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I. INTRODUCTION 

Inheritances and inter vivos gifts account for a very substantial share of total household 

net worth in the U.S.  While the exact share has been the subject of an ongoing debate in the 

literature, with estimates ranging from 20% to 80% of net worth, even the lower bound of the 

estimates suggests that transfers are quite large.  For example, Brown and Weisbenner (2004) 

estimate the value of all transfers ever received at $5.4 Trillion in 1998, or just under one-fifth of 

total household net worth, and the value of expected future transfers at $2.9 Trillion.  As not all 

families receive bequests, their importance for the families that do receive them is even greater 

than what these numbers suggest.  Indeed, Brown and Weisbenner (2004) estimate that the value 

of past transfers accounts for half of net worth among the 22% of households who have received 

a transfer and that the expected value of future transfers accounts for over half of net worth for 

the 13% of households who expect a future transfer. 

When a bequest is received, a household has several options for how to spend it.  The 

household may increase its current and future consumption and decrease its active saving.  

Household members may consume some of the new wealth in the form of leisure and decrease 

their labor supply, either by exiting the labor force, reducing hours, or switching to a job with a 

lower or more uncertain income but other desirable characteristics.  The household also may 

change its plans to leave an inheritance or make an inter vivos gift to family or friends.    

By studying these behavioral responses to bequest receipt, we can better understand the 

implications of the very substantial intergenerational transfers in our society for aggregate labor 

supply and savings behavior and for inequality.  For example, calculations of the share of 

household net worth due to intergenerational transfers or of the effect of transfers on inequality 

depend on the elasticity of labor supply with respect to bequests.  
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Furthermore, studying the behavioral responses to bequest receipt can potentially shed 

light on several important economic issues.  First, although economists traditionally assume that 

leisure is a normal good, standard estimates of the effect of non-wage income on labor supply 

provide only weak support for this assumption, perhaps because non-wage income is endogenous 

or measured with error.  An inheritance, particularly one that is unexpected, provides a wealth 

shock that can be used to generate a better estimate of the effect of income on the consumption 

of leisure.  Similarly, an inheritance offers an opportunity to estimate the marginal propensity to 

consume out of wealth.  Finally, some debates over fiscal policy in the past few decades have 

centered on whether households incorporate the utility of future generations into their own utility 

function so that all generations operate under a common intertemporal budget constraint.  This 

theory can be tested by looking at the behavioral responses to bequest receipt, as it implies that 

the realization of bequests should have no effect on behavior, as least in the strictest case.  

Despite the potentially important effects of inheritances on household behavior for the 

many families who receive them and the larger implications of these behavioral responses, most 

research has focused not on the effects of bequest receipt, but rather on bequest motives and the 

magnitude of transfer wealth.  There are a few exceptions to this, notably Holtz-Eakin et. al. 

(1993) and Joulfaian and Wilhelm (1994), which focus primarily on the effect of bequests on 

labor supply, and several papers that examine the effect of bequest receipt on entrepreneurship.   

In this paper, we explore the effect of bequest receipt on labor supply, expectations about 

making a bequest or inter vivos gift, and consumption.  In our analysis, we use data from the 

Health and Retirement Study (HRS) for the 1994 to 2002 period for a group of households in 

their 50s and 60s.  Specifically, we examine whether the receipt of a bequest between waves of 
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the survey (over a two-year period) affects the decision to retire during that period, the change in 

expectations about making a bequest or inter vivos gift, and the change in consumption; we also 

look at the effects of bequest receipt over our full sample period of eight years.  

This paper makes two primary contributions to the literature on the behavioral effects of 

inheritance receipt.  First, to the best of our knowledge this is the first study to use data on ex-

ante bequest expectations to identify whether bequests received by the household were 

anticipated and to test whether the behavioral response to bequest receipt differs for expected and 

unexpected bequests.  This distinction is potentially important in estimating wealth effects – if 

households adjust their behavior prior to bequest receipt when a bequest is anticipated, then an 

estimate that is based on both expected and unexpected bequests will provide an underestimate 

of the true effect of wealth shocks on behavior.  Being able to distinguish between expected and 

unexpected bequests is also potentially helpful for identification purposes.  If we are concerned 

that bequest receipt may be correlated with unmeasured characteristics that affect the behaviors 

of interest, then unexpected bequests offer a plausibly more exogenous source of variation in 

wealth.  Second, we look at a broader range of behavioral responses to bequest receipt than the 

previous literature, as we look not only at labor supply and consumption but also at plans to 

make a bequest or inter vivos gift.    

We have several major findings.  First, we find that the receipt of a bequest is associated 

with an increased probability of retirement and of making a bequest or inter vivos gift and that 

the magnitude of the response is increasing in the size of the bequest for these behaviors and also 

for food consumption.  Second, we find evidence that the response to unexpected bequests is 

larger than the response to expected bequests.  Implications of these findings are discussed in 

more detail below.   
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II. BACKGROUND AND LITERATURE REVIEW 

 Inheritances and inter vivos gifts constitute a significant fraction of total household net 

worth and can be extremely important for the families who receive them, as is illustrated in 

Tables 1-2.  These tables are based on Brown and Weisbenner (2004) and reflect calculations 

made using the 1998 Survey of Consumer Finances (SCF), with figures weighted to reflect totals 

for the U.S. population.  The SCF is the preferred data set for generating population estimates of 

household wealth, as it is representative of the full age distribution and over-samples high-wealth 

individuals in order to obtain accurate information on the upper tail of the wealth distribution.   

Several issues arise in aggregating past transfers into a single measure of transfer wealth, 

including the question of whether to treat investment returns on past transfers as part of the value 

of the transfer, and if so, what rate of investment return to apply.  Table 1 shows the sensitivity 

of transfer wealth estimates to these assumptions.  If investment returns are disregarded by 

simply adjusting past transfers for inflation, then the value of transfer wealth is equal to $2.5 

Trillion (in $1998) or 9% of total household net worth.  If investment returns are included and 

past transfers are estimated to grow at the long-term high-grade corporate bond rate, which is 

roughly equal to a 3% annual real rate of return, then the value of transfer wealth doubles to $5.4 

Trillion or 19% of net worth.  In either case, inheritances are roughly three-quarters of total 

transfer wealth and inter vivos gifts are one-quarter; gifts from parents make up 70% of transfer 

wealth and gifts from grandparents are 15%.  If a higher rate of investment return is used, the 

estimated value of transfer wealth increases greatly and the share of wealth attributable to 

inheritances and to gifts from grandparents rises because such gifts are more likely to have been 

received early in life.  
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 The top half of Table 2 shows the ratio of received transfer wealth to net worth by age 

and net worth categories, scaling past transfers by the corporate bond rate.  As noted above, 

received transfer wealth is equal to 19% for all households, but this average masks substantial 

heterogeneity.  Older households are more likely to have received a transfer (33% of those age 

65+ have, vs. 22% of those aged 40-64 and 14% of those under 40) and thus transfers constitute 

a relatively higher share of their net worth (31% for households 65+, vs. 13% for the younger 

age groups).  The ratio of transfer wealth to net worth also falls as net worth rises, from 42% for 

the lowest net worth group to 16% for the highest.  The second panel of the table restricts the 

sample to those who have received a transfer.  Naturally, the ratio of transfer wealth to net worth 

is now higher: it is equal to 50% of net worth for the 22% of households who have received a 

transfer.  The same patterns are visible with regards to age and net worth category. 

 The lower half of Table 2 displays the ratio of expected future transfer wealth to net 

worth.  Here, the age pattern is reversed: 18% of households under 40 and 15% of households 

age 40 to 64 expect a future transfer, compared to only 3% of those age 65 and above, and the 

ratio of expected transfer wealth to net worth falls with age as well.  The net worth pattern is the 

same, with lower net worth groups expecting future transfers to be a larger share of their net 

worth.  As before, limiting the sample to those expecting a transfer shows that transfers are quite 

important for these households – on average, expected transfers are equal to 54% of net worth.    

 One major focus of the previous economic literature on bequests is the importance of 

transfers in aggregate wealth accumulation.  Responding to the introduction of the life-cycle 

hypothesis by Modigliani & Brumberg (1954) and Ando & Modigliani (1963) and its implication 

that wealth arises primarily from households saving out of current income to finance retirement 

consumption, Kotlikoff & Summers (1981) argued that bequests play a very important role in 
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wealth accumulation, accounting for 80% of household net worth.  Subsequent articles have 

offered wide-ranging estimates of the share of net worth resulting from transfers and have 

clarified some of the reasons for these differences, including the treatment of investment returns 

on past transfers or of inter vivos gifts including college tuition.1   

A second major branch of the bequest literature has proposed and tested numerous 

theories of why households make bequests.  Yaari (1964) suggested that households might derive 

utility from the act of making a bequest, the “joy of giving” theory.  Barro (1974) introduced a 

theory of intergenerational altruism, in which households would derive utility from their 

children’s consumption.  Bernheim, Shleifer, and Summers (1985) proposed an exchange 

motive, whereby parents might use bequests to induce children to behave as desired.  Abel 

(1985) suggested that many bequests might be unintentional if households are unable to 

completely spend down their assets in retirement due to uncertainty about their date of death and 

imperfect annuity markets.  Many subsequent studies have tested these theories.2     

 Most relevant for our analysis is the small literature on the effects of bequest receipt on 

household behavior.  Holtz-Eakin et. al. (1994a, 1994b) and Blanchflower and Oswald (1998) 

find that bequest receipt is associated with an increased probability of becoming an entrepreneur.  

Holtz-Eakin et. al. (1993) and Joulfaian and Wilhelm (1994) examine the effect of inheritance 

receipt on labor supply.  Holtz-Eakin et. al. (1993) use a sample of estate tax returns from the 

                                                 
1 See Modigliani (1988), Kotlikoff (1988), and Kessler and Masson (1989) for a useful exposition of some of these 
issues.  Gale & Scholz (1994) point out the important role of inter vivos gifts including college tuition and conclude 
that inter vivos gifts account for at least 20% of net worth (32% if college tuition is included) and bequests a further 
31%.  Gale & Slemrod (2000) survey several papers based on overlapping generations model simulations, which 
have generated a wide range of estimates and demonstrated the importance of factors such as credit constraints.  
Brown and Weisbenner (2004) offer new estimates that account for the correlation between wealth and mortality 
and examine the distribution of bequests in the population. 
 
2 See, for example, Bernheim (1991), Wilhelm (1996), Perozek (1998), McGarry (1999) McGranahan (2000), Page 
(2003), and Light and McGarry (2004) for tests of these theories in the context of bequests and Cox (1987), Cox and 
Rank (1992), and McGarry and Schoeni (1995, 1997) for tests in the context of inter vivos gifts. 
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early 1980s matched to the income tax returns of beneficiaries before and after bequest receipt 

and find that people receiving large inheritances are several times more likely to leave the labor 

market than people receiving small inheritances.  Using the Panel Survey of Income Dynamics, 

Joulfaian and Wilhelm (1994) find significant but small effects of inheritance receipt on hours 

worked for prime-age workers, inconsistent effects on transitions to retirement for older workers, 

and small effects on consumption. 

This paper offers several contributions relative to past research.  First, we make use of 

data on bequest expectations to test whether the labor supply and other effects of inheritance 

receipt depend on whether bequests are anticipated.  As authors of previous studies have noted, 

the inability to distinguish among bequests that are expected and unexpected introduces a 

potential downwards bias in their estimates of wealth effects, as the adjustment to an expected 

bequest may have already occurred prior to bequest receipt.  Moreover, if bequest receipt is 

correlated with unmeasured characteristics that may also affect the behaviors of interest, such as 

the preference for leisure or discount rate, than unexpected bequests may offer a better source of 

identification for wealth effects if they are less correlated with such characteristics.  Second, we 

are the first to look at the effect of bequest receipt on plans to leave a bequest or make an inter 

vivos gift, which are potentially important pathways by which the bequest may be spent.  Finally, 

the availability of new data for a sample of persons of near-retirement age offers us the 

opportunity to improve upon the inconclusive results of Joulfaian and Wilhelm (1994) as to the 

effect of bequests on retirement transitions and to include a richer set of covariates than either of 

the previous papers on bequests and labor supply. 

 

III. DATA AND EMPIRICAL STRATEGY 
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 The data set for the analysis is the Health and Retirement Study (HRS).  The HRS began 

in 1992 as a survey of people who were ages 51-61 and their spouses, with re-interviews of these 

individuals every two years.3  We use data from waves 2 through 6 (1994-2002) in the analysis 

because some of the key bequest variables are not available in wave 1.4  The HRS provides 

richly detailed data on respondents’ labor supply, health, and finances.  For our purposes, one 

important feature of the HRS is that it provides a wealth of information on bequests at each 

wave, including whether a bequest was received since the last wave and the respondent’s self-

reported probability of receiving and leaving any bequests in the future.  A second important 

feature of the HRS is that we can follow the same individuals over time, which allows us to look 

at how behavior changes following bequest receipt. 

 Our empirical strategy is straightforward: we examine whether bequest receipt is 

associated with a change in the outcome measures of interest.  Specifically, we first estimate the 

following model: 

ittititit Xinhdumoutcome εγβββ ++++=∆ 210     (1) 

where �outcomeit measures the change in the outcome measure for person i between the 

previous wave and wave t, inhdumit is a dummy variable equal to 1 if an inheritance was 

received between the previous wave and wave t, and Xit is a vector of demographic 

characteristics including exact age dummies, race/ethnicity, gender, marital status, a dummy for 

poor health status at the previous wave and the change in this dummy, net worth at previous 

wave, education level dummies, pension type dummies, industry and occupation dummies, and 

region dummies, and �t is a wave fixed effect.  The outcome measures of interest include: 

                                                 
3 Starting in 1998, additional birth cohorts were added to the HRS; however, this analysis focuses on the original 
HRS sample.  
 
4 The wave 6 data used in the paper is the preliminary release; all other waves are final release. 
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retirement since previous wave, the change in the expected probability of leaving a bequest or 

making an intervivos gift, and the change in consumption.   

 We also estimate alternative specifications that may capture the effect of bequest receipt 

in a richer way.  In our second specification, we replace the inherit dummy with the value of the 

inheritance, as we expect the magnitude of the response to increase with the size of the bequest:  

ittititit Xinhvaloutcome εγβββ ++++=∆ 210     (2) 

In our third specification, we decompose the value of the inheritance into its expected and 

unexpected components:   

ittitititit Xinhvaluninhvaloutcome εγββββ +++++=∆ 3210 expexp     (3) 

where the expected inheritance value (inhvalexpit) is the lesser of the expected value of the 

bequest reported at the previous wave and the actual bequest received and the unexpected 

inheritance value (inhvalunexpit) the difference between the actual inheritance value and the 

expected inheritance value if this difference is positive, or else it is zero.5  The expected 

inheritance value plus the unexpected inheritance value are equal to the actual inheritance value.  

Examining whether �1 is equal to �2 will allow us to test whether the responses to expected and 

unexpected bequests are the same.     

 In the final specification, we build on equation (3) by adding a variable to capture the 

effect of new information about bequest expectations that arrives between waves.  This variable, 

which we refer to as the change in unrealized bequest expectations, is calculated as follows: 

                                                 
5 The expected value is the product of the answers to the following two questions: a) “And how about the chances 
that you will receive an inheritance within the next 10 years?” (0-100%) and b) “About how large do you expect that 
inheritance to be?”.   Approximately 40% of people who give an expected probability of bequest receipt greater than 
zero are unable to provide a value; however, 80% of these respondents answer a series of questions that allow the 
value of the bequest to be put in one of the following brackets: $0-$10,000, $10,000-$50,000, $50,000-$250,000, 
$250,000-$1,000,000, or over $1,000,000.  In these cases, the midpoint of the bracket is assigned as the value, or 
$2,000,000 for the very few observations in the over $1,000,000 bracket.  Those respondents who do not answer the 
bracket questions are dropped from the analysis, as are those who are unable to give a probability of bequest receipt. 
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))(,0max()(exp 1 itititit inhvalinhvalEinhvalEchgunreal −−= −  

This variable is equal to zero for anyone who has no unexplained change in their bequest 

expectations.  For example, it is zero for: a) someone who expected a bequest, received exactly 

the expected amount, and now reports no expected future bequest; b) someone who received a 

smaller than expected bequest but continues to report the difference as an expected bequest; or c) 

someone whose bequest has not yet been realized but continues to report the same expected 

bequest value.  On the other hand, for someone who received a smaller than expected bequest 

and now reports no future expected bequest or for someone who now expects a larger bequest 

than at the previous wave, this variable captures the value of that new information.  If people 

react to expected bequests before they are realized, then we would expect them to also react to 

changes in their bequest expectations.    

 The above models are estimated using a sample of “person-wave” observations from the 

HRS.  HRS wave 1 respondents contribute one observation to the sample for each wave between 

waves 3 through 6, generating a potential sample of 50,608 person-wave observations.6  The 

sample exclusions are as follows: 12,426 observations are lost because the individual died, left 

the sample, or divorced or separated before wave 6; 4,603 observations are lost because the 

person did not report a probability of bequest receipt; and 1,018 observations are lost because the 

individual gave a positive probability of bequest receipt but could not provide a value or answer 

bracket questions about it.  The final sample is 32,521 person-wave observations, or 17,822 for 

the retirement regressions, which are restricted to persons working at the previous wave.7    

                                                 
6 Observations from waves 1 and 2 cannot be used for the analysis because the expected bequest questions are first 
asked as wave 2, so the expected value of bequest at the previous wave is not available until wave 3. 
 
7 The regressions using the change in the expected probability of making a bequest or inter vivos gift and the change 
in the depression index have about 5% fewer observations than the number here due to missing data for the 
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 An alternative to looking at the effect of bequest receipt over a two-year period for a 

sample of person-wave observations is to look at the effect of bequest receipt during the entire 

sample period (1994-2002) on the change in outcomes over this period.  We refer to this as the 

“long-difference” estimation.  In this approach, each individual contributes only one observation 

to the sample and those individuals who leave the sample or separate from their spouse before 

wave 6 are excluded entirely from the analysis (while they might be able to contribute several 

person-year observations to the other sample).  The long-difference approach matches up 

somewhat better with the questions about expected bequests, which ask about bequest receipt 

over the next ten years.  The long-difference approach can potentially include longer-term 

responses to bequest receipt, while the original approach will focus on more immediate 

responses.  We view the two approaches as complementary and will estimate the models using 

both the person-wave sample and the long-difference sample. 

 Summary statistics for the two samples are shown in Table 3, beginning with the 

dependent variables; values given in the text are for the person-wave sample except as noted.  

Transitions into retirement are very frequent in this population – on average, 19% of workers 

retire over a two-year period and 54% retire over an eight-year period.  Many people plan to 

leave an inheritance of at least $10,000 (69%) or even $100,000 (40%) or to make a gift of at 

least $5,000 within the next ten years (35%); the average change in these variables over time is 

generally quite small, with a slight decrease in the probability of making a gift and a slight 

increase in the probability of making a bequest.  The HRS asks about food consumption at waves 

                                                                                                                                                             
dependent variable.  The consumption regressions are estimated using many fewer observations due to data 
limitations, as described in more detail below. 
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1-2 and 5-6 only, so the person-wave analysis is limited to using the change in food consumption 

between waves 5 and 6.8  Average weekly food consumption is $111 with an average drop of $5.   

 About 5% of the sample receives an inheritance over a two-year period and nearly 18% 

receive one over an eight-year period.  More information on the value of inheritances (in 2002 

dollars) for those who receive them is shown on Table 4.  In the person-wave sample, the mean 

and median values are $72,500 and $30,000, respectively, indicating that the distribution of 

inheritance values is highly skewed; indeed, one-quarter of bequest recipients receive less than 

$10,000 while the top 5% receive bequests in excess of $300,000.  Table 4 also indicates that 

many bequests are either entirely unexpected or larger than expected.  Some 40% of inheritance 

recipients give an expected value of bequests of zero and the average ratio of expected bequests 

to total bequests is 37%.  The inheritance values for the long-difference sample are fairly similar.  

 

IV. RESULTS 

Effects on Retirement 

The retirement regression results are shown in Table 5, first for the person-wave sample 

and then for the long-difference sample.9  In column 1, receiving a bequest is associated with a 

2.5 percentage point increase in the probability of retirement over a two-year period, or 13% of 

the baseline retirement rate of 19%; the effect is statistically significant at the 10% level.  In 

column 2, the bequest receipt dummy is replaced with a continuous measure of the inheritance 

value.  Increasing the value of the inheritance by $100,000 is found to increase the probability of 

retirement by 2.1 percentage points and the effect is statistically significant at the 5% level.   

                                                 
8 Food consumption is the sum of food stamps and expenditures on food eaten at home, food delivered to the home, 
and food eaten outside the home.  Food consumption has been used by many researchers as a proxy for total 
consumption and has been validated as a useful proxy.  
9 In all regressions using the person-wave sample, standard errors are clustered at the person level to correct for 
arbitrary forms of serial correlation in the error term for an individual across survey waves. 
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Column 3 decomposes the effect of a bequest into its expected and unexpected 

components.  Interestingly, the effect of an unexpected bequest is more than twice as large as the 

effect of an expected bequest, 2.7 percentage points for a $100,000 unexpected bequest vs. 1.2 

percentage points for an equivalent expected bequest, and only the former is statistically 

significantly different from zero (at the 10% level).  However, given the large standard errors we 

fail to reject the hypothesis that the two coefficients are equal.  In column 4, we add the variable 

for the change in unrealized bequest expectations.  Its inclusion has little effect on the expected 

and unexpected bequest coefficients and its own effect is small and statistically insignificant. 

Results from the long-difference specifications are shown in the right half of the table and 

are quite similar.  Receiving an inheritance is associated with a 3.6 percentage point increase in 

the probability of retirement; when compared to the baseline retirement probability over an 

eight-year period (54%), this effect is half as large as the effect in the person-wave analysis.  

Increasing the inheritance value by $100,000 is found to increase the probability of retirement by 

3 percentage points.  As above, the estimated effect of unexpected bequests exceeds that of 

expected bequests (3.2 vs. 2.7 percentage points), but we cannot reject the hypothesis that the 

coefficients the same.  All of these coefficients are significant at the 5% level or better; the fact 

that the expected bequest coefficient is now significant marks a change from the person-wave 

analysis.  As before, the change in unrealized expectations variable is highly insignificant and its 

inclusion has little effect.  The results suggest that workers may respond more to unexpected than 

to expected bequests, though the findings are not conclusive on this point.  

 

Effects on Probability of Making a Bequest or Inter Vivos Gift 
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 Tables 6a-6c explore the effect of bequest receipt on change in the respondent’s self-

reported probability of leaving an inheritance greater than or equal to $10,000, leaving an 

inheritance greater than or equal to $100,000, or making an inter vivos gift of at least $5,000 

within the next ten years.  The results are qualitatively similar across these three dependent 

variables, so we focus on the results in Table 6b (those for inheritances greater than $100,000) in 

our discussion.  The left half of the table refers to the change over a two-year period, the right 

half to the change over an eight-year period. 

The first column indicates that receiving a bequest is associated with a 3 percentage point 

greater increase in the probability of making a bequest of at least $100,000; this is more than 

double the 2% average increase in the probability of making a bequest over $100,000 reported by 

respondents over a two-year period, or about 8% of the baseline 40% probability of making such 

a bequest.  The second column indicates that the effect of increasing the value of the inheritance 

by $100,000 is to raise the probability of leaving a bequest of at least $100,000 by 1.3 percentage 

points.   

The results from specifications 3 and 4 are similar to those in the retirement regressions.  

When bequests are split into the expected and unexpected portion, both have a positive effect on 

the probability of leaving a bequest over $100,000, but the effect of unexpected bequests is much 

larger (2.1 percentage points vs. 0.4) and is significant at the 5% level, while the effect of 

expected bequests is not significant.  A test of the equality of the two coefficients again fails to 

reject the null that they are equal.  The effect of adding the change in unrealized bequest 

expectation variable is the same as in the retirement regressions.  The long-difference results are 

nearly identical to the person-wave results. 
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   Results using the expected probability of making a bequest of at least $10,000 as the 

dependent variable are quite similar to those in Table 6b.  One finding worthy of note is that the 

difference between the coefficients for expected and unexpected bequests is statistically 

significant at the 1% level in the person-wave analysis.  However, the coefficients in the long-

difference analysis are somewhat smaller and not significant.  The coefficients in Table 6a may 

be smaller than those in Table 6b because most people are already planning to leave a bequest of 

at least $10,000 regardless of inheritance, though this would not explain the difference between 

the person-wave and long-difference results on Table 6a.  The magnitudes of the coefficients in 

Tables 6b and 6c are virtually identical, which is quite interesting given that they apply to two 

fairly different dependent variables, the change in the probability of making a bequest of at least 

$100,000 and the change in the probability of making an inter vivos gift of at least $5,000 in the 

next ten years, and that the baseline average change over time is positive for bequests and 

negative for inter vivos gifts.   

 

Effects on Consumption 

 Table 7 displays the effect of bequest receipt on the change in weekly food expenditures.  

The coefficients from the person-wave sample are not statistically significant, but there are some 

similarities to previous results.  Notably, the effect of increasing the value of the bequest by 

$100,000 is to lower weekly food consumption by $3 if the bequest is expected and to raise it by 

$4 if the bequest is unexpected, and although both coefficients are not statistically different from 

zero, the difference between them is statistically significant.  The results from the long-

difference specification are somewhat stronger.  Here, bequests always have a positive effect on 

food consumption, as expected.  Increasing the value of the bequest by $100,000 is associated 
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with a $3.37 greater increase in weekly food expenditures, and the effect is significant at the 5% 

level.  This effect is larger if the bequest is unexpected ($4.76 vs. $2.03) and the former 

coefficient is significant at the 10% level, though the difference between the two coefficients is 

no longer significant.  The change in unrealized bequest expectations has a small and 

insignificant coefficient, as before.   

 

Discussion of Results 

 It is interesting to compare the magnitude of our estimates to those in the previous 

literature.  Joulfaian and Wilhelm (1994) find inconsistent effects of bequests on retirement, with 

bequests having a negative and significant effect on the probability of retirement in a linear 

specification and a positive but insignificant effect in a log specification.  In a somewhat 

different context, Coronado and Perozek (2003) generate an estimate of the effect of wealth on 

retirement by looking at the effect of unexpected stock market gains. They find that receiving 

$100,000 in unexpected gains led workers to retire 3 ½ months earlier than expected, though 

most of this was the effect of being a stockholder (3 months), with an additional $100,000 in 

gains accelerating retirement by just two weeks.  We find that a $100,000 bequest increase the 

probability of retirement over two years by 2 to 3 percentage points, compared to a baseline 

retirement probability of 19%.   

Joulfaian and Wilhelm (1994) look at the effect of bequests on consumption and find that 

a $100,000 inheritance increases annual food consumption by $1.80 if further bequests are not 

expected and by $14.00 if they are expected.  In our long-difference estimation, we find that a 

$100,000 bequest is associated with a $175 increase in annual consumption.  Thus our results 
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seem to suggest larger and more robust effects of bequests on retirement and consumption than 

do these previous studies.   

 One of the innovations of our analysis is our ability to separately examine the effect of 

expected and unexpected bequests on behavior.  Our results are strongly suggestive of a larger 

effect of unexpected bequests -- while the difference between the coefficients on expected and 

unexpected bequests is statistically significant in only a few cases, we consistently find that the 

unexpected bequest coefficient is larger than the expected bequest coefficient and that the 

unexpected bequest coefficient is statistically significantly different from zero, while the 

expected bequest coefficient is often not significant. 

 One explanation for the different response to expected and unexpected bequests is that 

people have already adjusted their behavior in response to an expected bequest and thus the 

realization of the bequest does not affect their behavior.  If this were the case, we would also 

expect changes in bequest expectations to trigger changes in behavior.  However, when we 

include this variable in our analysis, we find it to have a small and statistically insignificant 

effect.  One reason why this may be the case is measurement error in the change in expectations 

variable.  By construction, the change in expectations variable includes the difference between 

current and previous bequest expectations, so taking the difference of two noisy measures will 

necessarily amplify the measurement error.  The standard deviation of the change in expectations 

variable is extremely large, lending some support to this hypothesis. 

 

Comparison of Results to Survey Evidence 

The HRS includes some survey questions that directly ask participants how they would 

respond to a wealth shock.  These questions are part of an experimental module in waves 2-3, 
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and so are asked of only a subset of respondents.  The premise is as follows: “Suppose you won a 

sweepstakes that will pay you an amount equal to your current family income every year for as 

long as you live.”  Respondents are then asked whether they would increase their spending now, 

increase their savings now, give some of the money to relatives, and give some of the money to 

others, and if so, what percentage of the funds would be allocated to each purpose.  Respondents 

are also asked if they would quit their job, work fewer hours, or switch to a lower-paying but 

more pleasant job. 

The wave 2 responses to these questions indicate that a majority of respondents would do 

all of these things.  Many respondents say they would decrease labor supply – among those who 

are working, 37% would quit their jobs, 34% would reduce their hours, and 12% would look for 

a lower paid but more pleasant job.  Among all respondents, 67% say they would increase their 

spending, 75% would increase their savings, 78% would give some of the money to relatives, 

and 60% would give some of the money to others.  On average, respondents say they would 

allocate 49% of the funds to savings, 20% to consumption, 16% to relatives, and 8% to others.  

Interestingly, these amounts sum to 93% of the sweepstakes value, which, when added to the 

amount spent on leisure through decreased labor supply, would seem to account for roughly the 

full value of the sweepstakes.  

 It is interesting to make a comparison of these answers to the behavioral responses from 

our analysis to see if they are roughly similar.  We feel it is most appropriate to compare the 

effect of a sweepstakes win to the effect of an unexpected bequest, and therefore use these 

estimates for the long-difference sample.  We first convert the flow of income described in the 

sweepstakes question to a stock by multiplying the family’s income by fifteen.10  This generates 

                                                 
10 This is the appropriate annuity conversion factor for a joint and survivor annuity for a couple who were both born 
in 1937, assuming a 5% nominal interest rate and cohort-specific life tables.  
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a median value of the sweepstakes of $630,000; accordingly, we multiply our estimates of the 

effect of a $100,000 unexpected bequest by 6.3 to approximate the value of the sweepstakes. 

In general, the percent of respondents who say they would take a certain action is 

probably somewhat greater than the response suggested by our estimates.  For example, our labor 

supply results indicate that the receipt of a $630,000 inheritance raises the probability of 

retirement by 20.2 percentage points, which is less than the 37% of people who say they would 

quit their jobs.  Similarly, our estimates suggest that a $630,000 inheritance would increase the 

probability of making an inter vivos gift of at least $5,000 by 14.5 percentage points and of 

making a bequest of at least $100,000 by 18.7 percentage points; although the questions are not 

exactly equivalent, this compares to 79% (60%) who say they would spend some of the money 

on family (others) and median expenditures of $54,000 ($21,000) on these items.  Also, our 

estimates suggest that a $630,000 unexpected bequest would raise annual food consumption by 

$1,560, which can be compared to a median increase in total spending of $68,000. 

 

V. CONCLUSIONS 

 Bequest receipt is an important phenomenon for the young elderly families in the Health 

and Retirement Study.  Roughly 5% of HRS respondents receive a bequest over a two-year 

period and 18% receive one or more bequests over an eight-year period.  These bequests can be 

quite large: the median value of bequests is $30,000 and 5% of bequest recipients receive 

inheritances in excess of $300,000. 

When a household receives a bequest, it can spend it in a variety of ways – by increasing 

its consumption of goods and services, by reducing labor supply and thereby increasing the 

consumption of leisure, or by increasing transfers to family and friends via bequests or inter 
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vivos gifts.  We find evidence of all three responses.  Specifically, we find that the receipt of a 

bequest is associated with an increased probability of retirement and of making bequests and 

inter vivos gifts and that the magnitude of the response is increasing in the size of the bequests 

for these behavior and for consumption as well.  Interestingly, our results also suggest that the 

response to unexpected bequests is larger than the response to expected bequests.   

It is useful to consider what these findings tell us about whether individuals are forward-

looking with respect to bequests when making economic decisions.  The fact that unexpected 

bequests have a bigger effect than expected bequests is consistent with a model such as the life-

cycle hypothesis where consumers are forward-looking and adjust their behavior in response to 

expectations prior to actual bequest receipt.  This is also what is implied by the intergenerational 

altruism theory of bequest motives, which suggests that families operate under a common 

intertemporal budget constraint.  However, as noted earlier, a model of forward-looking 

consumers would also imply that individuals respond to changes in bequest expectations, which 

we do not find, although this may be due in part to measurement error.  Also, the fact that 

expected bequests do have effects on behavior, albeit smaller and less significant ones than 

unexpected bequests, may suggest that there are liquidity constraints that prevent consumers 

from fully responding to expected bequests or that consumers respond less to expected bequests 

because there is still uncertainty about the bequest receipt (“a bird in the hand is worth more than 

one in the bush”). 

 Our results have several implications for broader economic issues.  First, our results 

provide support for the normality of leisure.  Relative to previous estimates of the effect of 

wealth on retirement, our estimates suggest a somewhat larger effect of bequest receipt on 

retirement.  The fact that we find a labor supply (retirement) response to bequests suggests that 
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any calculations of the effect of inheritance on inequality or role of inheritance in wealth 

accumulation should not assume that labor supply is inelastic.  Further, the fact that we find a 

stronger response to unexpected than expected bequests suggests that previous estimates may 

have been biased downwards by an inability to distinguish between expected and unexpected 

bequests.  Although our analysis of consumption is limited to looking at food consumption, our 

results would suggest a marginal propensity to consume of about 2 cents out of every dollar if 

food consumption was about 10% of total consumption and the responsiveness of food and total 

consumption to bequests was similar.   
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