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Using the China Health and Retirement Longitudinal Study, we investigate household inheritances’
structural characteristics and their effects on wealth distribution. First, we find that the proportion of
households receiving inheritances in China is slightly lower than that of some European countries and
the United States, and the inheritance scale, especially the proportion of inheritances in household net
worth, is much lower. Second, inheritances can significantly promote wealth accumulation, and wealthy
households are more likely to receive larger-scale inheritances. Therefore, inheritances can aggravate
class stratification and reduce social mobility. Third, inheritances reduce relative wealth inequality but
widen the absolute wealth gap. This effect’s duality is that although wealthy households have inherit-
ances on a larger scale, the relative importance of the inheritance is more significant for poorer house-
holds, who inherit more relative to their household net worth. Altruistic motivations of inheritance
donors can help explain this phenomenon.
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1. INTRODUCTION

The sustained and rapid economic growth has made the scale of household
wealth grow continually in China. However, problems such as wealth inequality
and class stratification have also become increasingly prominent. Studies have
shown that the Gini coefficient of household net worth in China increased rap-
idly from 0.54 in 2002 to 0.74 in 2010 (Li and Wan, 2015). The wealth share held
by the top 10 percent of the population rose from 40 percent in 1995 to 67 per-
cent in 2015, while the wealth share held by the middle 40 percent and the bottom
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50 percent continued to decline (Piketty et al., 2019). The Credit Suisse Research
Institute also noted in its Global Wealth Databook 2018 that the Gini coefficient
of the household net worth in China in 2018 had reached 0.79 (Shorrocks et al.,
2018), making China a country with one of the most highly unequal wealth distri-
butions globally. In other countries, wealth inequality progressed over decades or
even centuries, whereas it took only 2-3 decades years in China to reach this high
level. This factor has attracted significant attention from government departments
and academia. Academic circles have mainly analyzed the influence of factors such
as high housing prices, portfolio choices, income fluctuations, and other personal
and household characteristics on the formation of household wealth inequality
in China (Meng, 2007; Xie and Jin, 2015; Wei et al., 2019). The impacts of inher-
itances on the formation of wealth inequality in China have been rarely studied.

Itis widely believed that inheritances play a vital role in forming wealth inequal-
ity, especially at the top of the wealth distribution. In European countries and the
United States after World War 11, technological progress, economic growth, and
open competition reduced the inequality among different social strata. However,
wealth inequality showed an upward trend in some countries after the 1980s (Roine
and Waldenstrom, 2010). Interestingly, the proportions of inheritances and gifts
as part of the national income during the same period also increased, indicat-
ing that inheritances were becoming increasingly important in wealth accumula-
tion in some European countries and the United States (Piketty, 2011; Ohlsson
et al., 2020). However, the accumulation of wealth in China mainly began after
its reform and opening up during the 1980s. Individuals who accumulated enor-
mous wealth remain alive, making the total amount of inheritance relatively small.
Simultaneously, rapid economic growth allows individuals to accumulate a large
amount of wealth during their lifetimes, effectively reducing their relative share of
the inheritance.

Figure 1 shows the scale of inheritance and the ratio of inheritance to the net
wealth of sample households in different birth years estimated based on the data
from the China Health and Retirement Longitudinal Study (CHARLS) data. It
can be seen from the figure that the inheritance scale and ratio of inheritances to
net wealth gradually increased with the respondents’ birth years (i.e., the ages grad-
ually decreased). Since one’s birth year can reflect generational information, the
closer the birth year to the present, the more the large-scale inheritance received
in recent years. Therefore, Figure 1 indirectly indicates that the inheritance scale
received by Chinese households is increasing over time and that the proportion of
inheritances to net wealth is also increasing. In the near future, a large number of
people who accumulated considerable wealth from market reforms will enter old
age. These individuals are bound to leave enormous inheritances; therefore, the
inheritance scale and proportion are likely to increase further.

Moreover, China has not yet started to collect inheritance tax and gift tax.
Nevertheless, inheritance tax has been put on the agenda by the government
repeatedly since the 1990s. In 1990, the State Taxation Administration put forward
the General Assumptions on the Industrial and Commercial Tax System Reform in
the Next Ten Years, which formally proposed the idea of inheritance tax and gift
tax. In 1996, “the gradual collection of inheritance tax and gift tax” was included
in the National “Ninth Five-Year Plan” and Perspective Target of 2010. In March
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Figure 1. Absolute and Relative Size of Inheritance by Respondents’ Birth Year

2001, the Tenth Five-Year Plan for National Economic and Social Development
proposed that inheritance tax should be collected timely. In February 2013, the
timely collection was again mentioned in the document on income distribution
reforms jointly issued by the National Development and Reform Commission and
relevant departments. However, after 2013, although scholars still called for the
collection of inheritance tax, it almost disappeared in government documents. So
far, relevant acts on inheritance tax have not been introduced. This is due to some
objections from government departments, society, and academic circles, which are
reflected in three aspects: First, it is believed that the inheritance tax system is not
conducive to improving economic efficiency but may affect investment enthusiasm.
Second, there are concerns that inheritance tax may cause a large-scale outflow of
capital. Third, it is believed that the scale of inheritance tax is small. Inheritance
tax has little practical significance to fiscal revenue considering taxation costs.
Simultaneously, in China, individual income tax and other related redistribution
policies are not yet complete. It is challenging to regulate the increasing economic
inequality of the entire society effectively. Therefore, it is necessary to take pre-
cautions and use the limited data available to fully explore the current status of
inheritances and the impact of inheritances on wealth distribution.

Based on the factors above, this study uses the CHARLS data to analyze the
distribution characteristics of Chinese household inheritances and their influence
on the accumulation and inequality of household wealth. This paper’s contribu-
tions are twofold: First, this study focused on analyzing the influence of inher-
itances on the accumulation and inequality of household wealth in China. The
existing literature on the impact of inheritances on wealth accumulation and
inequality is concentrated in developed countries. As the largest and fastest-
growing developing economy, China still lacks relevant research. Moreover, before
1978, wealth and inheritance are strictly restricted in China. It is crucial to analyze
how wealth distribution and inheritance have developed in a relatively short period
starting from that low base. Besides, there is still disagreement in academic cir-
cles about whether inheritances expand or reduce wealth inequality, for which this
study aimed to provide empirical evidence from China. Second, this study explores
the role of inheritances in wealth distribution from class mobility and inequality
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perspectives. Most empirical studies focused on whether inheritances expand or
reduce wealth inequality but ignored the restrictive effects of inheritances on class
mobility. This paper starts by analyzing the distribution of inheritances and its
influence on wealth accumulation to study the possible influence of inheritances
on social mobility. In this way, we analyze the role of inheritances in wealth distri-
bution more comprehensively.

The remainder of the paper is structured as follows. Section 2 presents the
hypothesis. Section 3 presents data and methods. Section 4 describes the character-
istics of Chinese household inheritances. Section 5 considers the contribution of
inheritance to wealth accumulation. Section 6 explores the impact of inheritance
on wealth inequality. Section 7 concludes.

2. HYPOTHESIS

One of the most classic accumulation theories of household wealth, the life
cycle saving model (Modigliani and Brumberg, 1954), holds that household wealth
gradually accumulates with the establishment of the family (marriage) and then, is
gradually consumed as the family experiences contraction (when the children leave)
and disintegration (the death of a spouse). However, researchers have found that it
was difficult to explain the wealth distribution presented by empirical data based
on the life cycle accumulation theory alone. This theory can simulate real data
better by applying the inheritance mechanism, which establishes the close relation-
ship between inheritances and wealth accumulation (Nardi, 2004). Some empirical
studies have found that the proportion of inheritances in total wealth is between
35 percent and 45 percent (Davies and Shorrocks, 2000). Others found that inher-
itances in some European countries and the United States became increasingly
crucial in wealth accumulation after the 1980s (Piketty, 2011; Ohlsson ez al., 2020).

In China, there is still no direct empirical study on the role of inheritances
in the accumulation of household wealth, but three situations should be consid-
ered. First, Chinese household wealth mainly began to accumulate after the reform
and opening up in 1978. Moreover, most of the individuals who accumulated this
enormous wealth are still alive; therefore, the total amount of inheritances is rel-
atively small. Second, rapid economic growth allows individuals to accumulate a
large amount of wealth during their lifetime, effectively reducing the relative share
of inheritances in total wealth. Third, Chinese traditional Confucian culture has
maintained close functional ties between generations with frequent daily economic
exchanges. Therefore, parents often transfer the household wealth to the offspring
as gifts during their lifetime, making it challenging to accumulate enormous inher-
itances. These three situations may limit the role of inheritances in the accumu-
lation of household wealth in China, but it is still believed that inheritances play
a role in promoting household wealth accumulation. Also, most previous studies
found that wealthy households are more likely to leave large-scale inheritances to
their offspring (Wolff and Gittleman, 2014; Elinder et al., 2018). Therefore, the
transfer of inheritances may make the offspring of wealthy households wealthier
and decrease intergenerational mobility. Based on this background, this study pro-
poses the following hypothesis:
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Hypothesis 1 Inheritances can significantly promote the accumulation of house-
hold wealth and aggravate class stratification.

The influence of inheritances on wealth inequality has caught great attention
from scholars. In terms of the theoretical models, Stiglitz (1969) noted that the
concavity of inheritances and the equalization of labor incomes would gradually
reduce wealth inequality over time. Bourguignon (1981) extended Stiglitz’s model
and noted that if the saving function were convex, then wealth inequality would
continue over the long-term. Moreover, the wealth transfer behavior model sug-
gested that altruistic motivations would give inheritances an equalizing effect on
wealth inequality, while exchange motivation or strategic motivation would have
the opposite effect (Tomes, 1981; Davies and Shorrocks, 2000). The conclusions
predicted by these models have been verified to varying degrees in empirical studies.

On the whole, most empirical studies showed that inheritances could help
reduce wealth inequality, but some found that the effects of inheritances are min-
imal. There is little evidence showing that inheritances can directly expand wealth
inequality. For example, Wolff and his collaborators found that in the United
States, the proportion of inheritances received by low-income households in house-
hold wealth was higher than that of wealthy households, enabling inheritances to
reduce wealth inequality (Wolff, 2002; Wolff and Gittleman, 2014). Karagiannaki
(2015, 2017) found that in the past 30 years, the inheritance scale was expanding in
Britain, while wealth inequality among households who received inheritances was
also expanding, but wealth inequality was decreasing for all households. Moreover,
although the inheritance inequality was large, it had a small impact on wealth
inequality. Elinder et al. (2018) found that inheritances can help reduce wealth
inequality and promote intergenerational mobility in Sweden. Although wealthy
successors received greater inheritances, the inheritances received by poor succes-
sors accounted for a higher proportion of their initial wealth. Moreover, Crawford
and Hood (2016) calculated personal pensions as part of household wealth in
Britain and found that inheritances and gifts no longer reduced wealth inequality.
They also found that pensions occupied a higher share of household wealth at the
bottom of British society, thereby reducing the proportion of inheritances in the
household wealth of those at the bottom. O’Dwyer (2001) analyzed Australian
data and determined that inheritances may significantly impact on the life pro-
cesses of some individuals but have no significant impact on the wealth distribu-
tion of the entire society. Therefore, this study proposed the following hypothesis:

Hypothesis 2 Inheritances can reduce relative wealth inequality but widen the ab-
solute wealth gap.

3. DATA AND METHODS
3.1. Data

The data used in this study were drawn from the China Health and Retirement
Longitudinal Study (CHARLS) data. CHARLS has collected a high quality
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nationally representative sample of Chinese residents ages 45 and older. The pilot
survey of CHARLS was conducted in two provinces (Gansu and Zhejiang) in 2008.
The baseline national wave of CHARLS was fielded in 2011 and included about
150 counties/districts and 450 villages/resident committees. After that, CHARLS
conducted a follow-up survey on the samples every 2 to 3 years, and four follow-up
surveys in 2011 (wave 1), 2013 (wave 2), 2015 (wave 3) and 2018 (wave 4) have been
completed. This set of surveys contained detailed information on wealth, income,
and household member characteristics. In addition, CHARLS also conducted
two national special surveys, the “2014 CHARLS Life History Survey” and the
“2016 CHARLS Economic History Survey of the Early PRC,” which also fully
covered the above sample areas. Among them, the 2014 CHARLS Life History
Survey provided inheritance information in detail. Moreover, the samples of 2013
CHARLS wave 2 (baseline national wave) and the 2014 CHARLS Life History
Survey (national special survey) are the most consistent. Therefore, this study
selected the 2013 CHARLS wave 2 and the 2014 CHARLS Life History Survey
data. These data represent only a specific population and exclude the representa-
tion of the younger population of the country. Thus, the distribution of wealth
and inheritance may be inaccurate if directly measured. However, it is feasible to
focus on the role of inheritances in the formation of wealth inequality. Moreover,
the primary age of inheritance is over 45 years old. Therefore, although this study’s
results may be insufficient for inferring China’s whole situation, they are still rep-
resentative results for studying the influence of inheritances on wealth distribution
in the present study.

It is challenging to collect wealth data in practice, but CHARLS used various
methods to ensure the accuracy of wealth data. First, it listed sub-projects under
the big project to help respondents recall their estimates. Second, if respondents
refused to answer or were not sure about the specific amount of wealth, it gave
them a numerical range to choose from. These measures solved the problem of
missing values to a certain extent. However, like other sample surveys, CHARLS
data did not capture information on extremely wealthy people. Our data’s wealth-
iest households’ net wealth is only CNY 14,400,000 (USD 2,380,000), which obvi-
ously cannot be compared with the vast wealth owned by individuals in various
rich lists in China. We also consider using the rich list data to fit the top wealthy
groups, but this type of data lack inheritance and demographic information for
relevant analyses in this study. For this issue, we have added further discussion in
the last part of the paper.

After data processing and removal of some invalid observations, we obtained
a total of 9,213 valid household observations, including 414 households with neg-
ative net wealth and 165 households with negative inheritance.!

IThe questionnaire designer counted the inherited liabilities into inheritances, and we retained the
original data. Although, like in most countries in the world, the Law of Succession in China also indi-
cates that inheritance will not have a negative value. However, in daily practice, especially in rural China,
the repayment of the parent’s debt by the child is common. A typical example is that the parents manage
the marriage for their children (especially for the son to prepare the betrothal presents, houses, and ve-
hicles, etc.) and sometimes they will owe huge debts. If the parents have not paid off the debts when they
were alive, the children will inherit the debts ethically.
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3.2. Variables

3.2.1. Measures of Wealth

In existing studies, household wealth is generally measured by the household
total net worth, which is obtained by subtracting the total debts from the total
assets (Davies and Shorrocks, 2000). Combining the definitions and the informa-
tion provided by household survey data in our study, the total assets include six
items: (1) housing assets; (2) land assets; (3) household equipment, durable con-
sumer goods, and other valuables; (4) household productive fixation assets; (5)
financial assets, such as cash, deposits, stocks, and funds; and (6) inter-personal
loans. The total debts include four items: (1) house purchases and construction
debts; (2) mortgage loans (except for house purchase and construction); (3) per-
sonal debts; and (4) credit card debts. Respondents recorded their estimates for
the market value of each asset and debt. We use median values to replace some
missing values. Land assets were calculated according to the method proposed by
McKinley and Griffin (1993), assuming that 25 percent of the gross income of
household farming operations was from land with a yield rate of 8 percent, thereby
estimating the value of the land.

3.2.2. Measures of Inheritance

The 2014 CHARLS Life History Survey data provided the inheritance infor-
mation for the primary respondents and their spouses. These data were obtained
based on the memories of respondents who recalled the time, amount, form, and
source of their past inheritances. Since the information on household wealth was
obtained in 2013, the inheritances received by the respondents in 2014 were deleted.
The prices of the inheritances were adjusted with the 2013 price as the base period
using CPI data. After data processing and the removal of some invalid obser-
vations, 9,213 valid household observations were obtained, among which 1,696
households had received inheritances, accounting for 18.41 percent of the sample.
Besides, to more accurately examine the time, source, and form of inheritance, the
data in Table 2 in Section 4.1 used 20,148 individual observations, 2,091 of which
had received inheritances. The rest of the data are based on the households as a
unit.

3.2.3. Other Variables

Three categories of control variables in the regression equation were selected
based on the previous literature (Meng, 2007; Behrman ez al., 2012; Letkiewicz and
Fox, 2014; Jin and Xie, 2017). The first of which is per capita income. As the most
important way to accumulate household wealth, income includes wage income,
transfer income, property income, and business income (Table 1). Due to limited
data availability, the income in this study uses the average income of the principal
respondents and their spouses. The second is individual and household character-
istic variables, including household member size, householder health status, age,
communist party members, education level, marital status, and self-employment.
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TABLE 1
DATtA DESCRIPTION

Variables Mean Std. Obs Variable Definitions

TNW 230.604 428.266 9,231 Household total net worth
(thousand CNY)

NVI 1.447 19.849 9,231 Net value of inheritance
(thousand CNY)

PlInc 28.885 46.622 9,231 Per capita income of respond-
ents and their spouses
(thousand CNY)

HMS 3.398 1.839 9,231 House member size

Hea 2.152 0.731 9,231 Householder self-assessed

health status, poor: 1, fair: 2,
good: 3, very good: 4

Age 60.636 10.297 9,231 Householder age

CCP 0.167 0.373 9,231 Member of the Communist
Party of China, yes: 1, no: 0

Edu 7.847 2.611 9,231 Householder education in

years, elementary school and
below:6, junior high school:
9, high school: 12, university
and above: 16

Mar 0.725 0.432 9,231 Householder marital status,
married: 1, others: 0

SeE 0.089 0.285 9,231 Self-employed, yes: 1, no: 0

Reg 2.003 0.825 9,231 East Region: 1, Central
Region: 2, West Region: 3

Urban 0.375 0.484 9,231 Urban: 1, rural: 0

Notes: TNW, NVI, and Plnc are all processed by adding 1 to the logarithm in the following empiri-
cal model.

The third is macro variables, including regional variables and urban or rural
variables.?

3.3. Methods

3.3.1. Methods for the Impact of Inheritance on Wealth Accumulation

The wealth distribution is not a normal distribution. If the net wealth is
directly used as the explained variable, it will be easily affected by extreme val-
ues, making the regression results unreliable. Research conducted by Carroll et al.
(2003) showed that the residual distribution obtained by directly estimating the
wealth function with unconverted wealth values could not pass the test of nor-
mal distribution. The research results of Meng (2007) also showed that the use
of net wealth as the explained variable could not have good regression results. Jin
and Xie (2017) performed logarithmic transformations on wealth to overcome this
issue. However, this method did not support negative wealth. In this study, both

The eastern region includes Shanghai, Beijing, Tianjin, Shandong, Guangdong, Jiangsu, Hebei,
Zhejiang, Fujian, and Liaoning; the central region includes Jilin, Anhui, Shanxi, Jiangxi, Henan,
Hubei, Hunan, and Heilongjiang provinces and cities; the western region includes Yunnan, Inner
Mongolia, Sichuan, Guangxi, Xinjiang, Gansu, Guizhou, Chongqing, Shaanxi, and Qinghai.
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the explained variable (wealth) and the explanatory variable (inheritance) have
problems such as negative values and non-normal distribution. To avoid these
two problems, this study followed the method used by Carroll et al. (2003). First,
the wealth and inheritance analyses are performed with an inverse hyperbolic sine
transformation:

(1) sinh™' @, Wy =1n (oW + (*W>+1)") /0

where W is the total household net wealth, 8 and ¢ are the damping parameters.?
Using the transformation methods in equations (1) and (2), the influence of
extreme values is reduced. At the same time, the constraint that wealth and inheri-
tance can only be positive is eliminated. The transformed wealth is used as the
explained variable and the transformed inheritance is used as the explanatory vari-

2 Sinh_l(0s1)=1n <0'I+ (0'212+1)1/2)/9
able. The estimated equation of the wealth function is:

3) sinh™! (0, W) = ay +y;sinh ™" (o, 1) + ZﬂjContr,- + ¢
J

Contr, is the set of control variables. We performed the logarithmic transformation
on the income variable. Meanwhile, for inheritance variables, we also considered
the net inheritance (depth of inheritance) and the dummy variable of the inheri-
tance (breadth of inheritance) in the regression estimation. The Subscript i rep-
resents the i-th household, and the subscript j represents the j-th proxy variable of
the control variables.

Second, to obtain a more robust estimate for the influence of inheritances
on wealth accumulation and observe the heterogencous influence of inheritances
on wealth accumulation, we further extended the benchmark model and used the
quantile regression:

4) sinh ™' (0, W;,) = g+, ,sinh ™" (o,1;,) + Zﬁj’quntri’q +&;,
J

where the explained variable W, represents the total net wealth of the household
i in the quantile . We took inverse hyperbolic sine function form of equation (4).
The other variables have the same meaning as above. The inference of the quantile
regression coefficient 6, A depends on the bootstrap method, which can continu-
ously sample the originaf observations with replacement and then, perform statis-
tical inference on the population. The specific process and a demonstration can be
found in Efron (1979), Lamarche (2010).

3In this study, 6 was 4.5 and 6 was 0.00003. ¢ should be determined first. The selection criterion was
to make the inheritance variable conform to the normal distribution as much as possible. After ¢ was
determined, the selection criterion of 6 was to make the regression residuals conform to the normal
distribution as much as possible. The value of 0 in our study was close to the estimated result of Meng
(2007).

© 2021 International Association for Research in Income and Wealth

243



Review of Income and Wealth, Series 68, Number 1, March 2022

(sonunuo)))

SPL1 L8ET— 0g'1 LOE 9L°09— L 6S°L1 000°ST Iopun
(AND) [9A9] Y3[eOM H
SIL S0 8¢'¢ 4! Sr'e S6°61 7691  19A0 10 100°0S
ore’l 180 86°C 19C 10°¢ 08°CI 6£°61  000°0S—100°ST
#0S°T 70'1 274 £6C RS 454! 8%'61  000°ST—100°01
VIL crl 881l IS 99 L8'8 SI'IC 000°01-100°S
T00°1 4! [6°1 991 9L ISTT1 LS91 000°6—10S°C
0T6°1 98°0 'l LSE (4% 659 6581 00ST-100°T
T10°C 68°0 1l LvE 9¢'¢ 618 STLI 000°T Tepun)
(AND) 109] awodu] *(
dIow
9LT €L’0 06'¥ [474 L9 0T'ce 2! 10 818K €]
TEeT 6L°0 Yr'C 0€C 0g’s eIl LTLI s18k 7101
0E¥'C €60 I1c 8IS 9¢' ¥ 68°6 (43 14 s1eak 6
SIBOA
SLIS 68°0 LS 906 9% 86'8 16°LI 6 Ue] SS97]
uoneonpyg D
676 870 L80 601 19v 09°L 811 19A0 10 G/
L10°C £8°0 191 yee [48S €L°6 9691 YL—S9
S6T'e ¢80 S6'L 099 81'Y L6 £0°0C 79-¢¢
7S6°T 66°0 6¥'C €65 w's Iv'Cl 60°0C 12584
sse a8y g
€Cl'e 780 86°C 61¢ S0'9 7861 0°¢S1 ueqan
6969 06°0 €9°1 8G¢E‘T 8¢V S 617°61 [eIny
SUOT}BIISIZAI P[OYISNOH "V
€16 L80 76'1 969°1 (40 % 7S01 1781 spjoyesnoy [y
(%) YoM 12N (AND (%) UHoM 12N (AND
Jo o8evudordd ® puesnoy]) Jo d8evyudordd ® puesnoy])
Se doueILIYU Que)LISYU] JO Se doueILIdYU] oue)LISYU] Jo (%) dour)LISYUT
Nelo) Jo onjep AN[BA UBIIA Nelo) Jo onjep An[eA UBIA SUIAIOSY
SP[OYRsSNOH
SP[OYASNOY [V Sployesnoy Sunroyuy JO 1U2010g

dNOAYD) A HONVLIYEIHN] 40 NOILNITI™LSI(]

¢ dT14dVL

© 2021 International Association for Research in Income and Wealth

244



Review of Income and Wealth, Series 68, Number 1, March 2022

"1dD snoradxd oy} uo peseq sjuswgsn(pe 20rid ouoFIopun SLY SOULILIDYUL JO dNJBA Y], JS2I0N

I2A0
900°1 0¥°0 68°¢ 0LT ev'e 10°€C 0691 10 100°00S
000°00S
€96°1 09°0 IT'¢ 66¢ 60°¢ YO°T1 er6l ~100°0ST
000°0ST
¥8S°CT 801 8L'1 10S 09°¢ 0’6 6¢'6l ~100°001
61¢l 98°C 80°C 65T ILy1 85701 7961 ooo,@oTSOAOm
966 ¥8°C v0'1 091 v9'L1 Sv'9 9091 000°0S—100°ST
(%) YHOM 1N (AND (%) PHOM 1N (AND
Jo 98rud0Io] ® puesnoy) Jo 98rjud0Io] ® puesnoy])
SE Q0URILIOYU]  Q0UBILIdYU] JO seoouvioyqu]  souridyuy Jo (%) 9durILIdYUL
Nelo) Jo anpeA NJBA UBIIA Nelo) Jo anjep aN[eA UBIA SUIAOSY
Spoyasnoy
Sp[oyasnoy [V SPIOYasNOH Sunuayup JO Jud0I10g

(@INNIINOD) € HdTdVL

© 2021 International Association for Research in Income and Wealth

245



Review of Income and Wealth, Series 68, Number 1, March 2022

Methods for the Impact of Inheritance on Wealth Inequality

To study the impact of inheritance on wealth inequality, the inequality index
of household wealth excluding inheritances and including inheritances can be esti-
mated for comparison. If the former is smaller than the latter, then inheritances
will expand wealth inequality, and vice versa. The data used in this study featured
household wealth, including inheritances. To obtain the household wealth exclud-
ing inheritances, it is necessary to perform simulations that depend on establish-
ing a model that can fully describe the main characteristics of actual observed
savings and wealth behaviors. This type of model generally needs to consider the
extent to which inheritances become household wealth as savings, which we call
the inheritance saving function S(y). For S(»), it is essential to consider the class
differences: The poor class may be more likely to consume inheritances, while the
wealthy class may be more likely to save inheritances. In addition, the saving behav-
iors of the provider or the recipient of inheritances also change when inheritances
are expected.

Based on the above considerations, this study applied the analytical strate-
gies of Wolff and Gittleman (2014) and Elinder ez al. (2018). In the first step, the
hypothesized saving behaviors are not affected by inheritances. Inheritance succes-
sors save all their inheritances as part of their household wealth, S(y) = IW, where
IW indicates the inheritances received by the successors. In the second step, the
hypothesis of the first step is relaxed. The assumed inheritance successors respond
to the inheritances by saving only parts of the inheritances at a fixed saving rate
as, S(y) = y*IW, where y is the fixed saving rate. In the third step, the constraints
are further relaxed. The assumed saving rate changes with the level of household
wealth. Two saving functions are set here: One is a linear function, S(y) = ¢*N-
W*IW, where the saving rate increases linearly with an increase in wealth. The
other is a hyperbolic function, S(y) = 1-1/(NW/50,000)**I W, where the saving rate
increases with an increasing wealth level, but the growth rate shows a downward
trend. Here, N W indicates the current household net worth, and both ¢ and « are
constants.

Besides, this study uses the factor decomposition method for the inequality
level to decompose the Gini coefficient of household net worth. The basic idea of
this method is to decompose the inequality of a particular total amount Y com-
pared to the sub-elements Y, that constitute the total amount (Shorrocks, 1982).
The application here is to study the influence of household net worth with both
excluding and including inheritances on the distribution of household net worth.
The specific calculation process uses the Distributive Analysis Stata Package
(DASP) compatible with the Stata software.

4. DESCRIPTIVE STATISTICAL ANALYSIS OF INHERITANCE
4.1. Time, Source, and Form of Inheritance

Table 2 shows the distribution of the time, source, and form of the respon-
dents’ inheritances. From the perspective of inheritance time, the frequency of
inheritances at each stage was basically the same at about 20 percent. The
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frequency of inheritances from 1984 to 1993 was higher—up to 30 percent.
Generally speaking, the earlier the inheritances are received, the lower their value.
For example, the value of each inheritance received from 2004 to 2013 was about
CNY 35,300 (approximately USD 5,800),* while the value of each inheritance
received in the 1980s and before was less than CNY 10,000 (approximately USD
1,650).

From the perspective of inheritance sources, parents provide most inheri-
tances. The frequency and value of parental inheritances were much higher than
those of inheritances from other household members. In total, 81.3 percent of all
inheritances were provided by parents, which accounted for 89.2 percent of the
total scale. Second, parents-in-law were also important providers of inheritances,
accounting for about 13.0 percent. The inheritances left to parents by their oft-
spring who died young were often debts (negative inheritances).

The forms of inheritance are multifaceted, and there is no specific value for
each type. Nevertheless, real estate was the most critical form of inheritance in our
data, accounting for 53.8 percent of the total inheritances. According to the vital
position of real estate in household wealth, it can be inferred that real estate is also
the most valuable part of inheritances. Inheritances in the form of debts accounted
for 18.6 percent. The land was also an important form of inheritance, accounting
for 14.5 percent. The proportion of inheritances in the form of financial assets was
relatively low, only accounting for 4.5 percent.

4.2. Group Structure of Inheritance

Table 3 shows the distribution of the inheritance group structure. Generally,
18.4 percent of households received inheritances, which is lower than the United
States (21 percent), the United Kingdom (27 percent), and Sweden (34 percent)
(Klevmarken, 2004; Wolff and Gittleman, 2014; Karagiannaki, 2017). However,
United States and Sweden data included gifts; therefore, there was no substan-
tial gap in the proportion of households receiving inheritances among China and
the European countries and the United States. Among each household that had
received an inheritance, the average inherited value was about CNY 10,500 (approx-
imately USD 1,700), only accounting for 4.8 percent of the household’s net wealth.
For all households, the value of inheritances only accounted for 0.87 percent of
the household’s net worth, which is much lower than the 20 percent-30 percent in
developed countries (Wolff and Gittleman, 2014). There may be three reasons for
this result. First, the accumulation of household wealth in China mainly occurred
in the past 20 years. Only the current middle-aged and the younger of the elderly
have accumulated a large amount of wealth through market economy reform and
housing reform (Jin and Xie, 2017). The elderly who died did not accumulate much
wealth; therefore, the remaining inheritances were also very limited. Second, a
large amount of wealth in Chinese households is transferred to the offspring in the
form of marriage expenses (e.g., betrothal presents, houses, and vehicles) and gifts
during their lifetime, leaving little for the inheritances. Third, the economic growth
and sharp increase in housing prices in recent years have allowed many households

3Using the exchange rate as of December 31, 2013: 6.05 CNY/USD.
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to accumulate enormous wealth through market interactions, thereby reducing the
proportion of inheritances.

There are differences in the proportions of inheritances, the average value of
inheritances, and the proportion of inheritances in household net worth among
the interviewed households with different household registrations, ages, education
levels, household incomes, and household wealth levels. From the perspective of
urban and rural household registrations, rural households (19.5 percent) had a
higher proportion of inheritances than urban households (15.0 percent). However,
the average value of inheritances and the proportion of inheritances in household
net worth received by rural households were lower than those of urban house-
holds. From the perspective of age groups, the proportion and scale of inheritances
gradually decreased with an increase in age. This reflects the combined effect of
the cohort effect and the life-cycle effect. However, the cohort effect (in the era of
China’s market economy development, the older the parents are, the lower the pro-
portion and the smaller the scale of the inheritances left) was significantly greater
than the life-cycle effect (older parents may be more likely to leave inheritances due
to the risk of death). At the same time, the percentage of inheritances in household
net worth for all households also decreased with age.

The education level, household income, and household wealth level are often
used to measure a household’s socioeconomic level. There is a significant positive
correlation among these three, which we also observed in the group structure men-
tioned above. Specifically, the higher the household’s socioeconomic status (educa-
tion, income, and wealth), the higher the average value of the inheritances received
by the household, and the smaller the percentage of inheritances as part of the
household’s net worth. On the one hand, wealthy households received inheritances
on a larger scale, which widened the absolute wealth gap among households; on the
other hand, inheritances were more important to households with lower socioeco-
nomic statuses (where inheritances comprised a higher proportion of household
wealth). From this perspective, inheritances are likely to help reduce the inequality
of household wealth. This result is consistent with Hypothesis 2. The relevant con-
tent is further studied in the following sections.

5. THE IMPACT OF INHERITANCE ON WEALTH ACCUMULATION

This section describes the OLS regression results for testing the influence
of inheritances on household wealth accumulation. Table 4 shows the estimated
results, where M1 model controls the individual and household characteristics
such as per capita income, education level, household size, and macroscopic vari-
ables such as region, and urban and rural areas. It was found that the inheritance
depth still positively affects the accumulation of household wealth significantly.
The more inheritances the household received, the greater the accumulated house-
hold wealth. Moreover, the previous section found that the higher the socioeco-
nomic status of the household (i.e., the higher the education level, income, and
wealth), the higher the average value of that household’s inheritances. This indi-
cates that wealthy households benefit from the positive effects of the inheritance
scale. The positive effect of inheritances on household wealth accumulation would
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help the rich stay rich while the poor become poorer. In other words, inheritances
intensify class stratification and reduce social mobility, which verifies Hypothesis
1. The model M2 analyzed the influence of inheritances on the accumulation of
household wealth from the perspective of inheritance breadth—that is, whether
the household received inheritances. We found that, compared with households
that did not receive inheritances, the wealth level of households that received
inheritances was higher. The M3 model only estimated the effects on the house-
holds receiving inheritances. The results show that inheritances can enhance the
accumulation of household wealth. This model’s regression coefficient (2,273) was
significantly larger than the one estimated for all household observations (1,171).
Since the inheritance depth provides more information about inheritances than
the inheritance breadth, the regression models in the following sections all use the
inheritance depth as the core explanatory variable.

Households with different wealth levels may have different reactions after
obtaining inheritances. For example, Engel’s Law states that the lower class may be
more likely to consume inheritances, while the wealthy class may be more likely to
save inheritances. Therefore, the influence of inheritances on the household wealth
levels of different wealth classes may be heterogeneous. At the same time, compared
with OLS regression, quantile regression is less susceptible to extreme values and
can provide more robust estimated results. The fifth, sixth, and seventh columns of
Table 4, respectively, show the estimated regression results of the explained vari-
ables for the 25th (low wealth group), 50th (medium wealth group), and 75th (high
wealth group) quantiles. The results show that inheritances had a significant posi-
tive effect on the household wealth level of the medium wealth group and the high
wealth group, but their influence on the household wealth level of the low wealth
group is insignificance. The coefficients’ size shows that inheritances had the most
significant influence on the accumulation of household wealth in the high wealth
group, followed by households in the medium wealth group. The influence on the
low wealth group is the smallest. To a certain extent, the differences in the regres-
sion coefficients of different wealth groups reflect the influence of inheritances on
household wealth inequality. The influence of inheritances on wealth inequality is
further discussed in the next section.

In terms of control variables, higher per capita income was associated with
higher total household wealth, which is consistent with the results of most studies
(Liet al.,2016; Jin and Xie, 2017). Second, respondents’ characteristics and house-
hold characteristics had significant influences on the total household wealth, which
is consistent with the theoretical expectations. The larger the household size was,
the greater the total household wealth, which may be related to the size effect of
household members. Moreover, the better the respondents’ health self-assessment
was, the greater the total household wealth. This may be because healthy people
have higher incomes and lower medical expenses; therefore, they can accumulate
more wealth. Furthermore, the higher the average age was, the lower the household
wealth level. This is different from the “Inverted U-shaped” relationship between
age and wealth level predicted by the life-cycle theory, where the peak occurs near
the retirement age. This may have resulted from two factors. First, the retirement
age stipulated by Chinese law is 60 years old for males, 55 years old for female offi-
cials, and 50 years old for female workers. Males engaged in certain high-risk jobs

© 2021 International Association for Research in Income and Wealth

250



Review of Income and Wealth, Series 68, Number 1, March 2022

TABLE 5
THE EFFECTS OF ELIMINATING INHERITANCE ON THE SIZE DISTRIBUTION OF WEALTH (INHERITANCE SAVING
FuNcTION UNDER COMPLETE SAVING CONDITIONS)

The Distribution of Wealth by Quintile (%) ~ 100*Gini  Percentage Reduction
in Net Worth (%)

Bottom Second Third Fourth Top

NW  =0.67 4.62 11.08  21.52 63.45 63.44 —
NIW  =0.79 4.52 11.00  21.55 63.71 63.94 0.88

Notes: NIW = NW-IW, where NW = Net wealth, NIW = Non-inherited wealth, and IW = Inherited
wealth.

such as working at heights and high temperatures should retire at 55 years old, and
females should retire at 45 years old. Moreover, early retirement in the Chinese
labor market is relatively common; therefore, the actual retirement age of Chinese
residents is relatively low. Second, the initial survey age of the CHARLS data we
used was 45 years old for the head of the household or his/her spouse.> Compared
to non-party member households, the household wealth level of party members
was higher (Meng, 2007). The higher the education level was, the higher the wealth
level. The household wealth level of married individuals was higher than that of
unmarried ones, reflecting the advantages of “economies of scale,” such as double
wages (Vespa and Painter, 2011). The household wealth level of self-employed indi-
viduals was higher than that of non-self-employed households. Third, regional,
urban or rural macroscopic variables also significantly affected the total household
wealth, which is consistent with intuition. The household wealth level in the East
was higher than that in the Central and West, and the household wealth level in
urban areas was higher than that in rural areas.

6. THE IMPACT OF INHERITANCE ON WEALTH INEQUALITY
6.1. Inheritance Saving Function under Complete Saving Conditions

First, we assume that the heir will save all the inheritances. The household net
worth excluding inheritances can be determined by subtracting the received inher-
itances from the current household net worth:

®) NIW=NW —IW

where NI W indicates the household net worth excluding inheritances, N W indicates
the current household net worth, and /¥ indicates the inheritances received by the
inheritance successors. To compare the influence of inheritances on wealth inequal-
ity, the distribution of NW and NIW was compared (Columns 2-6 in Table 5). All
households were divided into five groups based on the level of their household
net worth. The top households possess the greatest share of wealth. For example,
in the fifth group (the top 20 percent) of households possessed 63.45 percent of

“We also added the age squared value when constructing the model. However, the information
criterion test found that the model was better after the squared age was removed. Therefore, we judged

that the peak value of net wealth was 45 years old or below, which was consistent with the results of Li
et al. (2016) and Wei and Zhong (2017). Their results were 46.6 years old and 32-35 years old.
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Inheritance (CNY)

Inheritance/Wealth (%)

Wealth quintiles(mean wealth)

—6— Mean Inheritance/Wealth ----A--- Mean Inheritance |

Figure 2. Absolute and Relative Sizes of Inheritance by Wealth Quintiles

all wealth, while the bottom 20 percent had debts accounting for —0.67 percent.
When all inheritances were deducted, the distribution of household net worth
changed. The primary manifestation of this change was that the wealth owned by
the bottom households (Groups 1, 2, and 3) decreased to varying degrees, while
the wealth of the top households (Groups 4 and 5) increased to varying degrees.
This indicates that after inheritances were deducted from household wealth, the
property shares of poor households compared to wealthy households decreased.
In other words, the acquisition of inheritance increases the wealth share of poor
households in terms of their total wealth. From this perspective, inheritances help
to reduce wealth inequality.

The Gini coefficient of the household net worth excluding inheritances was
0.639 (Column 7 of Table 5). After inheritances were included, the Gini coefficient
decreased to 0.634. From the perspective of the Gini coefficient, inheritances also
help to reduce wealth inequality. The previous descriptive statistical analysis of
inheritances showed that although wealthy households obtain greater inheritances
than poor households, the proportion of inheritances in terms of household net
worth was higher than that of wealthy households. It indicates that a small gift to
the poor is more valuable and meaningful than a big gift to the rich.

From the perspective of contributions, the household net worth excluding
inheritances provided the vast majority of contributions, accounting for 99.22 per-
cent, while the inheritances had only a small influence on the inequality in house-
hold net worth, with a contribution of 0.88 percent. Karagiannaki (2017) analyzed
the UK data and found that inheritances contributed about 5.4 percent to wealth
inequality (they used the coefficient of variation instead of the Gini coefficient),
which is higher than our findings. However, since China’s future inheritance scale
will increase rapidly as many individuals who accumulated large amounts of wealth
enter old age, the contribution of inheritances to household wealth inequality will
inevitably increase and approach that in some European countries and the United
States.
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6.2. How Can the Equalizing Effect be Explained?

The inequality decreases in household wealth caused by inheritances can be
explained by the fact that the proportion of the value of the inheritance received
by poor households in the household net worth was higher than that of wealthy
households. Figure 2 shows how the inheritance scale changes with the level of
household wealth. First, for the absolute amount of inheritances (right axis),
wealthy households inherite larger inheritances. For example, the average value
of inheritances received by 20 percent of households with the lowest net wealth is
only CNY 840 (approximately USD 140), while the average inheritances received
by households with the highest quintile of net wealth is CNY 2,680 (approximately
USD 440). There is a positive correlation between the absolute scale of inheri-
tance and household wealth, indicating that inheritances widen the absolute gap in
household wealth. Conversely, when looking at the relative importance of inheri-
tances, dividing inheritances by the household net worth, the result is the opposite
(left axis). The bottom 20 percent of net wealth households received inheritances
accounting for 5.2 percent of their wealth, while the top 20 percent of net wealth
households received inheritances accounting for only 0.35 percent of their wealth.
The inheritances received by poor households are more important than their
wealth, which can explain why inheritances reduce household wealth inequality.

The following mechanisms may explain why poor households can obtain a
relatively higher proportion of inheritances. First, it comes from the altruistic
motivation of the inheritance donor. Our descriptive analysis found that 81.3 per-
cent of inheritances are from parents; the second most important source is parents-
in-law, accounting for 13.0 percent. The sum of these two is more than 94 percent,
constituting the vast majority of inheritance sources. Most studies found that there
are many altruistic behaviors in the daily interactions between parents and their
offspring. Parents obtain utility not only from consumption but also from the
increasing welfare of their offspring. For wealth transfer or inheritance gifts, on the
one hand, parents transfer different amounts of wealth based on the different
endowments and conditions of their offspring. Parents may be more likely to trans-
fer greater wealth to offspring in a poor situation. From this perspective, parents
would transfer between generations (including gifts) to equalize or reduce wealth
inequality among their offspring. On the other hand, parents also consider the
wealth status of their offspring compared to society as a whole. Poor parents may
have a high saving rate, even higher than wealthy parents,® and transfer those sav-
ings to their offspring, thereby more greatly reducing the wealth inequality of their
offspring compared to a wealthy household. Comprehensively speaking, if parents
uphold altruistic motivations in their inheritance gifts, poor offspring may be more

3In developed countries, the saving rate of the rich is higher than that of the poor, which is sup-
ported by most theoretical and empirical studies (Dynan et al., 2004), but this phenomenon has a cer-
tain specificity in China. Research showed that in China, the saving rate of the poor was high, which
might even be higher than that of the rich. For example, Jin ez al. (2011) used household survey data to
find that the saving rate of the poor in China who pursue higher social status is higher than that of the
rich. This is the direct evidence of our opinion. Wei and Zhang (2011) believed that fierce competition
in the marriage market caused by the gender imbalance in China was an important reason for the in-
creasing saving rate. The poor would face greater competitions in the marriage market, which might be
the indirect evidence proving that the saving rate of the poor was equal to or even higher than that of
the rich.
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likely to receive a relatively high proportion of inheritance. Many studies found
that altruistic motivation is significant in intergenerational transfer behaviors
(Attias et al., 2005; Cai et al., 2006), which provides indirect evidence for this
study’s mechanism.

Second, if the wealthy class has more offspring, their wealth becomes divided,
thereby decreasing the inheritance received by each offspring. This mechanism has
been mentioned in many inheritance behavior models (Stiglitz, 1969). However, we
used CHARLS data and found no evidence to support this mechanism. We found
that wealthy households did not raise more offspring than less wealthy households.
Moreover, China’s household planning policy is more strictly enforced in wealthy
areas and urban areas. Therefore, the theoretical mechanism of inheritances dis-
persion due to the wealthy class having more offspring is not convincing in China.

Third, during their lifetime, wealthy parents transfer a large amount of wealth
to their offspring. The remaining inheritance scale is, therefore, relatively reduced,
allowing inheritances to reduce household wealth inequality. Intergenerational
wealth transfer generally includes both inheritances and gifts. Intergenerational
gifts are widespread in China, such as the wealth transfer of parents to assist their
offspring with purchasing houses and the enormous expenditures of wedding sup-
plies and betrothal gifts when the offspring marry. Wealthy parents are more likely
to provide their children with larger-scale economic support so that wealthy parents
transfer large amounts of wealth to their children during their lifetime, reducing
their future inheritance size. This is a plausible explanation mechanism for China,
which cannot be empirically analyzed in this study due to data limitations. Future
studies should provide empirical evidence for this outcome.

6.3. Inheritance Saving Function under Fixed Saving Rate Conditions

In the previous sections, we assume that inheritance successors save all their
received inheritances. However, households tend to make adjustments in their
saving behaviors when they receive or expect to receive inheritances. Thus, we set
parameter y to indicate households’ proportion that convert every CNY of inher-
itances into savings. In this case, the mathematical expression of household net
worth excluding inheritances is:

(©6) NIW=NW—y % [W

where the fixed saving rate y is set to 0.25, 0.50, 0.75, and 1.00 (based on Wolff
and Gittleman, 2014). The relevant estimated results are shown in Table 6. When
y increased from 0.25 to 1.00, the Gini coefficient increased from 0.636 to 0.639.
These values were all smaller than the Gini coefficient (0.634) of the household net
worth including inheritances. It can be seen that after inheritances are removed,
the household wealth become more unequal. In other words, inheritances can
reduce wealth inequality. The estimated results of the household net worth share
of the quinque-group also support this conclusion. With an increase of y, the
wealth of the top households (Groups 4 and 5) increased to varying degrees, but
they were all greater than the corresponding share distribution of the household
net worth including inheritances. The wealth owned by the bottom households
(Groups 1, 2, and 3) decreased to varying degrees, but it was always smaller than
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the corresponding share distribution of the household net worth including inher-
itances. Compared with the Gini coefficient (0.639) of household wealth exclud-
ing inheritances under the complete saving conditions (which was greater than the
estimated Gini coefficient of household wealth excluding inheritances under all
fixed saving rate conditions), it can be determined that when heirs adjust their
behaviors and consume or save portions of the inheritances they receive, the role
of inheritances in reducing the inequality of household wealth is weakened. From
the perspective of contributions, the contribution of inheritances remains small,
ranging from 0.21 percent to 0.88 percent.

6.4. Inheritance Saving Function under Variable Saving Rate Conditions

Studies on saving behaviors showed that the saving rate was positively cor-
related with income and wealth (Dynan et al., 2004). Therefore, we assume that
wealthy households will use more of their inheritances for savings and study the
influence of inheritances on wealth inequality in this case. There are two different
hypotheses for setting the savings function. The saving rates under the two hypoth-
eses increase with an increase in household wealth. However, the growth rate
under the first hypothesis increases linearly, while the growth rate under the second
hypothesis decreases slowly. The mathematical expression of the first hypothesis is
as follows:

NIW=NW—-SAVING = IW
SAVING=c« NW, NW>=0, NW<=b
SAVING=0, NW<0
SAVING=1, NW>b.

(7

where SAVING indicates the variable saving rate of inheritances. The saving rate
will increase with an increase in household net worth, but there is an upper bound
b. When the household wealth exceed the upper bound b, the saving rate of inher-
itances is 1. The saving rate of inheritances is 0 when the household net worth is
negative. We selected four different upper wealth bounds 5: CNY 250,000, CNY
500,000, CNY 750,000, and CNY 1,000,000. The value of slope ¢ is the reciprocal
of the corresponding upper bound b, namely, ¢ = 1/b (Wolft and Gittleman, 2014).

The estimated results showed that, for any value of ¢, the Gini function of the
household net worth excluding inheritances was greater than the Gini coefficient
of the household net worth including inheritances, indicating that inheritances
under this hypothetical condition can narrow the wealth gap (Table 7). From the
perspective of the household net worth share of the quinque-group, the acquisi-
tion of inheritances increased the wealth share of the middle class and reduced the
wealth share of the top class.

The mathematical expression of the second hypothesis is as follows:

NIW=NW—SAVING + IW
(8) SAVING=1—-1/ (NW/50 000)*, NW> 50 000
SAVING=0, NW<=50 000.
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The economic significance of the above saving function SAVING is that with
an increase in household wealth, the saving rate will gradually increase, while the
growth rate will gradually decrease. In other words, the saving function here is con-
cave. Here, parameter a is set to 1.0, 0.75, 0.50, and 0.25. The larger the value of o
is, the faster the saving rate increases (Wolff and Gittleman, 2014).

The estimated results showed that for any value of c, the Gini function of the
household net worth excluding inheritances was greater than the Gini coefficient
of the household net worth including inheritances, indicating that inheritances
under this hypothetical condition can reduce wealth inequality (Table 7). In terms
of the household net worth share of the quinque-group, the acquisition of inheri-
tances increased the wealth share of the middle class and reduced the upper class’s
wealth share. This is not entirely equivalent to the changes in wealth distribution
under the full savings conditions and the fixed saving rate discussed in previous
sections. Compared to the complete saving conditions, inheritances under vari-
able saving rate conditions could also reduce household wealth inequality, but this
effect showed a weakening trend. Whether the saving function is linear or nonlin-
ear, the Gini coefficient of household wealth excluding inheritances (Table 7) was
less than 0.639 under complete saving conditions (Table 5). This is mainly because
relatively poor households may be more likely to consume inheritances directly
instead of investing them; therefore, the inheritances received by poor households
become relatively further reduced. In addition, from the perspective of contribu-
tions, the effect of inheritances on reducing wealth inequality at a variable saving
rate remained between 0.29 percent~0.66 percent.

7. CONCLUSIONS

This study used the 2013 CHARLS wave 2 and the 2014 CHARLS Life
History Survey data to analyze the characteristics of Chinese household inheri-
tances, and the overall impact of inheritances on wealth accumulation and inequal-
ity. From our analysis results, the following conclusions were obtained.

First, the proportion of households receiving inheritances in China is slightly
lower than that of some European countries and the United States. The inheritance
scale, especially the proportion of inheritances in terms of household net worth,
is much lower than that of some European countries and the United States. This
is not only because the large wealth transfers between generations in China are
mostly marriage expenditures and gifts during the parents’ lifetimes but are also
related to the fact that individuals who accumulated enormous wealth from the
market economy reform when they were still alive. However, as these individuals
who accumulated large amounts of wealth gradually enter old age, the inheritance
scale is likely to expand rapidly. Besides, 80 percent of inheritances come from par-
ents, with real estate being the most common form.

Second, the regression results show that inheritances can significantly pro-
mote the accumulation of household wealth. Wealthy households have a higher
probability of receiving a larger inheritance. In this way, inheritances can aggravate
class stratification and reduce social mobility. This result was proven to be robust
through quantile regression.
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Third, from the Gini coefficient and wealth share grouping perspective, inher-
itance reduced relative wealth inequality; but from the perspective of the wealth
scale, inheritance widened the absolute wealth gap. The duality of this effect is
that although wealthy households will receive inheritances on a larger scale, inher-
itances are more critical to poor households because the value of the inheritances
received by poor households accounts for a higher proportion of the household
net worth than that of wealthy households. This is a question of absolute wealth
inequality and relative wealth inequality. Kolm (1976a, 1976b) reminds us that
different inequality measures would have completely different, or even opposite
results. Here is a clear example. However, from the perspective of relative inequal-
ity, we should still emphasize that despite its small size, inheritance still had eco-
nomic significance for the poor households. There are two possible mechanisms
behind this phenomenon: (1) the altruistic motivation of the inheritance donor. As
the prominent donors of inheritances, parents will balance the wealth differences
between their offspring and their social wealth status. (2) The phenomenon where
wealthy Chinese parents directly transfer vast amounts of wealth to their offspring
during their lifetimes decreases the share of inheritances for their offspring. Also,
since the successors have different saving methods for their inheritances, the role of
inheritances in reducing wealth inequality is weakened.

It should be noted that household survey data has always had the problem of
insufficient representativeness of the wealth distribution’s upper tail. Studies have
shown that inheritance has a disequalizing effect only for the top 20 percent of the
distribution (Blinder, 1973; Davies, 1982). Therefore, it is necessary to discuss fur-
ther China’s top rich people’s inheritance and its influence on household wealth
distribution. Since the Chinese people’s wealth began to accumulate mainly after
the reform and opening up in 1978, the parents of rich Chinese people had no
chance to leave them with massive inheritances. Therefore, most of the rich off-
spring are self-made. For example, the “Billionaires Insight 2020 released by
United Bank of Switzerland (UBS) and PricewaterhouseCoopers (PwC) showed
that 98 percent of China’s billionaires were self-made, while self-made billionaires
in Europe, the Middle East, and Africa accounted for 60 percent, and self-made
billionaires in the United States accounted for 72 percent. The “Very High Net
Worth Handbook 2020” published by Wealth-X, a private wealth consulting
agency, showed that 85 percent of the very-high-net-worth individuals (VHNW)
created wealth through their own efforts, while 96 percent of the Chinese very-
high-net-worth individuals (VHNW) were self-made. After analyzing the top 100
richest people on the Hurun China Rich List in 2020, we found that only two of
them inherited their family businesses, and that 98 percent of them were self-made.”
The phenomenon that most Chinese rich people were self-made would reinforce
the conclusion of this study that inheritance has not boosted relative wealth
inequality in China. We believe that the proportion of China’s self-made rich peo-
ple being much higher than the world average is caused by special historical rea-
sons, which are temporary. Likely, that the share of inheritances in the wealth of
the very wealthy will rise in the future as today’s ultra-rich begin to die. Therefore,

%The two rich people were Yang Huiyan, ranking 6th, and Yan Hao, ranking 18th. They took over
the family business from their fathers Yang Guoqiang and Yan Jiehe, respectively.
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we should pay special attention to how China’s current rich people will dispose of
their vast wealth in the future, which will have an important impact on China’s
future wealth inequality.

Moreover, the impact of inheritance, (I), on wealth inequality cannot fully
explain the influence of inheritances on economic inequality.® To assess the latter
one may consider the distribution of lifetime income, (L), which is the sum of life-
time labor earnings, government transfer payments, and gifts and inheritances.
Current net worth, (W), is a small fraction of L for most low-income people, but it
is a large fraction of L for many high-income or rich people. Therefore, it is easy
for I/W to be larger for low-income people at the same time that I/L is larger for
high-income or rich people. We thus need to understand that something that equal-
izes W may well disequalize L. The research conducted by Davies (1982) showed a
similar opinion. Elinder ez al. (2018) also made useful comments on this issue at
the end of their paper.

Fourth, the contribution of inheritances in wealth inequality formation in
China is about | percent, which is lower than the 5.4 percent value in some
European countries, such as the United Kingdom (Karagiannaki, 2017). However,
the rapid growth of the inheritance scale in China is expected in the future. The
contribution of inheritances to wealth inequality will gradually increase and
approach some European countries and the United States. Also, unlike some
European countries and the United States, China’s one-child policy has effectively
reduced the birth rate and yielded a large number of single-child families. Thus, the
inheritances that could have been divided equally among siblings or used to com-
pensate the disadvantaged now become the exclusive wealth of only one child,
which may concentrate inheritances in the future.” At the same time, the slowdown
in economic growth in recent years has made it more difficult for ordinary people
to accumulate wealth through work, which may further increase the proportion of
inheritances in total wealth. The combined effects of these factors are likely to
worsen the impact of inheritance on wealth inequality. Therefore, it is essential to
consider the distribution and changing trend of inheritances as soon as possible to
provide empirical evidence for inheritance taxes, gift taxes, and other related redis-
tribution policies that may be formulated in the future.
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