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Abstract

The division of bequests among family members differs sharply between Japan and the United
States. Whereas in the United States, bequests tend to be divided equally among decedents’
children, they tend to be divided unequally in Japan. This paper first tries to answer why this is
this case. We start by arguing that certain legal and institutional aspects that lead to equal bequests
in the United States are not present in Japan. We then investigate patterns of bequest division in
Japan to understand parental bequest motives. In particular, we compare the division of bequests
in primary and secondary inheritances to examine parental motives and the role of traditional
family values in Japan. While in the case of both “primary” and “secondary” inheritances
(referring to inheritances where the first parent has died and inheritances in which the second
parent has died, respectively) the patterns of bequest division in Japan look generally consistent
with a variety of parental bequest motives proposed in the literature, the role of these motives,
especially of the dynastic and strategic motives, is more prominent in primary inheritances, in
which the surviving spouse has the opportunity to express his/her intentions. However, Japanese
parents, contrary to predictions of the altruism model, appear not to bequeath more to
economically disadvantaged children.
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1. Introduction
Bequests feature prominently in theoretical and empirical discussions of household savings,
capital accumulation, fiscal and tax policies, and the distribution of income and assets. Gaining a
better understanding of bequest motives therefore is of considerable relevance for a wide range
of issues in economics and economic policy. For instance, altruism-based bequests provide the
foundation for models with infinite-lived agents (see, e.g., Barro [1974]), which are widely used
in economic analyses.
Most hypotheses regarding bequest motives imply that one would expect decedents to
divide their estate unequally among children. If bequests reflect parental altruism (as in Barro
[1974] and Becker [1974]) or intra-family exchange (as in Bernheim, Shleifer, and Summers
[1985], Cox [1987] and Cox and Rank [1992]), the division of bequests should vary with the
characteristics of households as well as those of decedents and their heirs. However, in a number
of Western countries, most notably the United States, there is substantial evidence that parental
bequests to children are nonetheless typically divided equally (e.g., Menchik [1980, 1988],
Wilhelm [1996], McGarry [1999], Behrman and Rosenzweig [2004], Light and McGarry [2004],
Norton and Van Houtven [2006] for the United States; Arrondel, Masson, and Pestieau [1997] for
France; and Ohlsson [2007] for Sweden). This finding has been regarded as a challenge to existing
theories on intergenerational transfers and came to be known as the “equal division puzzle.” One
possible explanation is that equal division reflects accidental bequests or parental indifference,
but such explanations do not take into account that parents treat their children unequally when
making inter vivos transfers (gifts) to their children (e.g., Dunn and Phillips [1997], McGarry
[1999] and Hochguertel and Ohlsson [2009]).
Given this puzzle, the equal division of bequests has attracted considerable research
attention and thanks to such research, and especially the study by Bernheim and Severinov (2003),
a consensus regarding the mechanisms underlying the equal division of bequests in the United
States appears to have emerged, highlighting the following:
>  While parents often prefer to treat their children unequally for a variety of reasons, they do
not want this to be known to their children or to third parties.

> Intergenerational asset transfers can be divided into two types: transfers observable only to
those involved in the transfer, such as life insurance claims, trust assets, and gifts; and
transfers that are also observable to others than those involved, such as bequests, especially
through probate.

> When parents choose to transfer their assets unequally among their children, they have
incentives to do so stealthily and to treat the observable part equally.

While earlier studies appear to have helped to elucidate the mechanisms giving rise to the puzzle,

they also made clear the inconvenient fact that studies on probate records in the United States
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may not be helpful for understanding the motives underlying intergenerational asset transfers.
(Equally divided estates in probate records are unlikely to contain rich information on the bequest
motives.)

Against this background, this study focuses on the intra-family division of estates in
Japan, which has different institutions (and incentive structures) and cultural norms from the
United States regarding bequests, in order to examine (indirectly) the validity of existing
explanations of the “equal division puzzle” and to elucidate the bequest motives to the greatest
extent possible. In contrast with Western countries, there are few studies on the division of estates
in Japan, with the exception of a few survey-based descriptive analyses by Horioka (1984, 2002,
and 2014). Using data from a questionnaire survey designed and implemented by our research
group on inheritances, we first show the fact that actual bequests are divided quite unequally
among children in Japan.! We then investigate patterns of bequest division in Japan to understand
parental bequest motives.

We start by reviewing legal and other institutions related to bequests in the two countries
and, based on this, argue that some of the circumstances resulting in equal division in the United
States are not present in Japan. We further argue that certain cultural and social norms and
practices in Japan also mean that one would expect unequal division in Japan. Since the way
inheritances are divided among children are bound to reflect the motives for leaving bequests,
investigating bequest patterns should provide useful information for understanding parental
bequest motives. Moreover, by comparing bequest patterns in primary inheritances — that is,
inheritances where the first parent has died but a surviving spouse is present — and secondary
inheritances — that is, inheritances where the second parent has also died and hence no parent is
present — we attempt to elucidate parental motives and the role of traditional family values in
Japan. While both in the case of primary and secondary inheritances bequest patterns in our
survey-based micro data look generally consistent with a variety of bequest motives proposed in
the literature, the role of those motives, especially that of dynastic (family line) and strategic
motives, is more conspicuous in primary inheritances, in which the surviving spouse has the
opportunity to express his/her view. However, Japanese parents, contrary to predictions of the
altruism model, do not appear to bequeath more to economically disadvantaged children, although
children appear to allocate bequests altruistically to ensure that a (disadvantaged) surviving parent
is financially supported.

1 Although some opinionsurvey-based studies, such as Horioka (2014), report that respondents prefemed
equal bequest division, surveys generally indicate that actual bequests were typically divided unequally.
For instance, accordingto the Survey on the Financial Asset Choice of Households (Kakeini okeru Kinyu
Shisan Sentaku ni kan suru Chosa) by the Postal Services Research Institute, two-thirds of respondents
answered that bequests fromparents were actually distributed dis proportionately to a particular heir (such
as the person who took care of the deceased parent(s) or is taking over the family business, or the eldest
child).
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The study makes the following (original) contributions in the literature. To the authors’
knowledge, this is the first study to analyze the patterns of actual bequest division, instead of
intended division, by households in Japan, where estates are typically divided unequally among
children. It is also the first study to use microdata on the bequest share of individual heirs to
examine parental bequest motives, while most previous studies use bivariate data to identify
whether estates are divided equally or not. Furthermore, it compares the patterns of bequest
division of primary and secondary inheritances to identify parental bequest motives separately
from other motives reflecting the shared values of other family members, whereas most previous
studies in Western countries focus only on secondary inheritances. Finally, the analysis in this
study carefully takes account of legal, institutional, and cultural differences between Japan and
the United States. Therefore, the empirical findings reported in this study based on microdata
from a unigue household survey that has a wealth of information on bequest division provide
important insights on parental bequest motives that are of relevance for economic researchers and
policy makers not only in Japan but also elsewhere.

The remainder of this study is organized as follows. The next section describes the legal,
cultural, and social institutions surrounding inheritances in Japan to provide some background to
the contrasting patterns of bequest division between the United States and Japan. Section 3 then
introduces our data source, the “Family and Lifestyle Survey,” and discusses the data used for the
analysis. Section 4 outlines our empirical strategy to identify bequest motives, while Section 5
reports our estimation results and discusses their implications. Finally, Section 6 summarizes out
findings and concludes.

2. Institutional differences between Japan and the United States

We start our discussion by examining key legal and cultural institutions and norms in the United
States and Japan. Understanding these institutions helps to understand the reasons for the
contrasting patterns of bequest division between the two countries.

2.1 Wills and will substitutes

Both in Japan and the United States, inheritance laws, as a general rule, stipulate that children
shall receive equal shares of a parent’s bequest. If parents want to divide their bequest unequally
among their children, the most straightforward way to do so is to prepare a will. This, however,
means that their children (as well as third parties) will know about the unequal treatment. In
practice, roughly 30 to 50 percent of decedents in the United States die testate, but their wills
usually do not allocate bequests disproportionately among children and are simply prepared to
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reduce the burden of cumbersome probate.? Instead of giving instructions for an unequal division
of the bequest among children, wills are typically drawn up to prepare for two contingent states,
namely, whether the decedent’s spouse is still alive at the time of bequest or not.

If parents want to divide their bequest unequally among their children without their
children being aware of this, acommon practice in the United States is to transfer assets through
will substitutes and/or inter vivos gifts. Will substitutes are means that allow a parent to transfer
assets at his/her death to heirs outside of the probate process, in which documents become part of
the public record and can be accessed not only by heirs, but also by the general public. Examples
of will substitutes include irrevocable living trusts and life insurance, where a deceased person
designates a beneficiary to whom payments are made after his/her death. Since parents in the
United States typically want to keep any unequal treatment of children secret, will substitutes as
well as inter vivos gifts are widely used.

Incontrast, in Japan, people usually neither leave a will* nor use will substitutes or gifts
as means of unequal intergenerational asset transfers to heirs (children). As explained in detail
later, the tradition in Japan is to regard the assets left by a decedent not as his/her personal property
but as family property. Therefore, although civil law in Japan has stipulations regarding the
statutory division of bequests, the most common procedure is to divide inherited assets in a
negotiation among surviving family members. In the negotiation process, the inherited assets can
be distributed freely as long as the heirs can come to an agreement, regardless of whether a will
was left or not.# While in the United States non-statutory distributions would be regarded as
taxable gifts, in Japan such distributions are treated as part of the inheritance and heirs can allocate
the inherited assets among themselves costlessly as they like (evenly or unevenly). Moreover,
since a cumbersome probate process does not exist in Japan, there is no need to avoid it through
the use of a will or will substitutes.

2.2 Inheritance, estate, and gift tax laws

One of the most important determinants of differences between the United States and Japan is
differences in the tax system. That being said, in both countries, it is (in principle) not possible to
avoid asset transfer taxes through manipulation of the way bequests are divided among children.>

2 The probate process consists of verifying the validity of the deceased’s will, identifying and listing the
deceased’s property, having the property appraised, paying the deceased’s remaining debts and taxes and
distributing the property to heirs. Since a probate canbe time-consuming and costly, i.e., it takes months to
a yearto complete theprocess andattorney and court fees can addupto 5to 7 percent of the total value of
the estate, individuals have a strong incentiveto avoid a probate.

¥ Accordingto oursurveydata, less than 10 percentof decedents in Japan leavea will.

* In Japan, wills have legal binding force only when heirs cannot forma consensus regarding the division
of abequest through negotiation.

5 Taxation of inherited assets around the world can generally be classified into the following two categories:
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Therefore, the contrasting patterns in bequest division do not result from differences in the degree
of tax (dis)advantages of the unequal treatment of children. Instead, what appears to make a
difference is the cost of making gifts (relative to bequests).

InJapan, the tax burden is much higher for intervivos gifts than for bequests. Recipients
of gifts are subject to gift tax if they receive gifts exceeding ¥1.1 million (ca. $10,000) in any
given year. On the other hand, until 2014, Japanese inheritance tax law set a very high exemption
level of ¥50 million plus ¥10 million x the numbers of statutory heirs,® meaning that only about
4 percent of inheritances were subject to inheritance tax. Moreover, in Japan, the progressivity of
gift taxes is far greater than that of inheritance taxes. It is likely due to these aspects of the tax
system that in Japan bequests make up a larger share of intergenerational asset transfers than in
the United States.

On the other hand, in the United States, it is possible to significantly reduce the total
amount of transfer taxes (i.e., inheritance/estate taxes plus gift taxes) by making gifts, since
federal law provides various tax breaks for gifts. Specifically, until the 1976 tax reform, gift and
estate taxes were treated separately, and gifts were taxed more modestly than bequests. It was
therefore possible to reduce transfer tax payments by transferring wealth in the form of gifts. The
Tax Reform Act of 1976 equalized the tax rates on gifts and estates and established a new transfer
credit system that applies to gift and estate taxes in order to prevent individuals, especially the
wealthy, from avoiding (or reducing) estate taxes by making gifts.” However, even though gift
and estate taxes were integrated, U.S. tax law still allows each individual to make tax-free
transfers up to $14,000 per recipient per year.8 This means that a married couple can make inter
vivosgifts of up to $28,000 (per recipient per year) without incurring any taxes, so that the amount
exempted from tax is more than twice as large as in Japan. These considerations suggest that the

(1) inheritance taxation (examples are countries such as Franceand Germany), and (2) estate taxation (such
as in the United States and the United Kingdom). The former imposes a taxon heirs receiving bequests
from a decedent. The taxamount is calculated separately for each heir based on the individual’s bequest,
and the individual is responsible for paying his/her own inheritance taxes. On the other hand, the latter
imposes ataxon the decedent who left the assets. In practice, the executor (of the decedent’s will) instead
ofthe decedent him/herself carries outthetaxpaymentprocedures. Thetaxcalculation is based onthetotal
value of the inherited assets. Therefore, the total tax amount does not vary with the distribution of the
bequests in the case of estate taxation, while it depends on the bequest division in the case of inheritance
taxation. Although Japan’s inheritance tax systemis a hybrid of these two systems, it can be broadly
regarded as a formof estate taxationin the sense that the total taxamount is determined by the total value
of the inherited assets.

® The threshold for inheritance tax exemption was reduced in January 1, 2015 to ¥30 million (basic
exemption) plus ¥6million x the numbers of statutory heirs. Itis said that the percentage of inheritances
due to inheritance taxwill rise to about 6 percent.

" A number of previous studies repeatedly demonstrate that wealthy individuals are likely to make
intergenerational transfers during their lifetime in order to reduce or avoid eventual estate taxes (e.g.,
McGarry [2000], Poterba [2001], Joulfaian and McGarry [2004] and Joulfaian [2004, 2005]).

8 The gift threshold was $10,000 in 2002 and since then has been raised by $1,000 every three years to
adjust for inflation.
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relatively generous tax treatment of inter vivos gifts is a key reason why they are widely used in
the United States.®

Intergenerational transfers through will substitutes also appear to enjoy several tax
advantages in the United States. For example, one of the most tax-efficient vehicles for
transferring assets to descendants is a grantor retained annuity trust (GRAT). A GRAT is an
irrevocable trust designed to transfer the future appreciation of the trust assets to family members
(such as the grantor’s children). Agrantor transfers a portion of his/her property into a GRAT in
return for astream of annuity payments for a fixed number of years. During the term of the GRAT,
the grantor receives back the full value of his/her initial contribution plus statutory interest in the
form of annuity payments. If the value of the annuity payments is equal to the funds transferred
into the trust, plus applicable statutory interest, no gift tax will be due when the GRAT is created.
Any funds remaining in the trust upon expiration of the annuity term passes to beneficiaries at no
additional gift tax cost. This implies that any capital appreciation of the trust in excess of the
applicable statutory rate is transferred to the beneficiaries with no additional gift tax, probably
promoting wide use of GRATSs as a will substitutes in the United States.

2.3 Family system

Another aspect that is bound to play a role in the contrasting bequest patterns is the family system
in Japan. The Japanese traditional family system, called ‘ie,” dating back to the Edo period (1603-
1868) became legally enshrined during the Meiji period (1868-1912) through the formulation of
civil law. The traditional family system is characterized by the following two aspects: (i) strong
patriarchal control, and (ii) inequality among family members. Essentially, this implies that the
paternal head of the household wields authority over all other family members and that males are
treated more favorably than females. For example, Meiji civil law distinguished between
inheritances of the family estate following the death of the household head (katoku souzoku) and
inheritances following the death of other family members involving assets other than the family
estate (isan souzoku). In the former case, the eldest son was designated as the only statutory heir
of the family estate,® while in the latter case, assets were divided equally among children. !
Following the major revision of civil law in 1947, from a legal perspective all family

° In fact, the share of people that have received inter vivos gifts from their parents appears to differ
substantially between the United States and Japan. According to the Health and Retirement Study,
approximately 10to 20 percent of childrenin the United States had received inter vivos transfers fromtheir
parents in the past two years (see McGarry [2016]), while the broadly corresponding figure for Japanese
individuals reported in the Japanese Panel Survey of Consumers is less than 2 percent.

10 Under the traditional family system, the eldest son was obliged to support his parents in exchange for
inheriting the family estate.

11 Ordinary inheritances did not occur very often, since ordinary family members rarely held their own
assets.
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members are now treated equally (in the division of inheritances) regardless of sex and age.
However, many of the cultural and social norms of the traditional family system still remain in
contemporary Japan, such as the prevalence of the co-residence of parent(s) and their adult
children. For instance, according to the International Comparison Survey of the Daily Life and
Attitudes of Elderly Persons (Koreisha no Seikatsu to Ishiki ni kansuru Kokusai-hikaku Chousa,
various years) conducted by the Cabinet Office, the elderly in Japan are more likely to live with
their grown-up children — typically the eldest son and his family — than the elderly in Western
countries such as the United States and Sweden. Although the traditional family system and the
cultural and social norms associated with it are gradually weakening, they still shape the values
of many families in Japan, which, inturn, is bound to effect parental bequest motives and observed
patterns of bequest division in Japan.

2.4 A hypothetical explanation for the contrasting patterns

Given the institutional differences between Japan and the United States outlined above, we can
form a hypothetical explanation of the contrasting patterns of intra-family bequest division
between the United States and Japan.

Following Bernheim and Severinov (2003), we assume that, for certain reasons, parents
(both in the United States and Japan) often prefer to divide their assets unequally among their
children, but do not want their children (as well as third parties) to know this. The way parents
aim to achieve this is not through a will, since this would not keep any unequal treatment secret.
This is where parents in the United States and Japan act differently. In the United States, gifts and
will substitutes provide tax advantages, so that these are likely to be chosen to transfer assets to a
particular child or particular children. Incontrast, in Japan, high taxes on gifts act as a disincentive
for inter vivos transfers, so that a larger share of the deceased’s assets are transferred through
(unequal) bequests. Moreover, as unequal bequests are still accepted as the traditional norm by
family members, i.e., both inheriting children as well as parents, inheritances in Japan are often
allocated unevenly among children (through family negotiations among heirs), reflecting the
values shared by the family, which in turn are informed by traditional family values in Japan
(including how bequests should be divided among heirs).

Based on this hypothetical explanation, in the following sections we examine the pattern
of unequal bequest division in Japanto elucidate parental motives to leave assets to their children.

3. Data description
3.1 Data source

The microdata used in this paper are taken from the three waves of the “Family and Lifestyle



ESRI Discussion Paper Series N0.333
“The Intra-Family Division of Bequests and Bequest Motives:
Empirical Evidence from a Survey on Japanese Households”

Survey,” conducted in December 2011 (firstwave) and 2012 (second wave) by our research group
(see Hori, lwamoto, Hamaaki, and Murata [2013] and Hori, Iwamoto, Niizeki, Hamaaki, and
Murata [2013], for details) and in February 2014 by the Economic and Social Research Institute
(third wave).12 The survey collects information on asset holdings and intergenerational transfers,
including inheritances, for individuals in households. The survey asks whether respondents
received inter vivos gifts and inheritances from their parents. Furthermore, the survey is
particularly notable for the detailed questions it contains intended to throw light on the way how
inherited assets are divided among heirs, such as the percentage of inherited assets that individual
heirs received (percentage in terms of the total assets left by a deceased parent), whether the
deceased parents left a will, and whether they were subject to inheritance taxation.

The subjects of the first survey were the pool of approximately 220,000 consumer testers
across Japan who were preregistered by INTAGE Inc., the largest market research firm in Japan.
In creating the sample, we divided Japan into 10 areas and chose a total of 4,525 male and femake
registered testers aged between 25 and 75 to whom to send guestionnaires. The respondents
(testers) were chosen in such a way that the breakdown by individual area for both sexes
resembled that obtained from the Population Census of Japan. Inthe first wave, we received valid
responses from 3,699 participants for a response rate of 81.7%. The subsequent surveys targeted
the respondents to the previous survey. We obtained 3,144 valid responses from the 3,647
individuals to whom the questionnaire was sent in the second wave (valid response rate: 86.2%)
and 2,357 values responses from the 3,112 individuals to whom it was sent in the third wave
(valid response rate: 75.7%).

It should be noted that the average educational attainment of the INTAGE testers was
higher and the percentage of single-person households was lower than that in the Population
Census. In that sense, the sample, rather than being fully representative of Japan’s population
today, can be regarded as being biased towards middle or upper-income households. This point
requires due consideration when analyzing the data, but in general the breakdown by sex, area,
and age conforms to the distributions observed in the Population Census.

3.2 Descriptive statistics

This subsection provides an overview of the descriptive statistics of bequests and respondent
characteristics (or characteristics of respondents’ spouse). First, we describe the distribution of
bequest amounts. Since our survey asks not only about respondents’ inheritance events but also
their spouse’s, we have a maximum of four observations (for each of the four parents) for each
household. Overall, there are 5,215 deaths of respondents’ and respondents’ spouse’s parents in

12 The first and second surveys were supported by Grant-in-Aid for Scientific Research (A) 23243046
from the Japan Society forthe Promotion of Science (JSPS).
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our survey data, and in 1,927 cases the deceased parent left a bequest. Table 1 shows the
distribution of bequest amounts. While roughly 56% of respondents received only a small bequest
worth less than ¥5 million yen (including those that did not receive any bequest or refused it),
about 6% received bequests exceeding ¥30 million yen. From this, it can be inferred that while
some respondents received a very large bequest, the majority of respondents inherited only a small
amount of assets. This inference is supported by the descriptive statistics of the exact amount of
inherited assets shown in Table 2. Because of a small number of outliers — including an extremely
large bequest of 3 billion yen —the mean value is very large. However, the median value is only
3.5 million yen.

Second, we compare the share of inheritance events subject to an inheritance tax in our
survey with the corresponding share for Japan overall. In our dataset, out of the 5,215 observations
of a deceased parent, 227 involved a bequest that was subject to inheritance tax. The share thus is
4.4 percent (=227/5,215). On the other hand, the Ministry of Finance reports that the
corresponding value for Japan’s population as a whole is roughly 4 percent on average over the
past two decades.*® Since these two values are very similar, the responses in our survey as well
as the sampling scheme appear to be generally reliable.

The characteristics of observations used for our regression analysis (in Section 5) are
shown in Table 3. The average age of individuals in the dataset — that is, respondents and their
spouses — is 58.9 years. 63 percent of individuals are male. The average number of siblings — that
is, respondents plus their brother(s) and sister(s) or respondents’ spouse plus their brother(s) and
sister(s) — is slightly above three, while almost 40 percent of respondents or their spouses are the
eldest son in the family (including only children). 46 percent of individuals are university
graduates, while 52 percent are senior high school, junior college, or technical college graduates.
Thefact that the individuals in our sample appear to be better educated than the population overall
probably reflects the fact that, already mentioned, the INTAGE testers are biased towards middie
or upper-income households. Meanwhile, about a third of respondents said that the deceased
parent had lived with them. Regarding financial assistance between parents and children, 11
percent of respondents indicated that they were providing (or provided) financial assistance to
their parents, while 7 percent said that they were receiving (or had received) financial assistance
from their parent(s). Finally, the average age of the surviving parent at the time of death of the
other parent was about 70 years.

4. Empirical strategy
4.1 Outline

3 The detailed values are available fromthe following URL:
http://www.mof.go.jp/tax_policy/summary/property/137.htm.
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The empirical strategy we employ in this study is to investigate the division of bequests among
children in Japan to understand parental bequest motives. While the fact that in Japan inherited
assets are divided through family negotiations implies that the observed patterns reflect not only
the motives of decedents but also those of heirs, it is very likely that heirs’ choices reflect the
values shared by their family, including traditional Japanese family values. Furthermore, to shed
more light on parental motives, we compare the patterns of bequest division between when a
parent dies before his/her spouse (i.e., a primary inheritance) and when the second parent
subsequently also dies (i.e., a secondary inheritance). Inthe former case, the surviving spouse has
the opportunity to express his/her opinion and to play a leading role as an advocate of the decedent
in dividing the bequest. Therefore, it is likely that the resulting patterns of bequest division in
primary inheritances reflect parental bequest motives more clearly than those in secondary
inheritances.

Unfortunately, similar studies comparing primary and secondary inheritances in the
United States are unavailable, probably because observations on bequest division among children
in primary inheritance are very limited. In the United States, when a decedent does not leave a
valid will assets are divided among heirs in line with state laws on intestacy. Inthe case of primary
inheritances, state laws typically designate a large share of a bequest to be reserved for the spouse
(with the remainder to be divided equally among children). More specifically, in states that have
adopted the Uniform Probate Code (UPC), assets are passed on in their entirety to the surviving
spouse if all surviving descendants of the decedent are also descendants of the surviving spouse.
While the formula for the division of bequests among heirs differs across states that have not
adopted UPC, a typical allocation would give the first $50,000 of a bequest plus half of everything
above $50,000 to the spouse. Therefore, as long as bequests do not exceed a specific threshold
(e.g., $50,000), there is no bequest division among children in primary inheritances in the United
States.

As preparation for our regression analysis, we start with a descriptive examination of
whether bequest shares in Japan deviate from statutory shares. While it is common to divide
inherited assets among heirs through negotiations, present civil law specifies the statutory shares
that heirs should receive if nowill has been left and they cannot reach agreement on how a bequest
should bedivided. Inthe case of a married couplewith children, the law designates the decedent’s
spouse and children as the heirs-at-law. While the spouse is entitled to receive half of the bequest
in a primary inheritance, the remaining half would be equally distributed to the children. In a
secondary inheritance, the decedent’s children are the heirs-at-law and bequests would be equally
divided only among them. Therefore, if in a secondary inheritance inherited assets are divided
equally among children, there should be no deviation from the statutory shares. In contrast, if
inherited assets are divided unequally among children, we would observe deviations of the actual
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from the statutory shares.

Figure 1.1(a) shows the statutory share of the surviving spouse in primary inheritances
(indicated by the height of the yellow-shaded area) as well as the mean and median values of
surviving spouses’ actual share (indicated by the solid and dashed lines, respectively) obtained
from our micro dataset. Figure 1.1(c) shows the corresponding information (the statutory and
actual shares) for children in primary inheritances. The horizontal axis measures the number of
children a decedent had (including the respondent or his/her spouse). While the statutory share of
the surviving spouse is 50 percent regardless of the number of children, the statutory share of
children decreases from 50 percent for an only child to 10 percent in the case where there are five
(including the respondent).

The median values of respondents’ (including spouses’) actual shares in primary
inheritances reported in Figure 1.1(c) look almost identical to the statutory shares. This suggests
that the statutory shares seemto serve as a reference for negotiations amongst heirs. On the other
hand, the mean values of respondents’ actual shares appear to deviate upward from the statutory
shares, although the mean does decrease as the number of siblings increases. This upward
deviation appears to be the other side of the coin of the downward deviation from the statutory
share of 50 percent for the surviving parents in Figure 1.1(a). This finding suggests that surviving
parent tends to give up part of their statutory share on behalf of their children. A possible
explanation is that such behavior reflects altruistic motives in that surviving parents act in
consideration of the interests of their child or children. Moreover, there may be cases where a
family can reduce the sum total of inheritance taxes falling due in primary and secondary
inheritances by “frontloading” the intergenerational asset transfer from parents to children. 14

Figures 1.1(b) and (d) show the mean of the absolute difference between the actual and
the statutory share (indicated by the solid line) for surviving spouses and for children respectively,
as well as the ratio of respondents (or their spouses) reporting that their bequest share deviated
from the statutory share (indicated by the height of the yellow-shaded area). The figures indicate
that a non-negligible share of families divide their bequests in a manner that diverges from the
statutory shares. More specifically, the ratio of families dividing bequests differently from the
statutory shares ranges from about 60 to 80 percent, and the mean deviation from the statutory

14 This is well known as a major tax-saving strategy in Japan. This strategy tends to yield tax advantages
if (i) the amount of inherited assets in the primary inheritance is very large, (ii) a surviving parentholds a
large amount of assets, or (iii) the number of children (i.e., heirs of the secondary inheritance) is small.
When a surviving parent inherits a large amount of assets from his/her spouse in the primary inheritance
and does notspend much, his/her childrenwould inherit a large bequest in the secondary inheritance when
the surviving parent dies. Since in a secondary inheritance neither the spousal allowance (i.e., ¥160 million
yen or the amount of statutory bequests for the surviving spouse, whichever is greater) nor the basic
allowance forthe surviving spouse (i.e., ¥10million yen until2014 and ¥6 million yen from2015 onward)
can be used, large bequests will eventually be heavily taxed. In order to avoid this, people usually try to
decrease the surviving parent’s share and increasethe children’s share in the primary inheritance.
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share is roughly 20 to 30 percentage points regardless of the number of siblings.

Figures 1.2(a) and (b) are comparable charts for secondary inheritances. The magnitude
of the upward deviations of the mean in this case looks somewhat smaller than in the case of
primary inheritances (Figure 1.1(c)), and the median looks broadly in line with the statutory
shares. *> Turning to Figure 1.2(b), in roughly 70 percent of families, the actual division of

secondary inheritances with multiple heirs (children) deviates from the statutory shares.
We conjecture from the above figures that while statutory shares appearto be treated as an

important reference by families in Japan, asizable portion of families divide their bequestsina manner
different from the statutory division (i.e., different from the equal division among children). In order
to examine how and why bequests are not divided equally in Japan, we regress the size of
deviations from the statutory share on a variety of explanatory variables that proxy for the
following five motives: (i) the dynastic (or family line) motive, (ii) the desire to treat children
impartially, (iii) altruism toward family members, (iv) the parental strategic (or exchange) motive,
and (v) other motives.

4.2 Regression specification
We estimate the following equation to examine the determinants of the division of bequests
among heirs:

Deviation; = a + X; + u; (1)

where Deviation; is the percentage deviation of respondent i’s actual share in a bequest from
his/her statutory share and is defined as follows:

Deviation; = (Actual share; — Statutory share;)/Statutory share; (2

where Actual share; and Statutory share; represent respondent i’s actual and statutory
shares, respectively. X; is a vector of respondent (or his/her spouse) i’s and his/her parents’
characteristics. u; is an error term that is assumed to be independently and normally distributed
with mean zero and covariance o?. We estimate equation (1) separately for primary and
secondary inheritances, since, as explained above, patterns of bequest division are likely to differ

15 1f respondents represent a randomsample of the population and they report their own bequest share (as
well as that of other heirs) correctly, we would expect the mean tobeequal to the statutory share. A possible
explanation that this is not the case is as follows. In the survey, respondents report the number of children
(including themselves) their parents had. However, if some of those children had died by thetime the survey
was conducted, this would explain why respondents’ bequest shares deviate upward from their statutory
shares. This interpretationis further supported by the factthatthe total bequestshares of other siblings are
smaller than their total statutory shares.

13



ESRI Discussion Paper Series N0.333
“The Intra-Family Division of Bequests and Bequest Motives:
Empirical Evidence from a Survey on Japanese Households”

between primary and the secondary inheritances. We use Tobit regression as our primary choice
to estimate the model, since Deviation; is bounded below by —1. While the Tobit estimator
handle the bounded nature of the dependent variable well, it may not be consistent if the error
term is heteroskedastic or non-normal. Therefore, we also report OLS regression results to
confirm the robustness of our results across estimation methods.

Our covariates in the regression can be classified into the following categories
corresponding to the types of bequest motives listed above. First, to proxy the dynastic motive,
we include the following three variables: (1) a quasi-dummy variable that takes one (minus one)
if the respondent is male (female), (2) a dummy variable that takes one if the respondent is the
eldest son, and (3) the share of real assets in the total assets that the respondent inherited. The
coefficient on the gender quasi-dummy is expected to be positive if males (females) are treated
favorably (unfavorably). To gauge the gender effect relative to siblings of the same sex only, we
also include a separate dummy (referred to as “siblings dummy” below) that takes one if the
respondent has one or more siblings, and intersect our gender quasi-dummy with the siblings
dummy?¢ as well as with a dummy that takes one if the respondent has a sibling/siblings of the
other sex. The coefficient on the eldest son dummy (intersected with the siblings dummy) is also
expected to be positive if bequests are distributed disproportionately to the eldest son who takes
over as patriarch of the family. Finally, the reason why we include the share of real assets is that
an heir who inherited residential assets from a decedent is most likely to be an heir who plays a
key role in maintaining the family line. Therefore, if the dynastic motive plays a role in the
division of bequests in Japanese households, the coefficient on this real-asset-share variable
should also to be positive.

Second, to control for the parental desire to treat children impartially, we include the
following two variables: (1) a dummy variable that takes one if the respondent has a higher
educational attainment than other siblings, and (2) a dummy variable that takes one if the
respondent regularly received financial assistance from his/her parent(s). Some parents may feel
happier if they treat all children equally in the sense that all children receive the same amount of
intergenerational transfers as a whole (not only through inheritances). With regard to the dummy
for those who are better educated than other siblings (intersected with the siblings dummy), we
expect the marginal effect of this dummy to be negative if parents consider investment in their
children’s human capital (as a form of intergenerational asset transfer) and bequests to be
substitute. Similarly, we expect the effect of the dummy for those who received parental financial
assistance in the past also to be negative.

Third, we examine altruism toward family members by considering the following three

8 Qur use ofa quasi-dummy implies that we impose the constraintthat the gender effect is symmetric
(relative to persons that only have siblings of the same sexas themselves).
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factors in primary inheritances: (1) adummy variable that takes one if the respondent reports that
he/she is economically better-off than other siblings, (2) the past occupational status of the
surviving parent (for the longest job held), and (3) the age of the surviving parent at the time of
the primary inheritance. If heirs are altruistic toward other family members, the marginal effect
of the first dummy variable (the better-off dummy intersected with the siblings dummy) should
be negative. Regarding the past occupational status, we include two separate dummy variables:
one that takes one for surviving parents who were self-employed or small business owners, and
another one that takes one for surviving parents who worked as anemployee. Ifa surviving parent
was self-employed/a small business owner or had a long work history as an employee, he/she was
likely to have earned more throughout his/her working life than those in the other categories (e.g.,
full-time homemakers), and therefore had the opportunity to adequately prepare for retirement
through pensions and savings. Consequently, we expect that the past occupational status of the
surviving parent will have a positive effect on the deviation of respondents’ actual share from the
statutory share, since surviving parents with a long work history are more likely to be able to
afford handing part of their share to their children. Regarding the age of the surviving parent, we
construct the following two dummies: (1) a dummy variable for surviving parents who were
between 60 and 74 years of age (at the time of their spouse’s death) and (2) adummy for surviving
parents who were 75 years of age or older (at the time of their spouse’s death). If one parent died
when the other parent was still (relatively) young, the surviving spouse would likely have more
years to live and thus probably need more financial resources. Therefore, we expect the dummies
for older surviving parents (i.e., those between 60 and 74 as well as those over 74) to be positive,
based on the assumption that children take the needs of the surviving parent into account when
negotiating the division of the bequest.

Fourth, to investigate parental strategic behavior, we include the following three dummy
variables: (1) adummy for respondents who lived with the decedent, (2) adummy for respondents
who lived with the surviving parent, and (3) a dummy for respondents who regularly provided
financial assistance to their parents. We expect that those who live(d) with their parents and/or
who provide(d) financial support to their parents are likely to receive more in a primary
inheritance if parents behave strategically to encourage children to provide assistance and
attention in exchange for a bequest.1” While we include the same cohabitation and financial
assistance dummies also in the secondary inheritance regressions, the coefficients on these

7 The coefficients probably reflectnotonly the causal effect of co-residence and/or financial assistance on
bequests, but also causal effects running in the opposite direction. Such reverse causality arises when
children expect to receive bequests from their parents by living with their parents and/or providing
assistance (see, e.g., Brown [2006] and Horioka, Gahramanov, Hayat, and Tang [2016]). Therefore, while
the regression results in this study do not identify the causal effect, they do provide evidence that the
patterns of bequest division in Japanare consistent with the presence of parental strategic motives.
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dummies no longer represent the effect of parental strategic behavior, since parents do not ply a
role in bequest division negotiations in secondary inheritances unless decedents die testate. Since
in practice dying testate is rare in Japan, we do not regard these two variables in the secondary
inheritance regressions as testing whether parents behave strategically, but as variables regarding
family values shared by the heirs (children). Therefore, when examining secondary inheritances,
we classify the cohabitation and financial assistance dummies into the “other motives” category.

Finally, we add the following three variables to consider other possible factors: (1) a
dummy for respondents who had a better relationship with their parents than other siblings
(intersected with the siblings dummy), (2) adummy for those who paid taxes when they received
inherited assets, and (3) a dummy for affluent parents. The first variable takes one if respondents
report that they had a better relationship with their parents than their sibling(s). If the division of
bequests is influenced by heirs’ relationship with their parents (compared to their siblings), we
expect the marginal effect of this dummy to be positive. The latter two variables are included to
investigate whether heirs had an incentive to reduce inheritance tax payments by adjusting the
bequest allocation in the primary inheritance. The dummy for the tax payment takes one if the
inherited assets were subject to inheritance tax. Meanwhile, the dummy to capture the affluence
of respondents’ parents is constructed based on respondents’subjective answer to a question about
their parents’ living standard when the respondents were children. The dummy variable takes one
for respondents that chose the highest category (“\éry wealthy”) regarding their parents’ living
standard during their (respondents’) childhood (compared to that of the average family) among
seven categories (from “\ery poor” to “\ery wealthy”). If the bequest amount is large enough to
be subject to inheritance tax, we expect that respondents’ share deviates upward from the statutory
share (and surviving spouses’ share deviates downward), since this should allow such heirs to
reducetheir tax liabilities. Therefore, the effects of those two dummies are expected to be positive.

As mentioned previously, we run regression (1) separately for primary inheritance
observations and secondary inheritance observations. In the secondary inheritance regression, we
exclude some of the altruism-related dummies, the dummy for living with the surviving parent,
and the tax incentive-related dummies from our specification, because in secondary inheritances
there is no room for parental altruism to play a role, no surviving parent to live with, and no room
to reduce tax liabilities. Moreover, in the secondary inheritance regressions we do not use
observations for only children, since in secondary inheritances the division of bequests in only-
child families is unlikely to deviate from the statutory share (100 percent).18

5. Empirical results

18 Previous studies, e.g., Wilhelm (1996), Norton and Tay/lor (2005), and Nortonand Van Houtven (2006),
also exclude the only child observations in analyzing bequestdivision among children.
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5.1 Determinants of bequest division in primary inheritances

We start by examining the determinants of the deviation of respondents’ (or their spouse’s) actual
share in primary inheritances from their statutory share.® As a surviving spouse has the
opportunity to express his/her views in the division of the bequests, it is likely that the patterns of
bequest division in primary inheritances provide a clearer reflection of parental bequest motives
than secondary inheritances.

The estimated marginal effects (coefficients) based on the Tobit as well as OLS
regressions are reported in Table 4. We employ two different specifications, one with and one
without age dummies for the surviving parent (columns Ato D). Since the information necessary
for constructing the surviving parent age dummies is often missing, the sample size is
substantially reduced when we run the regressions with these dummies. Therefore, to ensure that
the calculated effects do not result from the small number of observations, we report the results
with specifications with and without the surviving parent age dummies.

The estimated marginal effects indicate that a variety of bequest motives, such as
dynastic and strategic motives, have a significant impact on the division of bequests among heirrs.
Moreover, results appear to hardly change regardless of the estimation method employed (Tobit
or OLS) or choice of specification (with or without the surviving parent age dummies). In addition,
to further confirm the robustness of our findings, we ran regressions using observations for which
the sum of bequest shares of individual heirs (i.e., the respondent, the surviving parent, other
siblings, and other heirs) equaled 100 percent (see the right half of Table 4). Our findings remain
unchanged even when we focus on these “cleaner” observations.

Looking at the dynastic motive, the estimated effects of the gender quasi-dummy
indicate that, in Japan, males receive larger bequests from their parents than females. This
suggests that the traditional family system with an emphasis on the male line still appears to have
an influence on the division of bequests. While the coefficient on the first son dummy is
insignificant, the positive and significant coefficient on the real assets share implies that the heir
of the family line tends to inherit a larger share than other siblings, indicating again that dynastic
motives appear to play a role.

Next, turning to the variables examining whether parents treat their children equally, the
estimated coefficients clearly indicate that respondents who are better educated and/or who
received financial support from their parents tend to receive smaller bequests in primary
inheritances. This is probably because parents consider investment in their children’s human
capital and inter vivos financial support as substitutes for bequests and try to equalize the total

19 We also run the same regression for the share of the surviving spouse to double-check our findings.
See the Appendixat the end of this paper.
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amount of these intergenerational transfers across siblings. 2°

Looking at the variables examining altruism toward family members, we find that
(parental) altruism in the form of assisting relatively worse-offchildren (represented by anegative
coefficient on the dummy for economically advantaged children) does not seem to play a
significant role. On the other hand, we find that respondents’ share is larger when the surviving
parent was self-employed or an employee (relative to the case where the surviving parent was a
full-time homemaker). Apossible interpretation is that surviving parents who were self-employed
or an employee are likely to be better off than surviving parents who were a full-time homemaker,
and that, in the negotiations surrounding a primary inheritance, better-off surviving parents
handed a larger share of a bequest to their children or that, conversely, in the case of less well-off
parent, children handed a larger share to their parent. When we include dummies for the age group
of the surviving parent, as shown in columns B, D, F, and H of Table 4, we find that the
coefficients are positive and significant, implying that respondents with a younger surviving
parent tend to receive less, presumably because the surviving parent is expected to have longer to
live and therefore have greater financial needs than an older surviving parent. These findings are
consistent with the altruism motive, indicating that children consider the economic needs of their
surviving parent when dividing bequests among heirs.

Turning to strategic motives, we expect the coefficients both on the decedent co-
residence dummy and on the surviving spouse co-residence dummy to be positive if parental
strategic motives play a role in dividing bequests in primary inheritances. We find that although
respondents that had lived with a decedent did not receive a significantly larger bequest share,
those that lived with a surviving parent did, probably reflecting the guiding influence of surviving
parents in primary inheritances. Meanwhile, whether respondents had provided financial
assistance to their parents did not have a significant effect on the bequest share they received,
regardless of which specification are employed. 2!

Finally, looking at the coefficients on the other miscellaneous dummies — i.e., the
dummy representing how good respondents’ relationship with their parents was and the dummy
representing whether respondents had an incentive to avoid inheritance tax payments — are
positive as expected but statistically insignificant. The fact that the result for the inheritance tax
dummy is insignificant is not surprising, given that only around 4 percent of inheritance events

20 Although we regard thedummy for heirs”educational attainment as representing theamount of parental
investment in their children’s education, the education variable also allows another interpretation. That is,
if we regard it as a proxy for permanent income, the negative effect of greater educational attainment may
be a sign of compensatory bequests in the sensethatsiblings with a higher permanentincome receive less
fromtheir parents.

21 One possible explanation why this dummy is insignificant is that it may reflect respondents’ financial
strength. If parents tend to bequeath less to well-off children, such altruistically-motivated behavior may
offset parental strategic behavior.
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are subject to inheritance tax.

5.2 Determinants of bequest division in secondary inheritances

Having found that the patterns of bequest division in primary inheritances are consistent with a
variety of bequest motives suggested in the literature, we now turn to the analysis of secondary
inheritances. Since negotiations in secondary inheritances do not include a surviving spouse, the
only way that parents can ensure that their wishes are heeded is to prepare a will. However, since
in Japan less than 10 percent of decedents leave a will, patterns of bequest division in secondary
inheritances largely reflect traditional family values in Japan shaping negotiations among heirs
(children). Based on this reasoning, we expect the comparison of primary and secondary
inheritances to provide useful insights into parental bequest motives.

Table 5 reports the estimation results of the Tobit and OLS models for secondary
inheritances. As explained in Section 4.2, we exclude terms that are irrelevant for secondary
inheritances. Broadly speaking, the estimated coefficients in Table 5 follow a similar pattern to
that observed in the regressions for primary inheritances reported in Table 4. Specifically, starting
with the variables intended to capture the dynastic motive, we obtain positive and significant
marginal effects both for the gender quasi-dummy and for the ratio of real assets. This finding
implies that in secondary inheritances, in which parental motives may be reflected less clearly,
bequests still appear to be divided in line with the dynastic (family-line) motive. That being said,
the magnitude of the estimated marginal effects is smaller in the regressions for secondary
inheritances. This implies that decedents (parents) are more concerned about the continuation of
the family line than their heirs (children), but heirs (to some extent) also allow the unequal
division of bequests in order to compensate those responsible for maintaining the family line for
the associated costs (such as holding memorial services, maintaining the family grave, etc).

Turning to the variables examining the equal treatment of children, we find that the
negative coefficient on the dummy for better educated respondents (or their spouses) becomes
smaller and statistically insignificant, while that on the dummy for those who received financial
assistance from their parents becomes close to zero. This result suggests that while parents in
primary inheritances try to balance out total transfers across their children to show that they treat
their children equally, in the negotiations regarding secondary inheritances children do not dare
to seek redress for special benefits (such as inter vivos gifts and educational costs). This finding
may be understood as evidence that children respect parents’ decision to treat children differently
during their lifetime in terms of gifts and education expenses.

The marginal effect on the dummy for economically advantaged respondents (or their
spouses) is insignificant, suggesting that altruism toward economically disadvantaged family
members does not play a role in the allocation of secondary inheritances. The coefficient on the
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dummy for the relationship with parents is again insignificant. Meanwhile, the estimated
coefficient on the dummy for respondents (or their spouses) who lived with a decedent is positive
and significant, meaning that those who took care of their parent(s) tend to receive more in
secondary inheritances than their siblings. Since in secondary inheritances both parents have died
and hence are not involved in any negotiations, the variable cannot be considered to be a proxy
for the strategic motive. Instead, the positive coefficient therefore rather shows that heirs, based
on traditional family values, may agree on the uneven allocation in order to offset the costs
disproportionately borne by the sibling who took care of their parent(s). Finally, we find that the
coefficient on the dummy for children that provided financial assistance to their parent(s) i
insignificant. This result, which seems slightly inconsistent with the previous finding, probably
reflects the fact that (contrary to the case of co-residence) the provision of financial assistance to
parents is not necessarily observable to other siblings.

To sum up, while both in primary and secondary inheritances bequests appear to be
divided in accordance with a variety of parental bequest motives proposed in the literature, the
estimated coefficients on the variables proxying motives, especially those for dynastic motives as
well as the desire to treat children equally, are larger and statistically more significant in primary
inheritance. However, it is not surprising that parental motives are reflected more clearly in the
division of bequests when the surviving spouse has the opportunity to express his/her intentions.

5.3 Further evidence

While we found that parental bequest motives, such as dynastic and strategic motives, can be
more clearly identified in primary than in secondary inheritances, an unequal division could
nevertheless also be observed in secondary inheritances. We inferred that the unequal division in
secondary inheritances primarily reflected heirs’ traditional family values rather than parental
motives, based on the assumption that the only way parents could directly influence the division
of secondary inheritances was by preparing awill and based on the fact that the share of decedents
that had prepared a will was negligibly small. Although ignoring the role played by wills seems
like a reasonable first approximation, there is a risk that our findings so far may be contaminated
by the role played by wills. Therefore, to address such concern, in this subsection we examine the
effects of the presence of a will.

Table 6 reports the share of inheritances in which a will by the decedent was present.
Column A shows that a will was left only in 7 percent of total inheritance events in our sample.
Comparing columns B and C, the share is smaller in primary inheritances than in secondary
inheritances. Further, Table 7 shows that even after controlling for decedents’ characteristics (i.e.,
age of the decedent, his/her educational attainment, and total value of assets bequeathed (in log)),
the difference between primary and secondary inheritances in the share of cases in which a will
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is present is statistically significant.22 The smaller share of wills in primary inheritances likely
results from the fact that in primary inheritances wills are not necessary to make heirs comply
with parents’ intentions, since the surviving spouse will be present during the family negotiations
to ensure the wishes of the deceased are taken into account.

Next, to examine how the presence of a will affects the division of bequests, Tabk 8
compares the percentage of heirs who report that their share was different from the statutory share
in cases where awill was present and in cases where no will was present. We expect that if the
purpose of leaving a will is to divide bequests unequally to achieve a particular outcome based
on the parental motives discussed above, the percentage of respondents reporting a deviation
should be higher when a will was left than when no will was left. While the percentages reported
are higher in cases where a will was left, the difference between cases with and without a will as
expected does not appear to be very large. Therefore, the results suggest that wills are used only
marginally to deviate from the statutory shares.??

The findings above indicate that, in Japan, bequests are often divided unequally among
children even without the presence of a will or a parent. The unequal division of bequests in Japan
therefore appears to reflect certain values shared by families and their members — which, in tumn,
are shaped by traditional family values — that make such unequal treatment acceptable or even
desirable. This interpretation is further supported by responses to our “Family and Lifestyle
Survey” questionnaire. The survey first asked respondents whether they thought bequests should
be divided in accordance with the statutory division. The results show that 77 percent
(=1,427/2,297) of respondents thought that it was not necessary to adhere to the statutory share.24

Respondents who replied that it was not necessary to adhere to the statutory division
were further asked to answer another question about the merits of anon-statutory unequal division.
The distribution of answers is shown in Table 9. Almost half of the respondents indicated that
they thought this allowed giving due consideration to children that had lived with and/or taken
care of their parent(s). The second most common response was that it allowed them to distribute
the bequest so that the surviving parent was well taken care of. These responses indicate that
children (heirs) in Japan first consider the life of their parent before demanding their own share

22 Although not reported here to conserve space, we also controlled further for heirs’ (children’)
characteristics, such as the number of siblings, siblings’ educational attainment, etc. However we found
that doingso does not significantly affect the estimated marginal effect of the primary inheritance dummy.
28 To examine whether our regression results for secondary inheritances reported in Table 5, which we
assume to reflect traditional family values in Japan shaping negotiations among heirs, are contaminated by
the presence of wills, we ran the same regression using only observations without a will. The results are
reported in AppendixTable 2and are essentially unchanged fromthose in Table 5.

¢ Reasons givenwhy it was not necessary to adhere to the statutory divisionare as follows: (i) the wishes
ofthe deceased should be reflected in the bequest division (17.2 percent), (ii) the bequests should be divided
based on an agreement among heirs (8.2 percent), (iii) the division should be allowed to differ across
families depending ontheir situation (36.7 percent) and (iv) don’tknow (14.9 percent).
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of an inheritance. Alittle less than a quarter of respondents answered that it would allow them to
distribute the bequest to maintain the family line (and/or family businesses). This means that
children (heirs) in contemporary Japan are still often concerned about the family line even without
the presence of a parent. In addition, Japanese heirs appear to be concerned about the well-being
of economically disadvantaged siblings as well as dividing bequest to minimize the tax burden,
and they often choose non-statutory (unequal) shares even in secondary inheritances where no
parent or will are present.

6. Conclusion

Using a unique survey-based micro dataset, we investigated the intra-family division of bequests
in Japan to examine the importance of institutional and cultural differences in understanding
patterns of bequest division and to understand parental motivations behind intergenerational asset
transfers.

We first argue that certain circumstances making (observable) bequests equal (among
children) in the United States are not present in Japan. As a result, in contrast with the United
States, where most bequests are divided equally, a substantial share of bequests in Japan are
divided unequally. We then utilize the observed patterns of unequal bequest division in Japan to
identify parental bequest motives. Among other things, comparing primary and secondary
inheritances allowed us to examine the role of parental motives and traditional family values in
Japan.

We found that parental motives show up more clearly in primary inheritances, where
the surviving spouse is likely to be involved in the negotiations regarding how the bequest should
be divided among family members. The analysis suggests that the division of bequests in Japan
reflects parents’ desire to maintain the family line and to treat children equally in terms of the
total lifetime transfers they receive. Parents also appear to bequeath more to children living with
the surviving parent, which is in line with models of parental strategic behavior. However,
contrary to the prediction of standard altruism models, parents do not bequeath more to
economically disadvantaged children, although children appear to altruistically allocate bequests
to a (disadvantaged) surviving parent.

We further find that even in secondary inheritances, where no parent is present, it is not
uncommon to observe unequal bequests in Japan. Our analysis indicates that wills do not play an
important role in explaining such unequal bequests. Instead, unequal division reflects heirs” own
preference to give a larger share to the heir to the family line and/or those who took care of their
parents in old age. This suggests that we cannot ignore the role of cultural differences when
comparing patterns of bequest division among countries with different social and cultural norms.

Finally, turning to the implications of our findings, it is well known that parental altruism
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plays a key role in the Ricardian equivalence hypothesis. Our finding that parental motives other
than the altruistic motive play arole therefore probably implies that Ricardian equivalence does
not hold in Japan and that tax cuts financed by the issuance of government bonds are likely to
have some effect. Regarding the intergenerational transmission of wealth inequalities, our finding
that altruism does not seem to play a large role potentially implies that, as suggested by Horioka
(2014), in Japan wealth inequalities are less likely to be passed on from generation to generation.
On the other hand, dynastic (family line) motive-based inheritances potentially intensify the
intergenerational transmission of inequalities.
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Figure 1. Bequest shares by number of siblings and their deviation from the statutory shares
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Table 1. Bequests by size

Freq. Percent Cum.
Haven’t received any (or refused) 375 19.5 19.5
Less than 2 million yen 460 23.9 43.3
2 million to 5 million yen 249 12.9 56.3
5 million to 10 million yen 193 10.0 66.3
10 million to 20 million yen 158 8.2 74.5
20 million to 30 million yen 67 35 77.9
30 million to 50 million yen 59 3.1 81.0
50 million to 100 million yen 36 1.9 82.9
More than 100 million yen 18 0.9 83.8
Don't know 258 13.4 97.2
Not available 54 2.8 100.0
Total 1,927 100.0

Table 2. Descriptive statistics of bequests (in million yen)

Number of observations Mean Median Std. deviation Min Max

918 13.8 3.5 101.9 0.0 3,000.0
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Table 3. Descriptive statistics

Variable Mean  Std. Dev.
Age of respondent (or his/her spouse) 58.9 9.8
Sex of respondent (or his/her spouse) (=1 if respondent (or his/her spouse) is male) 0.63 -
Number of siblings (including respondent (or his/her spouse) himself/herself) 33 15
First-born son (=1 if respondent (or his/her spouse) is the first-born son) 0.39 -
Educational attainment of respondent (or his/her spouse)

Junior high school 0.02 -

Senior high/junior college/technical college graduate 0.52 -

University graduate 0.46 -
Dummy for respondents (or their spouse) who co-resided with the deceased parent 0.29 -
Dummy for respondents (or their spouse) who provide (or provided) financial assistance to their parent(s) 0.11 -
Dummy for respondents (or their spouse) who received financial assistance from their parent(s) 0.07 -
Age of surviving parent at the time of his/her spouse’s death 69.9 12.4
Number of observations 527

Note: The descriptive statistics for age and the educational attainment dummy are based on 397 and 489 observations, respectively, since observations
with missing values were dropped. As for the age of the surviving parent, only 244 observations are available in the case of primary inheritances.
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Primary inheritances

Sample for analysis All available observations Observations for which the sum of reported shares equals 100%
Estimation method Tobit OLS Tobit OLS
(V] (8) ©) (D) B F) (©] (H)
Marg. Eff. Marg. Eff. Coef. Coef. Marg. Eff. Marg. Eff. Coef. Coef.
Dynastic motive
Sibling structure
Dummy for those with sibling(s) 0.608 ** 0.528 0.882 ** 0.813 * 0.716 * 0.536 1.064 * 0.928
(0.26) (0.325) (0.371) (0.447) (0.406) (0.46) (0.6) (0.647)
Dummy for those with sibling(s)xDummy for those with sibling(s) of the opposite sex 0.280 * 0.243 0.393 ** 0.408 ** 0.242 0.336 0.372 * 0.546 **
x (Male dummy-Female dummy) (0.15) (0.172) (0.176) (0.204) (0.192) (0.212) (0.224) (0.253)
Dummy for those with sibling(s)xDummy for first son -0.130 0.054 -0.270 -0.131 0.124 0.227 -0.073 -0.090
(0.283) (0.335) (0.344) (0.402) (0.376) (0.435) (0.468) (0.544)
Ratio of real assets in total inheritance amount respondent received 0.013 *** 0.012 *** 0.012 *** 0.011 *** 0.013 *** 0.012 *** 0.011 *** 0.010 ***
(0.002) (0.002) (0.002) (0.002) (0.002) (0.003) (0.003) (0.003)
Equal treatment of children
Dummy for those who are better educated -0.301 -0.513 *** -0.347 -0.586 *** -0.475 -0.748 *** -0.464 -0.734 **
(0.204) (0.184) (0.237) (0.212) (0.299) (0.259) (0.354) (0.308)
Dummy for receiving financial assistance from parent(s) -0.409 ** -0.443 ** -0.661 *** -0.684 =+ -0.517 ** -0.563 ** -0.806 *** -0.840 ***
(0.175) (0.217) (0.203) (0.253) (0.238) (0.259) (0.281) (0.311)
Altruism toward family members
Dummy for those who are economically advantaged -0.063 -0.122 -0.037 -0.140 0.030 -0.079 0.007 -0.178
(0.199) (0.178) (0.221) (0.202) (0.274) (0.233) (0.306) (0.278)
Dummy for past occupational status of the surviving parent (Reference group: Full-time homemaker)
Self-employed 0.543 ** 0.867 *** 0.594 * 0.886 ** 0.768 ** 1.047 ** 0.859 ** 1.043 **
(0.274) (0.322) (0.31) (0.356) (0.376) (0.42) (0.426) (0.464)
Salaried worker 0.428 ** 0.725 *** 0.472 ** 0.751 *** 0.488 * 0.793 *** 0.524 * 0.723 **
(0.2) (0.221) (0.209) (0.237) 0.272) (0.271) (0.28) (0.288)
Dummy for the age of the surviving parent at the time of the primary inheritance (Reference group: 60 or younger)
Between 60 and 74 - 0.842 *** - 0.660 *** - 1.104 *** - 0.859 **
- (0.26) - (0.247) - (0.347) - (0.336)
75 years of age or above - 0.949 *** - 0.832 *** - 1.141 ** - 0.901 **
- (0.3) - (0.303) - (0.41) - (0.424)
Strategic motives
Dummy for those who live(d) with the deceased parent or the surviving parent
Co-residence with the deceased parent 0.044 0.008 0.107 0.064 0.191 0.169 0.353 0.290
(0.297) (0.312) (0.344) (0.358) (0.403) (0.405) (0.467) (0.471)
Co-residence with the surviving parent 0.623 ** 0.602 * 0.724 ** 0.679 * 0.707 * 0.765 * 0.861 * 0.880 *
(0.298) (0.315) (0.328) (0.35) (0.389) (0.405) (0.448) (0.468)
Dummy for providing financial assistance to parent(s) -0.090 -0.081 -0.080 -0.033 0.011 -0.103 -0.054 -0.101
(0.312) (0.371) (0.361) (0.439) (0.445) (0.502) (0.532) (0.623)
Other motives
Dummy for those who had a better relationship with their parent(s) than their siblings 0.173 0.064 0.243 0.118 0.115 0.079 0.125 0.153
(0.253) (0.239) (0.267) (0.249) (0.294) (0.31) (0.32) (0.326)
Dummy for those who had to pay inheritance tax 0.215 0.146 0.142 0.111 0.322 0.191 0.287 0.204
(0.239) (0.289) (0.291) (0.355) (0.378) (0.422) (0.465) (0.533)
Very affluent parents 0.657 0.896 0.669 0.945 0.802 1.321 0.852 1.356
(0.751) (1.026) (0.791) (1.009) (0.889) (1.333) (0.959) (1.283)
Adjusted R-squared/Pseudo R-squared 0.069 0.083 0.177 0.198 0.069 0.091 0.172 0.198
F-value 4.24 == 3.46 **=* 4.57 == 3.78 = 2.94 = 2,77 **= 3.05 **=* 2.86 ***
Log pseudo likelihood -553.2 -440.3 - - -369.0 -302.4 - -
Number of observations 304 244 304 244 192 160 192 160

Note: Robust standard errors are shown in parentheses. ***, **_ * denote statistical significance at the 1%, 5%, and 10% level, respectively. Marginal effects are calculated as B;x®(Xp/c) at the mean of covariates.
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Observations for which the sum of

Sample for analysis i i
p lysi All available observations reported shares equals 100%
Estimation method Tobit OLS Tobit OLS
(A) (B) © (D)
Marg. Eff. Coef. Marg. Eff. Coef.
Dynastic motive
Sibling structure
Dummy for those with sibling(s)xDummy for those with sibling(s) of the opposite sex 0.155 * 0.186 * 0.216 * 0.247 *
x (Male dummy-Female dummy) (0.088) (0.097) (0.122) (0.135)
Dummy for those with sibling(s)xDummy for first son -0.087 -0.099 -0.316 -0.349
(0.183) (0.202) (0.226) (0.255)
Ratio of real assets in total inheritance amount respondent received 0.008 *** 0.007 *** 0.009 *** 0.008 ***
(0.002) (0.002) (0.002) (0.002)
Equal treatment of children
Dummy for those who are better educated -0.193 -0.196 -0.076 -0.054
(0.143) (0.155) (0.208) (0.221)
Dummy for receiving financial assistance from parent(s) 0.093 0.088 -0.011 -0.040
(0.163) (0.181) (0.178) (0.204)
Altruism toward family members
Dummy for those who are economically advantaged -0.038 -0.012 0.004 0.008
(0.158) (0.16) (0.197) (0.2
Other motives
Dummy for those who had a better relationship with their parent(s) than their siblings 0.015 0.062 0.106 0.151
(0.157) (0.16) (0.198) (0.198)
Co-residence with the deceased parent 0.574 *** 0.598 *** 0.574 ** 0.604 **
(0.171) (0.182) (0.221) (0.236)
Dummy for providing financial assistance to parent(s) -0.126 -0.112 0.157 0.179
(0.249) (0.269) (0.449) (0.479)
Adjusted R-squared/Pseudo R-squared 0.080 0.179 0.085 0.190
F-value 6.88 *** 7.27 **+* 5.48 *** 5.89 ***
Log pseudo likelihood -315.8 - -229.4 -

Number of observations

223

156

Note: Robust standard errors are shown in parentheses. ***, ** * denote statisticasl 1signiﬁcance at the 1%, 5%, and 10% level, respectively. Marginal effects are

calculated as B;x®(Xp/c) at the mean of covariates.
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Table 6. Share of the decedents dying testate (in percent): Primary vs. secondary inheritances

(A) (B) (C)
Total Primary inheritances Secondary inheritances
Will was left 7.1 (116) 5.4 (54) 9.7 (62)
No will was left 83.2 (1,359) 83.3 (826) 83.0 (533)
Don't know 8.8 (143) 10.3 (102) 6.4 (41)
N.A. 1.0 (16) 1.0 (10) 0.9 (6)
Total 100.0 (1,634) 100.0 (992) 100.0 (642)

Note: Figures in parentheses show the number of cases.
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Table 7. Probit estimation results for the probability of a will being left

Dependent variable Dummy variable that a will was left
(A) (B)
Marg. Eff. Marg. Eff.
Primary inheritance -0.028 * -0.064 **
(0.016) (0.027)
Age of decedent (Reference: Up to 79)
0.031 * 0.032
(0.019) (0.03)
0.114 =** 0.109 **=*
(0.034) (0.051)
Educational attainment of decedent (Reference: Junior high school graduate)
Senior high school/junior college/technical college graduate 0.034 ** 0.008
(0.016) (0.025)
University graduate 0.062 ** 0.060
(0.03) (0.048)
Log of bequest amount - 0.029 **=*
- (0.008)
Pseudo-R squared 0.0577 0.1117
LR chi squared 37.91 *** 34.31 ***
Log pseudo likelihood -309.3 -136.4
Number of observations 1,246 500

Note: Standard errors are shown in parentheses. ***, ** * denote statistical significance at the 1%, 5%, and 10%
level, respectively. 33
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Table 8. Ratio of heirs who report their share was different from the statutory share (in percent)

Primary inheritances Secondary inheritances

Willwas left  Nowillwas left ~ Willwas left ~ No will was left
Deviation from the statutory division 85.2 80.7 81.6 69.5
No deviation 14.8 19.3 18.4 30.5

Number of observations 27 384 38 282
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Table 9. Merits of dividing bequests differently from statutory shares

What would be the merits of dividing bequests differently from the statutory share? (Multiple answers allowed) Percent
1. Distribute bequest so that the surviving parent is well taken care of 41.5%
2. Distribute bequest in consideration of the person maintaining the family line 22.8%
3. Distribute bequest in consideration of children that lived with or took care of parents 45.1%
4. Distribute bequest in consideration of children who are not well off 12.5%
5. Distribute bequest in consideration of children who did not receive much (e.g., to pay for education) when parents were alive 5.7%
6. Distribute bequest in consideration of those at a disadvantage in legal succession, such as children born out of wedlock 2.8%
7. Distribute bequest to reduce inheritance tax payments 12.3%
8. Other 3.1%
Number of observations 1,346

Note: The total number of eligible respondents to this question is 1,427. However, of these, no answer is available from 81 respondents.
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Appendix |

To provide further support for our interpretation of the results reported in Table 4, in this Appendix
we examine the determinants of the deviation of the surviving spouse’s actual share from his/her
statutory share. For Appendix Table 1, we run regression (1) for the surviving spouse, since in the
case of primary inheritances our survey asks not only about the bequest share of the respondent
(and/or his/her spouse) but also that of the surviving spouse.

If the surviving spouse for some reason receives asmaller share than the statutory share,
his/her children are likely to receive a larger share than their statutory share, and vice versa. We
expect that variables that explain respondents’ (or their spouse’s) share also explain the share of
the surviving spouse.

When estimating equation (1) using the information on surviving parents, we exclude
from the explanatory variables in X; variables regarding respondents’ characteristics. For
example, the variables used to examine the dynastic motive, such as the gender quasi-dummy;, the
eldest son dummy, and the real assets ratio, are not expected to affect the bequest share of
surviving parents.

The results are presented in Appendix Table 1 and are essentially the same regardless
of whether all observations (columns Aand B) or only those for whom the sum of reported shares
(among heirs) equals 100 percent (columns C and D) are used. The negative coefficients on the
past occupational status and the age of the surviving parent indicate that surviving spouses who
are economically disadvantaged and/or with a longer expected remaining life span tend to receive
a larger share, which is the reverse side of the positive effects observed for respondents (and their
spouses) in Table 4. The significantly negative coefficient on the co-residence dummy suggests
that surviving parents tend to take a smaller share and give part of their share to their children if
they live with their children. This is consistent with the fact that the effect of the dummy for living
with a surviving parent is significantly positive in Table 4. Finally, the coefficients on the tax
dummies are again not statistically significant, although their signs are negative, which is
consistent with our findings in Table 4.

Appendix I1.

Appendix Table 2 reports the result of the secondary inheritance share regressions using only
observations in which no will was present.
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Appendix Table 1. Determinants of the deviation from the statutory share: Surviving parent

Observations for which the sum of

Sample for analysis Al available observations reported shares equals 100%
Estimation method Tobit OLS Tobit OLS
(A B) © (®)
Marg. Eff. Coef. Marg. Eff. Coef.
Equal treatment of children
Dummy for providing financial assistance to child(ren) 0.118 0.050 0.132 0.073
(0.161) (0.149) (0.206) (0.193)

Altruism toward surviving parents

Dummy for past occupational status of the surviving parent (Reference group: Full-time homemaker)

Self-employed -0.147 -0.122 -0.158 -0.143
0.2) (0.097) (0.117) (0.116)
Salaried worker -0.199 ** -0.186 ** -0.232 ** -0.226 **
(0.094) (0.094) (0.111) (0.112)
Dummy for the age of the surviving parent at the time of his/her spouse’s death (Reference group: 60 or younger)
Between 60 and 74 -0.141 -0.193 -0.201 -0.248
(0.138) (0.137) (0.16) (0.164)
75 years of age or above -0.276 ** -0.313 ** -0.361 ** -0.405 **
(0.137) (0.138) (0.156) (0.162)
Strategic behavior
Co-residence with child(ren) -0.303 *** -0.266 *** -0.351 *** -0.315 ***
(0.094) (0.09) (0.11) (0.107)
Dummy for receiving financial assistance from child(ren) 0.067 0.089 0.058 0.075
(0.138) (0.125) (0.152) (0.14)
Tax saving
Dummy for those who had to pay inheritance tax -0.087 -0.124 -0.140 -0.168
(0.091) (0.084) (0.111) (0.102)
Very affluent parents -0.081 -0.089 -0.263 -0.268
(0.31) (0.306) (0.304) (0.344)
Adjusted R-squared/Pseudo R-squared 0.028 0.040 0.039 0.060
F-value 2.14 ** 2.4 ** 2.18 ** 2.53 **
Log pseudo likelihood -341.7 - -252.8 -
Number of observations 292 212

Note: Robust standard errors are shown in parentheses. ***, ** * denote statistical significance at the 1%, 5%, and 10% level, respectively. Marginal effects are calculated as B,x®(XpB/c) at the
mean of covariates. 37
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Appendix Table 2. Determinants of the deviation from the statutory share: Secondary inheritances
All observations excluding those ~ Observations for which the sum of

Sample for analysis with a will reported shares equals 100%
Estimation method Tobit OLS Tobit OLS
(A) (B) (© (D)
Marg. Eff. Coef. Marg. Eff. Coef.
Dynastic motive
Sibling structure
Dummy for those with sibling(s)xDummy for those with sibling(s) of the opposite sex 0.140 0.184 * 0.191 0.234
x (Male dummy-Female dummy) (0.098) (0.12) (0.14) (0.157)
Dummy for those with sibling(s)x Dummy for first son -0.162 -0.183 -0.366 -0.409
(0.2) (0.221) (0.245) (0.276)
Ratio of real assets in total inheritance amount respondent received 0.009 *** 0.009 *** 0.010 *** 0.010 ***
(0.002) (0.002) (0.002) (0.002)
Equal treatment of children
Dummy for those who are better educated -0.120 -0.112 0.026 0.061
(0.158) (0.169) (0.24) (0.251)
Dummy for receiving financial assistance from parent(s) 0.082 0.077 -0.013 -0.047
(0.177) (0.197) (0.207) (0.238)
Altruism toward family members
Dummy for those who are economically advantaged 0.034 0.055 0.040 0.056
(0.175) (0.177) (0.226) (0.229)
Other motives
Dummy for those who had a better relationship with their parent(s) than their siblings 0.012 0.072 0.174 0.236
(0.169) (0.17) (0.223) (0.219)
Co-residence with the deceased parent 0.599 *** 0.628 *** 0.611 ** 0.648 **
(0.188) (0.201) (0.25) (0.266)
Dummy for providing financial assistance to parent(s) -0.104 -0.076 0.097 0.109
(0.27) (0.288) (0.441) (0.478)
Adjusted R-squared/Pseudo R-squared 0.081 0.182 0.092 0.211
F-value 6.65 *** 6.96 *** 5.84 *** 6.23 ***
Log pseudo likelihood -270.6 - -192.8 -
Number of observations 187 129

Note: Robust standard errors are shown in parentheses. ***, **_* denote statistical significance at the 1%, 5%, and 10% level, respectively. Marginal effects are calculated as B x (X
/o) at the mean of covariates. 38
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