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Abstract

We examine the impact of estate and gift taxes on inter vivos giving in Taiwan. The two
estate and gift tax reforms, one of which substantially reduced tax progressivity in 2009 while
the other slightly increased tax rates in 2017, provide opportunities to perform
quasi-experiments using estate and gift tax schedules to alleviate the endogeneity problem
associated with these tax rates and inter vivos giving. Using estate and gift tax return data, the
difference-in-differences estimators suggest that there were significant increases in inter vivos

giving after the 2009 reform, but that such giving decreased after the 2017 reform. Individuals
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were found to be more responsive to tax hikes than tax cuts.

Keywords: Estate and Gift Tax, Inter Vivos Giving, Tax Reform
JEL Classification: D64, H24, H31

Extended Abstract

I. Introduction

Estates and gifts serve as primary mechanisms for intergenerational wealth transmission,
which exacerbates wealth inequality in society (Gokhale et al., 2001; Piketty and Saez, 2013;
Adermon et al., 2018). To alleviate wealth inequality, governments often implement taxation
policies that target wealth transfers occurring though estates and gifts. Moreover, the estate and
gift tax burden can influence consumption, investment, and decision-making processes,
potentially leading to losses in economic efficiency (Holtz-Eakin and Marples, 2001; Gale and
Slemrod, 2001; Kopczuk, 2013). However, understanding individuals’ behavioral responses to
estate and gift taxes is essential for accurately predicting their influence from an economic and
social perspective.

Theoretically, the imposition of estate and gift taxes alters the tax burden on gifts, thereby
affecting both economic efficiency and equity. For individuals with substantial wealth, the
possibility of incurring estate tax upon death may lead them to adjust their wealth transfer
strategies to minimize tax liabilities (Poterba, 2001; Joulfaian, 2004; Kopczuk, 2010; Hines et
al., 2019). However, any empirical analysis of this topic encounters two econometric
challenges. First, a reverse causality relationship exists between the burden of estate and gift

taxes and wealth transfer, potentially biasing the estimation results. This challenge occurs

Received July 17,2023; Revised October 12, 2023; Accepted April 15, 2024.
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because under a fixed wealth level, as an individual allocates more wealth to gifts, the gift tax
rate increases, whereas the estate tax rate decreases. Second, some unobserved factors cannot
be controlled for in empirical models, and neglecting these factors may result in omitted
variable bias.

This study exploited the estate and gift tax reforms implemented in Taiwan in 2009 and
2017 as quasi-experiments to analyze the relationship between the wealth transfer taxation
policy and inter vivos gifts. The first reform, implemented to encourage the inflow of foreign
capital, revised the estate and gift tax rates from a progressive structure of up to 50% to a flat
rate of 10%, with effect from January 23, 2009. Moreover, it raised the estate tax exemption
from NT$7.79 million to NT$12 million and the gift tax exemption from NT$1.11 million to
NT$2.2 million. The second reform, implemented to enhance tax equity and fund long-term
care, slightly increased the flat rate of 10% to a three-tiered progressive rate of 10%, 15%, and
20%, with effect from May 12, 2017. The effects of these two tax reforms on gifts can be
considered exogenous changes, which mitigated estimation biases caused by the endogeneity

problem during examinations of these effects on inter vivos gifts.

I1I. Methodology

This study utilized estate and gift tax return data from 2003 to 2018, compiled by the
Fiscal Information Agency under Taiwan’s Ministry of Finance. The present sample was
divided into a treatment group and a control group on the basis of exposure to the tax reforms.
We employed difference-in-differences estimators to compare changes in inter vivos giving
between the treatment and control groups, and then we estimated the policy effects of interest.
The treatment group comprised decedents who were more likely to transfer their wealth
through inter vivos giving to avoid estate tax because they anticipated that at the time of their
death, their net wealth would exceed the estate tax threshold. Conversely, the control group

comprised decedents whose net wealth was not expected to exceed the estate tax threshold.
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—42- SEITRAR A BT B —2009 F fz 2017 MR AT

Under the parallel trend assumption, changes observed in the control group after the tax reform
could be used to capture the counterfactual scenario for the treatment group in the absence of
the tax reform. We were able to estimate the average treatment effect on the treated by
computing the two differences in the outcome variables for the treatment and control groups
before and after the tax reform.

The 2009 tax reform was analyzed using a sample comprising decedents who passed away
after January 23, 2009, whereas the 2017 tax reform was analyzed using a sample comprising
decedents who passed away after May 12, 2017. These specific date cutoffs ensured that the
individuals in the sample groups experienced periods before as well as after the tax reforms
and thus enabled the comparison of changes in inter vivos giving before and after the tax
reforms. After excluding cases with insufficient information, totals of 909,007 and 162,352
decedents were included in the samples for analyzing the 2009 and 2017 tax reforms,
respectively.

All the decedents in the sample were further divided into two subgroups corresponding to
the pre- and post-tax reform periods. While measuring the changes in inter vivos giving before
and after the tax reforms, we made four adjustments. First, to ensure consistency, we adjusted
the years covered before and after the tax reforms because decedents who passed away later
had longer observable periods after the tax reforms, making it easier to observe their giving
behaviors compared with decedents who passed away earlier. Second, to avoid overlap
between the periods for which the two tax reforms were analyzed, the sample period for the
2009 tax reform ranged from 2003-2014, whereas that for the 2017 tax reform ranged from
2015-2018. Third, because both tax reforms were implemented mid-year, the model design
was simplified by including gifts that were given between January 1 and January 22, 2009, in
the data for 2008. Similarly, gifts given between January 1 and May 11, 2017, were included in
the data for 2016. Fourth, gift amounts were adjusted on the basis of the consumer price index
by using 2009 as the base year.

We first estimated the following regression model:

v, =a,+p POST +yD, +¢, (D)

(42)
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where y;; denotes the outcome variable for decedent i in period ¢, = 1 represents the prereform
period, and ¢ = 2 represents the postreform period. The outcome variables included (1) a
dummy variable indicating whether inter vivos giving took place, (2) the number of years in
which giving took place, (3) the total amount of giving, and (4) the average annual amount of
giving. In addition, in Eq. (1), «, denotes a decedent’s fixed effects while unobserved
individual characteristics that do not change over time are controlled for, POST; denotes a
dummy variable for the postreform period after macroeconomic shocks common to all

decedents are controlled for, and D, denotes the dummy variable for the treatment group
during the postreform period. Under the parallel trends assumption, the coefficient of D,

represents the policy effects of interest.
Next, we calculated treatment intensity by using the expected difference in the estate tax
marginal tax rates before and after the tax reform. First, we used the net wealth of decedents

who passed away in the postreform period to compute the expected marginal tax rates 7, and
7, under the old and new estate tax regimes, respectively. Next, we calculated the treatment
intensity by subtracting 7, from 7, to reflect the magnitude of the change in the marginal

tax rates as a result of the tax reform. This treatment intensity metric helped us assess the
influence of the tax reform on giving behavior. The corresponding regression model is

expressed as follows:
Vi =, + B POST, + pAt, +¢, ()

where Az, denotes the treatment intensity; the other variables have been already defined.

Given the progressive structure of estate tax, responses to changes in estate and gift taxes
may vary across wealth percentiles. Compared with low-wealth individuals, high-wealth
individuals may experience more substantial tax benefits or costs because of tax cuts or
increases; consequently, the behavioral responses of high-wealth individuals to a tax reform
may be more pronounced. To account for this possibility, we divided the treatment group into

deciles based on the decedents’ net wealth. The corresponding regression model is expressed as
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follows:

10
v, =a,+B POST,+) y'D] +¢, (3)

J=1

where j denotes the wealth decile and where D] is the dummy variable for the jth decile

treatment group in the postreform period, which represents the policy effect for decedents in

the jth decile.

I11. Results

We discovered that following the 2009 tax reform, the willingness to engage in inter vivos
giving, the number of years in which giving took place, the total amount of gifts, and the
average annual amount of gifts all significantly increased, indicating that the 2009 tax reform
enhanced the incentive for inter vivos giving. By contrast, after the 2017 tax reform, we
observed significant decreases in all four outcome variables, suggesting that the 2017 tax
reform diminished the incentive for decedents to engage in inter vivos giving. The regression
results for the treatment intensity indicated that the absolute values of the policy effects of the
2017 tax reform were greater than those of the 2009 tax reform, suggesting that an increase in
estate tax garnered a stronger response than did a decrease in estate tax.

The regression results for the wealth deciles revealed that following the 2009 tax reform,
the willingness of decedents to give gifts and the number of years in which inter vivos giving
took place both increased with the wealth deciles. Moreover, the effects of this tax reform on
the total giving amount and average annual giving amount were predominantly observed in the
tenth decile, with the corresponding estimated coefficients being significantly higher than those
for the first through ninth deciles. Furthermore, the regression estimates revealed that following
the 2017 tax reform, the decrease in inter vivos giving was concentrated among high-wealth

individuals. These findings suggest that the observed changes in giving behavior in response to
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the estate tax reforms were concentrated among wealthy individuals.

IV. Conclusion

The empirical results of this study suggest that wealth transfer taxes have implications
related to both efficiency and equity. Regarding efficiency, our regression results indicated that
giving behavior was influenced by the estate tax, implying that estate tax distorted individuals’
wealth transfer decisions. Regarding equity, intragenerational wealth inequality and
intergenerational wealth mobility have been topics of growing concern in recent years,
indicating that the fair allocation of economic resources through a tax system is a challenge
that needs to be addressed by Taiwan government.

This study contributes to the literature in three main ways. First, we exploited a
quasi-experimental design to address the endogeneity problem. This study presented new
estimation results and responded to the call by Poterba (2001) to analyze the economic effects
of estate and gift taxes on the basis of exogenous variations in tax rates. Second, we
simultaneously analyzed the effects of tax cuts and those of tax increases on inter vivos giving,
thereby filling a gap in the empirical research regarding giving behavior. The present results
provide valuable insights into the differential effects of tax cuts and tax increases, offering
robust evidence for the causal relationship between estate tax policies and giving behavior.
Third, unlike previous related studies, which have mainly relied on survey data to analyze
giving behavior, the present study utilized estate and gift tax return data. Given the mandatory
nature of estate and gift tax reporting, our dataset not only allowed for rich observations but
also covered high-wealth individuals. Consequently, this study overcame limitations
commonly found in survey-based studies, such as insufficient sample sizes of high-wealth
individuals.

However, despite employing the difference-in-differences approach to address

endogeneity concerns, caution should be exercised while interpreting the empirical findings of
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this study. Estate and gift taxes, akin to other forms of wealth taxes, face challenges such as tax
authorities’ limited ability to monitor tax avoidance (Scheuer and Slemrod, 2021). Such
challenges may affect the completeness of estate and gift tax return data. Furthermore, the
presence of unobserved tax-exempt gifts can contribute to difficulties in capturing all instances
of inter vivos giving, suggesting that the estimated policy effects of the two tax reforms in this
study should be regarded as lower-bound estimates. Nevertheless, despite these limitations, we
still observed significant changes in giving behavior among high-wealth individuals following
the two observed tax reforms, suggesting that these tax reforms influenced the observed
decedents’ inter vivos giving decisions. Future research is recommended to combine estate and
gift tax return data with other administrative data to provide a more comprehensive

understanding of individuals’ giving behaviors.
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