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Proponents of estate, inheritance, and gift (EIG) taxes admit that the taxes generate little
revenue, but claim that the taxes provide a social benefit by preventing the accumulation
of wealth in the hands of generational dynasties. Evidence presented here suggests that
EIG taxes actually cost states more in lost revenue than they generate, that they
negatively impact smaller firms disproportionately versus larger firms, and that they
promote the concentration of wealth by preventing small businesses from being passed on

to heirs.
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Executive Summary

The purpose of this paper is to measure the effect of changes in state and federal
estate, inheritance, and gift (EIG) taxes on the growth in the number of businesses,
changes in the proportion of small to large businesses, and changes in tax revenue. As the
federal EIG tax has remained relatively constant over time, we examine state and federal
EIG taxes across states and over time to measure the effect of EIG tax changes. By
adjusting for other state-specific factors that influence economic growth and business
formation (such as non-EIG taxes, population growth, and economic policy), each state
becomes an experiment that provides insight into the economic impact of changes in EIG
taxes. Proponents of the EIG tax claim that the tax:

e Has little anti-entrepreneurial effect because the tax applies only to the very
wealthy few;

e Is progressive and therefore is borne only by the wealthy;

e Does not introduce unintended consequences as the dead do not respond to
incentives;

e Raises significant revenue that would be difficult to replace with other taxes.

Contrary to these claims, the results of our analysis indicate that:

e The EIG tax discourages entrepreneurship. Evidence suggests that abolishing the
EIG tax would spur the creation of 100,000 businesses and 2 million jobs annually,
and generate $80 billion per year in additional labor income.

e The EIG tax results in the dissolution of small, privately-owned, firms in favor of
large corporations. This suggests that the estate tax is more regressive than

generally believed. Evidence suggests that every 4.5 percentage point increase in
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the EIG tax per decedent (the average annual increase since 1993) results in an

additional 6,000 small firms being eliminated or absorbed by large firms each year.

e Increases in the EIG tax are accompanied by larger reductions in non-EIG tax
revenue. Evidence suggests that each additional dollar raised through increases in
state EIG taxes results in three dollars lost in income, sales, and property taxes to

the states due to the reduction in entrepreneurial activity.

e Under current law, the EIG tax exemption is scheduled to be increased annually for
inflation. However, since 1983 median household wealth (among those 65 and
older) has grown at almost twice the rate of inflation. Growing both household
wealth and the EIG tax exemption at their historic rates, we project that the EIG tax
will capture almost half of households within 50 years. This is about the same
amount of time it took for the Alternative Minimum Tax to go from applying to less
than 1% of taxpayers at its inception to applying to almost half of all taxpayers.

In short, our findings suggest that the EIG tax favors large businesses over small;
decreases the overall number of businesses, and costs federal and state governments more
in lost tax revenue than it generates. Our findings of the detrimental effect of the estate
tax on entrepreneurship, tax revenues, and economic growth indicate a significant
behavioral response to estate taxation by estate owners and their heirs. The presence of a
significant behavioral response indicates that static scoring approaches to estimating
estate tax revenues will consistently overstate the revenue generated and underestimate
the economic cost. Dynamic scoring approaches should be employed when estimating

EIG tax revenues.'

' Dynamic and static scoring are two methods of estimating the revenue effects of tax changes. Both
methods will be discussed later.
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Measuring the Impact of Estate Taxes on Behavior

Studies of the behavioral effects of taxation typically focus on marginal tax rates
rather than average tax rates because marginal rates reflect changes in tax burdens
resulting from changes in behavior. In this study, however, we focus on the average EIG
tax rate and, later, the average EIG tax burden per decedent. The marginal EIG tax rate is
relevant to the person who bequests wealth because, to that person, the size of the
bequest is not yet fixed. Each additional dollar the person bequests increases the heir’s tax
burden by the marginal tax rate. In this paper, we are concerned with the behavior of
heirs who have received bequests. To the heir, the size of the bequest is fixed, therefore
the marginal EIG tax rate is irrelevant. What matters to the heir is the total tax the heir
must pay, and that is reflected in the (effective) average EIG tax rate. For example,
consider two heirs, each of whom inherits a small business valued at $1.5 million.
Suppose that Heir A has an exemption of $1 million and is taxed at a rate of 45% on the
remaining $500,000. Suppose that Heir B is taxed at a flat rate of 15% on the full $1.5
million. Although the two heirs face different marginal tax rates (45% versus 15%), they
both owe $225,000 in taxes and therefore have the same incentive to liquidate the small
business to raise money to pay the tax. What matters to the heir is the total tax bill, not
the marginal tax rate.

Consider two ways to measure EIG taxes. The effective EIG tax rate is the total EIG
tax revenue divided by the value of taxable assets. For example, if the state collects $1
million EIG tax on estates and inheritances valued at $10 million, then the effective EIG
tax rate is 10%. While the effective EIG tax rate measures the average proportion of
estates and inheritances the state confiscates, the EIG tax per decedent measures the

average tax bill levied on heirs. For example, if the first $1 million of a $1.5 million estate
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is exempt from estate taxes, and the remaining $500,000 is taxed at 45%, then the
effective EIG tax rate is 15% and the EIG tax per decedent is $225,000.° The EIG tax per
decedent is calculated as the total EIG tax revenue divided by the number of deaths.
Because some decedents are not business owners, tax revenue per deceased business
owner would be the ideal measure. Unfortunately, this data is not available. However, as
long as changes in EIG taxes do not cause business owners to die at a different rate than
that for non-business owners, it is reasonable to use the per-decedent measure as a proxy

measure.

The Opportunity Cost of Estate Taxation

One of the arguments for the federal estate tax is that it is an important source of
tax revenue for federal and state budgets. Considering that the estate tax has historically
accounted for less than two percent of federal tax collections, it is hard to argue that such
a small revenue amount cannot be raised through a different and more efficient (perhaps
even more equitable) tax.” Current economic research also suggests that the estate tax
may actually result in negative net tax revenue due to its destructive effect on
entrepreneurship and the corresponding reduction in income, property, and sales tax
revenues. Estimates of compliance and administrative costs range from 7% of the revenue
yield to approximately the full revenue yield.’

To analyze the consequences of EIG taxation for economic growth and tax
revenues, we compare the growth rate in state tax revenue for 50 states from 1998

through 2006 to changes in those states’ EIG tax rates and non-EIG tax rates after filtering

*15% = ($500,000) (0.45) / $1.5 million; $225,000 = ($500,000) (0.45).
* See Chamberlain (2006) for a comprehensive review of economic arguments against the estate tax.
* See Munnell (1988) and Davenport and Soled (1999).
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out the effects of changes in incomes and changes in the previous year’s state tax
revenues.’

Our results suggest that increased growth in EIG tax revenues is associated with
reduced growth in state and local non-EIG tax revenues. Specifically, a one percentage
point increase in the growth of EIG tax revenues is associated with a 1/50" of one
percentage point decline in the growth of non-EIG tax revenues. This appears to be an
extremely small reduction in non-EIG taxes in exchange for the additional EIG tax until
one considers the relative magnitudes of the numbers. In 2006, the average state took in
$100 million in EIG tax revenue, and $14 billion in non-EIG tax revenue. A 1% increase in
EIG tax revenues represents an additional $1 million in tax revenues, but the
corresponding 1/50" of one percent decline in non-EIG tax revenues represents a $2.8
million loss. Thus, for every one dollar gained from an increase in EIG tax revenues, state
and local governments lose almost three dollars in non-EIG taxes. Extending this analysis,
we estimate that eliminating the EIG tax would increase state and local tax revenues by
$9.3 billion.’

Adding to the economic cost are the administrative and compliance costs of the
estate tax. Researchers have argued that the cost of complying with estate taxes can be
about one dollar for every dollar of revenue raised, making the estate tax about five times
more costly than the notoriously complex federal income tax.” The combination of these
direct and indirect costs makes the estate tax a very inefficient revenue-generating tool

and one for which superior alternatives are available at the state and federal levels.’

*See Model 1 in the appendix for details.

° Entin (2009) estimates that eliminating the estate tax will generate a net increase in Federal tax revenues
of $23.3 billion.

" See Aaron and Munnell (1992) and Holtz-Eakin and Marples (2001).

’ See Chamberlain (2006) for a brief summary on the compliance and revenue costs of the estate tax.
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Estate Taxation, Entrepreneurship, and the Liquidity Effect

There is anecdotal evidence that EIG taxes cause the dissolution of small firms as
heirs are forced to liquidate the firms to raise money to pay the EIG tax (the “liquidity
effect”). In 2005, the average household income for Americans who owned and managed a
single small business was $93,000 versus $53,000 for the population as a whole.’ Adjusting
for the average annual growth rate in wages, prior to the current recession, we could have
expected household income for the average small business owner to rise to between
$125,000 and $150,000 by 2011 when the current EIG tax cuts are set to expire. Suppose
that the entirety of the $150,000 represents a return on the small business’ net assets. A
small business that earned, for example, a 10% return on net assets would have to have
$1.5 million in net assets to generate an annual pre-tax income of $150,000 for the owners.

In 2011, the EIG exclusion is set to revert to $1 million, so an heir who inherits this
small business could end up owing more than $200,000 in taxes."” If the small business
were less profitable such that the return on assets was 5% instead of 10%, the business
would require $3 million in net assets to generate the $150,000 a year in income to the
owner. An heir who inherits this small business will owe $890,000 in EIG taxes - almost 6
times the annual income that the firm generates for the owner! This means that even a
moderate income generated by an average small business likely requires enough net
assets to trigger EIG taxes. At a 5% return on net assets, it is likely that the heir would be
forced to dissolve the inherited business in order to pay the EIG tax. In contrast, when an

heir inherits stock in a corporation and sells some of the stock to pay the EIG taxes, the

’ When one considers that the small business owner also incurs more financial risk than the non-business
owner, the difference in incomes becomes less compelling. Cf., Haynes and Ou (2006).

" The net estate (value of the estate less the exclusion) is $500,000. The heir would owe an average of 42%
on the $500,000, or $210,000. This assumes no special-case tax breaks such as minority discounts, spousal
bequests, etc.
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corporation is not disbanded. Hence, a reasonable hypothesis is that EIG taxes should
have a disproportionately negative impact on the number of family owned versus publicly
traded firms. Our evidence suggests that the EIG tax puts family owned businesses on a
non-competitive footing compared to publicly traded corporations. As entrepreneurial
activity mostly occurs at the small business level, the EIG tax discourages innovation.

We use the EIG taxes per decedent measure instead of the effective average estate
tax rate because, where the liquidity effect of the EIG tax is concerned, the level of the
estate tax burden is more important to the potential dissolution of firms than is the tax
rate. While focusing on the effect of EIG taxes on the number of firms, we also control for
the impact of state and local taxes per capita, size of state population, economic freedom,
inflation, unemployment, and interest rates.

We build two models that compare the number of firms to the EIG tax. In the first
model, we compare the total number of firms in each state to the EIG tax per decedent
after controlling for state and local taxes, population size, economic policy (as reflected in
the index of economic freedom), the interest rate, the unemployment rate, and inflation."
We find that a one percentage point increase in the growth in EIG taxes per decedent
corresponds to a 1/50" of one percentage point decrease in the growth in the number of
businesses. Over the span of our data set, the EIG tax per decedent grew at an average
annual rate of 4.5% (from an average of $5,800 in 1992 to $10,500 in 2006) and the
number of businesses grew at 1.1% annually. According to our model, eliminating the
estate tax would increase the annual growth in the number of businesses by between 4.5%

and 6.5%. At current numbers, this means approximately 100,000 additional firms

" See Model 2 in the appendix for details.
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annually.” At an average of 20 workers and $800,000 payroll per firm (as of 2006), those
100,000 additional businesses will create 2 million jobs, generate $80 billion in labor
income, and increase payroll tax revenues by more than $20 billion annually.”

In the second model, we use the data on firms and their sizes provided by the U.S.
Small Business Administration (SBA), which conducts an annual census in which it counts
firms and categorizes firms according to number of employees. Because firms must
accurately account for the number of their employees in order to pay payroll taxes, this
measure tends to be more reliable across firm sizes than, for example, reported assets. We
compare the ratio of small firms (0-19 employees) to large firms (20-500+ employees) in
each state to the EIG tax per decedent after controlling for state and local taxes,
population size, economic policy (as reflected in the index of economic freedom), the
interest rate, the unemployment rate, and inflation.” In 2006, there were approximately
5.4 million small firms and 640,000 large firms in the United States, for a ratio of more
than 8 to 1. From 1993 to 2006, the EIG tax per decedent has grown by 4.5% annually.
According to our model, every 4.5 percentage point increase in the EIG tax per decedent
is associated with the elimination of almost 6,000 small firms per year.” For example,
since 1993, the number of firms with 100 or more employees has grown 26% while the
number of firms with fewer than 20 employees has grown only 15%. In causing heirs to

liquidate inherited businesses, the EIG tax takes vital capital away from small businesses

'» As of 2006, there were more than 6 million firms in the United States.

" Figures for 2006 come from the Small Business Administration. The payroll tax estimate assumes an
average 30% tax rate for Federal, state, and local payroll taxes combined. Using a different data set and a
different analytic model, Entin (2009) also estimates that elimination of the EIG tax would generate almost
$80 billion in labor income.

" See Model 3 in the appendix for details.

" The EIG tax per decedent has grown at an average annual rate of 4.5% over the period 1993 through 2006.
Large firms employ, on average, thirty-eight times the number of workers as do small firms. These figures
assume that the dissolution of thirty-eight small firms corresponds to the creation of one large firm, on
average.
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leaving their market shares to be absorbed by large corporations that are unaffected by the
EIG tax. These results suggest that the estate tax, in fact, achieves the opposite of its
intended purpose. Rather than preventing the formation of dynasties, the data suggest
that the estate tax promotes the concentration of economic power in the hands of large
corporations by inhibiting the growth of small businesses - the very entities that,

historically, have been the engines of wealth creation and dissemination.

Implications for Dynamic versus Static Scoring

One of the highly contested topics in economics is whether dynamic scoring
(dynamic analysis) rather than static scoring should be the dominant forecasting standard
by which all tax reforms should be evaluated. Dynamic scoring refers to a thorough
accounting of all primary and secondary (or behavioral) effects of proposed policy
changes on tax revenue. In contrast, static scoring is more straightforward and
mechanical in its analysis because it considers only the direct effects of policy changes on
tax revenue. That is, static scoring assumes that people will not alter their behaviors in
response to a change in tax policy. For example, static scoring of an increase in marginal
income tax rates would assume that no one would withdraw from the labor force in
response to higher tax rates and so would overestimate tax revenues. The fact that people
do alter their behavior in response to changes in tax policy causes static scoring to
consistently overestimate tax revenues versus dynamic scoring.

For example, in 2006, the average state took in around $100 million in EIG tax
revenue. Static scoring would predict that a one percentage point increase in the EIG tax
rate would result in additional tax revenues of $1 million. As suggested by our previous

results, one could expect a dynamic model - which accounts for the dissolution of firms,

Page 11 of 24



the slowing of entrepreneurial activity, and the resulting reduction in non-EIG tax
revenues - to predict that total tax revenues would fall by $2 million in response to the

increase in the EIG tax rate.

Fairness and the Economic Burden of the Estate Tax

Perhaps the most appealing argument to proponents in favor of the estate tax rests
on the premise that EIG taxation is a highly progressive and effective method of taxing or
redistributing wealth. Upon a closer examination, the EIG tax appears to be ineffective in
preventing wealth concentration because it may not be as progressive as commonly
assumed and because the economic burden of the estate tax is likely to be spread across
many members of society.” The Urban-Brookings Tax Policy Center estimates that
305,000 estate tax returns will have been filed between 2007 and 2012, and of these,
130,000 will have been taxed.

When it comes to preventing the concentration of wealth, researchers have
estimated that estate heirs are, on average, only half as wealthy as those from whom they
inherited.” Because the progressivity of the tax is measured based on the generation who
earns the wealth, not the generation who inherits the wealth, these numbers suggest that
the estate tax is much less progressive than it is often claimed to be. The less the pre-
inheritance wealth of the inheriting generation, the less progressive is the estate tax.
Research also suggests that, among people subject to the tax, wealthier individuals are

more likely to create foundations to shelter their estates than are less wealthy individuals

" In recent decades, the estate tax has been affecting between 1 and 2 percent of estates, according to
Chamberlain (2006).
"7 See Mankiw (2003).
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thereby removing the wealth forever from the tax base.” Our finding that a higher EIG tax
is associated with a reduced growth in the ratio of smaller to larger businesses suggests
that the EIG tax might actually be regressive within the population that pays this tax.
Further, the already progressive U.S. tax system becomes even more progressive once the
distribution of government spending is taken into account, as households in the lowest
income quintile received roughly $8.21 of government spending for every dollar of taxes
paid in 2004, while households in the middle income quintile received $1.30, and
households in the top income quintile received $0.41.” Hence, it becomes difficult to
argue that the progressive nature of the U.S. tax system and government spending needs
to be made even more progressive with the help of the questionably progressive EIG tax.
Proponents argue that evidence of the progressivity is the fact that very few
households are subject to the EIG tax. In an attempt to avoid a repeat of the Alternative
Minimum Tax in which a tax intended for a small group of high income taxpayers
eventually grew to encompass middle-class taxpayers, Congress indexed the EIG tax
exemption for inflation. However, since 1983, household wealth among those 65 and older
has been growing three percentage points faster than inflation. The median net worth of
65+ aged householders was approximately $175,000 in 2004 (the last date for which data
is available). Assuming an annual inflation rate of 3.5% and an inflation-adjusted
exemption of $1 million starting in 2011, we can expect the median household wealth for

those 65 and older to reach the EIG exemption by 2065.

" See Nutter (2007).
" See Chamberlain and Prante (2007).
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Case Studies: Comparison of High EIG Tax States to Low EIG Tax States
The figure below shows the average annual growth in EIG taxes for each state over

the period 1993 through 2006.
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The average annual growth in EIG taxes per decedent across states for the period
was 4.5%. States that showed the lowest annual growths are Hawaii (-1.9%), North Dakota
(-1.3%), New Mexico (-0.9%), and Idaho (0.1%). States that show the highest annual
growths are Vermont (15.8%), Alaska (11.6%), Utah (10.7%), and Maine (9.4%).

Dividing the states into two groups, those with above average EIG tax rates and
those with below average EIG tax rates, makes apparent the significant difference in the
annual growth rates in the number of firms.” States with below average EIG tax rates have
experienced 14% greater annual growth (on average) in the number of firms within those

states.

Annual Growth Rate in Number of Firms

1.4%

1.2%

1.0% -

0.8%

0.6%

0.4% -

0.2%

0.0%
Above Average EIG Growth Below Average EIG Growth

* The average annual growth in EIG taxes for the “high growth” states is 7.1%. The average growth for the
“low growth” states is 1.8%.
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Conversely, the graph below shows almost no difference in the average annual
growth in state and local tax revenues for high EIG growth states versus low EIG growth

states.

Annual Growth in State and Local Tax Revenues
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Connecticut provides a good case study in the dangers of EIG tax growth.
Connecticut effectively increased its EIG tax per decedent by almost 19% in 2003 and
another 11% in 2005. In 2006, Connecticut lost a net of 889 firms (a 1.1% decline). While
the state did gain 217 large firms, the gain was overshadowed by a loss of 1,106 small
firms. That same year, the average U.S. state gained 772 firms and saw its payroll rise 1.6

times faster than Connecticut’s.”

* Nationwide, payrolls rose 2.9% from 2005 to 2006 versus 1.8% in Connecticut.
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Conclusion

Our analysis calls into question several arguments in favor of the estate tax. We
find that the estate tax fails to accomplish those very things for which proponents value
the tax. Namely, the estate tax reduces the ratio of smaller to larger businesses,
discourages business owners and farmers from passing their estates on to next generation,
reduces entrepreneurship and economic growth, and costs more in lost revenue than it
collects. We show that the estate tax, created to prevent the concentration of wealth in the
hands of the few, has been more successful at preventing the transfer of wealth from
small estate and business owners to their heirs. Thus, the estate tax appears to be neither
a fair nor an efficient method of wealth redistribution. If the fairness of a society is to be
judged by the distribution of wealth, the distribution should not be measured at a single
point in time but rather across generations. Our findings concur with Foster’s
commentary that “the U.S. economy has solved the concentration-of-wealth problem far

better than the estate tax ever could.””

“ Foster. J. D. 1999. “Is the Estate Tax a (Revenue) Loser?” Tax Foundation commentary.
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Appendix

Variable Definitions

N, Growth rate in the number of firms in state i from year t —1 to year t

AR,  Change in the ratio of small firms to large firms in state i from year t —1 to year t

vV, Growth rate in state and local tax revenues excluding EIG tax revenues in state i from year t to
yeart—1

E. Growth rate in the real per-decedent estate, inheritance, and gift tax revenue (state and federal

combined) in state i from year t—1to year t
TE Growth rate in the real per-capita corporate income tax revenue in state i from year t —1to yeart
T! Growth rate in the real per-capita personal income tax revenue in state i from year t —1 to year t
T Growth rate in the real per-capita licensing tax revenue in state i from year t —1to year t
TS Growth rate in the real per-capita sales tax revenue in state i from year t —1to year t
TP Growth rate in the real per-capita property tax revenue in state i from year t —1 to year t
Growth rate in the population in state i from year t —1 to year t
Growth rate in the real gross state product in state i from year t —1 to year t
Al, Change in consumer inflation from year t —1 to year t
Change in the growth rate of real wages in state i from year t —1to yeart
Change in the unemployment rate in state i from year t —1 to year t
Ar, ., Change in the nominal interest rate in state i from year t -1 to year t

Data sources:
Bureau of Economic Analysis (BEA); Tax Foundation; Internal Revenue Service, Statistics of

Income (SOI); U.S. Census Bureau; Bureau of Labor Statistics; U.S. Small Business
Administration (SBA); Federal Reserve of Saint Louis.
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Model 1. The effect of changes in EIG taxes on changes in state and local non-EIG tax revenues

5 . . . .
> DAL+ 6P +6,G, + S,Al + 5,AW, + S,AU, + U,

jlit=j
m={C,I,L,S,P} j=0

. 5 .
Vi=¢ +ZﬂjEi,t—j +
j0

Estimates
Regressor (standard errors)
t t-1 t-2 t-3 t-4 t-5
EIG Tax Revenue Per-Decedent Growth Rates
E -0.001 -0.004 * -0.005 ** -0.005 * -0.004 -0.005 **
it (0.002) (0.003) (0.003) (0.003) (0.003) (0.002)
Non-EIG Tax Revenue Per-Capita Growth Rates
fc 0.049 *** 0.002 0.002 0.005 -0.005 0.013 ***
it (0.003) (0.004) (0.004) (0.005) (0.005) (0.005)
! 0.341 *** 0.002 0.023 * 0.026 ** 0.026 * -0.019 **
it (0.012) (0.013) (0.013) (0.013) (0.014) (0.007)
Tt 0.058 *** -0.003 0.017 ** 0.004 0.001 -0.001
it (0.008) (0.008) (0.007) (0.008) (0.007) (0.003)
Ts 0.632 *** 0.013 0.013 -0.001 -0.007 -0.012
it (0.015) (0.017) (0.018) (0.017) (0.016) (0.008)
TP 0.016 *** 0.001 -0.001 -0.001 -0.004 * -0.001
it (0.002) (0.002) (0.002) (0.002) (0.002) (0.001)
Macroeconomic Measures
B 0.840 ***
it (0.087)
: 0.029
Gy (0.036)
0.063
Al (0.103)
. 0.028
AW, (0.053)
-0.092
AU, (0.140)

Feasible GLS with cross-section fixed effects, 426 observations (50 states, annual 1998-2006). R* = 0.919, DW =

2.09.

* Significant at the 10% level. ** Significant at the 5% level. *** Significant at the 1% level.
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Model 2. The effect of changes in EIG taxes on the growth in the number of firms

5 5 . .
N, =, +ZﬁjEi,t—j + z Z?’;nTi,T—j +0,B, + 0,6, + GAl + 6,AW, + 5,AU, + AL + Uy,
ic0

m={C,I.L,S,P} j=0

Ui = pU; 4 + &

Estimates
Regressor (standard errors)
t t-1 t-2 t-3 t-4 t-5
EIG Tax Revenue Per-Decedent Growth Rates
E -0.002 ** -0.003 * -0.005 *** -0.004 *** -0.003 *** -0.002 **
it (0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Non-EIG Tax Revenue Per-Capita Growth Rates
fc -0.002 -0.006 *** -0.010 *** -0.014 *** -0.010 *** -0.004 **
L (0.001) (0.002) (0.002) (0.002) (0.002) (0.002)
! 0.003 -0.005 -0.017 *** -0.017 *** -0.011 ** -0.001
i (0.004) (0.004) (0.004) (0.005) (0.005) (0.005)
Tt 0.002 0.002 -0.006 * -0.000 -0.005 0.001
it (0.002) (0.004) (0.004) (0.004) (0.003) (0.002)
s 0.015 ** 0.011 0.001 0.003 0.004 0.005
it (0.007) (0.007) (0.008) (0.008) (0.008) (0.006)
TP 0.000 0.000 -0.001 -0.000 -0.000 0.000
i (0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Macroeconomic Measures
B 0.153 ***
t (0.034)
: 0.051 ***
Gu (0.017)
-0.081 *
Aly (0.043)
. 0.016
AW, (0.018)
-0.207 ***
AU, (0.063)
-0.185 ***
Al (0.028)
Autocorrelation Coefficient
0.336 ***
p (0.058)

Feasible GLS with cross-section fixed effects, 376 observations (50 states, annual 1999-2006). R = 0.879, DW =
2.03.
° Significant at the 10% level. ** Significant at the 5% level. *** Significant at the 1% level.
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Model 3. The effect of changes in EIG taxes on the change in the ratio of small to large firms

AR, =« + Zﬂ] Ei,t—j + Z 7/jTitJ +0,P, +6,G; + GAl + 5,AW, + 5,AU; + Uy, Uy = pU; , + &,
j=0 j={C,I,L,S,P}
Estimates
Regressor (standard errors)
t t-1 t-2 t-3 t-4 t-5
EIG Tax Revenue Per-Decedent Growth Rates
£ -0.052 ** -0.042 *** -0.059 *** -0.034 ** -0.052 *** -0.009
it (0.015) (0.016) (0.017) (0.016) (0.016) (0.017)
Non-EIG Tax Revenue Per-Capita Growth Rates
fe 0.034 -0.012 -0.025 -0.041 0.047 -0.041
L (0.023) (0.025) (0.029) (0.030) (0.034) (0.037)
T -0.167 * 0.025 -0.116 -0.191 ** 0.267 *** 0.003
it (0.087) (0.078) (0.079) (0.079) (0.088) (0.094)
T 0.138 *** 0.158 *** -0.008 0.039 -0.049 0.047
it (0.046) (0.050) (0.052) (0.055) (0.054) (0.036)
s 0.003 -0.133 0.055 -0.086 -0.095 -0.145
i (0.106) (0.107) (0.105) (0.104) (0.107) (0.090)
TP 0.007 0.015 -0.005 -0.000 0.014 0.019 *
i (0.010) (0.009) (0.009) (0.010) (0.010) (0.011)
Macroeconomic Measures
P -1.817
[ (0.650)
: -0.294
Gy (0.272)
0.941
Al (1.005)
. -0.009
AW, (0.393)
3.220 ***
AU, (1.221)
-1.948 ***
Ar
b (0.548)
Autocorrelation Coefficient
-0.361 ***
p (0.065)

Feasible GLS with cross-section fixed effects, 376 observations (50 states, annual 1999-2006). R* = 0.495, DW =

2.24.
* Significant at the 10% level. ** Significant at the 5% level. *** Significant at the 1% level.
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