house prices of those who die
(which will be very different due to a mix
of cohort and ageing effects). The use of
the term ‘modest incomes’ is also an
attempt to appeal to a wide group of
people, even though estates currently
paying inheritance tax are almost cer-
tainly within the very wealthiest estates
and therefore hardly ‘modest’.

Richard Madeley (TV presenter and
Daily Express columnist), speaking on
the Channel 4 Richard & Judy programme
in February 2006,'* has also been part of
the campaign against inheritance tax. He
has used the ‘double taxation” argument:
‘This is money which has been used to
buy the house, in many cases it has been
taxed at 40% and you also have to pay
stamp duty and then you get hit beyond
the grave.’

The Daily Express has not been alone in
putting forward moral arguments against
inheritance tax." For example, in August
2006, a former New Labour cabinet min-
ister, Stephen Byers, echoed the news-
paper when he called inheritance tax: ‘a
penalty on hard work, thrift and enter-
prise’."* Byers also, however, appealed to
self-interest, arguing that increasing
house prices would bring many more
within the scope of inheritance tax. He
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told the Sunday Telegraph that abolishing
the tax would show middle-class Labour
voters they had not been forgotten.

The main group campaigning against
inheritance tax is the Taxpayers” Alliance,
whose Director, James Frayne, has said
on their web site: ‘Inheritance tax is unfair
and it is starting to hit more and more
ordinary families across the country,
rather than the rich who have the funds
to come up with ways of avoiding it.
Unless the leadership of all the main
parties commit themselves to abolishing
it as part of a programme to ease the tax
burden they are going to find themselves
increasingly out of touch with voters.’
The statement that ‘inheritance tax is
unfair’ is not supported with any detailed
logic.

Narratives or statistics?

The UK campaign against inheritance tax
has attempted to employ narrative case
studies, though not, perhaps, with as
much success as in the US. For example,
in 2002, Peter Clarke of the Scotsman
wrote:"

My mother-in-law lives with impressive frug-
ality on a modest pension. On her expiry,
Gordon Brown will take 40 per cent of her
estate. She is not a wealthy person. In terms of
income, she is demonstrably a low earner. Her
problem is that her house, bought in the
1950s, represents a capital sum rather more
than she can comprehend. She knows she is
far from rich and cannot believe much of her
assets will fall to the Treasury.

This narrative provides little personal
detail and therefore fails to inspire
much empathy. There is no small
business/farm dimension, as was the
case with the most successful US narra-
tives and, given that it is based on the
journalist’s own mother-in-law, it could
be accused of being motivated out of self-
interest rather than genuine concern.
Another narrative case study that has
received more media attention was the
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case of two elderly sisters (Joyce and Sybil
Burden), who fought for the same inheri-
tance tax rights as married and civil
partnered couples. The sisters had lived
together since birth, but were concerned
that when one of them died the other
would have to pay inheritance tax on
her sister’'s share of the estate. They
feared that this might necessitate sale of
the family home to pay the tax bill. The
sisters decided to take action after the
Civil Partnership Act 2004 came into
operation. It granted the same rights to
civil partnered gay and lesbian couples as
married couples had. The Burden sisters
believed that this amounted to discrimi-
nation under the terms of the European
Convention of Human Rights. Their case
went all the way to the European Court,
which ruled against the women in
December 2006 by a majority of four to
three—but with strong dissenting judg-
ments—and the sisters are now appealing
to the Grand Chamber. This narrative,
potentially, has more power as it con-
cerns two elderly people (elderly people
are likely to engender more sympathy
than younger ones?). There is personal
detail about their situation, raising con-
cerns that one may have to lose the family
home due to inheritance tax.

The UK lobby against inheritance
tax

So the UK campaign against inheritance
tax draws on moral argument while also
making some use of narrative case stud-
ies. It has also received quite diverse
support from, among others, The Daily
Express, Stephen Byers, Channel 4’s
Richard and Judy and The Taxpayers’
Alliance. It is probably no real surprise
that newspapers such as The Daily Express
and The Sun are calling to “Axe the Tax’
(March 2002) and the Daily Telegraph had
front-page news with ‘4 in 10 Caught in
Death Tax Trap’ in January 2007, but the
Observer’s campaign against inheritance
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tax is perhaps more surprising. Their
particular concern is over ‘discrimina-
tion” against cohabiting couples who
face the tax when married, while civil
partnered couples do not. To some extent,
this links in with the Burden sisters’ case
mentioned above. Inheritance tax has also
been attacked by followers of New
Labour.

But how widespread is support for this
campaign? What about the general pub-
lic? Independent survey research'® found
that the public were concerned about
‘double taxation’” and, as far as inheri-
tance goes, half the population (51 per
cent) said that ‘no inheritances should be
taxed’. Younger people, and those in so-
cial classes IV and V, were most likely to
support the abolition of inheritance tax. It
is very interesting to find that those in the
lowest social classes, with the least like-
lihood of ever paying inheritance tax,
were most opposed to it. This may be
linked to the finding' that those with
the least to leave were nevertheless the
most supportive of the principle of leav-
ing a bequest to the next generation. They
may, therefore, be most resistant to the
principle of having any bequests taxed.

However, Prabhakar'® found that the
deep dislike for inheritance tax became
tempered when faced with concrete pro-
posals to increase income tax to fund the
abolition of inheritance tax. Other
research' also found that attitudes to
inheritance tax changed when research
participants were given further informa-
tion and asked to consider broader issues
about the tax system as a whole.

We might expect political leadership
on this issue to come from the Conserva-
tive party but, until October 2007, they
had not yet made any concrete proposals
in this area. In October 2006, the Con-
servatives’” Tax Reform Commission®
suggested replacing inheritance tax with
a capital gains tax on death, which would
not be levied on principal residences. But
George Osborne, Shadow Chancellor,
speaking on “WebCameron"' in October
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2006, said: ‘Economic stability is our
number one priority. We are not going
to take risks with people’s mortgages,
we’re not going to promise unfunded
tax cuts at the election.” One year later,
and struggling in the polls, Osborne
announced to his party conference that
the threshold for inheritance tax would
be lifted to £1 million. He said that this
would be paid for through taxes on non-
domiciles. This very popular policy pro-
posal may have been the key moment
when Brown decided to delay calling an
election.

The supporters/defenders of
inheritance tax

The campaign against inheritance tax in
the UK is therefore popular and diverse
and has now gained support among po-
litical leadership. One of the lessons from
America was that such a campaign could
gather momentum and be successful if
those supporting inheritance tax under-
estimated it and failed to respond early
enough. In such circumstances they could
become seen as ‘defending’ rather than
‘supporting’ inheritance tax. So who are
the supporters of inheritance tax in the
UK and how are they approaching this
task?

One of the main supporters has been
the Treasury, which responded to the
attack on inheritance tax by Stephen
Byers in October 2006 by saying, ‘Inheri-
tance tax is a fair and necessary means of
raising revenue for public services, and
only affects the top 6% of all estates.””
The mention of ‘fairness’ suggests a
moral principle underlying inheritance
tax, but the Treasury give no detail about
what that means. The Treasury also point,
as did the anti-repealers in the US, to the
small percentage of estates that pay
inheritance tax (a more pragmatic than
principled argument). The Treasury
spokesperson also went on to say that
‘Anyone who wants to abolish it needs
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to explain exactly how they plan to fund
the £3.6bn cost—the equivalent of more
than 1p on income tax, or 18p on petrol
duty, and almost double what we are
spending this year on counter-terrorism
and security.” This is, perhaps, an astute
move, as the research evidence quoted
above suggests that people are less will-
ing to support the abolition of inheritance
tax when faced with the dilemma of
either cutting services or increasing taxes
elsewhere. The Treasury has also
responded to concern about the growing
reach of inheritance tax by planning to
raise the thresholds significantly over
time, to £350,000 by 2010. However, far
from defending inheritance tax, the
Chancellor of the Exchequer, Alistair
Darling, responded to the Conservative
party proposals in October 2007 (men-
tioned above) by doubling the threshold
for married couples and civil partners.

The other main group supporting/de-
fending inheritance tax is the Institute for
Public Policy Research.” It does, how-
ever, call for reform of the system in
terms of a progressive banding of inheri-
tance tax, action to reduce loopholes, and
exemptions and other reforms to make
the system fairer. It puts its case in sup-
port of the principle of inheritance tax
against the backdrop of increasing wealth
inequality.

Other groups that we might expect to
defend inheritance tax are calling for the
tax to be replaced by other forms of
wealth taxation. For example, The Fabian
Society has called for a shift in the point of
tax from the estate of someone who has
died to the people who inherit the money:
a capital receipts tax.** Patrick and Jacobs
argue that the growth of house prices has
little to do with individual effort. They
point out that people who earn £275,000
in a single year would be taxed at 40 per
cent on most of it, so why should some-
one who received a windfall of the same
amount receive it untaxed? They also
argue that most people benefit from state
education, a national health service, a
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regulated market and economic growth,
and so on, and so the state has a rightful
claim on any wealth we accumulate dur-
ing our lives. But Maxwell® is concerned
that other forms of wealth taxation, such
as a capital receipts tax, could be expen-
sive to run and subject to compliance
issues. There is therefore disagreement
within the left about the appropriate basis
and form of a wealth/inheritance tax.

In March 2007, the Liberal Democrats
also called for the abolition of inheritance
tax, to be replaced by a new ‘wealth tax’.
They have argued that people owning
homes worth £1 million or more should
face a ‘wealth tax’.*® Treasury spokes-
person Vince Cable has been quoted as
saying that he wants to hit ‘obscenely
large” property investments and believes
that an annual 1 per cent levy could be the
solution. The Liberal Democrats have
estimated that £1 billion would be raised
through this levy, and this would be used
to cut inheritance tax and stamp duty
bills for the less well off.

It is difficult to place the Fabian Society
and the Liberal Democrats in this policy
area, because while they wish to see the
end of inheritance tax they also wish to
see new wealth taxes, which would
achieve similar ends. However, there is
a danger that their views may split any
campaign to defend inheritance tax.

Conclusion: is the death of
inheritance tax inevitable?

There is clearly a growing campaign
against inheritance tax in the UK. It
receives widespread, popular and
diverse support, drawing on moral and
pragmatic arguments. The use of narra-
tive accounts has been fairly limited and
there is now support from political lea-
dership such as the Conservatives
(though not yet for outright abolition).
What about Labour? Would they abolish
inheritance tax? New Labour advocates
of abolition such as Stephen Byers do

160 KAREN ROWLINGSON

exist and the recent reform (doubling
the threshold for married couples) sug-
gests that Government support for inheri-
tance tax is, at best, lukewarm. Labour
seems to think that raising inheritance tax
thresholds will keep opposition to the tax
at bay. And further changes would have
to be paid for through other tax increases
or cuts in public spending. In the current
economic climate, it looks unlikely that
there will be scope for further tax cuts, let
alone outright abolition. But this would
be a very popular policy for any party
wishing to improve its electoral pro-
spects—and so the death of inheritance
tax may not be inevitable, but it is in the
balance.
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