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Abstract

Purpose — The authors analyse how the receipt of a wealth transfer (inheritance or gift) affects labour force
participation in 14 EU countries. They compare the effect of receiving an inheritance or a gift and investigate
different behaviours at the gender level and educational level and for elderly individuals.
Design/methodology/approach — The authors use data from the Household Finance and Consumption
Survey for 14 European countries and adopt an instrumental variable approach. They use information on the
type of donor (family and nonfamily) to infer the degree of anticipation of a wealth transfer.

Findings — The authors find that unexpected wealth transfers have a negative impact on labour force
participation, with a stronger impact for gifts than for inheritances. For gender, they find larger negative
impacts for females than for males, which is in line with a weaker attachment to the labour market. Receiving an
unexpected wealth transfer may also result in early retirement.

Originality/value — The paper offers a novel comparison of the effect of receiving an inheritance or a gift on
labour force participation using a unique European dataset. The authors investigate whether males and
females react differently to the receipt of a wealth transfer and the existence of different responses at the
educational level and for elderly individuals.
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1. Introduction

Whether inheritances have a negative impact on labour supply is a long-standing issue in
labour economics. A simple economic explanation is that heirs experience a significant
income effect, assuming that leisure is a normal good. This is usually known as Carnegie’s
conjecture. Accordingly, Holtz-Eakin et al (1993) found that receiving a large inheritance
significantly increased the likelihood of a single heir quitting the labour force. However, their
results also suggested that those expecting a large inheritance decreased their labour force
years before receiving the inheritance. Later literature developed richer results assessing the
impacts of subjectively expecting an inheritance (Brown et al, 2010), windfall gains from
lotteries (Imbens ef al, 2001) and the impact of taxes on different types of wealth transfers
(Poterba, 2001) on labour market outcomes. This literature shows that the negative impact on
employment is much larger for unexpected inheritances, lottery winners tended to reduce
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their labour earnings but not so clearly when jobs were psychologically or financially Wealth
rewarding, and rich individuals consider gifts and inheritances only as partial but not total transfers and
substitutes when facing taxes. Therefore, the relationship between wealth shocks and

L e labour supply
employment is richer and more complex than usually assumed by Carnegie’s conjecture.

This article studies how receiving a wealth transfer affects labour force participation in
Europe. We add to the previous literature comparing the impacts of different types of wealth
shocks (inheritances and gifts) by providing separate estimates by gender and using 1451
homogeneous data from 14 European countries.

Inheritances and gifts share some common characteristics. For example, there is a higher
probability that they come from family members than from other relatives or strangers. In
fact, simple reasoning would suggest that gifts may only be an anticipated share of a future
inheritance. However, there is previous literature suggesting that inheritances and gifts are
not perfect substitutes, even for richer individuals who are aware of the differences in tax
regimes for both types of wealth transfers (Poterba, 2001; Joulfaian and McGarry, 2005;
McGarry, 2013). Therefore, it is of interest to test whether the impacts of inheritances and
gifts on labour supply are the same.

There is little previous literature that provides estimations separated by gender. The few
results by gender show significant negative impacts of inheritances for women but
nonsignificant results for men (Doorley and Pestel, 2020; Bo et al., 2019). These results are in
line with the well-known empirical pattern of a more elastic labour supply for females (e.g.
Blau and Kahn, 2007).

Existing empirical analyses have more frequently investigated the American situation
while European countries have been less investigated (e.g. Taylor, 2001 for the UK, Elinder
et al, 2012 for Sweden, Doorley and Pestel 2020 for Germany). Recently, Sila and Sousa (2014)
investigated the situation of European workers in EU-15 countries using data from the 1994—
2001 ECHP. Our dataset is from the Household Finance and Consumption Survey, which was
launched by the European Central Bank; the analysis is based on the 2014 wave. The survey
contains detailed information on different financial features of European households, which
is very suitable for our research.

Regarding the econometric specification, our empirical approach is based on estimations of the
determinants of labour force participation — defined as a dummy variable — and we introduce
variables for the two types of wealth shocks, namely, inheritances and gifts, in separate equations.
In addition, we separate the estimation by the type of donor (family and nonfamily donor), which
is information we use to infer the degree of anticipation of wealth transfers.

Both the probability of receiving an inheritance and the amount of the wealth transfer are
likely to be guided by unobservable variables also affecting the probability of being in the
labour force. Unobservable characteristics of the donor, including taste for leisure and risk
aversion, may affect both the original family’s wealth and the heir’s cognitive and noncognitive
skills with consequences for the richness of the inheritances and later labour market outcomes
of the heir. For similar reasons, an omitted variable problem may arise when estimating the
impact of having received a gift or when considering the effect of receiving different gift
amounts. We address these problems by adopting an instrumental variable (IV) estimating
labour force participation using a two-stage least squares (2SLS) estimator.

First, we instrument the inheritance variable using the (number of) deaths by transport
accidents-to-population ratio because we assume that it is highly correlated with the
probability of receiving an inheritance and that the inheritance is directly correlated with the
death of a person. In addition, we consider the instrument is uncorrelated with the error term
in the main regression, conditional on the other covariates, a hypothesis we test running
underidentification and weak identification tests.

Second, we instrument the gift variable with information on wealth transfer tax changes.
The instrument is a dummy variable indicating whether an individual has received a gift
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M under a new tax regime. Therefore, we assume that a change in the tax regime affects both the
42.8 probability of receiving a gift and the amount received, but it is uncorrelated with the
’ response variable. All the results of the underidentification and weak identification tests
confirm that this econometric specification is trustworthy and that the estimated effects are

reliable.

1452

2. Literature

The starting point for the impact of inheritances on the labour supply is Carnegie’s conjecture,
which is named after philanthropist Andrew Carnegie, who proposed that large inheritances
have a negative impact on the labour force participation of heirs (Holtz-Eakin et al., 1993). The
classical paper by Holtz-Eakin et al (1993) found that, generally, Carnegie was right. For
example, single heirs receiving $150,000 were four times more likely to quit the labour force
than those receiving $25,000. They also found that families receiving a large inheritance
decreased the growth of their labour earnings compared to those receiving smaller
inheritances, suggesting a decrease in working hours even when remaining at work.
However, being in the labour force before receiving an inheritance was also crucial for
remaining in or leaving the labour force. Therefore, those expecting a large inheritance likely
decreased their labour force years before receiving the inheritance.

The literature has considered whether the wealth shock is expected by the beneficiary. If
an individual expects she will receive an inheritance from her parents, she will adapt her
entire intertemporal consumption and working hour choices. Therefore, we would find a
significant difference in labour force participation or working hours after the reception of an
unexpected inheritance but not in the case of an expected inheritance. Brown et al. (2010)
distinguished both types of inheritances, and they find that both affect the retirement
decision, but the negative impact of an unexpected inheritance is larger. In general, it is
difficult to find a variable to clarify this distinction. Some authors have focused on lottery
winners to estimate the impact of a large, unexpected wealth shock on the labour supply.
Imbens et al (2001) found that lottery winners reduce their labour earnings. This effect is
larger for older winners, which agrees with a standard life cycle labour supply model.
However, Kaplan (1987) also reported descriptive evidence that individuals in more
rewarding jobs — either psychologically or financially — continued working regardless of the
amount they won while people in semiskilled and unskilled jobs exhibited a higher likelihood
of quitting the labour force. Cesarini ef al. (2017) and Picchio ef al. (2018) found that winning a
lottery prize produced a significant but modest impact on the labour supply in Sweden and
the Netherlands, respectively.

However, previous literature may assume that there are few differences between gifts
(inter vivos transfers) and inheritances, apart from their usually different sizes. Poterba (2001)
remarks that large gifts and bequests can serve as substitutes for richer individuals. They
can transfer wealth either by making gifts while they are alive (inter vivos gifts) or by leaving
bequests. Furthermore, Poterba (2001) analysed the role of the tax system for the very rich to
determine how, that is, through gifts or inheritances, (and when, i.e. before or after death)
transfer income to their heirs. His analysis showed that the wealthiest anticipating bequests
as present gifts are not taking full advantage of the tax system. Joulfaian and McGarry (2005)
and McGarry (2013) collected evidence that gifts from wealthy parents are common, but their
results are in line with Poterba (2001). Joulfaian and Wilhelm (1994) also showed that gifts are
highly elastic with respect to tax changes, especially in the short run. Therefore, all this
evidence suggests that individuals do not ignore taxes on gifts, but they do not consider gifts
and inheritances perfect substitutes. Our interpretation of these empirical results on gifts is
that individuals probably consider gifts and inheritances to be qualitatively different.
Regarding the beneficiaries, there is also a key difference; while an inheritance is a one-shot
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transfer (per donor), there may be multiple gifts over time. However, a gift may be very Wealth
similar to an in-kind transfer, as the donor may expect that the beneficiary will spend the transfers and
transfer in a very specific way, which is not the case with an inheritance. In addition, from a labour supnl
macroeconomic perspective, Barro (1974) remarked on the role of inter vivos transfers to bply
compensate for expected changes in the time tax schedule. Therefore, it is also crucial to

distinguish expected and unexpected gifts to test their impact on labour force participation.

In summary, all these differences between gifts and inheritances may lead to different 1453
impacts on the labour supply.

Finally, there are few previous studies that have provided estimations separated by
gender. The response of the labour supply to the receipt of a wealth transfer may differ by
gender following the empirical pattern of a greater responsiveness of the labour supply for
women than for men (e.g. Blau and Kahn 2007). Because of the weaker link of many women
with the labour market-related to the unequal distribution of domestic work and family care
by gender, wealth transfers may have a stronger effect for them than for males. Doorley and
Pestel (2020) estimated a decrease of 5 percentage points in the probability of working full-
time for women. The results for men are always not significant for employment post-
inheritance. Bo ef al. (2019) also found a negative effect on post-inheritance employment for
women and a nonsignificant effect for men.

However, interpreting the Carnegie effect being mainly driven by women must be careful
as the larger impact for women may be driven by a three-options choice — work, caregiving,
leisure — instead of a two-options choice — work and leisure — as in the basic neoclassical
model. If a wealth shock decreases the labour supply and increases caregiving time, we do not
have “lazy heirs” as in the Carnegie conjecture, but a sort of “family care effect” mostly resting
on women because of the traditional division of labour in families. As Cox (2014) remarked,
the impact of inheritances on caregiving is a pending topic in the literature on wealth shocks,
which has probably been relegated because of the lack of suitable datasets. Nevertheless, the
above results warn about relegating the “gender” variable just to a dummy in estimations.

3. Data

3.1 The HFCS database

The analysis is based on data from the Household Finance and Consumption Survey (HFCS),
a survey conducted by the Household Finance and Consumption Network (HFCN) and
launched by the European Central Bank, the national central banks of the Euro system and
several national statistical institutes. The HFCS provides information on more than 62,000
households in two different cross-sectional waves (2010 and 2014) across 18-euro area
countries plus Hungary and Poland and constitutes a representative micro dataset at the euro
area and member state level.

It provides data on labour market outcomes, including employment status, and several
individual, household, and job-related characteristics. Importantly, the HFCS provides
information on wealth transfers, which allows us to investigate their impact on the labour
supply. Compared to other European datasets (e.g. the European Household Community
Panel or the Survey of Incomes and Living Conditions), the use of the HFCS has several
advantages. First, it allows us to differentiate the type of wealth transfer received (i.e. an
inheritance or a gift). Second, the HFCS allows distinguishing the type of donor (family,
parents and grandparent, non-family, other relatives and other individuals). Third, it reports
the exact amount of the wealth transfer, so the information is accurate, and it can be
converted into purchasing power parity (PPP) [1] terms, which allow for a more precise
comparison across countries. Finally, it provides information on both past and recent wealth
transfers, including the details of the year in which the wealth transfer occurred.

There are two shortcomings for our research related to the information provided by the
HFCS. The first shortcoming is related to the dependent variable. As the HFCS is a cross-
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M sectional survey, we cannot estimate the impact of receiving an inheritance or a gift on the

42.8 change in the employment statuses of the beneficiaries of these wealth transfers. Therefore,

’ we analyse the impact of a past wealth transfer on current employment status. This may have

some consequences on the results. For example, as males have a higher participation rate, the

effects of past wealth transfers may be lower and/or hardly significant. To limit this problem,

we control for the share of potential experience spent working as a proxy of previous statuses.

1454 The second shortcoming is not explicitly distinguishing between expected and

unexpected wealth transfers, which is relevant when identifying the impact of receiving a

wealth transfer on the labour supply. However, address this drawback by exploiting

information on the type of donor. We assume that receiving a wealth transfer from a family

member (parents or grandparents) is significantly more likely to be anticipated by heirs than

receiving a wealth transfer from other relatives or nonrelative donors, allowing us to infer the
degree of anticipation of the wealth transfer.

Because the 2010 wave provides less complete information, we rely on the 2014 cross-
sectional wave. However, we exclude six countries from the analysis because of missing
questions in the wealth transfer section (Finland, Italy and Spain) and many missing values in
wealth transfer information (Cyprus, Greece and Malta); thus, 12 euro-area countries plus
Hungary and Poland remain.

Our study indeed uses 2014 cross-sectional data to analyse the impact on labour force
participation in this year after having received a wealth transfer in the previous 2008-2013
period. This wide timespan allows us to account for both short- and medium-term effects and
is in line with some related studies (e.g. Imbens ef al, 2001; Bo et al., 2019).

We focus on heads of household and their partners, both aged between 25 and 59 years
old. The choice of this age range is helpful to avoid problems connected to educational and
standard retirement decisions. In addition, we exclude both self-employed individuals (almost
6000 observations) and individuals who never entered the labour market (approximately
1,300 observations). The former, in fact, react quite differently than other workers to the
receipt of a wealth transfer [2], while the latter are detached from the labour market. This
selection leaves us with approximately 47,000 individuals, 29% of whom declared having
received (at least) a wealth transfer.

3.2 Descriptive statistics

Descriptive statistics are reported in Table 1. For the 2008-2013 timespan, 7.5% of the
sampled individuals received (at least) an inheritance, and 5.2% received (at least) a gift. The
related inheritance amount averaged across heirs is approximately 90,000 euros if expressed
in purchasing power parity (PPP), while the average amount of gifts is approximately 94000
euros in PPP. Finally, the ratio of the average amount to the income of other household
members in 2014 [3] is approximately 6.5 for inheritances and 7 for gifts. More detailed
information about the distribution of the inheritances and gifts received in the 2008-2013
period is reported in the Appendix (Table Al).

We control for other sources of variability in the labour force participation equation. We
account for gender, age (defined according to the four ranges of 25-34, 35-44, 45-54, and 55—
59), educational level (defined according to three different levels: low — up to primary
education; medium — up to upper secondary education; and high — tertiary education), the
presence of a working spouse, marital status and the number of children aged up to 6 years.
We also include a dummy variable for foreign-born individuals, an indicator for previous
employment history (i.e. the ratio of work experience and potential work experience), the
unemployment rate in 2013 (defined according to country, gender and age groups), and
country dummy variables that account for country-specific variability. Finally, we consider
two instrumental variables, i.e. the (number of) deaths by transport accidents-to-population
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Wealth

Inheritance Gift
Mean Stderr. Mean Stderr. Mean  Std err. transfers and

. labour supply
Labour force participation 0.887 0.316 0.869 0338 0928 0.259
Wealth transfer indicators
Inheritance 2008-2013 0.075 0.263 - - - -
Inheritance amount 2008-2013 - - 90.075  333.781 - - 1455
Inheritance amount 2008-2013/Income ratio - - 6.561 17.075 - -
Gift 2008-2013 0.052 0.222 - -
Gift amount 2008-2013 - - - - 94.235  340.279
Gift 2008-2013/Income ratio - - - - 6986  17.438
Control variables
Female 0.543 0.498 0.553 0497 0524 0.500
Age 25-34 0.194 0.396 0.127 0333  0.288 0.453
Age 35-44 0.303 0.460 0.242 0428 0376 0.484
Age 45-54 0.331 0471 0.361 0480  0.249 0.432
Age 55-59 0.171 0.376 0.270 0444  0.087 0.282
Low education 0.169 0.374 0.147 0.355  0.061 0.239
Medium education 0.445 0497 0.393 0489  0.326 0.469
High education 0.386 0.487 0.459 0498 0613 0.487
Partner at work 0.636 0481 0.673 0469  0.752 0.432
Married 0.701 0.458 0.749 0434  0.756 0.430
Number of children aged 0-6 0.326 0.635 0.245 0565 0475 0.728
Foreign-born 0.132 0.338 0.100 0.300  0.080 0.271
Work experience/Potential work experience (%) 87195 20558 88330  20.106 89.949 18.157
Unemployment rate (%) 9.356 3.131 9.142 2958  8.703 2.646
Instruments
Deaths for transport accidents/Population 0.006 0.022 0.080 0.028 - -
Change in gift taxation 0.008 0.088 - - 0.152 0.359 Table 1.
Source(s): Own elaborations based on HFCS data Descriptive statistics

ratio (Eurostat, 2014) to instrument inheritance and a dummy variable indicating changes in
gift taxes in the 2008-2013 period that we use to instrument gifts.

4. Econometric specification
Our analysis aims to assess the impact of having received a wealth transfer (i.e. an inheritance
or a gift) in the 2008-2013 period on the probability of being in the labour force in 2014 for
individuals aged 25-59 and living in fourteen European countries.

The benchmark model is based on the following regression equation:

LFP, = a+ X, + y*WT; + y; where WT = inheritance, gift @

LFP;is the labour force participation outcome in 2014. The variable is assigned a value of 1 if
the individual participates in the labour market and 0 otherwise. Vector X; includes
individual, familiar, and job-related characteristics and country dummy variables that we
introduce to account for country-based heterogeneities; y; is a normally distributed error
term. a and S are unknown parameters to be estimated, and y is the parameter of interest
measuring the impact of having received a wealth transfer on the outcome variable. Finally,
WT is a wealth transfer (inheritance or gift) indicator for which we assume three alternative
definitions:
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M (1) First, WTis a binary variable taking a value of one whether individual 7 has received
42.8 a wealth transfer in the reference period and zero otherwise.

(2) Second, WT is a continuous indicator [4] measuring the amount of wealth transfer
received in the reference period.

(3) Third, WT is a continuous indicator measuring the ratio between the amount of the
1456 wealth transfer received in the reference period and the income of other household
members in 2014.

In principle, if equation (1) is assumed to have a linear functional form, we could estimate the
parameters of interest (y) using the ordinary least squares (OLS). However, since the analysis
is based on a cross-sectional dataset, we are unable to account for the potential omitted
variables problem. In fact, both the probability of receiving an inheritance and the inheritance
amount are likely to be guided by unobservable variables that also affect the probability of
being in the labour force. Unobservable characteristics of the decedent, including taste for
leisure and risk aversion, may affect both the original family’s wealth and the heir’s cognitive
and noncognitive skills, with consequences for the richness of the inheritances and later
labour market outcomes of the heir.

For similar reasons, an omitted variables problem may arise when estimating the impact
of having received a gift or when considering the effect of receiving gifts with different
amounts. In addition, when focusing on gifts, we possibly must address the reverse causality
problem. For example, if an individual is unemployed or out of the labour force, ceferis
paribus, it is more likely he/she receives a gift with the aim of starting a business, funding
training, or making ends meet. This problem, however, is mitigated because of the absence of
simultaneity between the current labour force participation and the timing of the gift receipt
in our analysis and the exclusion of self-employed individuals from the analysis sample.

When an explanatory variable is endogenous, however, the zero conditional mean
assumption is violated, and OLS estimates are inconsistent. We address the potential
endogeneity of wealth transfer by adopting an instrumental variable (IV) approach to
estimate labour force equations and by using a two-stage least squares (2SLS) estimator. The
IV-2SLS procedure requires the instrument has to be highly correlated with the endogenous
variable (relevance) and uncorrelated with the error term in the main regression, conditional
on the other covariates (exogeneity).

When instrumenting the inheritance variable, we use the number of deaths by transport
accidents-to-population at the country level (Eurostat, 2014). We increase the instrument’s
dimensionality by setting it at the year in which the inheritance was received; thus, it is
defined along two dimensions: country and time.

We consider deaths by transport accidents to be highly correlated with the probability of
receiving an inheritance and that inheritance is directly correlated with the death of a parent,
other relatives and/or friends. The importance of the instrument is assessed using both an
underidentification test and a weak identification test, and the related results are displayed in
Table A2. A possible argument that possibly undermines the credibility of the exogeneity
assumption is that the economic conditions of a country may be jointly correlated with both
labour force participation and deaths by transport accidents. We account for this underlying
mechanism by controlling for the 2013 unemployment rate (defined at country, gender and
age levels) and including country-specific dummy variables. Additionally, with the aim of
considering other aspects of economic conditions, we run an alternative specification that
includes the GDP growth rate instead of the unemployment rate and country dummy
variables. Once the country-level economic aspects are considered, we are confident that our
IV identification strategy is robust.
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When instrumenting the gift variable, we exploit information on changes in wealth Wealth
transfer taxes. In the last two decades, many European countries have revised or even transfers and
abolished gift (and inheritance) taxes (European Commission, 2015), which provides country labour supnl
variability in the tax reform variable. The instrument, therefore, consists of a dummy pply
variable indicating whether an individual has received a gift under a new tax regime. With
the aim of increasing the dimensionality of our instrument, we set the indicator according to
the year in which the gift has been received; then, it is defined along two dimensions, namely, 1457
country and time.

We consider that a change in the tax regime affects both the probability of receiving a gift
and the amount received but is uncorrelated with the response variable, conditional on the
other covariates. A reduction in gift taxes, for example, making gifts more affordable, may
establish a substitution among different types of wealth transfer and then increase the
probability an individual receives a gift. The importance of the instrument can be inferred by
examining the statistics reported in Table A2.

Although the gift taxes per se are likely to be exogenous, we cannot exclude that gift tax
changes occur in approximately the same period as other tax changes, including labour/
nonlabour income taxes, thus determining an underlying link with the error term via the tax
policy orientation. For example, a less-tax-oriented policy maker is likely to reduce both taxes
while a government favourable to greater public budgets is likely to increase both. However,
while the implementation of coordinated tax policies is generally possible, it does not seem to
be the case for the countries we analyse in the investigated period [5]. Despite this quite
reassuring pattern, to understand whether and how contemporary variations in labour and
wealth transfer taxes may affect our results, we run supplementary regressions in which we
include alternative tax wedge indicators (in place of country dummy variables). We
considered the tax wedge level in 2013, the average tax wedge level in the 2008-2013 period
and the variation in the tax wedge in the 2008-2013 period.

To increase the robustness of our estimates, we account for sampling weights and use a
Huber-White Sandwich estimator for the variance to obtain heteroscedasticity-consistent
standard errors. Additionally, by clustering observations at the household level, we provide
estimates that are robust to arbitrary intrahousehold correlation as it is assumed that
observations are independent across households but not necessarily independent within
households.

Finally, we provide a measure of the possible bias in instrumental variables’ standard
errors because of clustering at the country level. Following Angrist and Pischke (2009), we
calculate the Moulton factor, which returns a measure of the bias in standard errors if the
intraclass correlation is ignored. A Moulton factor equal to one indicates that there is no
deviation in the estimation of standard errors related to clustering. Thus, our estimates are
quite reassuring as the calculated Moulton factors range between 1.002 and 1.012 for the
instrument of inheritance and between 1.014 and 1.059 for the instrument of gifts, suggesting
that the bias of the standard errors is negligible (Table A6).

5. Estimation results

5.1 Entire sample analysis

We estimate the impact of having received a wealth transfer (inheritance or gift) in the 2008—
2013 period on the probability of being in the labour force in 2014. Wealth transfers are
considered by using three alternative indicators: (1) a binary indicator representing whether a
wealth transfer was received, (2) a continuous indicator measuring the amount of the wealth
transfer received (amount indicator), (3) a continuous indicator measuring the ratio between
value of the amount of the wealth transfer received to the income of other household members
(ratio indicator) [6]. Because the distribution of continuous-type indicators is highly unequal,
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M we convert them using the inverse hyperbolic sine (IHS) transformation with the aim of
42.8 reducing the influence of outliers. To facilitate the interpretation of the related estimates, we
’ report the value of the related elasticities (¢) calculated at the means of the dependent and
explanatory variables of interest next to the statistically significant estimated coefficients of
the IHS transformed variables (see Bellemare and Wichman, 2020).

As wealth transfers are potentially endogenous in the estimated equations, we adopted an
1458 IV-2SLS strategy to estimate the parameters of interest. We test the goodness of the
instruments by running both an underidentification test and a weak identification test. In the
Appendix (Table A2), we show the Kleibergen-Paap 7% LM statistics and Kleibergen-Paap 7%
Wald F statistics [7], which refer to the estimation results based on the entire sample. The
underidentification tests reject the null hypothesis that the equations are underidentified,
indicating that the excluded instruments are correlated with the endogenous regressors. The
weak identification tests confirm the goodness of the adopted instruments. By comparing
the Kleibergen-Paap 72 Wald F statistics with the Stock and Yogo (2005) critical values, the
null hypothesis that the maximum relative bias due to weak instruments is greater than 10%

is rejected (15% in the case of the ratio indicator of gifts for nonfamily donors).

Table 2 reports estimates by comparing inheritances and gifts and distinguishing by the
type of donor [8]. Starting with wealth transfers from family donors, we note that the impact
of receiving an inheritance on the probability of being in the labour force is approximately
zero and not statistically significant, regardless of the indicator we consider. This finding is
consistent with the predictions of the lifetime labour supply model for which an anticipated
inheritance does not affect the labour supply at the time of receipt. The impact of receiving a
gift is negative, but the estimated coefficient is not statistically significant.

When assessing wealth transfers received from nonfamily donors, the impact is negative,
greater in magnitude and statistically significant when focusing on inheritances. Having
received an inheritance decreases the probability of being in the labour force by 6.38 p.p.
(p-value 0.021). The estimated coefficient of the amount indicator is —0.0181 (p-value 0.024,
e = —0.02) while the estimated coefficient of the ratio indicator is —0.0407 (p-value 0.026,
e = —0.019). When focusing on gifts, our findings suggest that having received a gift from a
nonfamily donor decreases the probability of being in the labour force by 7.29 p.p. The
estimated coefficient, however, is not statistically significant, with the related p-value equal to
0.231 [9]. The estimated coefficients associated with the amount and the ratio indicators are
—0.0204 (p-value 0.236) and —0.0628 (p-value 0.236), respectively.

These results are confirmed once the GDP growth rate is controlled for in place of the 2013
unemployment rate and country dummy variables (Table A3). For example, the impact of
receiving an inheritance from a nonfamily donor decreases the probability of being in the
labour force by 6.61% (p-value 0.018). In addition, the estimated coefficients of the impact of
receiving a gift (and the amount) agree with those emerging from the benchmark analysis
once tax wedge indicators are used (Table A4).

In summation, our estimates reveal that receiving a wealth transfer essentially reduces the
probability of being in the labour force. The negative impact, however, differs based on the type
of donor, being greater and statistically significant when the wealth transfers (particularly
inheritances) are from nonfamily donors but smaller and statistically not significant when they
are from family donors. This finding matches the evidence from B ef al (2019) who find that
the impact of receiving a bequest in Norway is larger for indirect heirs than for direct heirs. Our
findings are consistent with the prediction of the lifetime labour supply model for which the
impact of receiving a wealth transfer depends on the degree of anticipation of the wealth
transfer itself. The assumption that family and nonfamily donors are associated with different
degrees of expectations also agrees with the arguments raised in Elinder ef al. (2012) regarding
the importance of the institutional context. Being that the succession rules in most European
countries prohibit parents from completely disinheriting their children, beneficiaries are likely

Downl oaded from http://ftp. nowublishers.conmijmarticle-pdf/42/8/ 1450/ 994042/ j m 09-2020-0425. pdf by guest on 24 May 2026



ST > iS5 g2
=EE B pEEEE
S a <t S:E8¢g
2= — 5580
W o » 2 oES
- §58E
3 822
=S Egg
5 2E=
©1ep S),JH U0 paskq SuoneIoqee um() :(s)22amog
[9A9] ploYesnoY Je SULIRISN[D pue AJONSEPIYSOI9)RY 03 JSNCOI SIOLID PIEPUL)S "I0J PAJUNOII. AIB SI[BLIBA [01U0)) :(S)dI0N
09€20 06500  82900— 09200  €8100  20¥00— 09620  9¥¢00 LS200— 09060 #9000 80000—  OWEISWOOUIAUNOWE ISSUBT} YI[BI A\
09520 G100 ¥0g00—  O0FZ00 08000 1ISIO0— 08620 63000 #6000~ 09060  9g000  £0000— JUNOWIE IOJSUBI) TH[EIM
01€Z0 60900 62200~ 0IZ00 G200 8900— 01620 /800 €OS00—  0S660 6000 10000 1d1e001 JOJSUBL} [EIpL
IMN[BA-J 'Sy "P20D M[BA-J Sy P0D M[BA-J Sy P0D IN[BA-J Sy 0D
3o UEILIYU] 5 UELIPYUT

JOUOp A[IUIRJ-UON

JOUOp AJIuue,|

Downl oaded from http://ftp. nowpublishers.comijnarticle-pdf/42/8/ 1450/ 994042/ij m 09- 2020- 0425. pdf by guest on 24 May 2026



M to perfectly anticipate the receipt of the wealth transfer from a family donor. However,
42.8 nonfamily donors would be not (less) subjected to testamentary restriction rules, and then the

’ related wealth transfers are more likely to be unanticipated.

We also stress that the impact associated with the receipt of a gift is greater in magnitude

(even if not statistically significant) than the impact associated with the receipt of an

inheritance, especially in the case of nonfamily donors. A possible interpretation is that the

1460 receipt of a gift from a nonfamily donor signals to the beneficiary the existence of a pool of

money from which he/she may expect to receive further wealth transfers in the future. This is

not the case for inheritances since the entire pool of money runs out with the bequest due to

the donor’s death. According to this view, the difference between a gift and an inheritance is

that the former would incorporate an additional impact because of expected wealth transfers

in the future. This explanation holds whether the future wealth transfer is received or not

since just the expectation is relevant. It is obvious that the mentioned additional impact may

vary across individuals (e.g. depending on their expectations), and this would be compatible
with the greater variability of the estimated coefficients associated with gifts.

We test the robustness of our findings to the inclusion of self-employed individuals in the
analysis (Table A7). Interestingly, in the case of nonfamily donors, the estimated coefficients
are slightly smaller than those obtained from the original sample. This suggests that the
effect related to self-employment slightly countervails the negative impact we find in our
main analysis, which indicates that receiving an inheritance is positively correlated with
staying or becoming self-employed (e.g. Holtz-Eakin et al, 1994; Taylor, 2001; Hurst and
Lusardi, 2004).

5.2 Analysis by gender

Tables 3 and 4 report the analysis by gender. We find that the impact on males is smaller and
statistically not significant, while the impact on females is negative (see Bo et al, 2019,
Doorley and Pestel, 2020), greater in magnitude and statistically significant in the case of
inheritances from nonfamily donors.

Receiving wealth transfers from a family donor has small and not statistically significant
effects on the probability of being in the labour force for males (Table 3). Regarding
inheritances received from nonfamily donors, the negative impact is larger. Receiving an
inheritance decreases the probability of being in the labour force by 4.24 p.p.; the estimated
coefficient, however, is not statistically significant (p-value 0.32). Not statistically significant
estimates also emerge for the continuous-type indicators. Receiving a gift from a nonfamily
donor increases the probability of being in the labour force for males. According to the binary
indicator, however, the impact is small (+1.74 p.p.) and not statistically significant (p-value
0.41). Other indicators suggest similar findings.

The effect is different for females, especially in the case of nonfamily donors (Table 4). The
impact of receiving an inheritance from a family donor is approximately zero, while the
impact of receiving a gift from a family donor is negative and larger but not statistically
significant. Receiving an inheritance from a nonfamily donor decreases the probability of
being in the labour force for females by 7.86 p.p. (p-value 0.023). The estimated coefficients of
the amount and the ratio indicators related to the receipt of an inheritance are —0.0225
(p-value 0.024, ¢ = —0.025) and —0.0544 (p-value 0.033, ¢ = —0.026), respectively. Receiving a
gift from a nonfamily donor has a greater negative impact than an inheritance on the
probability of being in the labour force for females. The estimated coefficient indicates a
decrease of 14.36 p.p., but the estimate is not statistically significant (p-value 0.212). The
estimated coefficients related to the continuous type are —0.038 and —0.1137 (both not
statistically significant), respectively.

The analysis by gender confirms that the impact on the probability of being in the labour
force is essentially negative. It tends to be greater in the case of gifts than in the case of
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inheritances, and it is proportionate to the degree of anticipation of the wealth transfer. Wealth
Differences at the gender level confirm the different behaviours between males and females in transfers and
the labour market. While males are strongly attached to the labour market and weakly react

to the receipt of wealth transfers, the wealth effect seems to exist in the case of females by labour Supply
increasing the marginal utility of leisure and then reducing the labour supply.
5.3 The case of the elderly population 1463

This subsection focuses on the case of elderly individuals (ie. individuals aged 45-59)
(Table 5). The interest in this subgroup is due to the possibility that receiving a wealth
transfer affects retirement behaviour.

When examining only nonfamily donors, our results suggest that receiving a wealth
transfer reduces the probability of being in the labour force of individuals aged 45-59.
Receiving an inheritance decreases the probability of being in the labour force for individuals
aged 45-59 by 7.52 p.p., and the estimated coefficient is statistically significant (p-value
0.029). Both continuous-type indicators confirm that receiving an inheritance from nonfamily
donors lowers the probability of participating in the labour force. The estimated coefficient
for the amount indicator is —0.0197 (p-value 0.033, ¢ = —0.022) while that for the ratio
indicator is —0.044 (p-value 0.04, e = —0.021). Regarding gifts, we find that receiving a gift
from a nonfamily donor decreases the probability of being in the labour force by 16.18 p.p.
The estimated coefficient was not statistically significant (p-value 0.203). Continuous-type
indicators confirm the mentioned effect, with estimated coefficients equal to —0.0423 (p-value
0.172) for the amount indicator and to —0.1132 (p-value 0.0.21, ¢ = —0.042) for the ratio
indicator, which is statistically significant.

Therefore, the evidence for individuals aged 45-59 is consistent with the existing
evidence, as seen in Brown ef al. (2010).

5.4 The role of education

We analysed the result by educational level by splitting the sample between low-middle and
highly educated and running separated estimations (Tables 6 and 7). If the educational level
proxies job quality, this analysis sheds light on further heterogeneous effects of wealth
transfer on the labour supply. Consistent with the previous analysis, the estimates tend to be
statistically significant in the case of inheritances from nonfamily donors; furthermore,
consistent with Kaplan (1987), the impact is greater for individuals with low/middle education
than for those with high education. Receiving an inheritance from nonfamily donors reduces
the probability of being in the labour force by 7.66 p.p. (p-value 0.07) for individuals with a
low/middle level of education and by 4.54 p.p. for highly educated individuals (p-value equal
to 0.135). The literature on the inequality effects of wealth transfer (e.g. Elinder et al., 2018)
stresses that while richer individuals are likely to receive larger amounts, poorer individuals
receive larger amounts relative to their pretransfer wealth. Because individuals with a low/
middle level of education are likely to earn less labour income than highly educated
individuals, the relative magnitude of the inheritance/income ratio would be greater for the
former group. This agrees with the greater negative impact on labour supply we find for
individuals with a low/middle education level.

5.5 Nonlinear effects

We tested the possibility of nonlinear effects of wealth transfers replacing continuous
indicators by dummy variables. In the case of the wealth transfer amount, the dummy
variables are assigned a value of one if the amount is, respectively, greater than 50000 PPP
euros, 100000 PPP euros and 200000 PPP euros and zero otherwise. In the case of the wealth
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transfer amount/income ratio, the dummy variables are assigned a value of one if the ratio is, Wealth
in turn, greater than 2, 5 and 10 and zero otherwise. The related estimates are reported in the transfers and
Appendix (Table A8) and show that the negative impact of both inheritances and gifts on

labour force participation increases more than proportionally as the amount and the ratio labour Supply
increase, suggesting that the effect is nonlinear. Consistent with the benchmark estimates, the
results are statistically significant in the case of nonfamily donors and especially for
inheritances.
1467

5.6 The impact of wealth transfers on working hours

We add an investigation of the impact of having received a wealth transfer on working hours
to the benchmark analysis. Because working hours are only observed for employed
individuals, when estimating how individuals react to the receipt of a wealth transfer, one
must account for selection into work. Therefore, we preliminarily model the probability of
being employed to determine the inverse Mills ratio term (IMR) by estimating a probit model
and then estimate working hours equations including the selectivity term by using an IV-
2SLS estimator. Because this procedure determines incorrectly biased standard errors if the
coefficient on IMR is not zero, we adopt bootstrapping to produce corrected standard errors.

We report the estimates for the entire sample in the Appendix (Table A9). They reveal that
the impact of receiving a wealth transfer is small and not significant. The sign of the
coefficients is negative in the case of family donors and positive for nonfamily donors.
Subgroups estimations confirm these findings.

The nonsignificant effect along the intensive margins agrees with previous research (e.g.
Holtz-Eakin et al., 1993; Sila and Sousa, 2014). A possible explanation is the regulation of
working hours and then its effects on the possibility an individual adapts his/her labour
supply to their preferences. In countries such as European countries that are characterized by
rigidities in working hours [10], wealth shocks are more likely to affect the extensive margin
than the intensive margin.

6. Conclusions

In this article, we have studied the impact of having received a wealth transfer on labour
market participation in 14 European Union countries using data from the 2014 wave of the
HFCS database. The main novelty of our research is considering two different types of wealth
transfers, namely, inheritances and gifts, and providing separate estimations by gender.

When examining the differences between inheritances and gifts, we stress that the impact
on labour force participation associated with the receipt of a gift is negative and greater in
magnitude than the impact of an inheritance. We also find that there is important
heterogeneity in these effects; they are larger for females (and very small or negligible for
males) and larger for older people and workers with less than a high-level education, but the
negative impact is always larger for gifts than for inheritances.

We consider this difference between gifts and inheritances to be very important because
the literature on wealth transfers and employment has been almost exclusively focused on
inheritances. This finding, however, must be treated with some caution. First, estimates for
gifts are not statistically significant at the 10% level. Second, the strict comparability
between inheritances and gifts is somehow difficult because the identified local average
treatment effect returns the causal impact among the compliers, which, in turn, are different
between inheritances and gifts because the adopted instruments are different. Nevertheless,
our results suggest that differences between inheritances and gifts deserve further
investigation, and the ageing process of EU countries and the risk of secular stagnation
should also be considered.
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M Regarding the ageing process in EU countries, there has been a growing interest in active
42.8 ageing and even in what determines working beyond retirement (Anxo et al, 2012, 2019).
’ However, in ageing societies, the heirs will be increasingly older; therefore, we should expect
that more people would leave the labour force when receiving an inheritance. Furthermore,
donors may opt to increase the size and frequency of gifts, partially or totally replacing a
future bequest because of generalized ageing. Because of the larger effect estimated for gifts,
1468 this may be detrimental for the economy through a decrease in participation rates.

However, the heterogeneity of the impacts we find by gender (as the impacts are almost
exclusively significant for females) may provide a richer interpretation. Because of the
unequal distribution of housework and caregiving by gender, the negative impact of wealth
transfers might be more a “caregiving effect” (i.e. replacing working hours at the market with
working hours at home) instead of a “Carnegie effect” (i.e. replacing working hours with
leisure hours). In the context of ageing societies with growing needs for long-term care for
increasingly more individuals, we consider that this “caregiving effect” should be seriously
considered and analysed using other datasets, including information about housework
duties, caregiving time, social services, members of the family with disabilities, etc. and with a
focus on the impact of wealth transfers by gender, which has been scarcely treated in the

literature on inheritance and employment (Doorley and Pestel, 2020; Bo ef al., 2019).

In addition, some macroeconomic changes may also increase the importance and the
potential impact of inheritances and gifts on employment choices. When productivity increases
for a long time, the importance of inheritances and even gifts will not be very large because the
lifetime resources of the potential heirs will outpace those of parents or other potential donors
(Cox, 2014). However, when economic growth is low for long periods, inheritances and gifts are
potentially much more important to understand labour supply choices. Some economists —
prominently Summers (2015) — consider that we are at the beginning of a secular stagnation
period with nominal interest rates close to the zero lower bound and very slow economic
growth. In this economic context, we may expect that wealth transfers as inheritances and gifts
could have more influence on the employment status of individuals. Joining the potential effects
of ageing and secular stagnation, the negative impacts of wealth transfers on labour
participation might be larger in the future, favouring the trend of low growth.

Wealth transfer taxation may reverse or partially compensate for these incentives to
decrease labour force participation. In fact, the current social debate on wealth inequality,
social mobility and inheritances is closely related to taxation (e.g. Piketty, 2014). This
literature has usually considered that inheritances and gifts are equivalent, but our results
suggest that they are not in terms of their impacts on labour force participation, which should
be considered in the analyses of optimal taxation of wealth transfers. To the best of our
knowledge, there are only empirical analyses of taxation showing that they are not perfect
substitutes, at least among the richest individuals (Poterba, 2001). For similar reasons, we
believe that future research should assess whether inheritances and gifts have the same
impact on social mobility. Linking with the above discussion on the possibility of a
“caregiving effect” instead of a “Carnegie effect” in EU ageing societies, we consider that the
discussion on the effects of changes in taxation on inheritances and gifts should explicitly
include the possibility of side effects on caregiving because of the unequal distribution of
housework and caregiving by gender.

Notes
1. Data on individual/household incomes were also converted using purchasing power parity (PPP).

2. The literature has shown that receiving an inheritance is positively associated with staying or
becoming self-employed (e.g. Holtz-Eakin ef al, 1994; Hurst and Lusardi, 2004), especially in
presence of liquidity constraints.
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3. The amount of wealth transfers has been scaled by the income of other household members rather Wealth
the entire household income to avoid endogeneity problems between that indicator and the outcome transfers and

variable. 1ab 1
4. We also considered the possibility that continuous indicators have nonlinear effects on the abour Supply

probability of being in the labour force. More detailed information is provided in Section 5.5.

5. During the 2008-2013 period, the wealth transfer taxation in Europe was oriented towards
reductions (e.g. Austria, France, Ireland, and the Netherlands) or, at least, it remained stable. 1469
Conversely, the period analysed was generally characterized by a slight increase in labour taxes.
For example, the tax wedge slightly increased in many European countries while Hungary and
Germany were some exceptions.

6. We also run a specification where the wealth transfer amount is divided by total household income.
The estimation results slightly change in magnitude, but the statistical significance and the essence
of the estimations are unchanged.

7. Differently from the Cragg-Donald Wald F statistic, the Kleibergen-Paap 7& Wald F statistics is
robust against violations of the i.i.d. assumption.

8. Table A5 reports the estimated coefficients of the control variables related to inheritance and gifts
for family donors. The estimates for other subgroups are very similar.

9. The standard errors for gifts are often greater than those for inheritances, suggesting a greater
variability in their estimated coefficients.

10. In this vein, 60% of our sampled individuals work 40 or 35 h per week.
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Appendix Wealth
transfers and
labour supply
Family donor Non-family donor
Centile Inheritance Gift Inheritance Gift Inheritance Gift
1471
25 8621 9434 9.106 10.256 5.128 3.774
50 25.641 30.303 27.353 33.981 17.241 14.851 Table Al
75 76.923 89.286 79.621 92.593 59.874 47170 Digtribution of Wealtli
90 179.245 199.725 191.667 208.333 139.889 144.928 transfer amount (in
Source(s): Own elaborations based on HFCS data PPP EUR ‘000)
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Under-identification
and weak identification

tests: whole sample

Table A2.
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Wealth

Inheritance Gift
Coeff. Rse. Pvalue Coeff. Rse. P-value transfers and
labour supply
Female —0.037 0.005 0000 —0.037 0005 0.000
Age 25-34 base-category
Age 35-44 0013 0.008 0.103 0012 0008 0118
Age 45-54 -0.029 0009 0001 —0.030 0009 0.000
Age 54-59 —0149 0013 0000 —0150 0.013  0.000 1475
Low education base-category
Medium education 0013 0012  0.255 0013 0012  0.246
High education 0.039 0011  0.001 0.040 0011  0.000
Spouse at work 0.027 0006  0.000 0.028 0.007  0.000
Married —0.013 0006 0045 —0.013 0006 0.044
Number of children 0-6 —0.021 0005 0000 —0.021 0.005 0.000
Born in foreign country 0022 0.010 0.026 0021 0.010 0.032
Work experience/potential work experience 0.008 0.001  0.000 0.008 0.001  0.000
Work experience/potential work experience square 0.000 0.000  0.000 0.000 0.000  0.000
Unemployment rate in 2013 0.029 0.006  0.000 0.029 0.006  0.000
Austria base-category
Belgium —0.058 0018 0001 —0.057 0018 0.001
Germany 0.008 0009 0371 0.008 0009  0.398
Estonia —0.118 0.021 0000 —0.119 0021  0.000
France —0.101 0023 0000 —0.100 0.023  0.000
Hungary —0.124 0025 0000 —0.125 0025 0.000
Ireland —-0252 0041 0000 —0253 0.042  0.000
Luxembourg —0.072 0013 0000 —0.073 0013 0.000
Latvia —0.166 0.039 0000 —0.167 0039 0.000 Table A5.
The Netherland —0.050 0015 0001 —0.051 0016 0.001 Labour force
Poland —-0144 0025 0000 —0144 0025 0000 participation equation
Portugal —0.285 0.060 0.000 —0.286  0.060 0.000  with binary indicators:
Slovenjia —0.108 0.028 0000 —0.109 0028 0.000 control variables and
Slovak Republic —0216 0047 0000 —0217 0.048  0.000 country dummy
Constant 0276 0048  0.000 0277 0048  0.000 variables, whole
Source(s): Own elaborations based on HFCS data sample
Variance Mean p Pz Moulton factor
Family donor Inheritance receipt 9531193  5036.275  0.00039  0.00889 1.012
Inheritance amount 9531193 5036.275  0.00040  0.00889 1.012
Inheritance ratio 9531193 5036275  0.00040  0.00889 1.012
Non-Family donor  Inheritance receipt 6023425  4391.186  0.00054  0.00148 1.002
Inheritance amount 6023425  4391.186  0.00054  0.00148 1.002
Inheritance ratio 6023425  4391.186  0.00054  0.00148 1.002
Family donor Gift receipt 9531193 5036275  0.00041  0.04192 1.058
Gift amount 9531193 5036275  0.00042  0.04192 1.059
Gift ratio 9531193 5036275  0.00042  0.04192 1.059
Non-Family donor  Gift receipt 6023425  4391.186  0.00054  0.00937 1.014
Gift amount 6023425  4391.186  0.00054  0.00937 1.014 Table A6.
Gift ratio 6023425  4391.186  0.00054  0.00937 1.014

Source(s): Own elaborations based on HFCS data

Moulton factor: whole

sample
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The impact of wealth
transfers on working
hours: whole sample

Table A9.
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