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THE INHERITANCE TAX AWD ITS PROBLIMS
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inheritance tax does this. ter,in his Outlines of Public
"inance,says " The tax may be the source of much revenue,with

a minimum of sacrifice and a small derangement of enterprise,
and in this respect corresponds to the modern utilitarian ideals
of justice." A person who has had nothing to do with the amass-
ing of a fortune, and who might just as ell go on through life
rithout receimwing it, can very well afford to bear the tax, and
a pretty heavy one, when suddenly he receives a legacy from a
deceased friend or kinsman.

The principal arguments for tlie inheritance tax are as
follows: larze inheritances afe socially undesireable.Ought
there not be a limit beyond ich,for the public welfare,the
further accumulation of surplus wealth should be discouraged?
Profligacy is encouraged by the receipt of a large amount of
unearned ~ealth, and it would be far better for the money to go
to the State +here it would be put to advantageous usage than
to go into the hands of some unappreciative and careless person
tho would throw it to the winds. All property came originally
from the State anyway,and at the death of its accumulator it
might well return to the State. This is a political and social
arzument and would not be sound enough, in my opinion, to jus-
tify the tax were it not supported by other stronger ones.

ain, it is advocated beccause the ease mich it can be
collected. Unquestionably there is less room for evasion than in
any other direct tax I know of. The will is probated in court,
the definite amounts to each heir and the total sum is set dovm
in black and hite and the tax can be collected before a penny
is turned over to the bensficiaries. A third popular argument
has already been discussed under the heed of the ability to pay

thecry - that an inheritance is unexpected windfall and the







recipients are viell able to the tax., Lnother argument
that we sometimes hear is that the deceased may have been
evading taxes during his life time and at his death there is
offered an excellent opportunity to collect these back taxes.
Everyone kno s that at the present time one of the most popu-
lar indoor sports is devising some method to beat the tax
collector. If it can b2 done cleverly and without perjury it is
looked upon ,and the inventor of the
scheme has a host of admiring friends and followers. So,very
robably, deceased may have been somewhat negligent or for-
getful about various bits of alty,several shares of
stock, or a bond or two, but from the point of justice the argu-
ment will not nold., o two decedents will have evaded taxes to
the same degree,and it would be impossible to make any diserim-
inations on the basis of the extent to which the taxes had been
evaded.
‘hat are some of the arguments against inheritance taxes?
To some extent these taxes in their very nature have the economic
ill-effect of impairing and sometimes destroying that which a
lifetime of individual work and planning has created. Such
values thus destiroyed must be re-created,or production must
fall behind. That means a duplication of work each generation,
a vaste of national enexrgy and effort, and thus a loss to the
community, Most economists are agreced that ordinarily it is un-
ise and unjust to place tax uion savings or upon capital,
And so some object to the inheritance tax because it is a tax
on capital, A popular conception,upheld by the courts,¥hich
ansvers this argument is that an inheritance tax is not a tax
upon property,but is an impost or excise tax either upon tnas right

to transmit property at h,or upon the right to succeed to it







from the dead. The succession tax may be regarded as a tax

ulon the right to receive it from the d,+hile the estate
X, sue
to transmit pr . But if it is not a tax upon capital it

comes out of capital,so is it not just as harmful? Felix
Schuster says in his article on the 'Zconomic Soundness of
Inheritance esy ih " tend towards a reduction of capital,
from "hich they are rived,and ultimately they must be for the
State a declining source of revenue,vhile for the contributor
g¢mini himsel?f,

ccessors, e."

irty-fiv

rmore,

that the whole tax is dravn from social savings destined to

not o 5 - =

If sums raised by inheritonce taxation do practically

represent a net reduction in our iund of accumulated capital







the State does not have to dissipate this, Alvin S.Johnson

has proposed a plan of Tublic Capitslization whereby the State
adopts the same poi.icy 'Yhich every prudent person would recommend
to the private heir. He suggests that capital acquired through
inheritanzes be treated as a fund to be maintained intact. Let
the State set apart as a permanent investment fund the proceeds
of the inheritance taxes and degletion of national ceapital will
at once c . The public capitalization of the inheritance

tax "ould tend to conserve the national stoeck of productive
vealth, This plen might work out well, but several arguments
against it present themselves, Although more “ealth is being
produc all the “hile the government:vould gradually be accu-
mulating most of it, Soon the fund would attain such magnitude
that embarrassment would result in the disposition of the in-
come from it, Too grecat an excess of revenue is decidedly
harmful to a govermnent, several times véng caused ganies in
the United States. Again, investment is not one of the funetions
of the State, Its duty is goverming,not doing business.

There is inherent in inheritance taxation that element of
social undesirability and unfairness that it leaves entirely
untouched the spendthrift who never laid by a dollar and never
paid of income tax im his life, and penalizes the man
of practical industry,self-denial ,and thrift. It is a sort of
double tax on the man +ho has been paying income taxes while
aceumulating his wealth.

1t is emceedingly important to encourage thrift and
enterprise,which are desirable at all times and especially so
now when for the publie welfare it has become necessary to

reestablish the world after the ravages of the war by the inten-







sified creation of Wealth by production and saving. The assum$r
tion that the inheritance taxation on large fortuunes should be
so heavy that it would abolish the bequeataing of wealth to
descendants and to start everybody on the voyage of life on
practica®l’ the same basis of financial equality overlooks fund-
amental la’s, As punishment deters so reward stimulates. The

commvnity must stimulste ment of large capacity to work to the

gifts, it to it.

The same law holds good for the comminity., The common-
vealth needs that there be men of enterprise and ability with
large capital to develop our large resources., The ereation of
capital,the developing of resources,and the transmission of
property from father to children constitute the cornerstone of
society, The acquisition and transmission of capital are essen-
tial conditions of progress because they are largely the deter-
mining reasons for work and savings.

While these men of ability benefit emselves, their thrift
benefits the country at large to a far greater extent. The
government must not only stimulate men to effort, it must meke
it wotrth their while to save and accumulate. The most powerful
incentive to work and save is the thoutht of leaving something
to those they leave behind em, and the desire to perpetuate
that vhich they have built . If that incentive is taken a%ay
by injudicious inheritance taxation,or ir it is so materially

reduced as to make it of small conseguence,then men may not be
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yearly. Our wealthiest wen are not those who inherited wealth,but
those "ho began at the bottom of the ladder and climbed up. The
accunulation of capital,then,by the most efficient and capatle
men will continue,and the redistribution of wealth caused by

the inheritance tax will not work auny hardship on industry by
breaking up available capital,

The claim that the inheritance tax discourages thrift and
savings is an old familiar ar ent,used against many ¢f the
existing taxes by those who would like to see all forus of
taxes sbolished,not realizing the absolute dependence of a
government's existence and operation upon them. In the case of
the inheritance tax it is still less true than for some others,
A man desires to kmow t.iat his loved ones will be amply pro-
vided for after his death, and he will sasve in order to assure
this, Knowing that a jpart of his savings will be taken by the
government will cause him to accumulate Jjust that mueh more,
so that his decpendents will still heve sufficient. The chances
are that he will not consider "ten cents after death is ten
cents lost", as is sometimes claimed,

An argument which has been disproved again and again,but
/mich is still vigorously put forth is that it is the sacred
right of a man to dispose of his property without being penal-
ized, In the complex social order existing now there are no
inalienable rights of mem, Lven the early ones of life,liberty,
and the pursuit of happiness are contingent upon one's relations
to his fellow man. The conrts of practically all our states have
held that the right of inheritance is not a natural r t,but
one created by the State,and subjeet to whatever regulations
and restrictions it may see fif to impose., This prineciple is

clearly stated in the case of Cornevts ' nxecutors vs,Common-
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wealth, 20 Va,Appeals 569, " the right to succeed to the pro-
perty of a decedent is a creature of the law,only secured and
protected by its thority, hich right the Legislature may,in
its discretion,restriet,tor it depends upon the statute of will
and the statute of descents and distributions, It is a tax upon
a civil right or privilege which is granted by the State upon
such terms as may be imposed,"

Inheritance tax lews in the United States have caused much
litigation.Their constitutionality has been attacked on the ground
that they do not grovide a uniform method of taxation,affecting
all versons alike,as required by the consiitutions of the major-
ity of these ates, But this contention has been repudiated
by the courts of nearly all of these states on the ground that
such a tex is equally imposed and properly apportioned on all
c ses; that it is a tax on the succession or devolution of
property rather tham on the property itself, and that it is there-
fore uniform. Deathbed gifts,apparently made to escape such taxes
are included in the scope of such laws.

The Wisconsin law considers the Inheritunce Tax a tax on
property,burdening tae property to the extent of the tax,and
redueing its market valuc to that extent, as much so as a direct
tax of like amount and frequency. Dealers in securities, invesu-
ors, promoters object strenuously to drastic inheritance laws
alleging that they tend to depreciate the selling value of
securities, make them undesirable as investments. This could
not be tiue unless the tex were a burden upon the property itself,

It seems to me that the arguments in faver of the tax are
stronger than those against it,and that inheritances furnish an
excellent source from vhich an important part of the State's

revenues may be obtained. Professor Underwood,in 'State and Local
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porations,shares of stock in a national bank, although the
bank is located outside of Virginia. Real estate of a residsnt
decedent located outside of Virginia is not =ithin the Juris-
diction of the Commonwvealth and should not be considered in
determining the tax. The law provides that the tax shall be
assessed upon the actual value of the property at the time of
the death of the decedent. Debts of the decedent and expenses
of administration should be deducted from the gross value of
the estate,and the tax computed on the residue. ¥hen,however,
a debt is forgiven by a will the transfer is taxable,

All of the taxes collected under this law go for the use
of the Free Public Schools, Cne half the amount collected is
placed to the ceredit of the Public School IFund of the Cormon-
wealth which is distributed to the localities on the basis of
school population; the other half is remitted to the counties
and cities in which such taxes are respectively collected, to be
used for the primary and grammar grades of the Public IFree Schools
in such counties and ecities,

Quoting from the tax law,section nine - Taxes imposed by
the provisions of this act shall be payable to the treasurer of
the county or city in which the amount of such tax was determnined
and at the expiration of one year after the death of the decedent...
If the taxes are not paid when due a penalty thereon of twenty
percent per annum on the total amount and penalty from the date
when the same was due until paid ,shall be added to the amount
of said taxes and collected as a part of the same,

Section ten... The treasurer may levy upon and sell so much of
said property,both real and personal,as shall be sufficiant to
pay the taxes and expenses of sale,or he may rent or lease any

portion of the real estate charged with the taxes for cash suffi-
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cient to pay the amount of the taxes due.

The new tax laws have worked well in Virginia,though
often qhestions of legailty and constitutionality have arisen
to be settled in the courts. The revenue derived from inheritances
has begun to assume significant proportions,and inheritances
may be looked upon as important sources for state funds. The
following figures will i%lustrate the growing importance of

this tax,and the effect of the new law can be disverned.

Yeer, Total State Amount received Pexr cent of
Revenue. from inheritances, tatal,
1915 § 17,945,202 76,991 o 9%
1916 )} 5 U 118,935 1, 3%
191; 10 , , 1 AL 15
1918 13,035, 100,512 . 856
1919 18,442,324 199,538 1.1%
1920 21, , 499,000 2.3%

Yost of our states now have some form of the inheritance
tax and it is becoming more popular all the while. It is gaining
favor as a source of revenue and not as a reform, Revenue and
reform should not be mixed - the more reform,usually the less
revenue., I think this tax deserves serious consideration in
any tex system,because of its ease of collection,its conformance
to the ability to pay theory of taxation, and the possibility
of levying it where there is little or no burden.Admittedly
it has its problems. Joint estates,community property, the
common practice of carrying property in the wife's name, the
lack of uniformity of state laws, all go to complicate its admin-
istration, but tnese problems can be worked out and solved
just as other tax problems have been cleared up. I am strongly
in faver of a progressive (to a reasonable degree) tax on
inheritances, Although a tax of this character is opposed by

some individuals of large wealth,apparently from selfish motives,

there has yet to be made a sound legal, moral,or economic







argument against the enactment and enforcement of sucha tax
law. Expediency and political good judgment all secem to be in

its favor.
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