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Research on Inheritance Tax System Design From the Perspective of
Common Prosperity: Caculation Based on Monte Carlo Simulation

HUANG Feng-yu, HUO Shi-yao, ZHANG Yuan

(School of Economics, Tianjin University of Commerce, Tianjin 300134, China)

Summary: As an important component of the direct tax system, inheritance tax has a good regulatory function on the
wealth of social members, which can effectively suppress the accelerated accumulation of wealth brought by
intergenerational inheritance and narrow the wealth gap between residents. With the large-scale inheritance of wealth
among high-net-worth families in China, common prosperity and social equity will face new challenges. Therefore, timely
and reasonable research on the design of inheritance tax system in the new era is conducive to accelerating the reform of
China’s income distribution system and promoting the achievement of the goal of common prosperity.

Based on summarizing the theory and practice of inheritance tax in typical countries, as well as the relevant
development process of inheritance tax in China, this article explores whether and how to levy inheritance tax, points out the
theoretical logic of tax policies improving income distribution, clarifies the positive impact of inheritance tax on narrowing
the wealth gap among residents, and explores the design of elements of the inheritance tax system in terms of the tax system
model selection, exemption amount setting and tax rate design. Based on the 2019 China Household Finance Survey (CHFS)
data, this article uses a Monte Carlo model to simulate the dynamic changes in inheritance and income distribution of
Chinese residents over a decade. The impact of different tax system designs on wealth redistribution is quantitatively
examined, including the exemption level, tax rate form, tax rate level, and tax rate level of inheritance tax.

This article finds that levying inheritance tax can effectively reduce the wealth gap among residents in the long term,
and the effect becomes increasingly apparent over time; the current exemption amount for inheritance tax in China should
not be less than CNY 4 million; compared to proportional tax rates, progressive tax rates have a better regulatory effect, and
the highest marginal tax rate can be set at around 50%; and raising or refining tax rates can both help reduce the wealth
Gini coefficient, but the marginal effect decreases. At the same time, the inheritance tax system also needs to
comprehensively consider other issues such as protecting the real economy and middle-income groups. Combined with the
current income and economic development reality of Chinese residents, it should be actively and steadily implemented.

This article focuses on the goal of common prosperity, and simulates the changes in inheritance and wealth
distribution with and without inheritance tax in China. It reveals the necessity and urgency of implementing inheritance tax
in China. A quantitative analysis is conducted from a micro perspective using statistical random simulation methods to
explore the inheritance tax taxation model that has been discussed in academia for a long time, as well as the determination
of several key tax system elements. Relevant research is promoted from principled exploration to feasible research,
providing a scientific basis for the design and selection of China’s inheritance tax system in the future.

Key words: common prosperity; inheritance tax; wealth Gini coefficient; Monte Carlo simulation
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