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Abstract: The objective of the paper is to investigate the influence of the inheritance tax on
the amount of tax evasion in different countries. The inheritance tax is among the most
unpopular taxes. It is assumed, that unpopular taxes, such as the inheritance tax, have a
measurable influence on the amount of tax evasion. Countries that levy inheritance taxes and
countries which don’t levy inheritance taxes are compared in their success in fighting the
shadow economy over a longer period (1991 — 2017). For that, data from Medina and
Schneider from 2019 about the development of the shadow economy and from the OECD
about the inheritance tax revenue is used. The approach is, to find dependencies between the
inheritance tax revenue and the size of the shadow economy. The results show, that countries
which abolished the inheritance tax, are not anymore that successful in fighting tax evasion
than they were before. There is also evidence, that countries with a relatively high inheritance
tax revenue are not able to fight tax evasion to the same extent, as countries that levy
relatively low inheritance taxes. Therefore, in terms of reducing tax evasion, it is not
recommended to abolish already introduced inheritance taxes, but rather to continue levying
a moderate inheritance tax.
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1. Introduction

Inheritance taxes in different countries differ regarding tax rates and tax exemptions.
Some countries as the USA know an estate tax, instead of an inheritance tax, which
means not the individual heir is taxed, but the undivided estate. While many
developed countries still know an inheritance tax, some countries like Austria or
Sweden abolished the tax. It is assumed, that differences in the way inheritance taxes
are levied or if the tax, in general, is levied or not, have an influence on the overall
size of the shadow economy. The main reason, therefore, is the high unpopularity of
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the tax. In almost all investigated countries the inheritance tax is among the most
unpopular taxes (together with wealth taxes). Many people have the opinion, that it
is unfair, if once-earned money, which already was taxed with income tax, is taxed
again with inheritance tax ("double taxation"). Also, the fact, that the death of a
person is taxed, seems to be unmorally. It is known, the popularity of taxes has a
significant influence on the decision to commit tax evasion and the presumption is,
that inheritance taxes, therefore, have a significant influence on the overall volume
of tax evasion.

The main motivation of people to work in the shadow economy or to evade taxes in
most cases is rather simple. The tax evader wants to have more money available,
which can be spent on other desired things. The idea of paying taxes is not very
attractive, as the taxpayer does not receive immediate and noticeable compensation
for his payments. From the perspective of an individual, the infrastructure of the state
is provided by the government in the same way to him, no matter if he pays taxes or
not. If taxes are avoided or evaded on the other side, the taxes saved can be spent by
the individual for other desired things, like cars, real estate, or vacations. In this case,
the individual receives immediate compensation for the spent money. He is able to
increase his wealth.

For the government, the research on tax evasion is of interest, as the state wants to
reduce the volume of tax evasion, in order to have more tax revenue. Through
taxation, the state is able to implement social and economic goals (Dumiter et. al.,
2015). Tax evasion enables the state to reach these goals. Generally, it is possible to
do research regarding taxation from a legal or an economic point of view and it is
helpful to look at it from both sides (e.g. Dumiter and Jimon, 2020).

The objective of the paper is to investigate the influence of the inheritance tax on tax
evasion. And as the size of the shadow economy has a strong correlation with the
volume of tax evasion, the influence of the inheritance tax on the volume of tax
evasion can be investigated by using available data on the size of the shadow
economy in different countries.

2. Theoretical Background

The temptation of tax evasion can be explained by the benefits to the taxpayer if the
tax evasion is not detected. The reason why not everybody commits tax evasion is
the punishment in case of detection. So, the taxpayer on the one side considers the
benefits of successful tax evasion and on the other side the consequences, if the tax
evasion was detected. Especially the risk of detection is significant. By weighing
these facts, a decision is made, on if tax evasion can be beneficial. If the rate of tax
audits is high or the punishment for tax evasion is strict, there will be only few
incentives for tax evasion (Allingham and Sandmo, 1972; Alm, 2012; Andreoni et
al., 1998; Clotfelter, 1983, Tabbach, 2013). But also, other factors are relevant to the
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question of committing tax evasion. Especially the tax morale plays an important
role (DeBacker et al., 2015; Hofmann et al., 2005; Kemme et al., 2020; Luttmer and
Singhal, 2014). If there is low acceptance of paying taxes in general or if many
people evade taxes, the probability that the individual taxpayer will also evade taxes
is higher (Cowell and Gordon, 1988; Fortin et al., 2007; Gordon, 1989; Kim, 2003;
Luttmer and Singhal, 2014; Myles and Naylor, 1996). Especially political trust is
relevant for tax morale. Low trust in politics encourages tax evasion (Scholz and
Lubell, 1998; Torgler, 2003). The existence of avoidance strategies, legal
uncertainty, risk aversion, tax audits that strategically focus on certain groups or
alternative penalties are also relevant to the decision to evade taxes (Bernasconi,
1998; Fillipin et al., 2013; Sandmo, 2005; Slemrod, 2007; Slemrod and Yitzhaki,
2000; Torgler et al., 2007). Further on, studies focused on the taxpayer’s individual
behavior from a psychological perspective, and looked at the reasons for certain
individual behavioral patterns, for example, that taxpayers estimate the probability
of audits much higher than it is in fact, or that taxpayers react differently regarding
gains and losses (Alm, 2012; Bernasconi and Zanardi 2004; Dhami, 2010; Snow and
Warren, 2005; Yaniv, 1999). By using empirical methods, it was also possible to
prove, that a higher tax rate leads to more tax evasion or that a tax amnesty creates
only a comparatively small additional tax revenue, and has only a small positive
influence on compliance after the amnesty (Crane and Nourzad, 1992; Clotfelter,
1983; Dubin and Wilde, 1990; Fisher et al, 1989; Witte and Woodbury, 1985). There
is also evidence, that selective audits, sharing information across governments, or
imposing source taxes, reduce tax evasion (Feinstein, 1991; Johannesen, 2010).
Regarding the different types of taxes, the focus for research on tax evasion in the
European Union in the past years was on VAT due to the importance of this tax
regarding the tax revenue, which is much higher than the inheritance tax revenue.
Also, in contrast to the inheritance tax, the VAT is already harmonized in the
member countries of the European Union. But due to increasing wealth in many
countries in the world, it seems to be necessary to investigate also tax evasion in the
field of inheritance and gift tax. A significant difference between the VAT and the
inheritance tax is, that the inheritance tax is very unpopular (Dowding, 2008;
Hammar et al., 2009) and is perceived to be unfair [1].

3. Methodology and Data

Different relevant countries are compared in their success of fighting tax evasion
over a longer period, with a view to the fact, if the countries know inheritance
taxation, never knew inheritance taxation or the inheritance taxation was abolished.
Especially in cases, in which inheritance taxation was abolished, it is investigated, if
the size of the shadow economy significantly changed subsequently. For this,
quantitative research on secondary data (Medina and Schneider, 2019 and data from

& sciendo Journal of Legal Studi@s Volume 30 Issue 44/2022 29
ISSN 2457-9017; Online ISSN 2392-7054.
Web: publicatii.uvvg.ro/index.php/jls. Pages 27 — 43



JOURNAL OF LEGAL STUDIES

”Vasile Goldis” Western University of Arad

$§ sciendo

] ¥ Lo i\
J/. L. S\
Linseis, P., (2022)

Influence of Inheritance Tax on the Size of Shadow Economy and the Volume of Tax Evasion

the OECD [2]) was done. The study from “Medina and Schneider” provides
information about the size of the estimated shadow economy in 157 countries from
1991 to 2017. The effective inheritance and gift tax revenue of different countries is
provided by statistics from the OECD. The available data for different countries are
compared and it is examined, if countries with inheritance taxation over the years
are more or less successful in fighting tax evasion or if it is recognizable, that changes
in the way of levying inheritance taxes (e.g. abolition) have an influence on the size
of the shadow economy.

3.1. Inheritance tax revenue in selected countries in percent of the GDP and
percent of total taxation

Figure 1 shows the inheritance tax revenue in selected countries in percent of the
GDP in 2019. The countries all know an inheritance tax and were selected due to
their economic importance, but also to represent different European countries
(southern Europe, northern Europe, big European countries, small European
countries, member countries of the European Union, and countries which are not
member of the European Union).

Inheritance tax revenue in selected countries in
percent of the GDP
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Figure 1. Inheritance tax revenue in selected countries in percent of the GDP

Source: Author, based on OECD statistic
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Figure 2 shows the inheritance tax revenue in the selected countries in percent of the
total taxation in 2019.

Inheritance tax revenue in 2019 in selected
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Figure 2. Inheritance tax revenue in 2019 in selected countries in % of total taxation
Source: Author, based on OECD statistic

3.2. Development of shadow economy in selected countries

Figure 3 shows the development of the shadow economy in selected countries which
never had any inheritance taxation or that abolished inheritance taxation. For this
overview 15 economically relevant and representative countries all over the world
were chosen. The shadow economy decreased in all countries during the period
under consideration more or less.
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Development of shadow ecomomy in countries
without inheritance taxation
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Figure 3. Estimated shadow economy in % of GDP from 1991 — 2017
Source: Author, based on Medina and Schneider, 2019

Figure 4 shows the development of the shadow economy in 18 economically relevant
countries which know inheritance taxation. In all these countries the shadow
economy also decreased during the period under consideration.

32 & sciendo Journal of Legal Studies Volume 30 Issue 44/2022
ISSN 2457-9017; Online ISSN 2392-7054.
Web: publicatii.uvvg.ro/index.php/jls. Pages 27 — 43



€ sciendo JOURNAL OF LEGAL STUDIES ]' L. S.

”Vasile Goldis” Western University of Arad ) -

Linseis, P., (2022)
Influence of Inheritance Tax on the Size of Shadow Economy and the Volume of Tax Evasion

Development of shadow ecomomy in countries
which know inheritance taxation
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Figure 4. Estimated shadow economy in % of GDP from 1991 — 2017
Source: Author, based on Medina and Schneider, 2019

3.3. Development of comparable countries which levy an inheritance tax or
abolished the inheritance taxation

Figure 5 compares the development of the Austrian and Swiss shadow economies
from 1991 to 2017. The Austrian inheritance tax was abolished in 2008. Austria and
Swiss are neighboring countries and have a similar economic system, economic
power and social structure, although there are some differences, due to the special
history of Switzerland regarding its neutrality. Austria is a member of the European
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Union and introduced the Euro as currency, while Switzerland never became a
member of the European Union and still has its own national currency. The decision
of levying an inheritance tax or the tax rate and exemptions in Switzerland is up to
the cantons, while in Austria it was up to the federal government and was similar for
all taxpayers. Nevertheless, the economic development of the two countries in long
term was pretty similar. It can be seen, that in both countries the shadow economy
decreased in the long term.

Austrian inheritance tax was abolished in 2008
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Figure 5. Development of Austrian and Swiss shadow economy
Source: Author, based on Medina and Schneider, 2019

Figure 6 compares the development of the Swedish and Danish shadow economies
from 1991 to 2017. The Swedish inheritance tax was abolished in 2004. Sweden and
Denmark are countries with a generally comparable structure regarding their society
and economy. Both countries are a member of the European Union and have a
comparable GDP per capita. And both countries did not introduce the Euro as a
currency until now, but still have their own national currencies. The figure shows a
decrease in the shadow economy in the considered time period.
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Swedish inheritance tax was abolished in 2004
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Figure 6. Development of Swedish and Danish shadow economy
Source: Author, based on Medina and Schneider, 2019

Figure 7 compares the development of the Norwegian and Danish shadow economies
from 1991 to 2017. The Norwegian inheritance tax was abolished in 2014. Norway
and Denmark are also very similar regarding their economy and society, even though
Norway is not a member of the European Union. Until now, both countries did not
introduce the Euro as a currency and still have their own national currencies. The
figure shows a decrease in the size of the shadow economy in the regarded time
period. It can be seen, that the size of the Danish shadow economy was bigger than
the Norwegian shadow economy at the beginning of the regarded time period, but
was smaller at the end of the regarded time period.
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Norwegian inheritance tax was abolished in 2014
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Figure 7. Development of Norwegian and Danish shadow economy
Source: Author, based on Medina and Schneider, 2019

3.4 Average development of the size of the shadow economy in countries with
and without inheritance taxation

In all of the 33 investigated countries, the size of the shadow economy decreased
between 1991 and 2017. The highest decrease in the group of countries that know
inheritance taxation can be found in the USA (40 %) and Ireland (38.5 %). The
lowest decrease in the group, which knows inheritance taxation can be found in
Japan (14.96 %) and France (17.02 %). The average decrease in countries that know
inheritance taxation was 24.1 % over the entire regarded period. Figure 8 shows, that
the average decrease per year was 0.22 percentage points for all countries with
inheritance tax.
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Figure 8. Average decrease of the shadow economy in countries with inheritance taxation

from 1991 - 2017
Source: Author, based on Medina and Schneider, 2019

In countries, without inheritance taxation, the highest decrease in shadow economy
in the regarded period can be found in the Czech Republic (37.1 %) and Malta (35.64
%). The lowest decrease can be found in Norway (9.92 %) and Ukraine (13.14 %).
The average decrease was 23.24 %, whereby countries that abolished inheritance
taxation in the regarded time period from 1991 to 2017 (Austria, Czech Republic,
Norway, Portugal, Singapore, Sweden) had an average decrease of the shadow
economy of 22,84 % and countries which had no inheritance taxation at all in the
regarded time period (Australia, Canada, Cyprus, India, Indonesia, Malta, Mexico,
Russia, Ukraine) had an average decrease of the shadow economy of 23,67 %. Figure

9 shows, that the average decrease per year in countries without inheritance taxation
was (.26 percentage points from 1991 — 2017.
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Figure 9. Average decrease of the shadow economy in countries without inheritance
taxation from 1991 — 2017
Source: Author, based on Medina and Schneider, 2019

3.5. Development of shadow economy in countries that completely abolished the
inheritance taxation

In Austria, the inheritance tax was abolished in 2008. The size of the shadow
economy decreased from 1991 to 2007, the year before the abolition, by 25.58 %.
From 2008 to 2017 the size increased by 10.94 %. For comparison in Switzerland,
the size of the shadow economy decreased from 1991 to 2007 by 31.54 % and from
2008 to 2017 increased by 1.89 %.

In Sweden, the inheritance tax was abolished in 2004. The size of the shadow
economy decreased from 1991 to 2003, the year before the abolition of the
inheritance tax in Sweden, by 10.14 % and from 2004 to 2017 by 6.14 %. In
Denmark, for comparison, a decrease of 9.15 % from 1991 to 2003 and 11.36 %
from 2004 to 2017 can be shown.

In Norway, the inheritance tax was abolished in 2014. The size of the shadow
economy decreased from 1991 to 2013, the year before the abolition of the
inheritance tax, by 22,70 %. From 2014 to 2017 it increased by 14.41 %. The
decrease in the shadow economy in Denmark was 22.22 % between 1991 and 2013.
From 2014 to 2017 the size of the shadow economy increased also in Denmark, but
only by 5.41 %.

3.6. Shadow economy in countries with high or low inheritance taxation
Belgium, France and Japan are among the countries with the highest share of
inheritance tax revenue in the past years. As in certain economic crises like the
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financial crisis in 2008, the size of the shadow economy increased significantly due
to economic distortions, it makes sense to view the changes in the size of the shadow
economy in different time periods. From 1991 to 2017 (26 years) the size of the
shadow economy decreased by 20.29 % in Belgium, by 17.02 % in France and by
14.96 % in Japan. From 2001 to 2017 (16 years) the decrease was 17.91 % in
Belgium, 14.60 % in France and 12.20 % in Japan. From 2011 to 2017 (6 years) the
share of the shadow economy increased in Belgium by 3.13 %, in France by 5.41 %
and in Japan by 16.13 %

For comparison in countries like the USA, Germany and Netherlands, the share of
inheritance tax revenue is relatively low or was reduced significantly in the past
years, because of far-reaching personal and factual tax exemptions. In these countries
from 1991 to 2017 (26 years) the size of the shadow economy decreased by 40 % in
the USA, 20 % in Germany and 22.81 % in the Netherlands. From 2001 to 2017 (16
years) the decrease was 26.92 % in the USA, 18.11 % in Germany and 16.19 % in
the Netherlands. From 2011 to 2017 (6 years) the share still decreased in the USA
by 18.57 %, in Germany by 9.47 % and in the Netherlands by 1.12 %. This stands in
contrast to the countries which had a high inheritance tax revenue in the last years
and were faced with an increasing shadow economy.

4. Results

The results show, that in the regarded period, the relative decrease in the size of the
shadow economy in countries without inheritance taxation and in countries that levy
inheritance taxes is almost similar. The higher absolute decrease in percentage points
regarding countries without inheritance taxation is due to the higher absolute volume
of the shadow economy in these countries.

An interesting development can be seen in countries that abolished inheritance
taxation. If these countries are compared with other countries, which are similar in
their economy and society and which did not abolish the inheritance tax (Austria and
Switzerland; Sweden and Denmark; Norway and Denmark), it can be shown, that
they had almost the same decrease in the size of the shadow economy in the past
years only until the date of the abolition of the inheritance tax. Before the inheritance
tax was abolished in the respective countries, Austria performed 6 % worse in
reducing the shadow economy than Switzerland in 16 years, which means a worse
development of 0.375 % per year. Sweden performed 1 % better than Denmark in
12 years which means 0.084 % per year. And Norway performed almost as well as
Denmark in reducing the shadow economy in 22 years. So, the differences in the
success of reducing the shadow economy between the compared countries were
small. But after the date of abolition, the differences in the compared countries
increased. After Austria abolished the inheritance tax in 2008, it performed 9 %
worse than Switzerland in 9 years, which means a 1 % difference per year after the
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abolition instead of a 0.375 % difference per year before the abolition of the
inheritance tax. Sweden performed 5 % worse than Denmark in 13 years (0.385 %
worse performance per year after the abolition, compared with a better performance
of 0.084 % per year before abolition) and last but least Norway performed 9 % worse
than Denmark in 3 years (0.34 % per year after the abolition, instead of almost the
same performance before the abolition).

5. Discussion and Conclusions

Countries that have a relatively low inheritance tax revenue like USA, Germany,
Netherlands, or Luxembourg, managed better to reduce the size of the shadow
economy, than countries that levied higher taxes or had a higher inheritance tax
revenue like Belgium, France, or Japan.

The volume of tax evasion certainly does not primarily depend on the question, if an
inheritance tax is levied in the respective country or not. There are many other factors
which are more relevant. But it is known, that the inheritance and wealth taxes
belong to the most unpopular existing taxes, and that the popularity of taxes has an
influence on the decision to commit tax evasion (Beckert 2008; Dowding 2008;
Prabhakar 2008). So, it is not surprising, that the inheritance tax plays a role
regarding the volume of tax evasion.

The results also show that it does not make any difference regarding the volume of
tax evasion if countries in general levy inheritance taxes or not. But there is a
measurable difference if countries levy high or low inheritance taxes. This is in line
with previous findings for the income tax (Clotfelter, 1983). Countries with low
inheritance tax revenues are more successful in fighting tax evasion than countries
with high inheritance tax revenues. This is understandable, as high taxation with an
unpopular tax pushes people to commit more tax evasion (Hammar et al., 2009). In
advance of abolishing the inheritance tax, normally in most countries, a broad
discussion starts in the society about the advantages and disadvantages of the
abolition. Often this discussion is very emotional, not only due to the unpopularity
of the inheritance tax but also because of aggressive debates between left-wing or
socialist parties and trade unions on the one side and lobby groups of rich people or
companies on the other side. Questions of fairness of taxation and unequal societies
are discussed. These emotional discussions have influence to the behavior of
taxpayers regarding their decision to commit tax evasion. Countries which abolished
the inheritance tax were faced with a significantly higher shadow economy in the
years after the abolition, than comparable countries, which did not abolish the
inheritance tax. As tax morale is an important factor in tax evasion (Kemme et al.
2020; Luttmer, E., and Singhal, M. 2014), it is likely, that the abolition of inheritance
taxes leads to reduced tax morale. Presumably, some people are frustrated about the
abolition of the inheritance tax or perceive the abolition as unfair, due to the
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emotional debate in advance and react by committing more tax evasion as a form of
self-justice.

Overall, the results show, that inheritance has more influence on the volume of tax
evasion than the relevance of the tax would suggest given the relatively low tax
revenue in most countries. This can be explained by the high level of emotionality
in discussions about the inheritance tax and the high unpopularity of the inheritance
tax.

With a view to the amount of tax evasion, the recommendation for all countries,
which already introduced inheritance taxes is, that they should not abolish the
inheritance tax, in order to avoid an increasing size of the shadow economy. But it
is also recommended to levy only moderate inheritance taxes. Otherwise, the high
unpopularity of the inheritance tax can lead to more illegal tax evasion.
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