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Better Early than Never — The Effects of
Anticipated Gift Tax Changes on Business Transfers

Abstract

Wealth transfer taxes can be important instruments to counter increasing wealth inequality. Yet,
inter-generational business transfers, whose distribution is particularly concentrated at the top, are
inherently difficult to tax. Many countries treat this asset class preferentially to avoid
overburdening family firms, and sophisticated tax avoidance strategies by business owners exploit
this preferential treatment to erode the tax base. We analyse how business transfers react to
anticipated changes in such preferential tax treatment using administrative data at the individual-
transfer level from the universe of German gift tax assessments. We find strong and rapid timing
responses of business transfers to expected tax changes. We show that the response is stronger for
higher-valued transfers and find heterogeneity in transfer characteristics consistent with a tax
avoidance motive. We further estimate that the amount of foregone gift tax revenue due to timing
responses is up to 2.8 times the size of actual annual inheritance and gift tax revenue.
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1 Introduction

Taxes on wealth transfers can be important instruments to counter increasing wealth
inequality (Nekoei and Seim 2022). A wealth class whose distribution is particularly
concentrated at the top are business assets in the form of shares in partnerships and
corporations (Kopczuk and Zwick 2020; Saez and Zucman 2016; Smith et al. 2023). The
effective taxation of business wealth transfers, however, is prone to avoidance strategies
by business owners (Henrekson and Waldenstrom 2016). As a result, the effective tax
rate structures for wealth transfers are often regressive in practice, which counteracts
their intended purpose.! The measurement of business owners’ avoidance responses to
wealth transfer taxes is thus key in designing effective tax policies on wealth transfers.

The avoidance of wealth transfer taxes by business owners is facilitated by the existence
of preferential tax regimes for business assets in many countries.? The intended purpose of
these preferential taxation regimes is to secure employment and maintain firm liquidity by
reducing the tax burden associated with inter-generational business succession. However,
excessive privilege for a specific asset class, especially if it is more prominent at the
top of the wealth distribution, undercuts the legitimacy of a tax mainly used as a re-
distributive tool. As a political consequence, public pressure and judiciary decisions have
led to reforms of inheritance and gift taxation in various countries in the past.® Business
owners may anticipate such legislative changes and the adverse tax consequences for
themselves and optimize the timing of their wealth transfers with respect to expected
changes in the tax code.

In this study, we analyse how business owners respond to such anticipated changes
in the preferential business transfer taxation, where re-timing responses may counteract
policy intentions and reduce tax revenues. We exploit two anticipated events in the years
2012 and 2014 that threatened to negatively alter the preferential taxation of business
transfers in Germany. We combine this institutional setting with a large administrative
dataset containing the universe of German wealth transfers in the form of gifts and
inheritances. We use a Differences-in-Bunching methodology to measure behavioural
responses in the intra-year distribution of gifts on a weekly level preceding these event
dates. As a counterfactual distribution, we use the years 2010 and 2011, where neither
announcements nor legislative changes took place. This way, we can identify the excess
mass of tax-motivated gift transfers of business assets. Furthermore, we explore the
characteristics of transfers within the event windows to document heterogeneity consistent
with differing motives underlying tax avoidance. Finally, we use the excess mass estimates
from our bunching approach to provide back-of-the-envelope calculations of foregone gift

1See e.g. OTS (2018) for the case of the UK.
2See OECD (2021) for an overview.

3 Consider Henrekson and Waldenstréom (2016) for a description of the Swedish case, which led to the
abolishment of the Swedish inheritance tax.



tax revenue to the German State due to behavioural responses.

Our analysis begins with an investigation of the run-up period (Event Window I from
hereon) to a debate in the German Parliament regarding the abolition of a well-known
tax avoidance scheme called Cash-GmbH.* This scheme involved putting cash into a shell
company prior to the transfer in order to benefit from the tax exemptions for business
assets and allowed wealthy individuals to pass on basically unlimited amounts of wealth
almost tax free. For instance, for an individual trying to pass-on a bank deposit of EUR
26 million, this scheme allowed unintended tax savings of up to EUR 8 million.”

Next, we consider the period leading up to the last major verdict of the German
Constitutional Court in 2014 (Event Window II from here on), when it evaluated the
conformity of the preferential treatment provisions with the German constitution. At
the time, the provisions had been heavily criticized to be excessive and subject to no
means-testing. They were thus argued to be in violation of the principle of equality
granted by the German constitution. The precise tax consequences of the verdict were
ex-ante unknown as there were several scenarios possible depending on the judgement of
the court and the severity of subsequent legislative changes. However, the expectation
of a significant increase of the tax burden on (large) businesses was predominant, due to
which business owners were incentivised to conclude their succession before the verdict.

We find that transfers of business assets in the form of gifts react very strongly and
in an extremely timely manner to the risk of a future tax rate increase. For our first
event, which threatened an increase in the effective tax rate (ETR) of up to 30%, we
find that the excess number of transfers is more than 9 times higher than the average
number of transfers in the counterfactual period. This observation is unexpected given
the empirically documented obstacles to timely inter vivos transfers of ownership in the
literature (Schmalbeck 2001; Kopczuk 2007) and the short period of opportunity for
behavioural responses, as the event could only be anticipated four months in advance.
For the verdict of the Constitutional Court, where the exact tax implications were not
clear ex ante, we still find an excess mass of transfers five times higher than what we would
expect absent the event. The observed pattern is particularly pronounced for high-value
transfers, with individuals in the highest wealth quartile being almost twice as responsive
as the average transfer. This might be due to higher tax literacy, better-informed tax
consultancy, or fixed costs of avoidance coupled with higher amounts of wealth at stake
compared to lower-value transfers.

Our heterogeneity results with respect to transfer characteristics suggest that transfers
made within Event Window I are more likely to benefit a minor or a daughter of the

4The German abbreviation GmbH stands for Gesellschaft mit beschrinkter Haftung, which is a legal
form akin to a limited liability company (LLC) in both commercial law and tax law. It is restricted to
non-listed, privately-held companies.

5 Assuming a 30% tax rate on the cash transfer and abstracting from the costs for setting up a corporation
as well as fees for tax advisors and notaries.
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donor and that effective tax rates are significantly lower for these transfers. We fail to
detect such heterogeneity in Event Window II, which suggests that business transfers
in the first event window are fundamentally different from transfers in the second event
window. The observed pattern is consistent with a factual transfer of cash rather than
control of an actual company.

We further quantify the extent of gift tax avoidance implied by the re-timing of business
transfers. To this end, we perform the following thought experiment. Suppose that
the excess transfers we identified were not taxed under the relevant schedule at that
time, but under the provisions that were expected to be applicable after the respective
point of the event windows. How much revenue did the German government lose in this
hypothetical scenario due to re-timing responses? To provide a nuanced picture that
takes into account the uncertainty individuals faced when forming their transfer decision,
we simulate a variety of scenarios that differ in the tightness of applicable tax rules. We
estimate the corresponding amount of foregone tax revenue to amount to up to EUR 12
billion, which exceeds the total tax revenue from gifts and inheritances of EUR 4.2 billion
in the reference year 2011 by a factor of 2.8. Altogether, our findings suggest that gift
tax policy design which disregards the behaviour of business owners has adverse fiscal
and distributional consequences.

We contribute to two related strands of the literature. Our main contribution lies in
showing the timeliness with which wealthy business owners respond to threats of (adverse)
tax changes. Early empirical evidence on the general responsiveness of wealth transfers
to taxation was gathered by Bernheim et al. (2004) and Joulfaian (2004). Bernheim et
al. (2004) use cross-sectional data from the Survey of Consumer Finances (SCF) to show
that intergenerational wealth transfers in the US are responsive to estate and gift tax
changes.® They find weak evidence that behavioural responses are stronger for higher-
value transfers. By utilizing administrative gift tax assessment data, we are able to
overcome the incomplete coverage of the wealthiest individuals inherent to surveys such
as the SCF. From a macroeconomic perspective, Joulfaian (2004) uses aggregate time
series to show large responses of overall gift volume in anticipation to tax changes in
the US. His analysis supports the notion that inter vivos giving responds to anticipated
tax changes through inter-temporal substitution. Closer to our institutional setting and
by using survey data of German firms, Hines et al. (2019) also find that wealth transfer
taxes significantly influence the timing of gift transfers. More precisely, they show that
German family firms are more likely to conduct a succession after a tax reform in 2009
favourable for transfers of businesses. This finding is consistent with work by Glogowsky
(2021), who, using tax return data on German inheritances and gifts, documents that tax
Inheritance and gift taxes are levied at the level of the recipient of a wealth transfer whereas estate taxes

target the wealth giver (i.e. the decedent). When referring to wealth transfer taxes, we relate to all three
tax types. The term bequest taxes comprises both estate and inheritance taxes.



optimisation patterns quickly adapt to the post-reform tax rates. Our approach builds
on these insights by exploiting the high-frequency nature of the administrative tax data.
This allows us to demonstrate the enormous speed in which inter-temporal shifting among
the wealthy occurs. In particular, for both of our events we provide evidence of a trade-off
between tax minimization and retaining control: business owners wait until the very last
moment before locking in their transfer decision.

Second, we shed new light on the response channels of wealthy individuals to tax pol-
icy. Wealth (transfer) tax avoidance channels include deliberately under- or overvaluing
assets (Montserrat 2019; Poterba and Weisbenner 2003), shifting housing assets between
family members to reduce property taxes (Di Porto et al. 2021) or geographic relocation
(Briilhart et al. 2022; Moretti and Wilson 2023). As being wealthy often coincides with
owning a business, a growing number of studies specifically examine the role of closely
held businesses in their owners’ tax avoidance strategies. Alvaredo and Saez (2009) and
Duran-Cabré et al. (2019) demonstrate that business owners responded to the Spanish
wealth tax by shifting non-business assets into tax-exempt business shells . More recently,
Micé-Millan (2024) finds evidence of the same behaviour for a Catalan inheritance tax
reform, emphasising that the tax-induced change in asset composition alone accounted
for half of the post-reform tax revenue decrease from inheritances. The use of (closely
held) firms as tax shelters is further also documented in the context of income shifting be-
tween personal and corporate tax bases (Romanov 2006; Alstadsaeter et al. 2014) and the
labelling of business owners’ private consumption as tax-exempt business expenditures
(Leite das Neves 2024).

We contribute to this emerging field within the literature by considering a setting in
which transferring assets in the form of (closely held) business was essential to avoid high
tax rates (Event Window I). Further, by exploiting differences in transfer characteristics
between our two events, we can distinguish between mere tax-motivated asset transfers
in business ownership (Event Window I), and transfers of actual business control (Event
Window II).

In Section 2, we provide an overview about the preferential treatment of business assets
under German inheritance and gift tax law. We also depict its development over time
and define the two event windows that we use for our empirical approach. In Section 3,
we describe our data, and in Section 4 we explain our methodology and provide our
main results. We explore characteristics of the transfers within the bunching window
in Section 5. The quantitative implications of our main results in terms of foregone
tax revenue due to tax avoidance are shown in Section 6, followed by a discussion and

conclusion in Section 7.



2 Institutional Background

2.1 Taxation of Wealth Transfers in Germany

Tax Treatment of Wealth Transfers. Germany levies an inheritance tax on bequests
at death, i.e., a tax on the enrichment of the heir. Gifts are treated in the same way
as inheritances under German tax law. From a tax perspective, it should not matter
whether wealth is transferred during the lifetime of the donor or only after his demise.”
The starting point for the tax base is the gross wealth transferred to the recipient. In the
case of a gift, the donor is free to choose the amount and the recipient of the transfer.®

In principle, all types of wealth are subject to the transfer tax.

However, there is an exhaustive list of personal and objective exemptions depending
on the relationship between the donor and the recipient as well as the type of asset
transferred. The tax liability is based on the gross value of the assets received, after
deducting the liabilities of the estate and the exemptions. The tax base is increased by
transfers received by the same donor in the ten years preceding the taxable event, i.e.,
the date of death or the date of the gift. The inheritance and gift tax levied increases
over seven tax brackets of taxable bequests. In general, tax rates are lower for close
family members and increase as the degree of kinship decreases. Table A1l shows the tax
schedules for the three tax regimes during our sample period. The highly progressive
rates range from 7 % in tax class I up to 50% for transfers higher than EUR 13 million

to unrelated persons.’

Preferentially treated asset classes. As in most EU countries, the German inheritance
and gift tax law grants preferential treatment to certain asset classes, namely, agricultural
assets, business assets and substantial shareholdings in corporations.!® The preferential
treatment of these asset classes is generally justified with the notion that the continuance
of companies is in the public interest. As productive enterprises secure jobs and foster

economic growth, they are argued to benefit society as a whole. However, the distinction

" Differential tax treatment of inter vivos gifts and inheritances would create incentives to exploit one
form of transfer in order to avoid taxation of the unfavourable means of transfer.

8In case of an inheritance, there is a default line of succession with fixed proportions depending on the
degree of kinship. This can be overridden to some extent by specifying a last will.

9 As the inheritance and gift tax is designed as a stepwise proportional tax, the legislator grants a special
provision (Hdrteausgleich) that prevents the average tax rate to increase substantially at the bracket
cut-off points. Instead, the law allows for transition areas characterized by marginal tax rates of 50%
if the statutory tax rate is lower than 30%, and 75% if the statutory rate is higher than 30%, until the
average tax rate has caught up to the higher level of the next bracket.

10 The definition of business assets comprises shares in partnerships and sole proprietorships. The definition
of substantial shareholding refers to the donor of the wealth transfer possessing a minimum share of 25%
in a corporation. This minimum share can be reached individually or through joint ownership, under the
condition that joint ownership entails joint action inside the firm. See Houben and Maiterth (2013) and
Brautigam and Spengel (2021) for a comprehensive description and critique of this preferential taxation
regime. Further, the transfer of self-occupied real estate also receives preferential treatment from German
inheritance and gift taxation, albeit in different sections of the tax code.



between justified exemptions in the public interest and excessive privilege is not always

clear cut.

Since 2009, the German legislation distinguishes between productive business assets and
so-called administrative assets (Verwaltungsvermdégen). Stemming from the rationale
that only productive business assets should be taxed preferentially, these administra-
tive assets are defined as assets which are not strictly necessary to successfully run the

business. !

Crucially, the legal definition of administrative assets at the time did not include cash
holdings, which was subsequently exploited by wealthy individuals to transfer their pri-
vate wealth tax neutrally through use of a scheme called “Cash-GmbH”. This tax avoid-
ance scheme involved setting up a corporation and depositing cash into the company
assets. As cash was not deemed to be harmful administrative assets, the cash within
the corporation qualified for preferential treatment and could benefit from the generous

exemptions for productive assets.!'?

If tax subjects were willing and able to set up a
corporation, they could pass-on basically unlimited cash holdings without being subject

to the gift tax law, by making use of the provisions for productive assets detailed below.

Exemptions for productive assets. Any agricultural assets, business assets and substan-
tial corporate shareholdings that are not classified as administrative assets are in principle
eligible for two possible modes of preferential taxation. First, the law allows for a regular
exemption of 85% (Regelverschonung). This means that only 15 % of the taxable transfer
of this asset type is considered in the tax base. The main requirements for the exemp-
tion to be applicable are that the transferred business could not be sold in the five years
following the transfer and that the average sum of wages over this holding period could
not be reduced by more than 20 %. This regular exemption could be replaced by a more
generous but also more restrictive optional exemption of 100% (Optionsverschonung). In
order to obtain a full exemption, the business should not be sold for a duration of seven
years and the average sum of wages over the now seven year holding period could not be
lowered. When filing her tax return, the recipient had to decide which exemption model
should be applied. She was then locked into this decision, without the possibility to
change to the less or more restrictive regime at a later point. If the requirements for the
exemptions were violated at the end of the relevant period, the tax was proportionately
re-levied. Importantly, the exemption was granted irrespective of the amount of wealth

1 E.g., properties granted for use by third parties, corporate shareholdings of 25% or less, art objects or
financial asset shares.

12 An additional benefit of using cash as productive assets was that this cash increased the share of pro-
ductive assets relative to administrative assets in the company. As the exemption was granted on the
overall company value as long as administrative assets were not higher than 50% of the total company

value, cash injections could be used to cover for a larger share of non-productive business assets, such as
rental property.



transferred or the economic situation of the business in question.

2.2 Legislative Development and Leveraged Reforms

For our analysis, we exploit two events in the legislative development of the inheritance
and gift tax law in Germany, which caused a substantial revision of the expectations
of tax subjects with regard to their future tax liabilities. The respective windows for
behavioural responses to these events had clearly defined end points, which were known
to the public at the announcement date. This common feature allows us to cleanly
identify transfer allocation within the event windows. Figure 1 illustrates the two event

windows we will focus on in our analysis and in the exposition below.

Figure 1: Major Events during the Legislative Development of the Inheritance and

Gift Tax
Event Window I: Run-up to abolish inheritance and gift (Retroactive) legislation change to adapt the gift and
tax avoidance sheme (*Cash-GmbH"). inheritance tax law to the verdict of the Constitutional court.
Announcement: 04.07.2012 Implementation: 30.06.2016

Implementation (Intended): 25.10.2012
|

v —

— ——
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
l.lJ

E -

Inheritance and gift tax reform comes into effect. ) L
Implementation: 0101 2009 Event Window lI: verdict of the Federal Constitutional

Court.
Announcement: 18.11.2014
Implementation: 17.12.2014

Notes: This figure shows the most important legislative events during our sample period. The last
major reform which introduced the exemptions for business assets was implemented in 2009. Event
Window I starts with the submission of the draft proposal from the German Federal Council regarding
the effective abolition of the Cash-GmbH avoidance scheme, effectively banning masked cash transfers
through shell corporations, and ends just before the parliament debate on 25 Oct 2012. Event Window
IT includes the time between the announcement of the verdict of the German Constitutional Court in
November 2014 until the day of judgement on 17 December 2014. The court decided on whether the
preferential treatment provisions in general were constitutional and had the power to set a retroactive
implementation date.

Source: Troll/Gebel/Jiilicher/Gottschalk: ErbStG, “XI. Entwicklung der ErbSt von 2009 bis 2016”,
2021.

Event Window I: (Failed) ban of the Cash-GmbH. As noted in the previous section,
an elementary flaw of the newly implemented provisions exempting business assets from
inheritance and gift taxation was the administrative asset catalogue. As cash was not
explicitly named in the definition of an administrative asset, paying wealth transfer taxes

could be circumvented rather easily. In order to close this gaping loophole in the tax code,



the Federal Council (Bundesrat) submitted a draft proposal on 6 July 2012 to the German
Parliament (Bundestag), which included a respective amendment of the administrative
asset catalogue. The Parliament decided on 25 October 2012 on this provision change
that would ban the transformation of cash into preferentially treated business assets. If
the parliament had decided in favour of the legislative change on that day, the scheme
would have been rendered impossible with immediate effect. This was also the expected

outcome of the debate.

For individuals planning to make use of this tax saving vehicle, the abolition would entail
the loss of a factual 100% exemption and in turn an increase in the effective tax rate
from zero to about 30%.'* Especially for wealthy individuals, this change in effective
taxation would entail a massive loss of wealth to the family. For instance, a taxable
amount of EUR 26 million passed on after the debate would be subject to an increase in
the tax burden levied on the transfer by close to EUR 8 million. However, the Parliament
could not produce the required majority and the current provision stayed in place until
7 June 2013, when the provision was eventually adjusted. The public discussion of the
planned changes to the tax code started on 4 July 2012 after the submission of the draft
proposal and culminated in the weeks imminent to 25 October 2012.'* This is indicated
by Figure 2, which shows the monthly count of newspaper articles including the search
term “Cash-GmbH” on the Dow Jones Factiva database. The figure shows a clear spike
in media attention around the submission of the draft proposal in July 2012, with a surge
just prior to the parliament debate in October of the same year and extended coverage

afterwards until the loophole was finally closed in 2013.

Event Window II: Verdict of the Federal Constitutional Court. In September 2012,
the Federal Financial Court (Bundesfinanzhof) appealed to the Constitutional Court
inquiring whether the preferential treatment of business assets was in violation of the
constitution.!® In its inquiry, the Financial Court argued that the far-reaching or even
complete exemption of preferentially treated asset classes were excessive and unsubstan-
tiated. Such an exemption would assume that the wealth transfer tax endangers business
continuation. Yet, the actual exemption did not take into account the transferred value
or the capacity of the recipient to bear the tax burden. For instance, there were no provi-
sions to verify the existence of sufficient liquid funds to pay the tax, or whether such funds
could be acquired in case that the tax would be deferred. It further stated that the notion
of preserving jobs as an argument for exempting businesses was flimsy, as the vast major-

13 Assuming a transfer to a close family member in excess of EUR 26 million. Also for transfers of smaller
wealth levels, the increase in effective tax rates was still substantially above 0%, see Table Al.

14 The introduction of the new law failed because the law change involved some more controversial provision
changes such as tax benefits for same sex partnerships. For more details see Bundesrat 6 July 2012,

302/12.
15 Bundesfinanzhof, 27 Sep 2012, II R 9/11.



Figure 2: Newspaper articles including the term “Cash-GmbH”
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Notes: This figure shows the monthly count of German newspaper articles containing the search term
“Cash-GmbH” from January 2012 until August 2013. The red vertical lines indicate the date of the
submission of the draft proposal by the German Federal Council on 6 July 2012 as well as the date of
the parliament debate in the German Parliament on 25 October 2012.

Source: Dow Jones Factiva, accessed on 10 November 2022.

ity of companies taxed had less then 20 employees, which automatically excluded them
from the job preservation requirement. After the inquiry of the Financial Court, individ-
uals had to expect that the generous exemption provisions were destined to change for
the worse (Médinger and Kaiser 2018). Tax consultants publicly urged business owners

to conclude their succession before the verdict of the Constitutional Court.

At this point it is instructive to consider the possible scenarios business owners could be
confronted with, depending on the outcome of the court’s decision. The three scenar-
ios are summarized in Table 1. One possible albeit improbable outcome was that the
Constitutional Court would dismiss the critique of the Financial Court and approve the
existing rules. Second and similarly improbable was the outcome that the court would
find all provisions of the wealth transfer tax law in its current form (or only the pro-
visions in question) to be void and in need of a fundamental reform. In that case, the
provisions deemed as void would not have been applicable for any transfer occurring after
the verdict. Note that the court has the power to declare certain provisions as void but
cannot enact new legislation. In that case, the legislator would need to implement a new
form of the law in accordance with the court’s demands. This outcome would have had
a similar effect as the abolition of the Cash-GmbH for companies, if only the provisions

for preferential treatment of business assets was deemed to be void. In effect, this “worst



case scenario” would have caused a substantial increase in effective tax rates as well.
Finally, the court could reach a similar verdict as in 2006 and find that the law in its
current form was incompatible with the constitution. This judgment would differ from
the previous one in the sense that the law in its current form would remain applicable
until the legislator has reformed the current provisions. However, even in that case the

legislator could in principle backdate the reform to the day of judgment.

Hence, in order to hedge against Scenario 2 or 3, individuals would need to complete their
transfers before the verdict. Despite some outcomes being more probable than others,

each one was a possibility and remained so until judgment day.

The Constitutional Court decided on the case in 2014, which was announced at the
beginning of the same year. The oral hearing took place on 8 July 2014 and the passing
of verdict was announced on 18 November and promulgated on 17 December.'® Hence,
the public knew that the court would decide on the case at some point during 2014 at
the beginning of the year. The ruling of the Constitutional Court was salient in the
media and public interest was high. Figure 3 shows trends in the Google search index
for the term inheritance tax (Erbschaftsteuer) during 2014.'" The figure features two
sizeable spikes around the week of the oral hearing in July as well as the day of judgment
in December. The first senate of the court declared the provisions granting preferential
treatment to business assets to be incompatible with the constitution, i.e., scenario three
was realized. In its verdict, the court deemed the exemptions to be excessive and for
that reason unconstitutional and demanded an adjustment of the law until end of June
2016.18

3 Data and Descriptives
3.1 Data

We use German inheritance and gift tax return data provided by the RDC of the Federal
Statistical Office and the Statistical Offices of the Federal States for the years from 2007

until 2019." This dataset covers all wealth transfers whose tax determination dates

16 See the corresponding press release no. 102/2014 from 18 November 2014.

17 Interestingly, the Google trends index for the term “Cash-GmbH” did not show substantial variation
during 2012. We view this as indication that Event Window I was less relevant for the general public
but rather for a specific subgroup that was advised by professional tax consultants.

18 After a lengthy legislative process, the provisions in question were adjusted on 4 November 2016 with
retroactive application for taxable events since 1 July of that year. Instead of a fundamental reform
of the law, the legislator adjusted the provisions selectively to comply with the demands of the court
verdict. The main changes included a melt-down of the exemption percentage for major acquisitions,
a means test of the recipient, as well as a tightening of the job preservation requirements to include
companies with five or more employees.

19 Brbschaft- und Schenkungsteuer-Panel (EVAS 73611).
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Table 1: Possible Decisions of the Constitutional Court and Implications

Decision Meaning Implication

Amnesty Court finds provisions to be in  No change
line with the constitution

Void Inheritance and gift tax law (or Day of judgment terminates pref-
just preferential treatment) is erential treatment immediately
void

Incompatible Not void but incompatible with For the time being, law remains
the constitution applicable but provision change
might be applied retroactively to

transfers since judgment day.

Notes: This table shows the different decisions the German Constitutional Court could have reached
in response to evaluating the preferential treatment provisions in 2014, together with the implications
each decision would have had on the applicability of the law. The implications of an incompatibility
decision were highly uncertain, as neither the degree nor precise timing of tightened provisions were
known beforehand.

fell into this period.? The data consist of repeated cross-sections, where the unit of
observation is an individual tax assessment. As the records are heavily anonymized, we
can only track assessments connected to the same transfer, however, there is no identifier
for individuals.

The data contain information about giver and recipient characteristics (i.e. birth dates,
sex, state, responsible financial office) and relational degree, tax base details and the tax
rate as well as taxes paid. They further include three different variables relating to the
relevant dates: the date of taxable event, the date of tax generation and the date of tax
assessment. For our purposes, the date of taxable event is of main interest, as it allows
to track the transmission of wealth at a daily frequency. It coincides in most cases with
the date of tax generation, which constitutes the date of the legal recognition for tax
purposes.?! For our analysis, we always keep the most recent date of tax assessment, as
deviations between initial and final tax assessments can be substantial. Apart from these
time-related variables, our analysis uses different elements of the tax base. Primarily,
these are the different asset classes provided for in the inheritance and gift tax returns, i.e.

agricultural assets, business assets and company shares (see Section 2 for an elucidation).

20 As inheritance and gift tax returns are usually filed and administered at least one year after the taxable
event and with an average time lag of three years (see Figure A2 in the appendix), our dataset effectively
covers earlier periods than 2007. On the one hand, the data also contain transfers where the taxable
event occurred already in 2006. On the other hand, coverage of taxable events in the years 2018 and
2019 is likely incomplete, as a substantial share of same-year tax cases has not been assessed yet. Both
years are (potentially) missing those gifts and inheritances that were filed late or took a long time to
administer (for instance due to family conflicts).

21 The date of tax assessment on the other hand is important to understand the data structure and the
different steps of the administrative process from initial to final tax determination. Moreover, it is
essential to establish uniqueness of observations per transfer date and recipient.
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Figure 3: Google Trends index for “Erbschaftsteuer” between 2012 and 2016
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Notes: This figure shows a search index for the term “Erbschaftsteuer” (=Inheritance Taz) for the
period between January 2012 and January 2016. The dashed vertical lines indicate points in time of
public interest, namely the day of the oral hearing of the German Constitutional Court on 8 July 2014
as well as the day of verdict on 17 December 2014.
Source: Google Trends, accessed on 5 May 2022.

Overall, the data provided by the RDC cover about 3 million assessments over the
whole sample period from 2007 to 2019. Table 2 shows the sample selection process for
our final sample. We first eliminate transfer types that are generally not of interest for
our analysis, such as erroneously calculated tax amounts or special cases of inheritance
taxation. Second, we eliminate transfers with missing birth dates or missing age informa-
tion. We then establish uniqueness of transfers by always keeping the last tax assessment
for a given transfer case, which additionally ensures that our values correspond to the
latest update to the values in the tax returns.?? These initial selection steps leave us
with roughly 2 million unique transfers. We further exclude negative asset transfers and
transfers before 2009 and after 2017. Transfer values before 2009 where based on different
valuation principles and the preferential treatment provisions were only introduced with
the 2009 reform. We exclude observations after 2016 because of the lag between taxable
event and tax assessment, which leads to these periods not being representative of overall

22 Unfortunately, the identifier for a given inheritance or gift case is not reliable as a panel identifier.
The original tax return number is given by the responsible financial office, which may already be used
by another financial office. Furthermore, the tax number is not kept when an individual moves and
challenges a tax assessment later. As we are provided with an anonymized identifier based on the tax
number, we are unable to distinguish these cases and produce our own identifier based on gender and

birth dates of the donor and recipient, their relational degree and the responsible financial office. Our
results are robust to relying on the tax return number as the initial identifier.
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Table 2: Sample Selection

Selection Step Obs. A Obs.
Overall transfers assessed between 2007 and 2019 3,025, 788

Regular transfer types 2,650, 154 —375,634
No birth date nor age for nat. pers. 2,480,155 —169, 999
Establish uniqueness 2,094,912 —385,243
Restricting to non-negative asset transfers 2,080, 392 —14, 520
Restricting to transfer years 2009 until 2017 1,324,195 —756,197
Restricting to gift transfers 281,545 —1,042,650

Notes: This table shows the selection steps taken for our final analysis. Before selection step
four, the unit of observation is an individual tax assessment. Therefore, a specific inheritance
or gift transfer can occur multiple times, with one observation for each tax re-assessment.
Regular transfer types refers to the exclusion of special transfer types such as pre- and post-
inheritances, cross-border cases, taxation of family foundations at fixed time intervals, cases
with erroneously calculated tax amounts and intended use.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office
and the Statistical Offices of the Federal States.

transfers. The initial sample of unique transfers consists of 1.3 million receipts, the vast
majority of which (79%) are inheritances. Our period of interest includes 281,545 unique

gifts.

3.2 Descriptives

Table 3 provides an overview of the gift sample separated by the major asset class of
the transfer.?? The table illustrates several interesting features of the data. First, the
preferentially treated asset classes (agricultural property, business assets, and company
shares) are on average of higher overall transfer value compared to transfers of cash and
real estate. The distributions of all asset classes are highly skewed to the right, with mean
values being several orders of magnitude higher than the median. Second, recipients of
preferentially treated assets are on average five to eight years younger when receiving a
gift when compared to the recipients of real estate or cash and financial assets.

Third, because of preferential treatment, effective tax rates are substantially lower for
agricultural property, business assets and company shares, with an average effective tax
rate of less than one percent. We can also see that not all transfers of favoured asset
classes are fully exempt from taxation. Incomplete take-up of preferential taxation does
not come as surprise. Especially for transfers of low-value assets, applying for preferential
taxation came at a cost (restrictions to minimum payroll sums and holding periods, see
section 2) while the amounts of assets transferred were below the generally high allowance
values. This could incentivize owners of small businesses and especially agricultural asset

23 The major asset class is defined as the asset class that constitutes the largest share of the overall gift

value. For instance, a transfer where EUR 10 million of business assets and 5 million of real estate are
gifted, the major asset type of the transfer is defined as business asset.
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owners to refrain from receiving preferential tax treatment.

Fourth, cash and financial assets have the highest share of recipients below legal age.
Finally, gifts of preferentially treated assets are twice as likely to go to a son than to
a daughter of the donor. In contrast, the gender distribution of receipts of cash and
real estate is close to equality. For comparison, we show the same descriptive table for
bequests in Table A2 in the appendix.

For our analysis, we restrict this initial sample to all transfers that include (non-
negative) values for the sum of agricultural assets, business assets and company shares.?*
This definition includes roughly 12,000 transfers in which none of the preferentially treated
assets constitute the major asset type of the transfer. This final restriction reduces the

sample size to 76,943 gift transfers over the period from 2009 to 2017.

24 Tax law stipulates that the value sum across all three asset categories shall be considered for preferential
taxation. Due to the application of the net principle, only positive sums are relevant for tax purposes.
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Table 3: Descriptive Statistics of Gift Sample

Obs. Mean Std. Dev. P01 P50 P99
Agricultural property
Overall value of receipt 11,561 294.02 527.52 0 160 1,918
Age of Recipient at Transfer 11,558 40.70 11.71 19 39 75
Effective tax rate (p.p.) 11,561 0.44 1.98 0 0 11
Share of fav. assets (p.p.) 11,526 63.40 38.64 0o 77 100
Above Allowance 11,561 0.32 0.46 0 0 1
Minor Recipient 11,558 0.01 0.08 0 0 0
Son 11,561 0.52 0.50 0 1 1
Daughter 11,561 0.14 0.34 0 0 1
Female Giver 11,561 0.35 0.48 0 0 1
Business assets
Overall value of receipt 31,950 5,720.97 67,791.89 5 687 73,076
Age of Recipient at Transfer 31,884 40.02 13.38 8 40 78
Effective tax rate (p.p.) 31,938 0.46 2.28 0 0 13
Share of fav. assets (p.p.) 31,894 82.21 34.83 0 100 100
Above Allowance 31,950 0.71 0.45 0 1 1
Minor Recipient 31,884 0.04 0.19 0 0 1
Son 31,950 0.55 0.50 0 1 1
Daughter 31,950 0.26 0.44 0 0 1
Female Giver 31,950 0.31 0.46 0 0 1
Cash and financial assets
Overall value of receipt 95,379 172.05 655.07 0 50 1,855
Age of Recipient at Transfer 94,575 48.68 17.62 4 49 87
Effective tax rate (p.p.) 95,304 4.36 7.23 0 0 29
Share of fav. assets (p.p.) 520 48.39 48.89 0 26 100
Above Allowance 95,379 0.62 0.49 0 1 1
Minor Recipient 94,575 0.05 0.21 0 0 1
Son 95,379 0.23 0.42 0 0 1
Daughter 95,379 0.20 0.40 0 0 1
Female Giver 95,379 0.50 0.50 0 1 1
Company shares
Overall value of receipt 21,789 3,597.52  24,732.95 1 415 58,150
Age of Recipient at Transfer 21,716 40.65 14.37 7 40 79
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Table 3: Descriptive Statistics of Gift Sample Continued

Effective tax rate (p.p.) 21,784 0.72 3.03 0 0 18
Share of fav. assets (p.p.) 21,756 71.92 42.45 0 100 100
Above Allowance 21,789 0.65 0.48 0 1 1
Minor Recipient 21,716 0.04 0.19 0 0 1
Son 21,789 0.44 0.50 0 0 1
Daughter 21,789 0.22 0.42 0 0 1
Female Giver 21,789 0.32 0.47 0 0 1
Real estate

Overall value of receipt 120,866 266.30 510.92 6 129 1,757
Age of Recipient at Transfer 120,820 45.47 15.07 13 45 81
Effective tax rate (p.p.) 120,850 3.47 5.64 0 0 24
Share of fav. assets (p.p.) 11,123 57.63 48.15 0 100 100
Above Allowance 120,866 0.42 0.49 0 0 1
Minor Recipient 120,820 0.02 0.13 0 0 1
Son 120,866 0.23 0.42 0 0 1
Daughter 120,866 0.19 0.39 0 0 1
Female Giver 120,866 0.51 0.50 0 1 1

Notes: This table shows descriptive statistics for the sample of gifts after our selection process
detailed in Table 2. The overall value of receipt is expressed in Thousand Euros. Above Allowance
is an indicator for a transfer above the personal allowance of the recipient, Minor Recipient is a
dummy variable equal to one if the recipient is below 18 years old at the time of transfer. Son and
Daughter are indicator variables indicating the recipient gender and relation of the recipient to the
donor. Female Giver is an indicator equal to one if the giver is female. Summary statistics are given
for each asset type separately. For comparison purposes we also show asset classes that are not the

main focus of our analysis, namely, cash and financial assets as well as real estate.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and
the Statistical Offices of the Federal States.

16



4 Excess Mass Estimation

4.1 Methodology

The shifts in expectations regarding effective tax rates for preferentially treated asset
classes created large incentives for re-timing responses within the event windows described
in Section 2. Individuals who expected their effective tax rate to change for the worse
after the end point of the respective event window (25 Oct 2012 and 17 Dec 2014), were
incentivised to conclude their wealth transfers of preferentially treated assets before these
final deadlines.?> Bunching in the distribution of transfers in the event windows over time
allows us to estimate these short-term re-timing responses.

Bunching methods have been used extensively in the literature to estimate causal
behavioural effects. The basic methodology was developed in the tax context by con-
tributions of Saez (2010), Chetty et al. (2011) and Kleven and Waseem (2013) and has
since then found many applications in the social sciences (see Kleven (2016) for a recent
overview of methods and applications). The basic idea of the bunching approach is to
quantify the behavioural responses elicited by a discontinuity in incentives by estimating
the excess mass in a distribution of interest. We derive adjustment responses by esti-
mating the excess mass in the distribution of weekly wealth transfers around the event
dates. In our particular case, we utilize an alternative to the classical polynomial based
approach in which we use the unaffected 2010 to 2011 distribution as a counterfactual.
This so-called Difference-in-Bunching approach has been applied in several recent studies,
e.g. Brown (2013), Best and Kleven (2017) or Buhlmann et al. (2020), and relies on a
suitable reference distribution as counterfactual to the distribution in the event window.
The counterfactual distribution allows us to model how transfer behaviour would have
looked like absent the events and attribute the excess mass of transfers to behavioural
responses. By relying on actual data rather than approximations based on polynomial
extrapolation, the method avoids some of the assumptions invoked, which we consider to

be violated in our application.?¢

25 From a tax planning perspective it would be optimal to set the transfer date as close to the deadline
as possible. One reason for this is the potential of new information coming in, potentially rendering
the re-timing no longer necessary. Another reason to delay the transfer for as long as possible was that
transferring a business is a complex endeavour, which takes time to plan and execute correctly.

26 For example, the polynomial approach generally assumes that observations farther away from the thresh-
old are not affected by the discontinuity. In a robustness check, we also estimate the excess mass using
the polynomial approach and find quantitatively similar results.
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Figure 4: Evolution of Preferentially Treated Asset Transfers by Type
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Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the Statistical Offices of the Federal States.



Figure 4 illustrates our approach graphically. It depicts the annual distributions of
transfers of preferentially taxed asset classes in weekly bins throughout our sample period.
The figure distinguishes between inheritances and gifts and covers taxable event years
from 2009 to 2017. Several patterns are worth emphasizing. First, inheritances are
distributed almost uniformly across years. This suggests that the date of death is not
strategically chosen for tax planning purposes in our sample. It is also suggestive that
the patterns we observe for gifts are not artifacts of some underlying trends in transfer
behaviour. In stark contrast, the distribution of gifts features sizeable spikes at specific
dates throughout the observed period.

Second, we observe substantial start- and end-of-year bunching as well as mid-year
bunching, the latter albeit to a much smaller extent. These patterns can likely be ex-
plained by the end of the financial year. This is generally 31 December for most companies
and 30 June for agricultural enterprises. The financial year may be relevant for a transfer
decision, as valuation is generally based on the firms operating income.?”

Third, there are irregularities in our event windows of interest, namely, in the third
quarter of 2012, as well as in December 2014, as well as around mid-year of 2016, where
we observe the highest mid-year spike of our sample period as well as a level-drop in the
period afterwards. Finally, we detect a declining trend in inheritances starting in 2017,
which we attribute to the administrative lag between taxable event and tax assessment,
as well as the effect of the 2016 reform.

From our analysis of the legislative development and the graphical evidence just pre-
sented, we have identified the period from January 2010 until July 2012 as candidate for
a ‘regular” transfer distribution without contamination from behavioural responses. By
the onset of this period, enough time has passed since the 2009 reform for individuals
to become familiar with the adjusted provisions. At this point, expectations for a stable
legal framework could be formed. Importantly, the legislative discussions initiated in July
2012 could not be anticipated by the public beforehand. Hence, we have a stable legal
framework during that time, and the gift transfer distribution only features the common
start-, mid- and end-of-year spikes.

For illustration purposes and normalization, we consider the transfer distribution one
year around the event date, i.e., 26 weeks before and after the respective end point of
the event window (=normalization window). In order to be able to directly compare the
distributions of transfers in our event windows with the counterfactual of the reference

year, we have to account for level differences in transfers. Hence, we divide the weekly

27 Valuation of business assets for the purposes of the inheritance and gift tax is generally based on the
market value. As this market value is commonly not available, alternative valuation methods such as the
simplified income capitalization approach (Vereinfachtes Ertragswertverfahren may be used (§§199,200
BewG). Under this approach, the average operating income over the last three years is multiplied with
a capitalization factor to reflect future earnings prospects. Hence, valuation is easiest when the transfer
occurs just after a financial year end.
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bin counts by the total sum of transfers in the normalization window. The normalized
bin counts then represent the proportion of transfers in that week relative to the overall
transfers occurring in that period.

More formally, let n; denote the number of transfers in bin i € {—26,...,26} and
n; = n;/ Z?i_% n; the normalized bin count. After visually identifying the bunching
region, we calculate the excess mass b by the difference in bin counts between the transfer
distribution in the event window and the counterfactual, normalized by the average bin

count of the counterfactual distribution in the bunching region:

B _ Z?:L(ﬁl — 7%2)
S /N

(1)

where N; is the number of bins in the bunching region and 7, is the normalised bin
count for the counterfactual year. Hence, b estimates the excess number of transfers in
the bunching region relative to the average height of the counterfactual. Multiplying
the excess mass with the bin width yields an estimate of the average timing response.
Following Buhlmann et al. (2020), we construct standard errors for our excess mass
estimates using a non-parametric bootstrap procedure. We randomly sample individual
transfers in our estimation sample with replacement and calculate a new sample of counts
based on which we then re-estimate the excess mass. This process is repeated 1,000 times
yielding a vector of excess mass estimates. We use the standard error of this vector as

an estimate for the standard error of b.

4.2 Difference-in-Bunching Estimates

We move on to quantify the observed behavioural responses using the difference-in-
bunching framework. The results for our two main events of interest are presented in
Figures 5a and 5b. Each graph shows weekly normalized bin counts centred around the
deadline of interest and the corresponding date in the counterfactual period. The dashed
lines at the zero mark indicate the deadline across all figures. The boxes next to the ver-
tical lines display the estimated excess bunching with non-parametrically bootstrapped
standard errors in parentheses.

Our chosen reference period seems to constitute a suitable counterfactual for the event
period. Outside the bunching regions, the two distributions appear to be remarkably

similar.

Event Window |. Our first window of interest is the period leading up to the debate
about the abolition of the Cash-GmbH on 25 October 2012 in the Bundestag. Recall
that the general expectation regarding the outcome of the event was that the Cash-GmbH
avoidance scheme would be prohibited with immediate effect by extending the definition of

administrative assets to include also excessive cash holdings. Even though the Bundestag
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surprisingly did not reach the expected conclusion, expectations had changed beforehand
and the transfer decision was already locked in. Therefore, we observe a significant timing
response within the event window which is depicted in Figure ba. The response to the
threat of an effective tax rate increase that would entail an increase in tax burden in
the millions is large in magnitude. The excess bunching detected constitutes 9.02 times
the average size of the counterfactual normalized transfer distribution. As can be seen
from the counterfactual distribution, the month of October is not a month where a lot
of transfers of preferentially treated assets occur normally, indicating that most of the

transfers we observe in that window are purely motivated by tax considerations.

This excess mass of transfer counts also translates in a substantial spike in volume, which
is illustrated in Figure 6a. The figure shows the gross value of transfers of agricultural
assets, business assets and company shares in the year of 2012. In less than a month,
business owners transferred more than EUR 40 billion in anticipation of an adverse tax

policy change.

Event Window Il. A particularly interesting case provides Event Window 11, the period
leading up to the verdict of the Constitutional court on 17 December 2014. As the
concrete tax implications of the verdict of the court where ex ante not known, it provides
us with some insight into the beliefs of responding individuals regarding the outcome.
As we have illustrated in Section 2, there were three potential outcomes and only some
variations of two of them featured immediate detrimental consequences. The risk of
retroactive application of any change or the potential voiding of the exemption provisions
led a substantial amount of individuals to transfer their assets in the three weeks before
the verdict. The results from our estimation are presented in Figure 5b. Our excess mass
indicates that the excess of normalized transfer counts is about 5.62 times the average size
of the counterfactual in the bunching region and is strongly significant. When compared
to the counterfactual distribution, it is apparent that the majority of the estimated excess
mass comes from the start-of-year spike normally observed in the transfer distribution.
Our results indicate that as a precautionary action to hedge against the possibility of an
immediate law change, individuals planning to pass on their business at the beginning of
2015 pulled their transfer forward in time just before the verdict. Figure 6b shows that
in terms of volume, the response in the second event window is much more moderate in
comparison to the first event window. We see a spike in volume around the oral hearing
of the Constitutional Court in July as well as a sharply increasing trend in the months
leading up to the verdict, with a substantial spike in December. With an overall volume
of business transfers of EUR 10 billion, the response size in December 2014 is equal to
only about 25% of the October 2012 volume.

Overall, we detect sizeable timing responses of transfers by business owners preceding

expected tax changes. This speaks to the extreme tax literacy of this particular set
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of individuals, which supports findings by Houben and Maiterth (2013), Médinger and
Kaiser (2018) and Glogowsky (2021) for the German context. Our evidence also shows
that the responsiveness is extremely rapid. For our first event window, individuals had
only four months to undertake all steps necessary to pass-on a fortune of wealth. In the
following sections, we go a step further and investigate response heterogeneity, identify
transfer characteristics to speak to the question who bunches, and provide a back-of-the-

envelope calculation of the tax consequences.

4.3 Heterogeneous Effects

We repeat the analysis conducted on the main sample on two sets of sample splits to
tease out response heterogeneity in our estimates. Of particular interest to us is first,
whether the asset classes eligible for preferential treatment respond differently and second,
whether wealthy individuals are more responsive than less wealthy ones and whether there

are differences for these groups across the two event windows.

Asset Class. In a first step, we investigate whether the behavioural response differs
across types of preferentially treated asset classes. We subset our data to the three types
of transfers, i.e., transfer of agricultural assets, business assets, and company shares and
re-estimate the excess mass for each sub-sample. We present the estimated normalized

excess masses and two standard error confidence intervals in Figure 7a.

We find that for the first event window, business assets appear to be the most responsive
asset class, closely followed by company shares. In comparison, agricultural assets seem to
be unresponsive to the abolition of the Cash-GmbH. One contributor to this result might
be the fact that transfers of agricultural assets tend to be much smaller in magnitude of
wealth transferred, which diminishes the gains from tax planning compared to its cost.
It might also more frequently be the case for these assets to fall under the personal
exemption thresholds, which makes the provisions for preferential treatment irrelevant.
We also detect differences in responses between the two event windows of interest. For
the failed ban on the Cash-GmbH scheme, business assets and company shares responded
similarly strong, whereas for the verdict of the German Constitutional Court, transfers

of business assets are twice as responsive as transfers of company shares.

Wealth Quartile. Second, we are interested in whether wealthy individuals were more
responsive to the considered events compared to less wealthy individuals. Given the
progressive nature of the tax schedule, more wealthy individuals had higher incentives to
respond to the looming threats and given a fixed portion of the costs of avoidance, we
expect them to gain more compared to less wealthy ones. To get at this question, we sort

individual transfers into quartiles using data between 2009 and 2017.?® By considering

28 We exclude the periods before 2009 for setting the wealth quartiles, as the determination of business
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Figure 5: Difference-in-Bunching around Event I and II.
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Notes: Figures 5a and 5b display normalized weekly transfer counts for Event Windows I and II detailed
in Section 2. The bins for each distribution are expressed as shares of overall transfers occurring around
a one-year window around the end point of the event window. Weeks are centred around the end of
the event window, where week zero starts with the end point date and includes the six days thereafter.
All details are described in Section 4.1. The treated distribution for Figure 5a includes transfers in a
one-year window around 25 October 2012 whereas the counterfactual distribution comprises transfers in
the same window around 25 October 2011. The treated distribution for Figure 5b includes transfers in a
one-year window around 17 December 2014 whereas the counterfactual distribution comprises transfers
in the same window around 17 December 2011. The boxed numbers indicate the excess mass estimate
in the three weeks before Event I and II with bootstrapped standard errors in parentheses.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.
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Figure 6: Monthly Gift Transfer Volumes
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Notes: Figures 6a and 6b display the monthly volumes of gift tax transfers for the years 2012 and 2014
respectively. Considered in the calculation are transfers that involve preferentially treated asset types,
such as agricultural assets, business assets or shares in corporations.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.



the overall distribution of wealth, wealth quartiles are comparable across events and not

sensitive to the distribution of transfers in the respective event window.

We find that across both events, the responsiveness of individuals seems to increase in
the amount of wealth transferred. Where the amount of bunching is relatively negligible
in the lowest quartile, the excess mass estimates increase by up to 10 times as we move
through the wealth distribution. We detect the largest response for the highest quartile
for Event Window I, which amounts to almost two times the average effect. This result
has intuitive appeal: as setting up a corporation for use as a tax saving vehicle only
is costly, we expect the largest benefits of pulling forward the transfer for high net-
worth individuals. Furthermore, the prospect of losing preferential treatment was more
likely ex ante, increasing the incentives to transfer before the event date at all costs.
The response heterogeneity by levels of wealth at stake has distributional consequences
for the progressivity of announced tax changes, which is an important consideration for

policymakers.

value followed a different method before the 2009 reform, leading to apples to oranges comparisons.
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Figure 7: Bunching Heterogeneity.
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Notes: This figure shows excess mass estimates for different sample splits with two standard errors confidence bands. Figure 7a illustrates excess mass estimates
for the different preferentially treated asset classes (agricultural property, business assets and company shares), while Figure 7b depicts excess mass estimates for
each wealth quartile across the different event windows.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the Statistical Offices of the Federal States.



5 Characteristics of Bunchers

After documenting significant behavioural responses to the legislative developments, we
investigate whether transfers made inside the bunching windows identified in the previous
section differ from transfers outside the bunching windows in terms of observable char-
acteristics. The observed transfer characteristics might shed some light on the transfer
motives and provide further indication of tax avoidance intent. Based on prior literature,
we identify several characteristics which we expect do differ between transfers within the
bunching windows and those outside of them.

First, we expect transfers within the bunching windows to be characterized by even
lower effective tax rates and higher use of tax exemptions compared to the overall sam-
ple. As responding individuals show an acute awareness of legislative developments and
threats, we expect them to be able to optimise the transfer from a tax perspective, making
full use of any exemptions available.

Second, it is generally understood that family firm owners have difficulties relinquishing
control, especially when they are the founder (Handler 1994; Sharma 2004). From this
perspective, we would expect recipients of family businesses to be generally of a more
mature age and ready to take over the business from their predecessor, even if inheritance
tax planning is at play. As transfers of cash are less tied to a desire to retain factual
control over the asset, we would, on average, expect more transfers to benefit a minor
compared to regular business transfers. Consistent with this notion, our descriptive
results in Table3 show that the share of minors is the highest for gift transfers of cash
and financial assets. Finding a significantly higher share of minor recipients within our
event windows would be consistent either with the threat of the legislative change to
be perceived as so detrimental that it outweighs the desire to retain control, or with a
masked cash transfer.

Finally, Bennedsen et al. (2007) among others show that male descendants are favoured
in obtaining control of the family business in a succession event. As pointed out by
Kubicek and Machek (2019), this can be due to a multitude of reasons such as primogen-
iture, gender stereotypes, or willingness to join and lead on the recipient side. Several
studies show that male heirs are more likely to receive transfers of business assets in
general (Ahrens et al. 2015; Kubicek and Machek 2019; Tisch and Schechtl 2023), which
is consistent with the observed patterns in Table 3. Based on these findings, we ex-
pect transfers in the first bunching window in particular to more likely benefit a female
recipient compared to transfers outside. To the extent that these transfers constitute
cash transfers masked as business successions, we should see a higher incidence of female
ownership more akin to transfers of non-business assets.

To investigate differential transfer characteristics, we estimate Ordinary Least Squares

(OLS) regressions using the following specification:
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(2)

where BW Event I and BW FEvent Il are indicators for transfers located in Bunching
Window I and II respectively. We control for other determinants of transfer charac-
teristics such as quartiles of the wealth transfer amount and donor age based on the
distribution of the respective variables between 2009 and 2017, as well as for the major
asset type transferred. As outcomes, we consider the effective tax rate (ETR), the share
of favourably treated assets, and a set of indicators equal to one if the recipient was of
minor age, a son or daughter of the donor, and whether the gift donor was female. We
show the result of this exercise in Table 4. The table shows the coefficient estimates for
the two indicator variables of interest with robust standard errors in parentheses.

We find that transfers in the bunching windows feature a significantly lower effective tax
rate. In comparison to the sample average of 0.08%, taxes on transfers made during the
first event window’s bunching window were 50% lower, while transfers made during the
second bunching window were about 13% lower on average. This suggests a higher level
of tax expertise among individuals who choose to locate just before the event deadlines.
Additionally, we document that the proportion of transferred assets within the bunching
windows that is taxed preferentially is higher than that outside of them, which accounts
for the lower effective tax rates.

Next, we consider the characteristics of the recipients as outcomes. First, we find
differing results regarding transfers to recipients of minor age between the two bunching
windows. In case of the first bunching window, transfers are more likely to go to a minor
recipient. Compared to the sample average of 2.8%, transfers to a minor occur 39%
more frequently in the bunching window, holding wealth, the age of the donor, and the
asset type constant. This finding is in line with evidence from Finland that transfers of
firm ownership to minor children are a common method to avoid later inheritance and
gift taxes (Paukkeri et al. 2023). However, for the second bunching window we find the
opposite effect: transfers to a minor occur about 29% less frequently compared to the
sample mean. This suggests that transfers immediately before the abolition of the Cash-
GmbH avoidance scheme were driven more by pure tax avoidance motives than transfers
prior to the verdict of the German Constitutional Court in 2014. If we consider the
transfer of business assets that exploits a loophole in the administrative asset catalogue

as a mere transfer of liquid funds rather than the actual control of a business, these
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patterns become more intuitive.

Second, our results suggest that transfers preceding the abolition of the Cash-GmbH
are more likely to go to a daughter compared to transfers outside the bunching window.
The coefficient estimate suggests that after controlling for other transfer characteristics,
transfers in the first bunching window are about 19% more likely to benefit a daughter
of the donor compared to the average over the whole sample. Interestingly, there is no
significant difference in gender recipient patterns between transfers in the second bunching
window compared to transfers outside of it. There are two main explanations for this
pattern. On the one hand, this again could be indicative that the transfers during the
first bunching window are more similar to a transfer of cash than a transfer of a company.
Hence, viewing the first bunching window as an opportunity to pass on cash to the next
generation could rationalize this result. Alternatively, it might also be the case that these
quasi-cash transfers are more easily split among several descendants. In a succession case
where the son receives the business and the daughter financial assets as compensation,
we would not see the funds received by the daughter in our sample. However, if shares
in a cash-holding corporation are transferred during the bunching window, this transfer
will show up in our data and hence increase the share of female recipients in that period
only.

Overall, these tests are consistent with the behavioural responses to the first legislative
event being driven by individuals explicitly exploiting the tax loophole in the administra-
tive asset catalogue, whereas for the second event, responses are generally more similar
to regular business transfers and would therefore be consistent with a hedging motive

regarding detrimental future developments.
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Table 4: Characteristics of Bunchers.

Dependent Variable:

ETR Share Fav. Assets Minor Rec. Son Daughter Female Giver
BW Event I —0.004*** 0.101*** 0.011* —0.025*  0.041*** 0.02

(0.001) (0.008) (0.006) (0.013) (0.012) (0.013)
BW Event II —0.001* 0.016** —0.008** 0.01 0.009 0.005

(0.001) (0.007) (0.003) (0.011) (0.009) (0.01)
Wealth Controls X X X X X X
Age Controls X X X X X X
Sample mean .008 728 .028 483 218 .339
R2Adj. 0.08 0.14 0.01 0.1 0.03 0.02
Observations 76,917 76,687 76,798 76,937 76,937 76,937

Notes: This table presents the results of estimating Equation 2 using Ordinary Least Squares. The coefficients are
displayed for regressing different outcome variables on indicators for transfers located within the bunching window of
Event Windows I and II. All specifications control for wealth transfer quartile and age quartile as well as the major asset

type. Robust standard errors are given in parentheses below the coefficient estimates.
the 1%, 5%, and 10% significance level respectively. Results are robust to different specifications of the control variables.

kkk o kk

,**, and * denote significance at

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the Statistical Offices

of the Federal States.



6 Quantification of Tax Avoidance

Armed with an estimate of the normalized excess mass in the distribution of taxable
transfers, we can quantify the extent of tax avoidance using a back-of-the-envelope cal-
culation of the forgone tax revenue due to re-timed transfers. The quantification exercise
is based on the following thought experiment. Suppose that the excess transfers we iden-
tified in the previous section were not taxed under the relevant schedule at that time,
but under the provisions that were expected to be applicable after the respective end
point of the event windows. How much revenue did the German government lose in this
hypothetical scenario due to re-timing responses?

To answer this question, we back out the overall number of transfers that are due to
tax planning in a first step. Let br be the estimated excess mass of the transfer count
distribution for event window 7' = 1, 2. Based on the observed number of transfers in the

. . U .
bunching window Np = /", n;, we can calculate the excess number of transfers using

NE =Ny N b=l (3)
br br

Intuitively, we subtract from the overall number of transfers the

regular transfers, which can be computed as 1/ br x Ny. The number of transfers left
after this transformation can be interpreted as excess transfers in the sense that they
would not have occurred in the absence of the events.

In a second step, we exploit the detailed information about taxable transfers in our data
to recalculate the tax base and final tax burden of each transfer in the bunching window
under the hypothetical scenario. In order to reflect the uncertainty taxpayers faced when
deciding on pulling forward their transfer, we entertain a variety of hypothetical scenarios.
For the baseline scenario, we simply add back the full amount of tax exemptions for
preferentially treated assets to the actual gift tax base. Afterwards, we conduct the same
calculation steps that lead from the tax base to the actual amount of determined tax. This
implies applying the (progressive) tax rate schedules as stated in the respective version
of the tax code.?? Conceptually, this approach assumes that for both event windows, the
extreme case scenario realizes, i.e., the exemptions for preferentially treated asset classes
are void, meaning that companies are fully taxed on their assets.

As the complete voiding of the preferential treatment provisions was a rather unreal-
istic outcome for the 2014 verdict of the Constitutional Court, we vary the negative tax
consequences to provide a more nuanced picture. In our first set of alternative scenarios,
we consider different exemption shares to be applied to the overall tax base. This would

have been one way the legislator could have addressed concerns by the court that the

29 This means that actual tax rates varied by transfer size, albeit they increased relative to the initially
applicable tax rates (especially for large transfers of business assets and with little amounts of other
transfers). The highest applicable tax rate was 30%.
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privilege for business assets was excessive. Therefore, in addition to the complete void-
ing of the provision, which would correspond to an exemption share of 0, we calculate
hypothetical scenarios based on an exemption share of 25, 50 and 75 percent.

Another possibility, which was proposed by researchers and politicians in the aftermath
of the verdict, is a so-called flat tax.?® A low, flat tax rate in combination with a broad tax
base has the potential to raise equal if not more revenue while simultaneously curbing tax
avoidance opportunities exploiting tax exemptions. For this alternative set of scenarios,
we implement flat tax rates of 10, 12.5, and 15 percent while simultaneously reducing the
exemption share for preferentially treated asset classes to zero. Note that we still allow
for personal exemptions that would also apply to other types of assets, such as real estate
or cash.

Figure 8 illustrates the tax consequences of the hypothetical scenarios in terms of the
effective tax rate, based on the taxable acquisition of the transfer. The figure displays
effective tax rates for an exemplary transfer to a spouse (tax class I), resulting from
applying the tax schedule for different values for the exemption share. It is apparent that
removing parts of the exemption share leads to substantial increases in effective tax rates
across the wealth distribution. For very large inheritances, a flat tax of 15 percent would
correspond to a decrease of the exemption share to 50 percent of the taxable acquisition.

By computing the difference between the recalculated hypothetical burden and the
actual taxes paid and aggregating the individual changes over the bunching interval, we
get a measure of the overall change in tax revenue if every transfer would have been
subject to the hypothetical scenario tax schedule. We then compute the share of this
revenue change due to tax planning by multiplying the overall revenue change with the
share of excess transfers in total transfers. Hence, our estimate of foregone tax revenue

R can be expressed as:

R" =) " [TB!-TBj] x Nyt
N i€l i i NT
=Y _[TB}—~TB]] x (”?—_1), (4)
i€l bT

where T B! and TB! denote the hypothetical and real tax burden of individual i and
I7 denotes the set of individual transfers in the bunching window.

Figure 9 shows the result of this exercise. For the two event windows, the foregone tax
revenue is plotted for each of the seven hypothetical scenarios. The dashed horizontal
lines depict the average foregone revenue across scenarios for each event, while the solid
horizontal line corresponds to the overall revenue from inheritance and gift taxation in
Germany in 2011 as a reference point.

30 See, for example, Bach and Thiemann 2016, or the plenary protocol 18/180 of the Bundestag from 24
June 2016, available under https://dserver.bundestag.de/btp/18/18180.pdf#P.17773.
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Figure 8: Effective Tax Rates in Hypothetical Scenarios
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Notes: This figure shows the effective tax rates in the hypothetical scenarios we consider for our revenue
loss calculations, exemplary shown for tax class I. The shaded areas visualize effective tax rate structures
for different shares of exemption for qualifying asset types based on the value of taxable acquisition.
The dashed lines on the other hand visualize the alternative flat tax rates of 10, 12.5 and 15 percent
we employ. Effective tax rates are calculated assuming a transfer to a spouse, implying the maximum
personal deduction of EUR 500,000 and tax class I. The calculated rates further accommodate the
equitable compensation provided by the law in the region around an increase in the average statutory
tax rate (Hdarteausgleich) as well as the deduction amount for low acquisitions (Abzugsbetrag).

33



3
3

1

[

For each scenario, the computed revenue loss constitutes a lower bound, as it is based on
the assumption that behavioural responses only take place within the bunching windows.
However, Cash-GmbHs were possible from 2010 until mid-2013, which means that the
revenue loss is likely to be even higher. The different scenarios allow us to provide some
bounds on the revenue effect.

The amounts of foregone tax revenue differ substantially across events, which is both
due to very different estimated amounts of hypothetical tax revenues as well as a higher
“share of bunchers”.?! A lower-bound estimate of the foregone tax revenue is provided
by the least strict tightening of the preferential treatment provision, granting only a
75% exemption as opposed to a factual full exemption in most cases. In this case, the
foregone revenue from tax avoidance of EUR 3.2 billion amounts to 76% of the total
revenue from inheritance and gift taxation in Germany (from all transfers) in 2011. If
these transfers had instead been taxed without preferential treatment exemption, the
German government would have obtained additional revenues of EUR 12 billion, which
constitutes 2.8 times the actual tax revenue from 2011. For Event Window I, this is a
reasonable scenario, as the excess mass is very likely to stem from tax planning vehicles
only. This is because a major reason for the bunching right before the event date was
to prevent administrative assets like cash and real estate from not being exempt from

32 The average foregone revenue of roughly EUR 6 billion is

inheritance and gift taxes.
still 1.5 times higher than the reference revenue, indicating substantial revenue losses
due to tax planning. Note that while the initial purpose of the preferential treatment of
certain assets was to alleviate concerns of overburdening firms with inheritance and gift
taxes, the fiscal consequences of this tax avoidance scheme were enormous. This becomes
evident when comparing the magnitude of our findings to evidence of tax expenditures
for (family) businesses in other countries.

For Event Window II, the foregone revenue estimates are much more moderate. The
lower bound estimate of a reduced exemption of 75% would have implied a revenue gain
of EUR 0.435 billion, which amounts to approximately 10% of the 2011 revenue. If the
extreme scenario of a voiding of the preferential treatment provisions was realized, the
additional revenue would have totalled EUR 2 billion or approximately 48% of the 2011
revenues. The average foregone revenue across the different scenarios amounts to EUR
1.093 billion, or 26% of the reference revenue.

See Table A3 in the Appendix.
In effect, administrative assets were excluded from gift tax exemptions after the reform, with two special
cases depending on their value relative to the transferred amount of business assets. Above 90%, the

entire amount of transferred business assets became fully ineligible for gift tax exemptions. Below 10%,
their amount was considered negligible and therefore did not lead to reduced gift tax exemptions.

33 See Figure 3.17 in OECD 2021, where for Belgium 0.5% and for the Netherlands 8% of the actual tax

base are foregone due to tax expenditures.
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Figure 9: Foregone Tax Revenue Across Hypothetical Scenarios

12,000,000 -

11,000,000
o 1
= 10,000,000
w
- 9,000,000 -
S
¢ 8,000,000 -
3
i 7,000,000 Time Period
g 6,000,000 A . Event Window | (2012)
S 5000,000- B Eventwindow 11 (2012)
0]
e
o 000,000
S
S, 3,000,000 ~
[
—
S 2,000,000
L

1,000,000 T == == == =_=

.. - L] il
Q\‘Z’b Q'@b Q\‘Z‘b Q'@é \\’5\. \\’5\- \\’5\.
S S I A
o oF é oF S &S° N
o\ oo oo oo N % N
/\GJ (OQ ,—f.) Q N
Scenario

Notes: This figure illustrates the foregone tax revenue to the German state under the different hypo-
thetical scenarios considered. Each bar represents the difference in tax revenue in the respective scenario
net of the taxes actually paid. The first four scenarios show differences in taxes for lower shares of
preferential treatment, ranging from 75% to 0%. The last three scenarios consider the revenue effects of
a flat tax between 10 and 15% on the taxable transfer with no exemption for preferentially treated asset
types. The dashed horizontal lines constitute the average foregone revenue across the different scenarios
for each event window. The solid black line represents the overall revenue from the inheritance and gift
tax for the reference year 2011 (EUR 4,221,122 Thousand).

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.

7 Discussion and Conclusion

Our findings show that the anticipation of tax changes substantially influences the timing
of business transfers to the next generation. The speed with which business transfers react
to changes in the tax environment is surprising. This is particularly the case for the ban
of a favourable tax avoidance scheme (Event Window I), which induced business owners
to transfer more than EUR 40 billion in less than a month, and only four months after

the event could be anticipated. Prior literature suggests that successions within family
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businesses are prone to trigger conflicts within the family.?* Against this background, we
provide evidence that an external threat in the form of substantial increases in effective
taxation leads to temporarily coordinated and timely family action. This has implications
for the design and communication of tax policy changes, as anticipated tax changes will
come at the loss of a large part of the potential tax base.

We further document heterogeneous behaviour across asset classes in Section 4.3. An
apparent difference concerns the insensitivity of transfers of agricultural assets to the
same events that induce enormous reactions for business assets and company shares. In
principle, owners of agricultural property can apply to the same preferential tax treat-
ment as the other two classes. The documented insensitivity might be explained by either
missing awareness to the existence of these incentives, low general tax planning activities
(because transfer values are low) or the deterrence effect that compliance with tax reg-
ulations would entail. Moreover, we show that the ability or willingness to exploit tax
incentives increases substantially with business wealth. Business transfers in the highest
quartile are more responsive to the treat of taxation than business transfers in the lowest
quartile by a factor between 4 (Event Window II) and 15 (Event Window I). This has
distributional consequences for the progressivity of the tax code, as the subjects deemed
to pay a higher share of taxes are precisely the ones most able to circumvent taxation.

Event Window I most clearly allows the identification of tax avoidance, given that
bunching at the unusual mid-year date (25 October 2012) is hardly explainable by non-
tax-planning reasons. Our results from Section 5 lend further support to this notion,
as transfers during the reaction window differ from regular transfers in ways that are
consistent with a tax avoidance motive. We quantify the amount of foregone tax revenue
to an upper bound of approximately EUR 12 billion or 2.8-times the actual amount of
overall tax revenues from gifts and inheritances in 2011. Our results imply that the
conventional argument which disregards the importance of wealth transfer taxes as fiscal
instruments due to their low quantitative relevance (compared to other tax sources like
income or consumption) neglects the shifts in the underlying tax base due to avoidance
behaviour.®

However, our quantification of foregone tax revenues only partially captures the overall
welfare loss due to the extreme timeliness of tax planning responses. Two other sources
of welfare loss are conceivable: Non-productive rent-seeking and rushed company succes-
sion. First, the (short-term) use of tax advisors and lawyers to minimize the tax burden
associated with a business succession is costly. Tax advisory cost comprises a time com-
ponent for the preparatory tax advisory process, and a share of the transfer value when

34 See Kubicek and Machek (2020) for a recent overview.

35 See also Escobar et al. (2019) for another example in the Swedish setting of how the tax elasticity of
tax-favoured gift transfers reduces the inheritance tax base.
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the actual tax declaration is prepared.®® Legal costs arise with, for instance, notary fees
associated with setting up a new firm (as it was likely the case during Event Window
I). Taken together, legal and advisory fees for a single tax-motivated business succession
range from five-digit to small six-digit numbers. Moreover, in such situations, the tax
advisory cost does not reflect an activity that creates economic value.?” Instead, it shifts
the incidence of wealth transfer taxes to individuals with a lower tax base plasticity,
causing dead-weight losses to society.?®

Second, business successions ought to be carefully prepared in advance. Otherwise,
the decision to transfer control and ownership could pertain long-lasting negative con-
sequences for the firm and its stakeholders. From a welfare perspective, the efficient
allocation and management of capital is key. Surveying all German chambers of industry
and commerce reveals that the recommended time span for a business succession ranges
from one to up to ten years, with the majority suggesting that a succession duration
of five years is optimal.®® Our results show that the motivation to avoid increases in
wealth transfer taxes drastically shortens the succession period of businesses. Albeit we
cannot directly observe the transfer of mere ownership versus actual company control,
our identification of the characteristics of bunching business owners reveals that at least
during Event Window II, actual company control was passed onto the next generation.
This raises the question whether such transfers had been planned long in advance, and
are only executed at short notice due to tax reasons. If this is not the case, immediate
tax risks may motivate a hastened succession in some firms. Future research might an-
swer the question whether these firms subsequently suffer from inferior performance or
prolonged intra-family conflict.

Our results yield two major policy implications: taxing wealth transfers at uniform
rates and considering wealth taxes as a backstop to wealth transfer tax avoidance. First,
our findings for Event Window I shed new light on the exploitation of business shells for
tax purposes in the German context. Our findings are also in line with a growing body of
international evidence that ranges from the avoidance of wealth (transfer) taxation to the
evasion of consumption taxation using businesses as a vehicle. In our setting, we expect
this avoidance response to be driven by a very progressive nominal tax rate structure, with
the highest tax rate being equal to 50% of the transfer value. In the presence of ample
tax planning opportunities, a higher difference between ordinary tax rates and tax rates
under preferential taxation increases the incentives for wealth-transferring individuals

36 Both cost components are subject to the German tax advisor fee regulation, although the latter compo-
nent can be reduced by up to 90% on the tax advisor’s discretion. Figure A3 in the Appendix depicts
the value-based component.

37 Weisbach (2002) argues that “tax planning, ..., produces nothing of value”.

38 Scheuer and Slemrod (2020) introduce the concept of plasticity to describe the ease with which the

super-rich can change between different tax bases.
39 Figure A4 in the Appendix provides the distribution of recommended succession periods.
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1.4 This provides a strong argument for policy makers to

to exploit a business shel
refrain from (inherently difficult) tax discrimination between business and non-business
assets. In other words, a reduction of tax rate differentials across assets classes, possibly
accompanied by a lowering of the overall tax rate structure, would reduce behavioural
distortions due to tax code progression. By simulating the foregone tax revenues for
both events using a flat tax rate of 15% in Section 6, we find that such approaches,
despite the likely reduction in administrative costs, significantly reduce the negative fiscal
consequences of tax avoidance.

The second policy implication of our results is that unified systems of wealth transfer
taxation, which target both inheritances and gifts, suffer from a high elasticity of the
gift tax base. Our estimates of foregone tax revenue show how timing responses strongly
reduce overall tax revenues from wealth transfers. Policy instruments that mitigate the
negative fiscal consequences exist. The retroactive closure of loop holes in the tax code
would be an option to limit avoidance responses and the actual regressivity of the wealth
transfer tax system. One could, for instance, date back the applicability of the revised
tax regulation to the date of announcement. Yet, in the context of the responsiveness
of the wealth transfer tax base, Hey (2010) argues that “...mere budget effects cannot
be considered to be an announcement effect justifying retroactivity.” Another, more im-
plementable policy instrument to mitigate tax-motivated wealth transfer tax avoidance
could be the taxation of (net) wealth. As the taxation of wealth is known to also evoke
avoidance reactions, particularly by wealthy individuals, certain provisions would hence

need to be met.*!

First, our results lend support to a tax that targets only very wealthy
individuals through sizeable individual tax allowances, which could increase political sup-
port and public legitimacy. Second, due to the geographic mobility of wealthy tax payers
and the difficulty to enforce cross-border direct taxation of wealth, taxation of (net)
wealth ought to take place within a coordinated, multinational framework.*? Finally, tax
rate differentiation between different asset classes should be avoided to reduce the type
of asset shifting documented in our work. We argue that, despite the known limitations
of and obstacles to (net) wealth taxation as an individual policy instrument, our results
support viewing wealth taxes as a backstop to the virtual non-taxation of wealth trans-
fers by wealthy individuals through re-timing of transfers and the use of tax-advantaged

business shells.

40 Note that the short-term timing responses documented in this work merely provide one example among
manifold options to avoid German inheritance and gift taxes as a business owner.

41 Advani and Tarrant (2021) provide a recent overview of behavioural responses to wealth taxes.

42 An example would be the global minimum tax on billionaires proposed by Zucman (2024), critically
discussed by Amaddeo (2024).
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Appendix A: Additional Tables and Figures

Table A1l: Inheritance and Gift Tax Schedules under the Different Regimes

Taxable before 2009 Taxable i 2009 since 2010

bequests bequests
(EUR (EUR
1,000) 1,000)

Tax Class Tax Class

I II III I II III 1T 1II III
52 T 12 17 75 7 30 30 7 15 30
256 11 17 23 300 11 30 30 11 20 30
512 15 22 29 600 15 30 30 15 25 30
5,113 19 27 35 6,000 19 30 30 19 30 30

12,783 23 32 41 13,000 23 50 50 23 35 A0
25,565 27 37 47 26,000 27 50 50 27 40 50
> 25,565 30 40 50 > 26,000 30 50 50 30 43 50

Notes: This table displays the (progressive) tax rate schedule for gifts and inheritances during three
different periods of German Tax Law, out of which the tax rates after the onset of 2010 are most
relevant to our empirical setting. Tax classes generally relate to the degree of kinship (with I denoting
close family and III non-related recipients), albeit a receipt of assets that are treated preferentially (i.e.
business assets, (closely held) company shares and agricultural assets) is by law tantamount to being a
recipient within tax class I.

Source: Troll/Gebel/Jiilicher/Gottschalk: ErbStG, “X. Reform der ErbSt 2009” and “XI. Entwicklung
der ErbSt von 2009 bis 2016”7, 2021.
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Figure A1l: International Wealth Transfer Tax Regimes
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Business assets for inheritance tax purposes
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This figure displays the depicted maximum inheritance tax rates when recipients are close

family members, with purple (green) colour fill as an indication that business assets are (not) treated
preferentially. Tax rates to third parties can be higher.
Source: OECD (2021).
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Figure A2: Structure of Coverage between First and Subsequent Tax Determination
Dates

Distribution of Administrative Lag
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Notes: This figures displays the distribution of (yearly) tax assessment dates of gift and tax returns

relative to the year of the taxable event.
Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.
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Table A2: Descriptive Statistics of Bequest Sample

Obs. Mean Std. Dev. P01 P50 P99
Agricultural property
Overall value of receipt 10,389 186.06 653.35 3 78 1,389
Age of Recipient at Transfer 10,380 58.05 15.81 16 58 89
Above Allowance 10,389 0.78 0.41 0 1 1
Minor Recipient 10,380 0.01 0.12 0 0 1
Son 10,389 0.07 0.26 0 0 1
Daughter 10,389 0.05 0.22 0 0 1
Female Giver 10,389 0.27 0.45 0 0 1
Effective tax rate (p.p.) 4,681 6.62 7.61 0 4 27
Share of fav. assets (p.p.) 4,543 41.29 39.04 0 33 100
Count of recipients per transfer 4,681 2.22 2.40 1 1 13
Business assets
Overall value of receipt 14,212 2,726.53 22,511.47 14 689 35,385
Age of Recipient at Transfer 14,197 51.29 17.26 9 52 87
Above Allowance 14,212 0.82 0.38 0 1 1
Minor Recipient 14,197 0.04 0.20 0 0 1
Son 14,212 0.29 0.45 0 0 1
Daughter 14,212 0.22 0.42 0 0 1
Female Giver 14,212 0.28 0.45 0 0 1
Effective tax rate (p.p.) 7,019 3.27 5.79 0 0 27
Share of fav. assets (p.p.) 6,538 59.84 44.00 0 85 100
Count of recipients per transfer 7,019 2.02 1.62 1 2 8
Cash and financial assets
Overall value of receipt 650,438 252.10  2,090.02 7T 70 2417
Age of Recipient at Transfer 649,181 60.46 15.96 16 61 91
Above Allowance 650,438 0.90 0.30 0 1 1
Minor Recipient 649,181 0.01 0.11 0 0 1
Son 650,438 0.06 0.23 0 0 1
Daughter 650,438 0.05 0.22 0 0 1
Female Giver 650,438 0.59 0.49 0 1 1
Effective tax rate (p.p.) 322,558 12.05 8.80 0 11 29
Share of fav. assets (p.p.) 43,241 31.40 44.15 0 0 100
Count of recipients per transfer 322,568 2.02 1.89 1 1 10

Company shares
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Table A2: Descriptive Statistics of Bequest Sample Continued

Overall value of receipt 3,688 4,919.16 49,672.84 10 891 43,916
Age of Recipient at Transfer 3,680 48.79 17.96 8 50 85
Above Allowance 3,688 0.84 0.37 0 1 1
Minor Recipient 3,680 0.05 0.22 0 0 1
Son 3,688 0.28 0.45 0 0 1
Daughter 3,688 0.24 0.42 0 0 1
Female Giver 3,688 0.25 0.43 0 0 1
Effective tax rate (p.p.) 1,692 4.42 6.83 0 1 29
Share of fav. assets (p.p.) 1,576 52.65 44.35 0 74 100
Count of recipients per transfer 1,692 2.18 1.66 1 2 8

Real estate

Overall value of receipt 333,020 254.78 1,252.19 6 94 2,052
Age of Recipient at Transfer 332,643 57.58 16.12 15 58 89
Above Allowance 333,020 0.83 0.37 0 1 1
Minor Recipient 332,643 0.02 0.12 0 0 1
Son 333,020 0.09 0.28 0 0 1
Daughter 333,020 0.08 0.27 0 0 1
Female Giver 333,020 0.53 0.50 0 1 1
Effective tax rate (p.p.) 177,924 11.21 9.04 0 10 29
Share of fav. assets (p.p.) 37,474 34.14 45.59 0 0 100
Count of recipients per transfer 177,927 1.87 1.62 1 8

Notes: This table shows descriptive statistics for the sample of bequests after our selection process
detailed in Table 2. Overall receipts are expressed in Thousand Euros. Above Allowance is an indicator
for a transfer above the personal allowance of the recipient, Minor Recipient is a dummy variable equal
to one if the recipient is below 18 years old at the time of transfer. Son and Daughter are indicator
variables indicating the recipient gender and relation of the recipient to the donor. Female Giver is
an indicator equal to one if the bequestor is female. Summary statistics are given for each asset type
separately. For comparison purposes we also show asset classes that are not the main focus of our
analysis, namely, cash and financial assets as well as real estate.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.
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Table A3: Calculation of Foregone Tax Revenue

Scenario

Actual tax Counterfactual Scenario

A Revenue

Excess Mass

Share Avoiders

Foregone Revenue

Panel A: Event Window I (2012)

75% exempted  93,031.99 3,322,189.30  3,229,089.10 9.02 0.89 2,873,889.30
50% exempted  93,031.99 6,723,778.00  6,630,579.60 9.02 0.89 5,901, 215.84
25% exempted  93,031.99 10, 145,452.00 10,052, 155.00 9.02 0.89 8,946,417.95
0% exempted 93,031.99 13,609,604.00 13,516,209.00 9.02 0.89 12,029, 426.01
10% flat tax 93,031.99 4,330,831.50  4,237,697.00 9.02 0.89 3,771,550.33
12.5% flat tax ~ 93,031.99 5,064,546.10  5,471,339.20 9.02 0.89 4,869,491.89
15% flat tax 93,031.99 6,798,260.70  6,704,981.50 9.02 0.89 5,967,433.54
Panel B: Event Window II (2014)

75% exempted  79,900.50 610, 556.56 530, 656.06 5.62 0.82 435,137.97
50% exempted  79,900.50 1,223,944.00 1,144,043.50 5.62 0.82 938, 115.67
25% exempted  79,900.50 1,880,818.50 1,800, 918.00 5.62 0.82 1,476,752.76
0% exempted 79, 900.50 2,542,909.30 2,463, 008.80 5.62 0.82 2,019,667.22
10% flat tax 79,900.50 945, 278.86 865, 378.37 5.62 0.82 709, 610.26
12.5% flat tax ~ 79,900.50 1,211,968.80  1,132,068.30 5.62 0.82 928,296.01
15% flat tax 79,900.50 1,478,658.70 1,398, 758.20 5.62 0.82 1,146,981.72

Notes: This table illustrates our calculations of foregone tax revenue for the different scenarios. Panel A displays the calculation steps for
Event Window I, whereas Panel B displays the same for Event Window II. Each panel shows the overall taxes paid for the transfers within
the respective bunching windows, which tax revenue would have been collected in the respective hypothetical scenario as well as the difference
between counterfactual and actual revenue. Multiplying the difference in tax revenue with the share of avoiders, calculated as (5 -1)/ l;, where
b is the estimated excess mass of transfers in the bunching window, yields an estimate for the foregone tax revenue. To put the numbers into
perspective, we relate the foregone revenue to the overall volume of collected inheritance and gift tax in 2011, which amounts to EUR 4,221,122

Thousand.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the Statistical Offices of the Federal States.



Figure A3: Tax Advisory Fee Schedule based on Transfer Values
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Notes: This figure depicts the absolute amounts of tax advisory fee in EUR based on the cost of
preparing a tax declaration for gifts or inheritances. The depicted amounts can be reduced by a factor
of up to 90% on the discretion of the tax advisor.

Source: German tax advisor fee regulation (Steuerberatervergitungsverordnung), Annex 1, Table A.
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Figure A4: Recommended duration of business successions
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Notes: This figure shows the recommendation count for a specific duration period of intergenerational
business succession by all German chambers of industry and commerce. Out of overall 79 chambers, 36
provided specific recommendations about the ideal succession duration period on their websites. Often,
these recommendations relate to a time span, which mean that multiple years are optimal from the
viewpoint of the guidelines. This results in the sum of counts displayed in the figure being larger than
36.

Source: Websites of all (regional) German chambers of industry and commerce (Industrie- und Han-
delskammern), accessed in early September 2024.
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Appendix B: Additional Event Analysis

Event Window III: The 2016 reform. As a final exercise we estimate the excess
mass for the retroactive reform implementation date on 1 July 2016 which is illustrated
in Figure B1. Also the third event window features sizeable bunching in the distribution
immediately before the reform date. Interesting in that case is that there seems to be
excess mass in the entire region on the left of the event window endpoint with missing
mass in the distribution for the entire region to the right. As the distribution of transfers
appears to be increased almost for the entire left-hand side, determination of the bunching
window is rather difficult. We provide a lower-bound estimate by considering the excess
mass within three weeks before the reform implementation. That way, we probably
underestimate the true reaction as increasing the bunching window only increases the
estimated excess mass. Nevertheless, we find strong and significant bunching even in the

direct vicinity of the event date.

Figure B1: Difference-in-Bunching around 2016 reform.

b= 11.15 (0.68)

0104 Distribution
—*— Treated

—— Counterfactual

Normalized bin count

0.054

20 -10 0
Week

Notes: Figure Bl displays normalized weekly transfer counts for the year surrounding 30 June 2016, the
retroactive implementation date of the last major reform of the German Inheritance and Gift Tax Law.
The bins for each distribution is expressed as a share of overall transfers occurring around a one-year
window around the event window endpoint. Weeks are centred around the end point, where week zero
starts with the event date and includes the six days thereafter. All details are described in Section
4. The treated distribution for Figure B1 includes transfers in a one-year window around 1 July 2016
whereas the counterfactual distribution comprises transfers in the same window around 1 January 2010
and 2011. The boxed number indicated the excess mass estimate in the three weeks before the event
window deadline with bootstrapped standard errors in parentheses.

Source: Authors’ calculations based on data from the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.
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Figure B2: Heterogeneity FExcess Mass 2016 Reform
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Notes: This figure shows excess mass estimates and two standard error confidence bounds for differ-
ent sample splits for the mid-2016 reform. Figure B2a shows excess mass estimates for the different
preferentially treated asset classes (agricultural property, business assets and company shares) whereas
Figure B2b shows excess mass estimates for the different wealth quartiles.

Source: Authors’ calculations based on data from2the RDC of the Federal Statistical Office and the
Statistical Offices of the Federal States.
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