Connecticut's Estate Tax:
Addressing Wealth & Income inequality

Michael Enseki-Frank 1
February 2020

ACKNOWLEDGEMENTS
This report was funded by the Stoneman Family Foundation, the Grossman Family Foundation, and
the Melville Charitable Trust.
Connecticut Voices for Children is grateful for its partnership with the Legislative Advocacy Clinic at
Yale Law School. We thank J. L. Pottenger, Jr, the Nathan Backer Clinical Professor of Law at
Yale Law School; Ellen Scalettar, Visiting Clinical Lecturer in Law at Yale Law School and Senior
Fellow for Fiscal Policy at Connecticut Voices for Children; and Shelley Geballe, Assistant
Professor of Clinical Public Health at Yale University and Distinguished Senior Fellow at Connecticut
Voices for Children; and Alex Knopp, Visiting Clinical Lecturer in Law at Yale Law School.

This report was written under the supervision of Ellen Scalettar, Visiting Clinical Lecturer in Law
at Yale Law School and Senior Fellow for Fiscal Policy at Connecticut Voices for Children; J.L.
Pottenger, Jr., the Nathan Baker Clinical Professor of Law at Yale Law School; and Patrick
O’Brien, Ph.D., Research and Policy Fellow – Fiscal & Economics at Connecticut Voices for
Children. If you have questions about this research, contact Dr. O’Brien at pobrien@ctvoices.org
or 203-498-4240 x 114.

2

Executive Summary
Connecticut’s estate tax should be one of the most popular taxes in the state. It is a highly
progressive tax that falls solely on the ultra-wealthy and raises millions of dollars for the general
budget each year. Despite research that shows the estate tax has no real impact on millionaire
outmigration, the myth that it does persists. This report argues that the estate tax is good for
Connecticut and refutes common arguments in favor of its repeal. In particular, this report shows
that the estate tax helps to reduce economic inequality, it helps to limit a major tax loophole that
disproportionately benefits the wealthy, and it provides substantial revenue for the general budget.
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Introduction
This report was prepared in response to proposals by the Governor and members of the Connecticut
General Assembly to repeal or amend Connecticut’s gift and estate taxes. 2 Much of the policy
debate about these taxes, and especially about estate tax repeal, has involved anecdotal evidence
and speculation over costs and benefits. This report investigates the evidence around the efficacy
and fairness of the estate tax in Connecticut, with particular attention paid to the claim that the
estate tax has been depleting state tax revenues due to millionaire tax flight. As this report
demonstrates, there is little evidence for this claim. The estate tax raises valuable revenues for the
state of Connecticut and should be preserved as part of a broader solution to Connecticut’s budget
problems and overall regressive tax system.
The report proceeds in five parts. Part I gives a brief history of the estate tax and explains how it
is currently structured. Part II lays out three reasons to maintain and strengthen the estate tax: (1)
the estate tax helps to address Connecticut’s inequality problem as one of only two progressive
taxes in the state; (2) it helps to mitigate the inequality-enhancing “stepped-up basis” benefit that
allows appreciated assets to be bequeathed income tax free, a benefit that disproportionately
accrues to the wealthy and their heirs; and (3) it provides valuable revenue for the general budget.
Part III responds to fears that Connecticut’s estate tax makes it uncompetitive with its peer states
by showing that most of its peer states have comparable estate or inheritance tax regimes. Part IV
responds to the myth that claims the estate tax will drive millionaires out of the state by presenting
evidence to the contrary. Part V rebuts two other common arguments against the estate tax by
showing that it is progressive and does not fall on small farms and businesses.
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1. Overview of State Estate, Inheritance and Gift Taxation
The first part of this report offers background information on the history and development of statelevel estate, inheritance, and gift (EIG) taxation in the United States and Connecticut. It also
provides a detailed overview of Connecticut’s current estate and gift tax regime.
Brief History of Connecticut’s Estate Taxes
While some form of a tax at the time of death on acquired wealth has existed since 1889 in
Connecticut, the type and structure of this tax has evolved over the past century. 3 Indeed, until
January 1, 2005, Connecticut had three separate taxes on transferred wealth: the gift, estate, and
succession (inheritance) taxes. The 2005 repeal of the succession tax (that was imposed on wealth
acquired through bequest and paid by the recipient of the bequest) and the combination of the gift
and estate tax into a single unified tax (paid by the estate) reduced the total taxes owed by the
state’s wealthiest taxpayers and resulted in a substantial loss of state revenue. 4
The modern form of Connecticut’s estate tax is largely the product of two major pieces of federal
legislation passed in 2001 and 2017. Prior to 2001 the federal estate tax system provided a credit
up to a certain amount for state estate taxes paid. States responded by passing “sponge” estate taxes
that were designed to soak up the entirety of this credit. But in 2001 the federal government
adopted the Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA), which
replaced the original state-level EIG credit with a deduction for individual taxpayers. 5 In response
to this change, in 2005 Connecticut decoupled its EIG tax system from federal law by adopting a
stand-alone tax. 6
The Tax Cuts and Jobs Act of 2017 (TCJA) again made significant changes to the federal estate
tax regime, gradually raising the exemption level for decedents dying in 2018 through 2025 from
$5 million ($5.6 million adjusted for inflation) to $10 million ($11.4 million adjusted for
inflation). 7 The TCJA further allows surviving spouses to take advantage of the “deceased spousal
unused exclusion amount,” effectively doubling the exemption for married couples to $22.8
million.8 Unlike the federal estate tax, Connecticut’s estate tax does not have a portable spousal
estate tax exemption.
In line with the weakening of the estate tax, Figure 3 shows that its role as a revenue source has
declined substantially. In particular, from the 1940s through the 1970s Connecticut’s estate tax
provided more revenue than the personal income tax. However, since the 1980s, the estate tax has
operated as the lowest major tax revenue source at both the state level and the combined state and
local level. 9
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Figure 1. The Estate and Gift Tax: Revenue Contribution 10

Connecticut’s Current Estate and Gift Tax Regime
Connecticut’s estate tax regime, like the federal system, uses a unified gift and estate tax. Under
this “unified” transfer tax system, gifts given while alive that exceed the federal gift tax’s annual
exclusion of $15,000 are counted against one’s estate tax exemption. 11 This mechanism is intended,
in part, to prevent large transfers of wealth prior to death to circumvent the estate tax.
As Table 1 shows, estates of decedents dying in 2019 that are worth more than $3.6 million dollars
are subject to Connecticut’s estate tax, but the tax is only levied on amounts above this $3.6 million
threshold. Moreover, the current tax structure imposes rates ranging from 7.8% to 12% and recent
legislation has capped the total amount of tax that any estate can be required to pay at $15 million. 12
Table 1. Connecticut's Estate Tax Rate Schedule 13
Value of Taxable Estate or
Marginal Rate by Year
Gift
2019
2020
2021
2022
Not over $3,600,000
None
None
None
None
$3,600,001 to $4,100,000
7.8%
$4,100,001 to $5,100,000
8.4%
$5,100,001 to $6,100,000
10%
10%
$6,100,001 to $7,100,000
10.4%
10.4%
$7,100,001 to $8,100,000
10.8%
10.6%
10.6%
$8,100,001 to $9,100,000
11.2%
11.2%
11.2%
$9,100,001 to $10,100,000
11.6%
11.6%
11.6%
11.6%
Over $10,100,000*
12%
12%
12%
12%

2023
None

12%

*In 2023 the 12% tax will only apply to taxable estates above the federal basic exclusion amount. The federal basic exclusion
amount for 2019 is $11.4 million, and is adjusted for inflation on an annual basis.
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The current form of Connecticut’s estate tax regime was passed in response to the change in the
federal exemption level under the TCJA. In 2017 the Connecticut state exemption was shifted to
$2.6 million for decedents dying in 2018, $3.6 million for decedents dying in 2019, and matching
the federal basic exclusion amount for decedents dying in 2020 and beyond. In 2018 the phase-in
of the estate and gift tax threshold to the federal threshold was extended by three years, so that the
exemption would be $5.1 million for decedents dying in 2020, $7.1 million for decedents dying in
2021, $9.1 million for decedents dying in 2022, and matching the federal basic exclusion amount
for decedents dying in 2023 and beyond.
Additionally, Connecticut is the only state in the country to impose a cap on the total estate tax
that can be imposed. This cap is set at $15 million which, as Figure 4 shows, leads Connecticut to
raise less revenue from large estates compared to its peers. The estate tax burden in Connecticut
stops growing when an estate reaches $128 million. 14 Further, the cap results in the largest estates
paying a lower effective tax rate than those subject to the tax that are smaller, exacerbating the
inequality in taxation of wealth even among the wealthiest in the state.
Figure 2. State Estate Taxes Owed Based on the Value of the Estate (2018)
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2. Three Reasons to Maintain and Strengthen the Estate Tax
The second part of this report reviews three key reasons to maintain and strengthen the estate tax:
(1) the estate tax helps to address Connecticut’s income and wealth disparity; (2) the estate tax
helps to limit a major tax loophole employed by wealthy estates; and (3) the estate tax raises
substantial revenue for the state—revenue that could be used to increase tax credits for workingand middle-class families.
The Estate Tax Helps to Address Connecticut’s Income and Wealth Disparity
The United States has a vast wealth disparity problem. Many scholars believe that inequality in
the United States currently exceeds the nationwide inequality at the peak of the gilded age. 15
According to the Institute for Policy Studies, in 2018 the three wealthiest Americans held
combined fortunes worth more than the total wealth of the bottom half of all Americans. 16
America’s wealth disparity problem is also divided along racial lines, with low levels of wealth
disproportionately prevalent among Black and Latino households. 17 These trends are the product
of decades of federal and state policy designed to impede wealth accumulation among minority
households alongside a national economic environment hostile to the economic mobility of
minorities. 18
Connecticut has been at the forefront of the national trend of increasing wealth inequality.
According to one study, Connecticut is the third most unequal state in the country in terms of
income distribution, with 1% of families taking home 27.3% of all income, and with a dramatic
increase in the share of income going to the top 1% of earners over time. 19 Moreover, as Figure 1
shows, Connecticut has the third highest concentration of millionaire households of any state
(including DC). 20 Also notable, the wealth distribution in Connecticut follows national disparities
along racial lines. 21
The estate tax is especially well tailored to address Connecticut’s unequal wealth distribution as
only its wealthiest residents pay the tax. Conversely, eliminating the estate tax would help to
perpetuate wealth disparities by allowing unlimited inter-generational transfers of untaxed wealth.
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Figure 3. Concentration of Millionaire Households by State 22

Including DC, Connecticut has the third highest concentration of millionaire households in the United States.

The Estate Tax Helps to Limit a Major Tax Benefit Wealthy Families Enjoy in Transferring Wealth
Intergenerationally
The estate tax helps to limit the advantage that wealthy people enjoy from the “stepped-up basis”
benefit. Understanding the stepped-up basis benefit requires following an asset from the time it is
purchased to the time it is transferred at death to an heir. Capital gains taxes are only collected
through the personal income tax on appreciated assets when they are sold. If an asset is held onto
until its owner’s death, capital gains tax is never collected on any appreciation in the value of that
asset. Rather, the appreciated assets get a “stepped-up” basis equal to their fair market value at the
time of the decedent’s death. 23 Then, when the heirs sell the asset (e.g. a stock, real estate, artwork,
etc.), the cost basis for the calculation of capital gains tax is based on the value of the asset when
the inheritor received it, not the original cost of the item when purchased years before.
As an example, say Grandpa Joe was an early investor in Apple, owning 1,000 shares that he
purchased in 1989 at a cost of $2/share, a $2000 investment. He held on to these shares until his
death, and leaves them to his only son. On the date of his death at the end of August in 2008, the
shares were each worth $227; his original $2000 investment had grown to $227,000, an increase
of $225,000. Yet, no capital gains tax is imposed on the $225/share increase in value when the
shares transfer to his son. In fact, if his son chooses to sell the shares immediately when the price
is still $227/share, he will pay no capital gains tax as the cost basis and sales price are the same.
Should the son wait to sell shares and the stock increase to $237/share, the son will have to pay
capital gains only on the additional $10/share. In other words, the son would only pay taxes on the
10

$10,000 increase in value since he received the stock, and avoid paying any tax on the $225,000
increase in the stock’s value over Grandpa Joe’s life.
The stepped-up basis benefit disproportionately benefits wealthy Americans because they tend to
have a significant proportion of their wealth in property and financial assets that have enjoyed
“unrealized” capital gains; unlike working- and middle-class families, they do not need much of
their income and assets to meet family needs so can accumulate this wealth . In fact, unrealized
capital gains account for 32 percent of estates worth between $5 million and $10 million and 55
percent of the value of estates worth more than $100 million.24
Importantly, the estate tax helps to reduce some of this inequity by imposing a tax on some share
of the assets passed on from Grandpa Joe to his son; in 2019 the first $3.6 million of Grandpa Joe’s
estate would not be subject to Connecticut’s estate tax at all, and the total estate tax due would be
capped.
The Estate Tax Raises Substantial Revenue for the State
The estate tax raises hundreds of millions of dollars in state revenue every year. The Office of
Policy and Management (OPM) reports that the estate tax raised $225.2 million in FY 2019.25
Moreover, even with the increase in the exemption level OPM projects that the estate tax will raise
$180.8 million in FY 2020. 26
Some critics of the estate tax suggest that the tax is not worthwhile because it does not raise
significant revenue. 27 One way to appreciate the impact of estate tax revenue is to compare it to
the funding necessary to support tax programs that benefit thousands of working-and middle-class
families. In particular, Figure 2 shows that revenue raised by the estate tax could be used to cover
a substantial portion of two programs: the current state Earned Income Tax Credit (EITC) and a
proposed new Child Tax Credit (CTC).
Studies have shown that the EITC is a powerful tool for combatting poverty, accruing substantial
benefits to working-class families. 28 Since 2015, the state EITC has cost on average $123 million
annually. 29 The Institute on Taxation and Economic Policy estimates that restoring Connecticut’s
EITC to its 2011 statutory level of 30 percent of the federal credit would cost only an additional
$34.7 million annually. 30 Estate tax revenues could be used to pay for increasing this tax credit.
Additionally, Connecticut Voices for Children has recently advocated that Connecticut create a
state-level Child Tax Credit (CTC). 31 The federal CTC provides taxpayers up to $2,000 for each
child under 17, $1,400 of which is refundable. 32 Analysis by Connecticut Voices for Children
shows that a state-level CTC would provide particular support to state working- and middle-class
families. The Institute on Taxation and Economic Policy estimates that creating a Connecticut
CTC equal to 30 percent of the federal credit would cost $376 million per year. 33 E state tax
revenues also could be used to pay for creating this tax credit in part.
With Connecticut experiencing substantial income and wealth inequality, the state should not forgo
vital revenue to provide a tax break for its wealthiest residents. Instead, the state should maintain
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and strengthen the estate tax and direct those revenues to lowering the tax burden for working- and
middle-class families. 34
Figure 4. A Comparison of Revenue Raised by the Estate Tax to Costs associated with the EITC
and Proposed CTC
Revenue From Estate Tax with
$3.6
Million
Exemption
$3.6
Million
Exemption
Cost of Restoring EITC
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40 Percent of Federal Credit
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Cost of Creating CTC
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50 Percent of Federal Credit
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Sources for data correspond to endnotes 13, 17, and 20 .
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3. Trends in Peer States
Almost every one of Connecticut’s peer states in the Northeast has an estate or inheritance tax. As
Figure 5 shows, these states include New York, New Jersey, Rhode Island, Massachusetts,
Vermont, Maine, Pennsylvania, and the District of Columbia. 35 By 2023, when Connecticut’s
estate tax exemption is scheduled to match the federal exemption of $11.4 million, most of these
states will have exemption levels that are significantly lower than the exemption level in
Connecticut. Additionally, Connecticut is the only state in the country that caps the total amount
of estate taxes paid.
Figure 5. Type of EIG Tax by State: New England

Table 2 surveys the EIG tax regimes of Connecticut and its peer states. Six fundamental
characteristics are presented for each state. The first four are self-explanatory: (1) the type of EIG
tax, (2) the exemption level in 2019, (3) whether the exemption level is adjusted for inflation, (4)
the marginal rates of the tax. The fifth characteristic refers to whether the tax has “spousal
portability,” i.e. whether the deceased can pass on their unused exemption to their spouse,
effectively doubling the exemption for the couple’s estate. The sixth characteristic, known as a
“tax cliff,” signals whether the tax applies to the entire value of an estate whose value exceeds the
exemption level, or only to that portion of the estate that exceeds the exemption level. 36
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Table 2: EIG Tax Regimes by State: New Englanda
State

Type of
EIG Tax

2019
Exemption

Marginal
Rates

CT

Estate and
Gift

$3.6 millionc

7.8% 12%

DC 37

Estate

$5.6 milliond

MA 39

Estate

MD 40

Portableb

Tax Cliff

Comment

No

No

See Section 2.

6.4%-16%

No

No

The D.C. exemption was originally scheduled to match the
federal exemption in 2018. In response to the TCJA’s
federal exemption increase, the D.C. Council passed the
“Estate Tax Clarification Amendment Act of 2018” as part
of the 2019 Fiscal Year Budget Support Act of 2018. This
subtitle made the $5.6 million exemption permanent, with
annual adjustments for inflation. 38

$1 million

0.8%-16%

No

Yes

Estate &
Inheritance

$5 million

0.8%-16%

Yes

No

In 2014, Maryland modified its estate tax to phase in the
federal exemption level in 2019, when they expected it to be
approximately $5.9 million. 41 The estate tax exemption
increased from $1.5 million to $4 million between 2015 and
2018, and was scheduled to match the federal exemption for
deaths on or after January 1, 2019. With the Tax Cuts and
Jobs Act approximately doubling the federal exemption
rate, new legislation passed in 2018 set Maryland’s estate
tax exemption at $5 million but allowed for spousal
portability. 42

ME 43

Estate

$5.7 millione

No

No

In 2015 Maine raised its basic estate tax exemption from $2
million to $5.45 million adjusted for inflation. 44

NJ 45

Inheritance

Inheritance
rate: 10%

8%-12%
11%-16%

In 2016, Governor Chris Christie signed into law
“Adjustments to Specified State Taxes” that eliminated the
estate tax for decedents dying on or after January 1, 2018. 46
New Jersey also does not impose an inheritance tax on
transfers to parents, grandparents, or children of decedents.
It continues to impose an inheritance tax on other
inheritors. 47
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NY 48

Estate

$5.25 million

3.06%16%

No

Yes - at
105% of
the
exemption
level

In 2014 New York decoupled its estate tax from the federal
tax. 49 The federal exemption threshold was gradually
phased in over the subsequent five years, so that those dying
in or after 2019 would have an exemption equal to the (old)
federal threshold of $5 million adjusted annually for
inflation. 50 However, the New York statute also included a
“fiscal cliff” under which “[t]he applicable credit is reduced
for New York taxable estates exceeding the basic threshold
amount and equals zero for those exceeding one hundred
five percent of such amount.” 51
New York also has a “gift in contemplation of death” tax
under which gifts made during the three years preceding
death while the decedent was a resident of New York are
added to the New York gross estate. 52 This addition to the
estate tax includes only gifts made between April 1, 2014
and January 1, 2019, and does not apply to the estates of
decedents dying on or after January 1, 2026. 53

RI54

Estate

PA 56

Inheritance

VT 57

Estate

$1,561,719c

0.8-16%

No

No

No

No

In 2014 Rhode Island increased its exemption to $1,500,000
indexed for inflation and eliminated their fiscal cliff. 55

4.5%-15%
$2.75 million Flat rate of
16%

In June of 2019 the Governor of Vermont approved H.541
(Act 71) that increased the estate tax exemption to $4.25
million for the estates of those dying in 2020, and $5
million for those dying in or after 2021. 58

a This

table is up to date as of December 2019.
In states without spousal portability (including Connecticut) it is often still possible for a married couple to capture both partners’ exemptions by using a qualified terminable
interest property trust (QTIP). For more information, see Julie Garber, A Guide to Connecticut Estate Tax Law, THE BALANCE, Nov. 29, 2019,
https://www.thebalance.com/overview-of-connecticut-estate-tax-laws-3505121.
c Connecticut’s exemption is to be adjusted for inflation alongside the federal exemption starting in 2023 under current law..
d DC’s exemption is adjusted for inflation based on the Consumer Price Index for All Urban Consumers (CPI-U).
e Adjusted for inflation.
b
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How have other states reacted to the Tax Cuts and Jobs Act? New Jersey eliminated its estate tax,
but retained a limited inheritance tax. Every other state with an inheritance or estate tax either
retained its tax, or allowed its exemption to increase, but only up to $5.6 million adjusted for
inflation. Figure 6 shows that Connecticut is scheduled to have an exemption that is double the
size of its most generous peer states by 2023. Connecticut’s high projected estate tax exemption
alongside its $15 million cap makes its estate tax the most generous to the ultra-wealthy among all
its peer states with regard to estate taxes.
Figure 6. Projected Estate Tax Exemption Levels* 59

Exemption Level (Millions)
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*Exemption levels in this graph are not adjusted for inflation.
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4. The Myth of Millionaire Tax Flight
Perhaps the most prevalent objection to Connecticut’s estate tax is the argument that it causes
wealthy Connecticut residents to migrate out of the state. Contrary to this assertion, there is
no credible evidence that the estate tax increases outmigration in Connecticut. Studies from
across the United States have found that increases in the estate tax have had negligible effects
on outmigration. 60 The available empirical and anecdotal evidence from Connecticut is
consistent with these findings.
The most comprehensive study on Connecticut’s estate tax was conducted by two economics
professors in 2015. 61 Karen Smith Conway of The University of New Hampshire, and Jonathan C.
Rork of Reed College looked at data pertaining to migration and the estate tax between 1976 and
2013 and found that in Connecticut “[migration patterns] are little influenced by EIG taxes.”62
Conway and Rork’s conclusion was supported by a variety of independent sources of data,
including U.S. Census Data, the American Community Survey, federal estate tax returns, and
Connecticut income tax returns. Their study found that Connecticut’s pattern of net elderly
outmigration was both typical among northeastern states, and had persisted for decades and
through major changes to state EIG taxes, suggesting little correlation between EIG taxes and
migration. 63
Conway and Rork’s study also found that the destination of Connecticut’s elderly migrants did not
appear to depend on the EIG regime in their target states. For example, Connecticut experiences
net elderly outmigration to Maine and Massachusetts, two states with EIG taxes, and also New
Hampshire, which does not have an EIG tax. Although the recurring story against Connecticut’s
estate tax is that wealthy Nutmeggers are seeking refuge from EIG taxes in Florida, 64 Conway and
Rork conclude, “It is difficult to argue that EIG taxes are causing people to move to Florida when
a large number of people are moving from Florida” to Connecticut. 65 Parsing their data further by
income, Conway and Rork find that the high income elderly of Connecticut have similar migration
patterns to Connecticut’s elderly population as a whole, further suggesting that state EIG taxes
themselves do not effect elderly outmigration. 66 As Section 1 shows, since Conway and Rork’s
study was published in 2015 the estate tax regime in Connecticut has become even more friendly
to the wealthy.
A group of Connecticut millionaires have added support to the Conway and Rork findings. Calling
themselves Fair Share Connecticut, they have asked for higher taxes on themselves and other
wealthy residents of the state. 67 These millionaires wrote an open letter to Governor Lamont and
the state legislature in which they debunked the notion that higher taxes would cause outmigration:
National research shows quite clearly that, after adjusting for migration to Florida’s sunny winters,
there is no net migration to lower tax states. Instead, wealthy individuals tend to remain in the
locations where they have become wealthy. This is where their jobs, connections, and friends
reside, so losing a small percentage of their substantial income is not an important driving factor.
Raise the taxes. We aren’t going anywhere. 68
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5. Other Facts about the Estate Tax
This part of the report examines two other facts in support of the estate tax: the estate tax is one of
only two progressive taxes in Connecticut, and the estate tax does not hurt small family farms and
businesses.
The Estate Tax is One of Only Two Progressive Taxes in Connecticut
The Connecticut’s Department of Revenue Services (DRS) tax incidence study indicates that the
incidence of the estate tax, like the income tax, is highly progressive as compared to other taxes.
In fact, the DRS noted that the personal income tax and the gift and estate tax were the only two
Connecticut taxes classified as progressive. 69
Some critics argue that the estate tax is not sufficiently progressive because the amount of estate
taxes payable is capped at $15 million, meaning that the largest estates are not paying as high a
percentage of their estate in taxes compared to smaller estates. 70 The argument goes that an estate
of $140 million that pays the $15 million maximum tax should not be paying the same tax as an
estate worth $240 million. The fact that the cap reduces the progressivity of the tax among the
wealthiest estates is not an argument for repeal of the tax; rather it is an argument for repeal of the
cap.
Connecticut’s Estate Tax Falls on Wealthy Estates, Not on Small Family Farms and Businesses
Connecticut’s estate tax falls only on the wealthiest residents of the state. Some critics argue that
the estate tax will be levied on small family farms and businesses that are land-rich or asset-rich
but cash poor. 71 But the Tax Policy Center estimates that in 2013, while 2,596,993 people died in
the U.S., fewer than 4,000 estates paid the federal tax and only 20 of these estates contained family
farms or small businesses. 72 And as Figure 7 shows, the U.S. Department of Agriculture’s
estimates that in 2017 less than 0.8 percent of farm-estates nationwide had to pay an estate tax.73
In fact, the Tax Policy Center estimates that only 1,700 estates of any kind nationwide each year
would owe the estate tax under the increased exemption. 74 The increased federal exemption will
further reduce the already negligible percentage of farms needing to pay estate taxes.
In Connecticut, only 656 filers paid the estate tax in 2018 when the exemption was $2.6 million.75
Connecticut also allows a fiduciary to use “special use valuation” under IRC § 2032A to calculate
the value of farm estates for Connecticut estate tax purposes. 76 The special use valuation allows
farmland to be valued at its productive value rather than its fair market value, significantly reducing
the estate tax owed. 77 Thus it is exceedingly unlikely that small farm estates are put under financial
stress by the estate tax.
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Figure 7: Share of farm operator estates with federal estate-tax returns and estate taxes (2017)

Not required to file estate-tax return (98%)
Must file estate-tax return, but no estate taxes owed (1.2%)
Owes estate taxes (0.8%)
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Conclusion
The estate tax as currently configured is levied only on very wealthy estates and provides
substantial benefits for Connecticut. In particular, the estate tax helps to reduce economic
inequality, it helps to limit a major tax loophole that disproportionately benefits the wealthy, and
it provides substantial revenue that could be used to support tax credits for Connecticut’s workingand middle-class families. Moreover, in response to one of the most common critiques, this report
shows that there is no evidence that the estate tax causes millionaire tax flight. Based on these
findings, Connecticut should maintain and strengthen the estate tax.
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Glossary
EIG Tax – Estate, Inheritance, and Gift Tax. These are the three categories of taxes imposed on
inherited assets.
•

Estate Tax: The IRS defines the estate tax as “a tax on your right to transfer property at
your death.” 78 The tax is levied on the estate before it is divided among recipients.

•

Inheritance Tax: The Pennsylvania Department of Revenue defines the inheritance tax
as a tax “imposed as a percentage of the value of a decedent's estate transferred to
beneficiaries by will, heirs by intestacy and transferees by operation of law.” 79 The tax is
calculated separately for each recipient rather than being based on the estate as a whole.

•

Gift Tax: The IRS defines the gift tax as “a tax on the transfer of property by one
individual to another while receiving nothing, or less than full value, in return.” 80

Stepped-up basis – This phrase combines two financial terms: “step-up” and “basis.” The word
“basis” refers to “the amount of your capital investment in property for tax purposes.” 81 The
government considers the basis of an asset to be the amount of money that you paid to purchase
an asset. When you sell an asset, capital gains taxes are only assessed on the value that exceeds
this basis. A “step-up” in basis refers to an increase in the government’s valuation of this basis;
for estate taxes, the “basis” becomes the value at the time of death. Because taxes are only levied
on amounts above the basis of the asset, a “step-up” in basis of an asset decreases the capital
gains tax that will be due when the asset is sold.
Tax Cliff – The phrase tax cliff refers to estate tax regimes for which the tax is applied to the
entire estate, including the portion below the estate tax exemption.82 Connecticut does not have
an estate tax cliff, meaning the estate tax is only applied to the portion of an estate above this
$3.6 million threshold. By comparison, Massachusetts does have an estate tax cliff. Though
Massachusetts’s estate tax threshold is $1 million, estates exceeding this threshold have the
estate tax applied to the entirety of the estate, including the portion under $1 million.
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