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Taxing wealth: general principles, international
perspectives and lessons for Brazil

Tributacdao da riqueza: principios gerais,
perspectivas internacionais e licbes para o Brasil
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RESUMO: O debate sobre tributacdo da riqueza estd novamente sujeito a um grande
interesse devido as propostas que saem do ciclo eleitoral dos EUA e ao crescente
aumento da desigualdade da riqueza no mundo. Este artigo debate a tributagdo da posse
da riqueza e de sua transferéncia entre geracdes (o imposto sobre fortunas e o imposto
sobre herangas), analisando a experiéncia internacional e extraindo licdes para o Brasil. O
“Imposto sobre Grandes Fortunas” nunca foi implementado e o “Imposto sobre Herancas”,
em nivel estadual, tem sido enfraquecido ao longo do tempo. Portanto, considerando a
experiéncia histdrica e as pesquisas atuais, nés propomos um modelo de implementagio e
maior progressividade destes dois impostos, apesar de importantes restrigdes no campo da
economia politica.
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ABSTRACT: The international debate on wealth taxation has been subject to renewed
interest amid new proposals coming out of the US electoral cycle and the salience of wealth
inequality. This article reviews the case for taxing wealth and its transfer across generations
(wealth and inheritance taxes), analyzing their design from an international comparative
perspective, and extracting lessons for Brazil. The long-debated “Tax on Large Fortunes”
has never been implemented and the state-level “Tax on Inheritances” has been watered
down over time. We propose a framework for the progressive implementation and reform

of both taxes in the country. We argue, given the historical record and current research,
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that they are technically and administratively feasible proposals, notwithstanding important
political economy considerations.
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INTRODUCTION

The distributive function of taxation is becoming increasingly relevant in a
context of rising income and wealth inequality across much of the world (Alvare-
do et al., 2018). In this article, we consider an important component of a progres-
sive tax system: the taxation of wealth. This comprises taxes on the aggregate val-
ue of an individual’s wealth — real estate, deposits, equities, bonds, business capital,
etc. — whether it is accumulated within generations (wealth taxes) or transferred
across generations (estate and inheritance/gift taxes). The first are recurrent taxes
levied annually, while the second are typically one-off taxes.

In Brazil, economic inequality is seen as an important social problem, partic-
ularly top-end concentration (Barros et al., 1995; Hoffmann, 2002; Medeiros,
2006; Soares, 2010; Souza, 2018). Brazil’s inequality is also weakly affected by the
existing personal income tax due to a mix of regressive exemptions and low mar-
ginal tax rates (Morgan, 2017; Gobetti and Orair, 2017). It is in this context that
we discuss the potential for wealth and inheritance taxes as an added redistribu-
tive instrument in Brazil.

But why tax wealth in the first place? There are multiple reasons, which have
to do with the nature of wealth and its implications in a market-economy with pri-
vate property. First, much of private wealth is collectively determined, making it
difficult to isolate individual contributions to its overall monetary value. Here we
can think about the effects of central bank monetary policies on the value of finan-
cial assets and liabilities; the conventional herd-like behavior of stock markets; the
effects of urbanization and public housing supply on real estate prices; public in-
vestment in infrastructure, R&D and innovation; the contribution of the workforce
to the productivity and profitability of firms; and so on. Second, an important part
of wealth is due to circumstances. In this case, we may think of those “born into
wealth” through inheritance. Third, the accumulation of wealth amid high and ris-
ing inequality can thwart the proper functioning of democratic institutions from
the interests of the wider public to those of a narrow “elite”, who can use their eco-
nomic power to influence the legislative process.

During the 20t century, advanced democracies, like the USA and the UK, lev-
ied high progressive taxes on estates passed down between generations, with top
marginal rates reaching 70% and 80% on the highest inheritances at their peak in
the mid-century (Piketty, 2014). Many other countries followed suit, understand-
ing inheritance as a powerful driver of unearned inequality and a threat to highly-
cherished meritocratic values. Beyond meritocratic principles, the inheritance tax
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also receives the backing of mainstream (“neoclassical”) economists, since it is the-
orized to not interfere in the allocation of an individual’s time between work and
leisure (Gronau, 1977). However, while popular among academics and policymak-
ers, it one of the most sensitive taxes for ordinary citizens, given the sentimental
motives attached to bequest and the low perceived salience of inherited wealth (Bas-
tani and Waldenstrom, 2019).

On the other hand, annual wealth taxes are more salient for the majority of
the population, as low rates and high thresholds are generally applied. Yet, they
have been used a lot less frequently throughout history. This may have been due to
the exceptional egalitarian leveling of the wealth distribution in the past, from ex-
ogenous shocks (wars) and endogenous policies that many countries experienced
or implemented (high inheritance taxes, capital levies, capital controls, nationaliza-
tions, interest rate ceilings, rent controls, public housing initiatives, etc.). However,
in recent decades, this alignment of factors has ceased to exist. The combination of
financial deregulation with government de-nationalization, and capital and trade
liberalization, has paved the way for rising inequality in the “neo-liberal” age. This
gives the recurrent wealth tax greater relevance as a tool to deal with inequality
and its social problems.

The remainder of the article is structured as follows. The second section cov-
ers the wealth tax, its rationale, structure, valuation issues and international expe-
rience. The third section assesses the inheritance tax from an international compar-
ative perspective. The fourth section examines the wealth tax and inheritance tax
in the Brazilian context. We conclude with political economy remarks in the last
section.

WEALTH TAX

Owning capital assets brings a level of financial security, independence, and
influence that cannot be compared to the income level of an individual. Indeed,
through its command over economic resources, a high level of accumulated wealth
results in disproportionate political power and rent-seeking (Bowles, 2012; Oxfam,
2014; Iara, 2015).

For these reasons, supporters of wealth taxation, such as Rudnick and Gor-
don (1996), argue that progressive income taxation cannot be the only strategy to
improve tax fairness. Many authors, such as Diamond and Saez (2011) and Jacobs
(2013), have criticized the high reliance placed on labor taxation, as opposed to
capital and wealth taxation. Payroll taxes, like consumption taxes, generally have
low incidence among the wealthiest individuals. The introduction of a progressive
wealth tax would at least mitigate this unequal division of the tax burden, as wealth
itself is highly unequally distributed within countries (Alvaredo et al., 2018). More-
over, most advanced economies levy local property taxes on real estate, which is
the main wealth asset among families within the middle 70% of the wealth distri-
bution (Alvaredo et al., 2018; Saez and Zucman, 2019). A progressive wealth tax
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on all asset categories would be better able to effectively tax the wealthiest fortunes,
which are disproportionately composed of financial assets (ibid.).

On the other hand, there are authors, like Denk (2012), who argue that wealth
taxes discourage saving and asset accumulation within generations and encourage
capital flight to tax heavens. They also highlight that recurrent wealth taxes are un-
feasible, especially in developing countries, due to high administrative costs. These
challenges can be overcome with adequate attention to design and logistics. If
wealth taxes were to have few exemptions and high initial thresholds, only a small
fraction of the population would be affected, and resources could be redirected to
increase the savings of the rest of the population (Saez and Zucman, 2019).! Tax
avoidance and evasion can be mitigated with third-party reporting of assets and a
weakening of offshore financial centers.? For example, minor response elasticities
of less than 1 are found in Sweden (Seim, 2017), the Netherlands (Zoutman, 2018),
and in Denmark (Jakobsen et al., 2018) — countries with extensive third-party re-
porting of wealth.? In countries with weak enforcement, such as Colombia, this
elasticity is twice or three times as high (Londofio Velez and Avila-Maheca, 2018).
Much larger elasticities are found in countries with weak or no third-party report-
ing, and sub-national taxation, such as Spain (Durdn-Cabé et al., 2019), and Swit-
zerland (Briilhart et al., 2019), where a 0.1 percentage point increase in wealth tax-
ation lowers reported wealth by up to 3.5% in total.*

The administrative costs of implementing a wealth tax have to be weighed up
against its potential benefits, noting that the information technology to properly
administer them is readily available to many countries, less-developed included. For
instance, tax administrations can make use of databases on local property taxes to
establish real estate values, which only requires cooperation agreements among dif-
ferent tiers of government. Property values can be verified both by acquisition val-
ues from notaries or by up-to-date market values from real estate sector entities. In
addition, the use of Computer Assisted Mass Appraisal has substantially reduced
the administrative costs of valuations. Other non-financial assets can be reported
at their acquisition value, accounting for depreciation, or by business surveys that
compile their average market values.

Regarding financial assets, tax administrations can compel financial institu-

I The implied assumption here that a high concentration of financial saving leads to more productive
investment in society than otherwise is questionable, not only in theory but in practice. It can be argued
that wealth taxes de-concentrate ownership of assets among individuals without affecting investment
decisions or innovation, as these are taken in the context of competing enterprises emulating one another.

2 The dis-use of these centers by national residents can be achieved unilaterally via economic sanctions
from economically large countries. However, multilateral cooperation would be more effective. We
return to these issues in the fourth section.

3 An increase in the average wealth tax of 1 percentage point reduces declared taxable wealth by less
than 1%.

41t should be noted that these estimates are drawn from very small changes in sub-national tax rates.
In the Spanish case, the estimates only correspond to the region of Catalonia.
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tions to provide information on the assets of their clients. In the case of an open
market security, its value can be defined as the average price during the fiscal year.
Bank deposits can be valued as the higher value between the total balance in the
last day of the fiscal year and the annual average balance. This would prevent strat-
egies of withdrawal or transfer just before the end of the fiscal year to minimize
tax payments. More recently, the OECD’s tax information exchange agreements
(TTEAs) — in which Brazil took part in December 2016 — have strengthened the in-
strument of third-part reporting at the international level, enhancing enforcement
against tax evasion and aggressive tax planning.

On the other hand, Saez and Zucman (2019) highlight the lack of a systemat-
ic market valuation for business assets and private corporate stock typically held
by the richest households.’* However, they point to the existence of secondary mar-
kets for some of these assets and cite that countries like Switzerland have success-
fully taxed shares in private businesses on the basis of estimates combining the book
value of business assets and a fixed multiple of profit flows.

Despite these increasing opportunities, the international trend has been to-
wards the weakening or removal of wealth taxes. Bird (1991) notes that among
1965 and 1988, wealth and inheritance taxes dropped from 0.5% to 0.4% of GDP
among OECD countries. Kessler and Pestieau (1991) argue that wealth tax reve-
nues have been very low in Europe due to four main reasons: (1) few countries
taxed corporate wealth; (2) the minimum tax threshold greatly varied between
countries; (3) many countries limited the annual income share that could be taxed
by both the personal income tax and the wealth tax; (4) real estate was common-
ly undervalued and there was no declaration of overseas properties.

Before 1990, all Western European countries had a recurrent wealth tax, with
the exception of Belgium, Portugal and the United Kingdom. Since 1990, it was
abolished in Austria (1994), Denmark and Germany (1997), Iceland (2005), Fin-
land (2006), Sweden (2007), Spain (2008) and Greece (2009). Due to the fiscal cri-
ses following the global financial crisis of 2008-2009, the tax was revived in Spain
(2011) and temporarily in Iceland (2010-2014). It remains in France (restricted to
real estate since 2018), Luxembourg, Norway, Spain and Switzerland. In Latin
America it only exists in Argentina, Colombia and Uruguay.

Table 1 shows the structure of the wealth tax in these eight countries for 2019.
In all the eight countries, except Luxembourg and Uruguay, the tax base is limited
to personal wealth. Argentina is the unique case where the tax does not take debt
into account. In France and Spain the tax is characterized by notable exemptions
and limits: income and wealth taxes combined cannot exceed a fixed share of a tax-
payer’s income (75% in France and 60% in Spain); from 2018 in France, the tax
exempts financial assets; while in Spain, primary residences and certain types of in-

5 The authors estimate that these assets make up about 20% of the total wealth of the richest 0.1% of
households in the U.S.
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dividual corporate shares are exempt, while its autonomous communities can reg-
ulate exemptions to the point of offering full rebates to its taxpayers (as in the case
of Madrid).

Tax thresholds greatly vary among the selected eight countries, from no thresh-
old and a minimum levy on corporate wealth in Luxembourg, to 1,300,000 euros
of individual taxable wealth in France and Colombia. Spain also has a high thresh-
old of 700,000 euros, while in the other countries it varies from 70,000 to 280,000
euros. The tax rates are proportionate or progressive, generally being between 0.5%
and 1.5%.

Table 1: Main Features of Wealth Taxes (selected countries, 2019)

Countr Competence Tax Tax Tax Tax Rates
Y P Base Unit Threshold' (%)
No
Luxembourg Central Net Wealth Corporate threshold 0.5
. Regional 2
Switzerland and Local Net Wealth Personal 180,000 0.11t00.94
Uruguay Central Net Wealth Personal and 120,000 0.7t02.8
Corporate
Colombia Central Net Wealth Personal 1,300,000 1.0
Norway Regional Net Wealth Personal 120,000 0.85
and Local
Argentina Central Gross Wealth Personal 70,000 0.25100.75
France Central Net Real Personal 1,300,000 05t015
Estate Value
Spain Central Net Wealth Personal 700,000 051025
and Regional

Source: OECD (2018b) and Finance Ministries (selected countries). The recent tax reforms in Argentina

(tax rate reduction and threshold increase) and France (tax base restriction to real estate) are not accounted for.
1 In euros of Jan 1, 2019 (market exchange rates, approximate values).

2 Canton of Geneva.

Table 2 shows that wealth tax revenues have been stable since 2000, 0.8% of
GDP on average (or 0.5% in median value). However, it is important to note that
according to OECD data (2018b), they were about 0.45% of GDP between 1970
and 1999 amongst the 12 countries that adopted the tax (Austria, Canada, Den-
mark, Finland, France, Germany, Iceland, Luxembourg, Netherlands, Norway, Swe-
den, and Switzerland). Higher than average revenues are collected in Luxembourg,
Switzerland and Uruguay.
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Table 2: Wealth Tax Revenues in selected countries, 2000-18 (% of GDP)

2000- 2004-
Country 2003% 2007* 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Luxemburg 237 226 190 194 207 199 204 210 216 252 262 273 287

Switzerland 1.20 120 119 120 117 113 1120 1170 121 124 126 128 133

Uruguay 0.75 1.01 105 118 108 106 106 106 114 111 105 101 098
Colombia 048 018 069 044 041 072 066 063 058 069 051 042 0.05
Norway 053 055 056 056 055 055 055 056 057 045 054 054 057
Argentina nd. 030 029 032 031 027 027 031 031 031 024 022 0.10
France 016 019 021 0.18 022 021 024 021 024 024 022 022 0.08
Spain 020 020 0.26 006 006 006 014 020 018 018 0.18 0.18 0.18
Iceland 0.70  0.10 - - 024 037 053 047 054 - - - -

Source: IMF (2018) and OECD (2018b); except Argentina (2018) and Uruguay (2018).
*Average value in the period.

INHERITANCE TAX

The taxation of wealth transfers via inheritance or donation is often levied on
their net-of-debt value and is divided into two categories: those levied on the over-
all value of the estate left over, and those levied on the inheritance received by each
heir. The first, known as the Estate Tax, is more common in Common Law coun-
tries, while the second, known as the Inberitance Tax, is more common worldwide.
The Estate Tax may have a proportional or progressive schedule while the Inberi-
tance Tax is generally progressive and has selective tax rates, which generally vary
according to the amount received and the relationship between the deceased and
the beneficiary. Both estate and inheritance taxes are often integrated with the tax-
ation of donations, since taxpayers could easily avoid taxation by making/receiv-
ing lifetime donations. The inheritance tax has an important distributive feature,
considered to be much more important than its revenue potential. For example,
Bird (1991) referring to a study using income tax data, states that the inheritance
tax in Japan had a larger effect on reducing inequality than the personal income
tax. Indeed, despite its generally weak revenue mobilization, inheritance taxation
may prevent the excessive concentration of wealth and its income flows across gen-
erations.

After the Second World War, inheritance taxation was heavily used as a dis-
tributive instrument in advanced economies. Piketty (2014) highlights that in the
United States, United Kingdom and Japan, the top marginal tax rates between 1950
and 1980 were approximately 75 %-80%, decreasing to approximately 40% by the
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2010s, except in Japan where it fell to 55%. Indeed, according to the OECD data-
base (2018b), the ratio of inheritance tax revenues to GDP in the end of the 1960s
reached approximately 0.8% in United Kingdom (reduced to 0.2% since the 1980s),
0.6% in Australia (abolished in 1979), and 0.5% in Ireland, New Zealand and
United States.b On the other hand, the tax was strengthened in France, Belgium, Ja-
pan and Korea. For example, in France and Belgium, this ratio increased from
0.2%-0.3% during the 1970s to 0.5%-0.7% since the 2010s.

Although most of the economics literature states that inheritance taxation has
a strong distributive effect and generates lower economic distortions than other
taxes, there is a general global trend towards its weakening, due to the prevailing
economic narrative that emphasizes its low revenue potential, its high administra-
tive cost, high unpopularity and the threat of capital mobility. Being on the agen-
da of many political parties that were elected to power in multiple countries since
the 1970s, the tax was abolished in Canada (1972), Australia (1979), Israel (1981),
India and Peru (1985), Malaysia (1991), New Zealand (1992), Egypt (1996), Italy
(between 2001 and 2006, and re-introduced with weaker scope since), Panama
(2002), Portugal and Slovakia (2004), Russia and Sweden (2005), Hungary and
Honk Kong (2006), Austria and Singapore (2008), Norway and Czech Republic
(2014) and Puerto Rico (2017).

It is still important to note that statutory marginal tax rates can bear little re-
semblance to effective tax rates, due to the impact of thresholds, exemptions (com-
monly applied to the primary residence) and property undervaluation vis-a-vis
market values. For example, AGN International (2010), as cited by the European
Commission (2011), notes that average effective tax rates on inherited wealth were
substantially lower than statutory tax rates in European countries, being 22 % in
Belgium, around 13% in Spain, Holland and Finland, 8% in the United Kingdom,
Denmark and Poland, and 5% in France and Greece.

Table 3 shows the highest statutory tax rate in 23 selected countries in 2017
for direct descendants and other heirs, as well as the exemption threshold and the
top threshold applied to direct descendants. A number of points can be highlight-
ed. Among countries of Western Europe (Germany, Spain, Ireland, United Kingdom,
France and Belgium), a maximum tax rate of 30%-45% is applied in the case of
direct beneficiaries. However, these top tax rates apply from different thresholds
that vary from approximately 500,000 euros in Belgium to 26,000,000 euros in
Germany. The exemption thresholds applied to direct descendants vary from less
than 20,000 euros in Spain, Holland, Finland and Iceland, to over than 300,000
euros in Ireland, United Kingdom and Germany. This level of variation across coun-
tries conveys the broad range of tax progressivity applied: higher thresholds and
tax rates make for a more progressive tax system.

Higher tax rates are generally applied to more distant relatives, rather than di-

61t was abolished in New Zealand in 1992 and revenues fell to about 0.15% in the United States and
Ireland since the 2010s.
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rect descendants. In Belgium, this highest rate reaches 80%, while in France and
Spain it reaches 60%. On the other hand, Italy re-introduced the inheritance tax in
2007 with a threshold of 1 million euros under a proportional tax rate of 4% to
direct descendants and between 6% and 8% to other descendants. Among other
developed countries, the United States, Japan, Korea have an average top tax rate
of 50% and the thresholds of this top tax rate were on average over 3 million eu-
ros in 2017. In the listed Asian countries, the system is progressive under a thresh-
old that starts at 75,000 euros.

Table 3: Inheritance Tax: threshold levels and top tax rates in 2017

Direct Descendants Others Heirs
Country Exemption Top Marginal ~ Top Marginal Top Marginal
Threshold' Threshold’ Tax Rate Tax Rate
Japan 75,000 4,500,000 55% 55%
Korea 75,000 2,300,000 50% 50%
France 160,000 1,800,000 45% 60%
United States 5,000,000 5,000,000 40% 40%
United Kingdom 368,000 368,000 36% 36%
Ireland 310,000 310,000 33% 33%
Spain 8,000 800,000 32% 64%
Belgium 50,000 500,000 30% 80%
Germany 400,000 26,000,000 30% 50%
South Africa 235,000 2,100,000 25% 25%
Chile 56,000 840,000 25% 35%
Holland 20,000 122,000 20% 40%
Finland 20,000 1,000,000 19% 33%
Ecuador 50,000 600,000 175% 35%
Argentina (BA)? 10,000 670,000 16% 22%
Denmark 34,000 34,000 15% 25%
Iceland 10,000 10,000 10% 10%
Greece 150,000 300,000 10% 40%
Turkey 37,000 926,000 10% 10%
Taiwan 12,000 12,000 10% 10%
Colombia lrl]r:igf];e?aio n.a. 10% 10%
Brazil 20,000 n.a. 8% 8%
Italy 1,000,000 1,000,000 4% 8%

Notes: Authors’ elaboration from official sources. The table ranks countries by the level of their top marginal tax
rate applied to direct descendants (i.e., children). Top marginal thresholds for Colombia and Brazil are not available,
as in the former the tax is integrated to the income tax, while in Brazil top rates vary by state.

"In euros of Jan 1, 2019,

2 Only in the Province of Buenos Aires.
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It important to mention that in the United States the Estate Tax is a federal
tax, but states can also have a separate tax on inheritance. In 2000, the Estate
Tax was progressive above an exemption level of only US$ 10,000 and a top mar-
ginal rate of 55%. Since 2001, the top tax threshold has been annually increas-
ing, reaching US$ 3.5 million in 2009. In 2010, the tax was completely abolished,
but re-introduced in the following year with a proportional rate of 35% (and sub-
sequently increased to 40%) and a tax threshold of approximately US$ 5 million
until 2017. In 2018, the threshold was increased to US$ 11.2 million. This exam-
ple illustrates how sensitive this tax is to legislative changes, and how large ad-
justments can come into effect relatively quickly.

Among the selected developing countries of Table 3, top tax rates applied to di-
rect descendants and threshold levels were much lower than in developed countries.
The top tax rates varied from 8% in Brazil to 25% in Chile and South Africa.

Table 4 shows the development of inheritance/estate tax revenues as a share
of GDP. Comparing with Table 3, countries with higher tax rates and lower tax
thresholds tend to generate higher revenues. For example, Belgium has a top mar-
ginal rate of 80% (30% to direct descendants) and a threshold of only 57,000
euros, which have generated revenues between 0.6% and 0.7% of GDP. In con-
trast, since 2011, the United States government collects 0.14% of GDP in estate
taxation with a top tax rate of 40% and a tax threshold of 5 million euros.
Among developing countries, Brazilian inheritance tax revenues reached 0.11%
of GDP in 2017, the highest among this cohort. This greatly contrasts with South
Africa, where inheritance taxation has returned only 0.04% of GDP with top tax
rates of 20%-25% and a tax threshold 15 times higher than Brazil’s. While high-
er revenues are generally collected by countries with lower exemption thresholds,
it should be noted that this may come at the expense of lower distributive out-
comes.”

Among Latin American countries, Colombia, Mexico and Uruguay do not
have any specific tax levied on inheritance. However, in Colombia, inherited
wealth comes under the individual income tax, with primary residences being
exempt. In Mexico, only donations are under the individual income tax, while
the inheritance of real estate is under the general property transfer tax. The same
occurs in Uruguay, where only the inheritance of real estate is taxed by the gen-
eral property transfer tax. In Argentina, the tax was just introduced in the Prov-
ince of Buenos Aires in 2011 (not including the Autonomous City of Buenos Ai-
res).

7 For example, Elinder et al., (2015) (as cited by OECD, 2018a) find that in Sweden, small inheritances
received by poor taxpayers reduce inequality.
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Table 4: Inheritance/Estate Tax Revenue in selected countries, 1995-2018 (% of GDP)

1995-  2001- 2006-
Country 2000 -2005 -2010 2011 2012 2013 2014 2015 2016 2017 2018

Belgium 037 048 061 064 070 079 070 073 070 072 072
France 042 047 041 041 043 045 048 056 055 062 061
Japan 043 030 029 031 032 033 039 039 040 039 041
Korea na. na 024 025 037 032 035 030 033 039 041
Taiwan n.a. n.a. n.a. 0.17 0.19 0.16 0.16 0.20 0.28 0.29 n.d.
Holland 028 030 029 024 021 027 023 024 026 025 025
;J:r:ed King- 018 021 020 018 018 019 021 024 025 026 022
Finland 023 029 027 020 025 032 024 030 024 041 030
Spain 020 022 025 021 022 024 026 026 024 023 022
Germany 012 016 017 016 016 016 019 021 022 019 0.20
Denmark 020 020 022 026 021 021 020 026 021 020 021
Switzerland 028 022 015 014 0.4 015 018 016 017 017 0.8
Ireland 018 013 017 014 016 015 019 016 015 015 0.16
Iceland 010 009 011 008 011 013 013 013 015 0.6 0.15

United States 032 027 020 009 012 016 014 014 014 014 014

Brazil n.a. 0.04 005 006 0.07 0.08 0.08 0.1 0.12 0.1 0.1
Greece 025 017 008 006 005 005 006 008 0.07 0.09 n.d.
Chile 0.03 0.04 007 0.04 005 003 002 005 0.06 0.1 0.07
South Africa 0.04 004 003 004 003 003 004 005 0.04 0.07 n.d.
Italy 0.07 0.03 0.02 0.1 0.04 0.04 004 004 004 005 0.05
Turkey n.a. n.a. 0.09 002 002 002 002 002 002 002 0.03
Norway 009 009 009 006 006 0.07 0.06 - - - -
Austria 0.05 0.07 0.04 - - - - - - - -
Sweden 0.10  0.09 - - - - - - - - -
Portugal 0.07  0.05 - - - - - - - - -

Source: IMF (2018), OECD (2018b) and other sources.

WEALTH AND INHERITANCE TAXES
IN BRAZIL: FEATURES AND REFORM PROPOSALS

This section discusses in more detail the taxation of wealth in Brazil — the Tax
on Large Fortunes, as introduced in the Brazilian Constitution in 1988 — and the
taxation of wealth transfers — the inheritance tax levied by the state governments.
We make a proposal for the implementation and reform of both types of taxes. The
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proposals are intended to be contributions to an on-going debate in Brazil, as well
as in other countries.

Tax on Large Fortunes

Some valid arguments exist for the introduction of a tax on wealth in Brazil,
most notably the high levels of inequality persisting in the country and the signifi-
cant levels of private wealth held domestically. Moreover, the implementation of a
wealth tax would be a democratic and transparent way to directly track and assess
the distribution of wealth among the population. Even if revenues from the tax are
relatively low from international experience, its primary function should rest on its
distributive mechanisms.

The introduction of the Tax on Large Fortunes (Imposto sobre Grandes For-
tunas — IGF) under the Brazilian Constitution in 1988 was strongly influenced by
the French wealth tax, Impot sur les Grandes Fortunes (1981-1986) and Impot de
Solidarité sur la Fortune (1988-2017). The Constitution of 1988 states that IGF
must be implemented by a Supplementary Federal Law which requires a special
quorum of one half of congressmen in both legislative houses to be passed. Never-
theless, despite two parliamentary votes, IGF has never been implemented to date.
In 2017, there were 23 bills that intended to implement IGF in Brazil, 18 in the
Chamber of Deputies and 5 in the Federal Senate. A bill was approved in the Sen-
ate in 1989 and forwarded to the Chamber of Deputies, but after 11 years of pro-
cedures, it was rejected by the Finance and Taxation Commission in 2000. This bill
proposed to tax all net wealth above R$ 4 million (just under 1 million euros?) un-
der progressive tax rates between 0.1% and 0.7%. The main reasons for its rejec-
tion had to do with the abolition of wealth taxes in several Europeans countries
during the 1990s, its alleged high administrative costs, and its low revenue poten-
tial. Subsequently, in 2008, there was another bill voted in the Commission of Eco-
nomic Issues of the Federal Senate, which was again rejected, essentially for the
same reasons as the previous rejected bill. However, this new bill intended to tax
all net wealth above R$ 10 million (2.25 million euros) at a proportional rate of
1% (Carvalho Junior, 2011; Carvalho Junior and Passos, 2018).

In 2015, the Federal Revenue Secretariat (Secretaria da Receita Federal — SRF)
of the Ministry of Finance began to publish annual reports based on tabulated sta-
tistics from income tax declarations, including the net wealth (gross wealth minus
debts) of Brazilian taxpayers ranked by income.’ The data are far from being per-
fect for the task at hand, but they suffice to fix some orders of magnitude regard-

8 All conversions from R$ (BRL) to euros were set as market values of Jan 1,2019 (1 euro = 4.44 BRL).

 About 46% of total gross wealth comprised of financial assets, 37% comprised immovable property,
and 7% comprised of vehicles. Total declared debts accounted for about 10% of gross wealth. Reported
gross wealth corresponds to 122% of GDP, while reported debt to represents 14% of GDP.
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ing the potential tax base of wealth. They reveal that the wealth distribution among
income taxpayers is more concentrated than its income equivalent, which is already
one of the most concentrated in the world. According to the latest report relating
to incomes of 2017 (SRE, 2018), approximately the top 1% of these income tax-
payers (320,178 taxpayers with a monthly income above R$ 56,000 (12,600 eu-
ros)) received 22% of reported income and 34% of reported net wealth. Further-
more, the top 0.1% of these taxpayers concentrate 10% of income and 17% of
wealth.!% Their average wealth amounts to almost 60,000 multiples of the month-
ly minimum wage.!!

An effective wealth tax of 3% on the net wealth of these 0.1% taxpayers
would mechanically equate to 0.63% of GDP. Factoring in potential behavioral ef-
fects on the amount levied would lower this figure. Assuming the same effect that
Londofio-Velez and Avila-Macheca (2018) estimate for Colombia — a 20% loss of
projected revenues from a 1% wealth tax — and accounting for strong enforcement,
third-party reporting and the TIEAs that Brazil has signed with 51 countries, the
revenue estimate could be closer to 0.5% of GDP. This scheme would mainly af-
fect approximately 30,000 taxpayers with a stock of wealth above R$ 50 million
(11.3 million euros).

Thus, a proposal to be examined would be the introduction of an annual tax
on net wealth above a high initial threshold to target the super-rich, thus making
it highly progressive and salient. The tax would apply to total household wealth to
avoid intra-household portfolio re-allocations. Single person households would
face lower thresholds (e.g., the proposed thresholds divided by 2). The schedule
could contain four brackets, each expressed as multiples of the monthly minimum
wage, starting at 0% and reaching 4%, thus making it more progressive than ex-
isting international schedules.

Table 5 displays our proposed schedule. All assets should be determined at their
current market value, with appropriate registries of real estate in place.'2 The brack-
et values are defined as multiples of the monthly minimum wage and are expressed
in effective tax rates (not marginal rates) applied to the total value of wealth net of

107t should be noted that the concentration among all Brazilian adults, not just those making income
tax declarations, is likely to be much higher. Roughly 20% of the adult population is covered in the
income tax statistics in Brazil. Assuming that the remaining 80% of adults have 0 net wealth, the top
1% of all adults would hold about 50% of net wealth, with the top 0.1% amassing about 30%. Some
caution with these wealth inequality estimates is necessary as the assets and debts declared in personal
income tax returns are valued at their cost of acquisition, not necessarily reflecting their up-to-date
market values, which can underestimate wealth. In addition, the tabulations are ranked by total income,
so there is likely to be re-ranking issues given the lack of a perfect correlation between the distribution
of income and wealth. Only access to better data on wealth would allow us to make more precise
estimates.

1 One minimum wage was equal to R$ 937 (211 euros) as of Jan 1,2017.

12 Unlikely other wealth tax systems applied worldwide, primary residences would not be exempted in
our proposal since the first tax threshold is already very high.
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debt liabilities of households.!? Fortunes between each scale would be taxed progres-
sively, such that the effective tax rate evolves in a smooth manner along the wealth
distribution, without the threshold jumps that are present in marginal tax rate sched-
ules. For example, a person possessing a fortune equal to 150,000 min. wages, half-
way between 50,000 and 250,000 min. wages, would pay an effective rate of 2.5%,
halfway between 2% and 3%. The top rate of 4% would approximately affect Bra-
zilian billionaires (those with over 225 million euros in net wealth).

Table 5: Proposed Schedule of the Tax on Large Fortunes

Accumulated wealth

. . Effective tax rate
(as multiples of monthly min. wage)

20,000 0%
50,000 2%
250,000 3%
1,000,000 4%

Source: Authors’ elaboration.
One minimum wage was equal to R$ 998 (225 euros) in Jan 1, 2019.

Immediate distributive effects of a recurrent wealth tax of this nature are typ-
ically small, as they effect a small number of households — the top 0.1% income
taxpayers would see their wealth share decline by half a percentage point or less in
the first year. But compounded over time, the lower growth rate of their after-tax
wealth would lower their share more significantly. If potential liquidity problems
arise, this may force individuals to sell part of their assets thus contributing to fur-
ther deconcentrate wealth. However, judging from the SRF statistics it is unlikely
that liquidity problems would arise given the average income levels of the popula-
tion likely to bear the tax. For instance, the average wealth tax bill corresponding
to the wealth in last income bracket would be about R$ 1.6 million, while the av-
erage income of this group (25,000 people) is about R$ 11.5 million. A proper anal-
ysis of the joint distribution of income and wealth using microdata (currently un-
available) would improve assessments of liquidity, and better inform whether
thresholds could be modified or whether effective tax rates at the top could increase
further.

To confront tax avoidance, the SRF already avails of a registry of financial as-
sets — the Declaracio de Informacoes sobre Movimentacio Financeira (DIMOF) —
which are the assets most susceptible to evade taxes. The tax office thus knows the
owners and jurisdiction of the financial assets of households included in the income

13We include an initial bracket from 20,000 to 50,000 min. wages with an effective tax rate from 0%
to 2%, which minimizes the threshold effect. According to SRF (2018), this lower bracket would have
about 10,000 taxpayers while the remaining brackets would have about 30,000 taxpayers.
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tax declarations. This monitoring program could be expanded to cover all private-
ly-owned financial assets.

However, wealth hidden in offshore tax havens presents a notable challenge.
The best estimates available attribute the offshore wealth of Brazilians to be 6.2%
of GDP in 2007, 5.1% of which is located in Switzerland (Alstadszter, Johannesen,
and Zucman, 2018). This total is lower than the world average of 9.8% and the
Latin American average of 13 %, being one of the lowest among the big Latin Amer-
ican economies. Only Chile at 6% of GDP is lower (in comparison, Argentina’s
share is 37% of GDP). Nevertheless, 6.2% of GDP remains substantial. Assuming
the same share in 2019 equates to R$ 452 billion (101 billion euros) of wealth. Al-
though no estimates have been made on its distribution, it is likely that this wealth
is highly concentrated at the top end.

Therefore, to increase the scope of the wealth tax, Brazil should continue to
cooperate with foreign tax authorities to put an end to cross-border evasion, fol-
lowing its 2016 commitment to the OECD’s TIEAs. To fully curb this problem more
action will be needed. For example, proposals for the automatic exchange of bank
information with tax havens, enforced through commercial sanctions by regional
coalitions and verified by a “world financial registry” under the supervision of an
international public organization, should also be pushed for (Zucman, 2015).'4
However, it should be noted that this international cooperation is not strictly nec-
essary for Brazil to enact its own wealth tax legislation. Domestic financial regula-
tion would go a long way to establishing a solid tax base. Furthermore, unilateral
sanctions on tax havens from a country of Brazil’s economic size and importance

- ranging from prohibitive tariffs on their goods to the removal of their service li-
censes on domestic territory (e.g., banking) — would be feasible and effective (ibid.).

Tax on Inheritance

As the third section evidenced, some form of taxation of inheritance and inter-
vivos donations exists or has existed in most countries. Brazil is no exception, with
the Imposto sobre Transmissdo Causa Mortis e Doagdo (ITCMD) being created by
the 1891 Constitution and regulated in 1898 with tax rates between 0.5% and
22%, varying according to state and to the relationship between the donor and the
recipient. In the Federal District (Rio de Janeiro up to 1960 and Brasilia since), this
range was increased from 3% to 38% in 1940, and from 2% to 65% in 1962.%5
The states of Santa Catarina (1957-1965), Sao Paulo (1932-1965), and Minas

14 A world financial registry would in effect identify the owners and jurisdiction of all global financial
assets in circulation, allowing national fiscal administrations to verify that their contributors have
honestly declared all their financial assets inscribed in the registry.

15 Federative Republic of Brazil (1940, 1962). Article 5% of Federal Decree-Law 2,224/1940 and Article
76 of Federal Law 4,191/1962. In this latter law, the exemption limit was defined up to 5 times the
minimum wage of the Federal District.
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Gerais (1939-1965) also had progressive systems in the past, with top marginal
rates of 32%, 42%, and 60%, respectively, despite lower rates for transfers to chil-
dren and/or spouses (State of Santa Catarina, 1956; State of Sao Paulo, 1931, 1935;
State of Minas Gerais, 1938, 1947).

However, the ITCMD experienced notable changes over time. The main change
came about by the 18% Constitutional Amendment of 1965 (during the military
dictatorship), which limited the tax base to immovable properties and reduced the
tax rate to a proportional level of 2%. Its current form derives from the 1988 Con-
stitution. It is a state-level tax, levied by each state government on all inherited
wealth or donated inter-vivos transfers, according to its own discretionary sched-
ule. The only common feature was defined by the Federal Senate Resolution No. 9
of 1992, which establishes the maximum marginal tax rate of 8% across states,
which is very low by current and historical international standards.'® This same
resolution permits progressive tax rates (increasing by levels of inheritance/dona-
tions received by each beneficiary), and more states have been moving to a progres-
sive schedule. However, the Federal Supreme Court (Supremo Tribunal Federal —
STF) defined as unconstitutional the tax rate differentiation per degree of
relationship (STE, 2015).

According to ITCMD state legislations, the top marginal tax rates in 2017 were
2% in one state, 4% in ten states, between 5% and 7% in six states and 8% in ten
states (Carvalho Junior, 2018). In addition, the threshold and exempted assets al-
so vary. The exemption threshold was zero in ten states, but was R$ 192,000
(43,243 euros) in Mato Grosso. Primary residences are completely exempt in six
states while 18 states exempt low-valued residences (values that vary from R$
20,000 (4,504 euros) in Santa Catarina to R$ 477,000 (107,432 euros) in Acre).
Indeed, on average, the ITCMD represented less than 1% of state revenues and
barely more than half of Brazilian states operate a progressive system (Ibid.).

SRF (2018) also includes data on inheritance and donations received by in-
come taxpayers.'” These data show that about 345,035 of income taxpayers (1.2%
of the total, and 0.2% of the national adult population) received inheritance/dona-
tion transfers in 2017 amounting to R$ 306,058 (68,932 euros) on average (almost
3 times the average declared income). The distribution of the transfers among these
taxpayers is striking: 76 % of total transfers were received by the richest 10%, in-
cluding 52% for the top 1% (whose average receipts amounted to almost R$ 20
million (4.5 million euros), over 100 times the average declared income) and 32%

16 Furthermore, the tax thresholds are also very low for international standards and there is no tax
differentiation per degree of relationship. Since 20135, the ratio of Brazil’s inheritance tax to GDP is the
highest amongst developing countries (see Table 4). However, such low thresholds and rates make its
inequality impact quite low.

17 As opposed to the data on wealth, inheritance and donation recipients are ranked by increasing
intervals of total transfers, as well as being ranked by total income.
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for the top 0.1% (whose average receipts were R$ 97 million (21 million euros),
about 500 times the average declared income).

Given this context, our proposal would be to reform the current inheritance
and donations tax into a federal lifetime capital receipts tax, similar to the one en-
visaged by Atkinson (2015).'8 Table 6 conveys an illustrative schedule of what this
tax could look like in the Brazilian case. It would be a tax on the amount of inher-
itance transfers and donations received (capital receipts) each year, where the tax
to be applied depends on lifetime receipts. This means that “every legacy or gift re-
ceived by a person would be recorded from the date of initiation of the tax, and
the tax payable determined by the sum received to date” (Morgan, 2018, p. 194).

Table 6: New Inheritance Tax Schedule (Lifetime Capital Receipts Tax)

Accumulated capital receipts

) : Effective tax rate
(as multiples of monthly min. wage)

50 0%
100 20%
250 25%
500 30%
1,000 35%
2,000 40%
10,000 45%
25,000 50%

Source: Authors’ elaboration.
One minimum wage was equal to R$ 998 or 225 euros, as of Jan 1, 2019.

Similar to the wealth tax proposal in Table 5, the schedule is expressed in ef-
fective tax rates, rather than marginal tax rates. To give an example, suppose a per-
son received R$ 40,000 from a relative’s estate in 2018. This would be below the
taxable level of this schedule, in which case no tax is paid. Suppose in 2019, the
person received a donation of R$ 34,850, which brings the total received to R$
74,850. This brings the lifetime total to 75 min. wages, which would bear a 10%
tax. This process would be repeated in each year for all recipients.

The top effective rate of 50% is lower than the top marginal rate of 65% ap-
plied in the Federal District (Brasilia) over a short 3-years period (1962-1965), and
in line with the top rates currently applied in the U.K. the U.S. and Japan. Exemp-
tions could be considered for the transfer of residential property (up to a certain
value) used as primary residence by the recipient, as well as transfers between
spouses or civil partners. Where the tax payable is greater than the cash flow of the
individual, a provision to pay in the form of an equity stake in the value of the as-
set could be installed.

18 The following proposal is a minimally modified version of the one first presented in Morgan (2018).
Receipts from the tax could be distributed to the state budgets in proportion to amounts collected from each.
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Such a system would incentivize transferring movable property in small
amounts across more receivers, which would better regulate the transmission of in-
equalities from one generation to the next. Concerning the transfer of business cap-
ital (in family-owned firms or other companies in the form of shareholdings), the
new lifetime capital receipts tax would directly encourage a dilution of ownership
into smaller stock participations. Otherwise, the government could directly receive
equity in the firms equal to the value of the tax payable, and subsequently offer the
shares to the workers in the firms at discounted prices. This would help broaden
capital ownership across the population.

In terms of the magnitude of resources levied, SRF (2018) calculates that in
2017 all inheritances and donations declared by taxpayers were of the order R$
105.6 billion (23.7 billion euros) in total, and therefore an effective tax of 30%
would levy 0.48% of GDP. Accounting for reasonable behavioral effects of such a
tax (more widespread receipts, diluting ownership, avoidance and evasion) a reve-
nue level of 0.35% of GDP could be feasibly achieved (R$ 23 billion, or 5.2 billion
euros in 2019). It should be noted, that with avoidance and evasion minimized
through enforcement, inequality could be improved ex-ante from behavioral chang-
es in the accumulation of wealth and distribution of estates, or ex-post via the op-
eration of the tax. The latter channel would have notable immediate effects on the
distribution of inheritances/donations. We estimate that the share of the richest 10%
of inheritors in the population of receivers in the SRF statistics would decline from
76% to about 68%, the share of the top 1% from 52% to 42%, and the share of
the top 0.1% (345 persons) from 32% to 24%. Similar magnitudes can be found
when ranking inheritance receipts by total income, suggesting little concern for li-
quidity problems for these taxpayers as they are also income rich.

CONCLUSION

This article presented global perspectives on both wealth and inheritance tax-
es, analyzing their status in Brazil and making reform proposals. Despite the pre-
vious existence of wealth taxes in most countries of Western Europe and some coun-
tries of South America (Argentina, Colombia and Uruguay), currently the tax only
remains in Switzerland, Luxembourg, Norway, Spain, Argentina, Colombia and
Uruguay. In Brazil, the wealth tax (i.e., the “Tax on Large Fortunes” (IGF)) figures
in the 1988 Constitution, but it has never been implemented.

There is also a global trend to weaken inheritance taxation, since many devel-
oped countries have abolished or reformed the tax, such as Australia, Austria, Ca-
nada, Italy, New Zealand, Norway, Portugal, Sweden and the United States. These
countries already had higher inheritance taxation during the 20® century and they
are not as unequal as Brazil. However,, there are other developed countries where
inheritance taxation still remains strong, such as Belgium, France, Japan, and Unit-
ed Kingdom. Revealingly, subnational revenue indicators of the inheritance tax in
Brazil reveal an increasing trend in recent years, mainly due to improvements in the
tax administration and to rising rates, but its distributive effect is likely to be mild
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since the highest legally permitted statutory tax rate of 8% is very low by interna-
tional historical standards.

The wealth data in the income tax statistics reveal that Brazil has an extreme-
ly high wealth concentration, and the IGF revenue potential of over 0.5% of GDP
under the proposed scheme of this study is not insignificant, being almost the
amount levied by the current urban property tax (IPTU) in 2018. Our proposal for
the wealth tax considers a progressive schedule on the 0.1% richest taxpayers. Add-
ing at least a further 0.35% of GDP from a reformed inheritance tax (an amount
close to that of Japan), a national system of taxation on personal wealth posses-
sion and transfer could re-direct 0.85% of GDP, which is significant.

However, the importance of wealth taxation goes beyond the mobilization of
revenues. The perspectives on tax reform presented in this article are first and fore-
most intended to open up space for ideas and debate. The proposals sketched out
should be seen as blueprints for a more socially just and economically efficient tax
system. It is important to envisage the reforms as one part of a broader policy space
agenda. A more complete fiscal revamp would integrate the spending side of fiscal
policy into the equation. While the latter is beyond the scope of this article, it is
crucial not to lose sight of it. As highlighted by Morgan (2018), taxation is a tool
to stabilize prices, influence behaviors — including income remunerations and asset
accumulations — and to open up fiscal space for the government to pursue its so-
cial objectives when resources are fully employed in the economy.

There is no doubt that making these reforms in a country that is still underde-
veloped and carrying very high levels of inequality is a tall order. Indeed, this con-
sideration made Kaldor (1963) ponder whether progressive taxation is only appli-
cable when a country has reached an advanced stage of development. But as the
author recognized, even at a lower stage of development, countries with a high con-
centration of resources will always have taxable capacity, which the average in-
come indicator of a country does not reveal. Therefore, the choices facing the coun-
try are located in creating the administrative capacity for enforcement and
collection, as well as fostering the political capacity to make the reforms. If Brazil
was able to apply high progressive tax rates (on income and inheritance) in the mid
20t century, there is no reason why it cannot do it in the 21 century.

However, the central element to put things in motion in a democracy, as Kal-
dor recognized, is political power: “The problem which has yet to be solved is how
to bring about that change in the balance of power which is needed to avert revo-
lutions without having a revolution?”(Kaldor, 1963, p. 419) This would depend on
the aversion of the ruling classes to social instability, and the power of elites over
policymakers and the economy more generally, either through institutional outlets
(media, think tanks, campaign finance, etc.) or through their concentration of in-
vestment and employment.

Amoung all the mechanisms imaginable to change a society’s vertical struc-
ture, and its concentration of power, the progressive tax is one of the most peace-
ful and democratic. Over the 20™ century it became one of the central pillars of
social democratic parties around the western hemisphere, not attracted by the
state-communist solution, including in less advanced countries such as Brazil (and
others in Latin America). This is because many social thinkers of that century iden-
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tified that inherent instability is the result of political democracies that do not de-
mocratize their economic systems and forge plutocracies instead. This state of af-
fairs only increments social tension further and can breed the rise of violent
transitions or regimes. It can be argued that the Second World War served as the
turning point for social democracy, in seeking to prevent the rise of fascism again
in the future. Brazil should not need to count on a violent conflict to implement
progressive policies in the interests of broad segments of society. In the prevalent
COVID-19 crisis, the under-exploited taxation of top wealth is likely to become a
more salient policy option.
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