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Abstract

The tax treatment of lifetime transfers was altered on a number of occasions since the enactment

of gift tax six decades ago. Trends in gifts by the wealthy show a dramatic response to these changes.

In this paper, I examine this trend and gauge its response to taxes, transitory and permanent, over a

period of 65 years. Results suggest that gifts are highly elastic with respect to taxes, particularly in

the short run. Tax minimization seems to be an important consideration in the timing of

intergenerational transfers.
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1. Introduction

When Congress enacted the gift tax in 1932, it deliberately set the tax rate schedule well

below that of the estate tax applied to bequests. The intent was to create incentives for the

wealthy to substitute gifts for bequests and accelerate the flow of revenues to the cash-

starved depression-era Treasury. In the same vein, and in subsequent years, legislated tax

increases were at times deliberately made effective at a date later than the enactment date to

further enhance this acceleration. The anecdotal evidence reported in Harriss (1940, p. 147)

on the 1930s, and Joulfaian (1998, Table 17) on the 1940s and the 1970s, suggests that the

wealthy may be extremely responsive to anticipated changes in gift tax in timing their

transfers.
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A small but growing body of the literature has addressed the effects of estate tax on a

number of economic activities.1 Of particular relevance are the effects of estate taxation on

lifetime gifts (Page, 1997; McGarry, 1999, 2000; Poterba, 2001; Bernheim et al., 2001).

With the exception of Joulfaian (2000a), however, the direct effects of gift taxation, or the

tax treatment of lifetime transfers in general, have yet to be fully explored. To the extent

that the tax treatment of gifts is different from that of bequests, it is important to

understand the effect of this differential on the timing and size of transfers of wealth, or

economic activity in general. The importance of this differential is best illustrated by the

dramatic surge in gifts in 1976, when transfers grew 4-folds. By virtue of legislation

enacted in 1976, Congress reduced tax rates in 1977 which reduced the incentive for gifts

and wealth de-accumulation. By focusing on the estate tax alone, one is puzzled by the

large acceleration in gifts. This puzzle, however, is easily resolved once the concomitant

increase in gift tax rates that went into effect in 1977 is considered.

Joulfaian (2000a) takes advantage of cross-sectional variations in state gift, inheritance,

and capital gain tax rates to gauge the responsiveness of gifts to taxes. State taxes

introduce significant heterogeneity in the measured tax price of gifts,2 as well as of other

activities (Burman and Randolph, 1994). Their use, however, is not without its critics

(Bernheim et al., 2001). In addition, it is not possible to separate transitory and permanent

responses to taxes using cross-sectional data. In this paper, I resort to time series data on

gifts made during the years 1933 through 1998 to evaluate the effect of taxes on lifetime

transfers. The period under study witnessed a number of tax increases and decreases.

Aside from the natural experiment aspects, these changes allow for the estimation of

transitory and permanent responses, a task not possible with cross-sectional data.

This paper is organized as follows. Section 2 provides a brief description of the federal

tax treatment of gifts and bequests, and changes enacted over a period of 65 years. Section

3 addresses how taxes affect transfers. It also describes the data and the underlying trend in

lifetime transfers. Section 4 provides empirical evidence on the effects of taxes. These are

found to be important considerations in determining lifetime gifts. A concluding comment

is provided in Section 5.
2. Developments in tax treatment of transfers

As noted earlier, the current gift tax was enacted in 1932, and applies to transfers of cash,

stocks, bonds, real estate, and businesses, among other assets. The tax is computed annually

by applying the tax rate schedule to gifts, over some threshold, cumulated over life. As in

the case of gifts, bequests are also subject to taxation under the estate tax, which was

enacted in 1916. Since 1977, the gift tax has been integrated with the estate tax, sharing a

common tax rate schedule. The tax typically applies to the wealthiest segment of society.
1 These include effects on saving (Poterba, 1997) and wealth accumulation (Kopczuk and Slemrod, 2001),

lifetime charitable contributions (Greene and McClelland, 2001; Joulfaian, 2001; Auten and Joulfaian, 1996) and

charitable bequests (Barthold and Plotnick, 1984; Clotfelter, 1985; Joulfaian, 2000b).
2 In 1999, for instance, the maximum gift tax rate was 21% in New York compared to no gift tax in

California.
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A unique feature of the gift tax is that it applies on a tax-exclusive basis. To illustrate

the implications of this, consider an individual facing estate and gift tax rates of se=sg=0.5
with wealth of US$300. He transfers US$200 to his children and pays US$100 in gift tax,

for total transfers of US$300; the effective tax rate is 0.33, or 100/300, well below the

statutory rate. In contrast, the tax liability would be $150 under the estate tax. In other

words, the effective gift tax rate is sg/(1+sg).
Capital gains taxation provides another critical difference in the treatment of gifts and

bequests. Accrued capital gains are carried over in the case of gifts, but stepped up at

death. Thus, donees may become subject to capital gains taxes after the sale of assets

received as gifts, but escape taxation on inheritances. To avoid double taxation, and

subjecting accrued gains to both gift and income taxation, basis is stepped up for gift taxes

paid. Prior to 1977, basis was increased by the full amount of the gift tax, but not to exceed

the selling price. Effective in 1977, however, basis is increased only by the gift tax pro-

rated to accrued gains. Thus, if the share of accrued gains is defined as b and sg is the gift
tax rate, then taxable gains are defined as b�sg prior to 1977, and b(1�sg) in later years.

The gift tax evolved over the past six decades. A number of taxes were increased in

1932 to bolster the finances of the Treasury. On June 6, 1932, the maximum estate tax rate

was increased to 45%. As part of the same enabling legislation, the gift tax was introduced,

where the rate schedule was set at 75% of the rates prevailing under the estate tax, for a

maximum tax rate of 33.75%. The gift tax rate was deliberately set below that of the estate

tax so as to create incentives for the wealthy to accelerate their transfers. The benefit to the

wealthy from such acceleration is that paying the gift tax would be equivalent to pre-

paying the estate tax, but at a significant discount. The more immediate benefit is that gifts

likely to have been made in the future are now made during a regime of lower tax rates.

On May 11, 1934, the maximum estate tax rate was increased to 60%, and the gift tax to

45%. The legislated gift tax increase, however, was made effective on January 1, 1935,

some 7 months after the enactment date. On August 31, 1935, estate and gift tax rates were

raised to 70% and 52.50%, respectively. Once again, the change in the gift tax was made

effective at the beginning of the following year for a delay of 4 months.

On June 25, 1940, a surtax of 10% on estate and gift taxes was introduced. This had the

effect of increasing the maximum gift tax rate from 52.50% to 57.75%, and the estate tax

rate from 70% to 75.4%.3 These increases were temporary in nature and set to expire at the

end of 1945. Unlike earlier legislation, the enacted increases went into effect almost

immediately. Given that Congress had deliberated these changes as early as May 28 of

1940, however, there was a small window of opportunity for savvy planners to avoid the

impending tax increase.4 Legislation enacted in September 1941 further raised rates except

in the case of transfers in excess of US$50 million, with maximum estate and gift tax rates

set at 77% and 57.75%, respectively. Not surprisingly, gift tax increases once again did not

take effect until the beginning of the following calendar year.

Through 1976, estate and gift taxes operated independently. As part of the Tax Reform

Act of 1976 (TRA76), however, the estate and gift tax rate schedules were unified with a
3 This would have increased to 77% if it were not for the interaction with state tax credits.
4 Individuals with short life expectancies, for instance, can avoid paying higher estate taxes by initiating inter

vivo transfers.



Table 1

Changes in estate and gift tax rates

Estate tax changes Gift tax changes

Dates in effect Description Dates in effect Description

June 6, 1932 Maximum estate tax rate raised

to 45%, effective after 5pm.

June 6, 1932 Gift tax enacted with a

maximum rate of 33.75%.

May 11, 1934 Rate increased to 60%. Act of

May 10, 1934.

January 1, 1935 Rate increased to 45%.

August 31, 1935 Rates increased to 70%. Act of

August 30, 1935.

January 1, 1936 Rate increased to 52.50%.

June 26, 1940 Temporary 10% surtax. Enacted

June 25, 1940; and effective

through 1945.

June 26, 1940 Same as estate tax.

September 21, 1941 Maximum rate set to 77%.

Act of September 20, 1941.

January 1, 1942 Rate increased to 57.75%.

October 22, 1942 Estate tax exemption increased.

Enacted on October 21, 1942.

January 1, 1943 Gift tax exemption reduced.

January 1, 1977 Rate reduced to 70%. Enacted

on October 4, 1976.

January 1, 1977 Estate and gift tax unified,

and maximum gift tax

rate increased to 70%.

January 1, 1982 Maximum rate reduced from

70% to 50% over 4 years

(1982–1985). Unlimited

deduction for spousal transfers.

Enacted on August 31, 1981.

January 1, 1982 Same as estate tax.

January 1, 1985 Maximum rate frozen at 55%

by legislation enacted on

July 18, 1984.

January 1, 1985 Same as estate tax.

October 23, 1986 Generation skipping tax

introduced, with a temporary

$2 million exemption per donee

through 1989. Enacted on

October 22, 1986.

September 26, 1985 Same as estate tax, but

retroactive to 1985.

January 1, 1988 Maximum rate again frozen at

55%. Enacted on December 22,

1987.

January 1, 1988 Same as estate tax.

January 1, 1993 Maximum rate set at 55%

permanently. Enacted on

August 10, 1993.

January 1, 1993 Same as estate tax.
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maximum tax rate of 70% effective January 1, 1977. The statutory estate tax rate is reduced

from 77% and applied to cumulative gifts and bequests5, while it is raised from 57.75% in

the case of gifts. Consistent with the earlier pattern, these changes took effect some 3months

after the enactment date.
5 This change has the effect of raising the estate tax rate on gift donors. Through 1976, gifts made in

contemplation of death were added to the estate. This created significant opportunities for donors to make gifts

prior to estate tax increases, as it was invariably difficult to prove motive. Beginning in 1977, as the two taxes

were unified, all gifts made within 3 years of the date of death are added back to the estate.
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The Economic Recovery Tax Act of 1981 (ERTA81) further reduced the maximum tax

rate to 50% phased in over a 4-year period beginning in 1982.6 These changes, enacted on

August 31, 1981, set the maximum rate at 65% in 1982, 60% in 1983, 55% in 1984, and

50% in later years. Legislation enacted in 1984, however, froze the scheduled rate

reduction at 55% for a period of 3 years. The rate was again frozen at 55% in 1987 for

another 5 years, and set to 55% permanently in 1993.

The Tax Reform Act of 1986 introduced a generation skipping transfer tax on direct

transfers that skip more than one generation. This had the effect of raising the effective gift

and estate tax rates on direct transfers to grandchildren to

sg
1þ sg

þ sg
ð1þ sgÞ2

ð1Þ

and

se þ seð1� seÞ ð2Þ

respectively. The second term reflects the additional gift and estate taxes levied on

generation-skipping transfers. This change was coupled with an exemption of US$2

million per donee set to expire in 1989. These and a number of other changes are

summarized in Table 1.7
3. Modeling the determinants of gifts

3.1. The tax price of transfers

Consider a parent who is contemplating making transfers to his children. He may

choose to make gifts during life (G), or bequeath his wealth at death (B). In choosing

between the two modes of transfers, he may compare their respective tax prices but is

otherwise indifferent to the timing. The donor may also compare the tax consequences of

current and future gifts (G1,G2). More formally, the parent decides on the allocation of

transfers so as to maximize his utility subject to his budget constraint (W), or:

Max U ¼ ðG1;G2;BÞ s:t: PG1
G1 þ PG2

G2 þ PBB ¼ W ð3Þ

The first-order conditions would show that gifts in period 1 may depend on own price, as

well as the prices of future gifts and bequests, as individuals set the marginal rates of

substitution equal to the relative prices, i.e.

UG1

UG2

¼ PG1

PG2
7 See Joulfaian (1998) for a detailed description of the changes in the structure of these taxes.

6 Under ERTA81, the gift tax on gifts made within 3 years of the date of death is included in the estate and

subject to estate tax.
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and

UG1

UB

¼ PG1

PB

In the case of bequests in period t+n, and following Boskin (1976), the tax price at

period t is defined as:

PB ¼ ð1þ dÞn

ð1� seÞð1þ pÞn ð4Þ

where se is the estate tax rate, p is the rate of return on the underlying asset, and d the

discount rate. When the asset appreciates at the individual’s discount rate, i.e. p=d, the
price simplifies to:

PB ¼ 1

1� se
ð4VÞ

At a tax rate of 0.5, the bequest price is 2; it costs the donor US$2 for US$1 in inheritance.

The price of gifts of cash in period t is:

PG ¼ ð1þ sgÞð1þ dÞn

ð1þ pÞn ð5Þ

Again setting p=d, and following Joulfaian (1991), the tax price of gifts becomes:

PG ¼ 1þ sg ð5VÞ

At a tax rate of 0.5, the price of gifts is 1.5.

When the underlying asset is stock, real estate, or some other appreciable property, then

the gift tax price becomes more complicated, as capital gains taxes may apply (Adams,

1978; Kuehlwein, 1994). When capital gains taxes are considered at period t+n, the price

of gifts in period t for pre-1977 years becomes:

PG ¼
1þ sg þ

scbsg
1�scb

� �
ð1þ dÞn

ð1þ pÞn � scðb � sgÞ � sc½ð1þ pÞn � 1� ð6Þ

or, for post-1976 years:

PG ¼
1þ sg þ

scbsg
1�scb

� �
ð1þ dÞn

ð1þ pÞn � scbð1� sgÞ � sc½ð1þ pÞn � 1� ð6VÞ



D. Joulfaian / Journal of Public Economics 88 (2004) 1917–1929 1923
where (b�sg)z0. Here the donor pays the gift tax, plus capital gains taxes on assets

liquidated to fund the gift tax. The donee pays taxes on the gains accrued by the donor, the

second term in the denominator, as well as gains accrued over the n years.8

3.2. Data

The discussion in Section 2 above makes it clear that much of the changes in the

Federal tax treatment of gifts took place in the early 1930s, 1941, 1976, and 1980s. Yet

annual data, particularly for these years, on the size and composition of gifts made by the

wealthy, cross-sectional or otherwise, are not available. What is available is time series

data of federal government revenues collected from the gift tax. Such annual data provide

information on taxes paid on gifts made in a given year. The data can be obtained from a

number of sources including the annual report of the Treasury and unpublished IRS data.

Tax data are usually reported on a fiscal year basis reflecting the flow of revenues to the

government. Hence, I first convert the stream of revenues to calendar year basis. This is

simply done by using the lead value of reported data; fiscal year 1995, for instance,

becomes calendar year 1994. For each year, I first employ the maximum current and

expected gift and estate tax rates in calculating tax prices, assuming all wealth is held in

cash. Because some of the legislated rate changes were to take place over a number of

years, I set the expected rate to the fully phased-in rate. As an example, the maximum gift

(and estate) tax rate was set to decrease in 5 percentage point increments from 70% in

1981 to 50% in 1985. While the rate in 1982 was set at 65%, 60% in 1983, and so on, I set

the expected future rate in 1981 to 50%, the fully phased in law. I extend a similar

treatment to capital gains taxes as well. I exclude the 1932 observation as the gift tax was

enacted in the middle of the year.

Using the maximum tax rates to construct prices may not be totally satisfactory. The

maximum gift tax rate in the early part of 1941, for instance, was 57.75% and applied to

transfers in excess of US$50 million. The changes introduced in the latter part of that year

also set the maximum rate at 57.75% on such transfers. In contrast, and in the case of

transfers slightly in excess of US$500,000, the marginal tax rate increased from 18.98% to

26.25%. Thus, as an alternative to the maximum tax rate, I derive a measure of the tax

price using the marginal tax rate on a fixed amount of gifts. Based on information reported

on estate tax returns of decedents in 1995, the conditional average amount of gifts reported

by donors was US$6 million. Using this amount, adjusted for growth in real GDP and

available exemptions, I calculate marginal tax rates.

Of course not all gifts and bequests take the form of cash. Some of the gifts are likely to

be transfers of stock or real estate ownership. In such instances, the recipient of gifts may

become subject to capital gains taxes if and when the assets are sold, as in Eqs. (6) and

(6V). Such taxes do not matter in the case of bequests, as assets are stepped up in value at

death. Assuming all gifts are held in the form of corporate equity, or appreciable property

in general, the price of gifts is modified to account for the capital gains tax. Four critical

assumptions are made in measuring tax price. First, assets are assumed to appreciate at the
8 A number of factors such as the recapture of gift taxes made within 3 years of death, among others, are

omitted from Eq. (6V). See Joulfaian (2000a) for an expanded discussion of the derivation of Eq. (6).



Fig. 1. Inter-vivo gifts, 1933–1998 (US$1982 millions).
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rate of 7% (p=0.07). Second, individual life expectancies are set at 20 years (n=20). Third,

and in order to allow for consistent comparisons between gifts and bequests, donees are

assumed to sell assets in period t+n. Third, assets are assumed to appreciate at the donor’s

discount rate, i.e. p=d, with share of accrued gains of b=0.5 (Auten and Wilson, 1999).9

Finally, I assume that assets held by the wealthy are 30% cash, or equivalent, and 70%

non-cash, which reflects the average portfolio reported on estate tax returns. This

allocation is then applied to Eqs. (5) and (6) in constructing a weighted price for gifts.

To account for the expiration of the US$2 million per donee exemption in 1989 under

the GST tax introduced in 1986, I set a dichotomous variable equal to one in 1989. Ideally,

the GST should be reflected in the gift price to grandchildren and similar or younger

generations using Eqs. (1) and (2). Unfortunately, and given the aggregate nature of the

data, we do not observe the size of generation-skipping transfers. This, and the temporary

nature of the per donee exemption, makes it rather difficult to use a separate price measure

for grandchildren.

For presentational purposes, and to render the data somewhat comparable over time, I

divide gift tax collections by the maximum effective gift tax rate, i.e. Gifts=Tax/[sg/
(1+sg)]. Next, I deflate the adjusted data for inflation using CPI. The resulting trend,

reported in Fig. 1, is quite interesting. Here, for instance, we observe that real gifts made in

1935, prior to the increase in tax rates in 1936, exceed the annual gifts made in much of

the 1980s and the 1990s. Similarly, gifts made in 1976, in anticipation of the higher tax

rates in effect in 1977, surpass those made in any other year since the enactment of the tax.
9 Following a tax minimization strategy, as in Balcer and Judd (1987), individuals may sell assets with high

basis and hold those with low basis until death. Thus, b may very well be larger in the case of assets held at death.

Note, however, that the estimates in column one (cash only) would be consistent with the view that capital gains

taxes can be avoided painlessly.
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If gifts were to be deflated using the Standard and Poor composite index (SP500), or,

alternatively, assuming all assets are held in stocks making up the index, then the emerging

picture gets even more interesting. Here, gifts made each of 1935 and 1976 exceed the

amounts transferred in every year of the entire period under study.
4. Empirical estimates

Taking a casual look at Fig. 1, one cannot help but notice the dramatic upsurge in gifts

prior to tax increases taking effect. This pattern is repeated prior to virtually every

announced increase in gift tax in the early 1930s and 1940s, and 1976. In 1976, for

instance, the maximum gift tax rate was expected to increase from 57.75% to 70% on

January 1, 1977. Prior to the effective data, real gifts surged 4-folds. However, the pattern

following rate reductions, such as those announced in 1981, is not so clear. A clearer

pattern emerges when gift tax receipts are compared to estate tax receipts. The ratio of the

former to the latter was 1% in 1981, the year prior to the tax cuts taking effect. This

compares to 32% in 1976, 28% in 1941, 73% in 1935, and 51% in 1934.10

While Fig. 1 is quite revealing, it tells us little about the strength of the relationship

between gifts and taxes. Consequently, I resort to multivariate analysis to further shed light

on the magnitude and timing of the effects of gift taxation. I begin with the log of real gift

tax revenues differenced to eliminate the underlying trend. 11 This is regressed on current,

lagged, and expected gift tax prices measured using the predicted gift tax rates. Control

variables include (1) the Standard and Poor index, adjusted for inflation, and Real GDP to

control for wealth growth and the underlying business cycle, (2) the real amount of the

lifetime gift tax exemption to control for the segment of the population potentially subject

to gift tax as well as bracket creep resulting from the lack of indexing the exemption, and

(3) a dummy for 1989 when the GST temporary exemption expired. As with the dependent

variable, all regressors are first differenced.

Column 1 of Table 2 provides estimates of the determinants of gift tax revenues for the

years 1933 through 1998. The estimated OLS coefficient on the current gift tax price is

�14.4, with s.e. of 2.9. The estimated coefficient on the lagged tax price is also negative,

but not precisely measured. On the other hand, the estimated coefficient on the expected

tax price is positive with a value of 13.2, and s.e. of 2.6. These estimates suggest that the

gift tax price has a depressing effect on gift tax revenues, but that expected increases may

boost gift tax revenues in the short run. The transitory elasticity with respect to the gift tax

price is about �14.4 (s.e.=2.90), with a permanent elasticity, defined as the sum of the

coefficients on the gift price, that is not precisely measured (�3.47 with s.e.=2.34). The

estimated transitory elasticity, while large in absolute value, is in harmony with the pattern

observed in Fig. 1. The results also show that the expiration of the GST exemption may

have accelerated transfers into 1989.
10 A times series of estate and gift tax receipts is available upon request.
11 The dependent variable could have been defined as gifts derived by dividing gift taxes by the predicted tax

rate. The qualitative results, however, would have remained unaffected.



Table 2

Determinants of lifetime transfers (1933–1998)

Variables (1) (2)

Coefficient s.e. Coefficient s.e.

Using predicted tax rates

Constant 0.0373 0.0741 0.0354 0.0759

d ln gift tax price, lagged � 2.2655 1.5242 � 2.2092 1.5833

d ln gift tax price � 14.3710 2.9029 � 14.4806 3.0196

d ln expected gift tax price 13.1663 2.5978 13.4291 3.1577

d ln expected bequest price – – � 0.2568 1.7204

d dummy 1989 0.7267 0.2954 0.7270 0.2981

d ln real SP500 0.2460 0.3796 0.2398 0.3853

d ln real GDP 0.4365 1.4101 0.5123 1.5108

d ln real estate taxes 0.1170 0.4018 0.1326 0.4186

d ln real exemption � 0.4514 0.3430 � 0.4290 0.3772

Adjusted R2 0.4775 0.4681

Observations 64 64

Variables (3) (4)

Coefficient s.e. Coefficient s.e.

Using maximum tax rates

Constant 0.0259 0.0750 0.0235 0.0765

d ln gift tax price, lagged � 2.9106 1.5768 � 2.9053 1.5908

d ln gift tax price � 11.1179 2.7323 � 11.1696 2.7674

d ln expected gift tax price 11.2982 2.3904 11.5474 2.6891

d ln expected bequest price – – � 0.1633 0.7797

d dummy 1989 0.7224 0.2950 0.7232 0.2976

d ln real SP500 0.3684 0.3753 0.3591 0.3812

d ln real GDP 0.1001 1.3344 0.1456 1.3637

d ln real estate taxes 0.1632 0.4038 0.1746 0.4110

d ln real exemption � 0.9808 0.3023 � 0.9768 0.3055

Adjusted R2 0.4789 0.4697

Observations 64 64

Dependent variable = ln Giftst� ln Giftst� 1.

D. Joulfaian / Journal of Public Economics 88 (2004) 1917–19291926
One limitation of the above exercise is that the price of bequests is not considered. As

discussed earlier, to the extent that gifts in period t are substitutes for bequests in period

t+n, differences in these prices may play a critical role in determining the size of lifetime

gifts. Consequently, I add the expected price of bequests to column 1 and report the results

in column 2. The effect of the bequest price, however, is imprecisely measured as the

estimated coefficient is not significantly different from zero. As shown in column 2, the

estimated coefficients on the remaining regressors are little affected. One possible

explanation for this outcome is that the effects of the bequest price may be reflected in

the estimates of the expected gift price, as legislated changes in estate tax are usually

enacted concomitantly with changes in the gift tax.12
12 Indeed, the coefficient on the expected bequest price is positive and significant in the absence of the

expected gift tax price. However, R2 is reduced to 0.3 in this specification.
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A number of additional experiments were undertaken as a check on the robustness of

the estimates. In one experiment, the predicted gift tax rate is replaced with the maximum

tax rate in constructing the tax price. The predicted gift tax rates vary considerably from

the applicable maximum tax rates. In 1934, for instance, the maximum tax rate was 33.5%,

triggered at transfers in excess of US$50 million. However, the predicted tax rate

employed in earlier estimates is only 9.50%. Nevertheless, and as shown in the bottom

panel of Table 2, the qualitative results are very similar to those reported earlier. The

estimated transitory price elasticity is about �11 (s.e.=2.7), with imprecisely measured

permanent elasticity coefficients.

Predicted tax rates are computed assuming mean gifts of US$6 million in 1995. In one

test, this is replaced with US$1 million. This is equivalent to taxable gifts of US$34,000 in

1934, which faced a marginal tax rate of 3%. Using these new rates, the estimated

coefficient on the tax prices in column 1 of Table 2 becomes 1.04 (se=0.59), �20.42

(se=2.91), and 18.88 (se=2.60), respectively, with R2 of 0.59. This specification yields a

larger transitory price elasticity estimate, measured in absolute value, but with a permanent

elasticity estimate that is not significantly different from zero.

In another specification, the sample is limited to pre-1984 gifts. Limiting the data to this

period is one way to deal with the complications created by the repeated freezing of

scheduled tax rate reductions, and the ushering of the GST in 1986 with its temporary

exemption. The estimated results are qualitatively similar to those reported earlier.
5. Conclusion

This paper employed time series data on gift tax collections to examine how taxes affect

the timing of lifetime transfers. Using data for gifts made in the years 1933 through 1998,

the findings suggest that the wealthy are quite responsive to taxes in the timing of their

gifts, particularly in the short run. The transitory price elasticity is about �14, seemingly

large but very consistent with the observed pattern over the past six decades. Not

surprisingly, the permanent elasticity is much smaller.

The findings in this paper are qualitatively similar to those of Joulfaian (2000a), which

employ cross-sectional data and rely on variations in state estate, gift, and capital gains tax

rates. The transitory elasticity coefficient, however, is several folds larger. The advantage

of this paper is that it is able to distinguish between transitory and permanent responses to

changes in gift, estate, and capital gains taxes by exploiting a number of enacted changes

over the sample period. However, it is more likely to be subject to aggregation bias,

particularly as it is unable to control for individual circumstances and demographics, as

well as to errors in measuring gift tax rates.13

While the literature advances a number of theories to explain the pattern of intergen-

erational transfers (Cox, 1987; Wilhelm, 1996), the findings in this paper suggest that tax

minimization is perhaps another consideration in the timing of such transfers. The timing
13 Under the current law, for instance, individuals have little incentive to make gifts within 3 years of the date

of death as the gift tax itself becomes subject to the estate tax.
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of gifts also has implications for modeling wealth accumulation and saving. To the extent

that tax-induced realizations of gifts are borrowed from the future, either gifts or bequests,

observed measures of wealth over time are likely to understate individual actual saving

and wealth holdings. It also has implications for the timing of revenues for the fisc. Under

legislation enacted in 2001, for instance, estate and gift tax rates will gradually decline

through 2010 and then revert to the higher rates prevailing under prior law. The findings

above suggest that gifts would decline substantially in the short run, but, that such transfers

are likely to reach unseen levels by the end of the decade, reflecting both postponed gifts

and gifts accelerated from 2011 and later years.
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