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Abstract - Using the hypothesis "Reason- based Choice" of Shafir-Simonson-Tversky (1993) and Shafir (1993) to consider 
the tax system more efficient involved in business succession in this paper. This hypothesis has been proposed as an 
alternative theory of utility maximization model. Human beings were thought to be able to choose an option from the point of 
view rather than from utility maximization, and easy to put a reason. When it is developed into tax issues related to business 
succession this study, it is desired to indicate the possibility of "passive" to "active" payment of taxes by "Reason-based 
Choice." 
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I. BUSINESS SUCCESSION TAXATION IN 
JAPAN AND SIGNIFICANCE OF THIS 
RESEARCH 
 
Teikoku  Databank's  Survey  on  Corporate 
Awareness of Business Succession in 2013 showed 
that 86.3% of companies see business succession as a 
management priority. However, most respondents 
indicated “I have no plans to give up business.” One-
quarter (25.3%) cited “there is no 
one who can be entrusted,” as a reason, 17% cited 
“handling of individual assets such as owned shares,” 
as a reason, and 10% cited “tax countermeasure such 
as inheritance tax and donation tax,” as a reason. In 
other words, Japanese managers acknowledge the 
necessity of succession planning, but few have 
established plans because they perceive systemic 
problems related to business succession. 
Japan's maximum tax rate of 50% on inheritances 
and donations is the highest among developed 
economies (Ministry of Finance, Measures to 
Facilitate Business Succession, April, 
2014). I have delayed payment of taxes on these 
taxes (Refer to documents 1 and 2). Most Japanese 
small and medium-sized enterprises (SMEs) are not 
publically traded. Japanese government establishes a 
grace period for paying inheritance tax on unlisted 
stock. The tax is levied on 80% of the value of the 
stock inherited. 
 

 
Source: Ministry of Finance (April 2008), the Author modified. 

TABLE 1 DONATION TAX ON UNLISTED STOCK 

Japanese policymakers are discussing alternative 
grace periods for the payment of taxes on inherited 
stock of SMEs. Their concerns are to support SMEs 
and business continuity by reducing inheritance 
taxes. According to the Survey on Business 
Succession in Small and Medium 
Enterprises/Discovery Survey Report by Teikoku 
Databank (published in February 2015), 80% of the 
inheritance tax will be paid for tax payment. I 
surveyed companies that have received tax deduction 
payment and found that 96.7% are considering to 
“continually apply the same system” to obtain relief 
from the donation tax. About 70% of  respondents 
are  dissatisfied with  the  current system of taxation. 
Reasons cited include, “troublesome procedures such 
as annual reports (with 79.7% of respondents), 
“cannot give stocks to the next generation” (with 
57.8% of respondents), and “difficult to maintain 
average employment for five years” (with 23.4% of 
respondents) (Refer to Fig. 1). 

 
n = 64 

Source: Teikoku Databank Questionnaire on Business 
Succession in Small and Medium Enterprises / Report on 
Discovery Survey (February 2015) , the author modified. 

 
FIGURE 1 REASONS FOR DISSATISFACTION WITH 

DELAYED PAYMENT OF DONATION TAXES 
 
The  survey  sought  to  investigate the  burden  of 
inheritance taxes on the transfer of assets by 
interviewing company managers or individual 
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business owners. I quantitatively analyzed the results, 
focusing on cost reductions attributable to revised 
taxation, effects on employment attributable to 
business succession, and the economic effects of 
avoiding waste and sustaining employment losses. 
Interviews indicated that respondents seek to avoid 
business succession taxation. The reason behind this 
is as follows: “Although there is a possibility to use 
the timing in which the actual business succession is 
decided, it remembers that it could not be said that it is 
a very easy-to-use system when grasped a few years 
ago” (Company J, a manufacturer of assorted tools). 
“I am understanding about the company’s reputation 
from others and I cannot say that this is a 
complicated system and therefore not easy to use, 
especially the features of the system such as 
submission of documentation, mainly of machine 
tools” (Company P, a maker of prefabricated houses,  
office  equipment, and  air  conditioning). Regarding 
the application of inheritance tax/donation tax 
countermeasures and preferential taxation, a manager 
with Company D, a retailer of propane gas, said 
I believe that corporate income is one way to receive 
the current preferential taxation system. There  are  
stores and propane houses as business assets. It holds 
a lot of propane containers themselves, and since the 
right to sell propane gas is about ¥30,000 per 
household, the tax burden to some extent is 
considered large when examining inheritance or 
donations. I separated the business assets from 
personal assets before doing it, and I am considering 
becoming a corporate entity if I can also receive 
preferential taxation. 
 
Further, concerning the inheritance burden after the 
introduction of the special case, Company L, a 
wholesaler of wood and bamboo, noted “… due to 
the nature of timber processing, I need a large site. 
I currently own 11570.25 ㎡（3,500 floor space）of 
land, which I believe is insufficient for our 
requirements. When I inherited the business from my 
father, I had to sell considerable land because of the 
heavy burden of inheritance…. I feel uneasy because 
the tax burden of inheritance is very large. Other 
respondents also expressed tax concerns. 
Given these comments, this research interprets its 
empirical findings within the context of reason-based 
choice to consider a more efficient system of 
inheritance taxation for SMEs [1], [2]. 
 
II. INTERNATIONAL COMPARISON OF 
INHERITANCE TAX AND DONATION TAX 
REVENUES 
 
First, I examine the changes in revenues received 
from inheritance and donation taxes. Fig. 2 reveals 
that revenues have declined during the Heisei era 
from their peak in 1993. After an initial decline they 
increased slightly in FY2008. 
Next,  I   examine  the  inheritance  and donation 

taxes related to business succession.† Property   to   
which   inheritance   tax   is   applied includes,  
agricultural  land  and  stock  in  unlisted companies   
received   as   donations   prior   to   a decedent’s  
death  and  had  received  exceptional cases of tax 
payment on donation tax. If an heir cannot be 
located, the property provided by the inherited 
property corporation based on the provisions of Civil 
Code (16, 14, 21, 16 of Chapter 2, 3, 4, 19, 21, 16 of 
Method 2, 5 of 7, 70, 7 of Taxation 70) (National Tax 
Agency No. 4105 Property Subject to Inheritance 
Tax). 

 
(Note 1) Inheritance tax revenue is per fiscal year, including 

Donation tax revenue (settlement amount before FY2004, 
budget amount after amendment for FY2005, budget amount 

for FY2008). 
(Note 2) The number of taxation is from the National Tax 

Agency Statistical Annual Report. The number of deaths is 
from the Ministry of Health, Labor, and Welfare. 

Source: Ministry of Finance. (April, 2008). 
(Note 3) Number of annual taxes / number of deaths per year 

 
FIGURE 2 PERCENTAGES OF JAPANESE WHO PAY 

INHERITANCE TAX AND CHANGES IN INHERITANCE 
TAX / DONATION TAX REVENUE 

 
The purpose of using inheritance tax is correcting the 
concentration of wealth and redistributing income. 
According to Table 2, the taxation rate of Japanese 
inheritance tax in FY2012 is 4.3% of the number of 
inheritance cases. However, property subject to 
inheritance tax incurs high and steeply progressive 
rates. Donation taxes are imposed on property 
received before the donor’s death to prevent evasion 
of inheritance taxes. Therefore, donation taxes are a 
complement to the inheritance tax and incur higher 
rates. There are two methods of computing taxes: 
calendar year and upon inheritance. In the former, 
donations are taxed in the year they are received. 
And, in the latter, donation tax is added to inheritance 
taxes. 
 
The inheritance tax is the focus for this research. 
Since it is imposed on personal property, 
corporations escape it. However, SMEs’ generally 
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have operating assets and in strict legal interpretation 
is private property, not personal property. They also 
face special circumstances— e.g., SMEs’ assets may 
be illiquid. Therefore, questions arise about the 
uniformity of inheritance taxation applied to private 
property. Because most SMEs are not publically 
traded, it is difficult to evaluate them for tax 
purposes. Normal methods include comparison with 
firms in similar industries, computation of net asset 
values, or a combination of these two methods. 
Assessed values are subject to reduction. Table 3 
shows the applicable tax rates. The taxable base of 
gift tax is determined as the value  of  properties 
obtained  by  a  gift  (or  by  a deemed gift) during 
each calendar year, after an annual basic exemption 
of ¥1.1 million is applied. 

 
Source: 2017 Worldwide Estate and Inheritance Tax Guide. 

 
TABLE 2 COMPUTATION OF DONATION TAX IN JAPAN 
 

 
Source: Ernst & Young International Inheritance Tax Guide 

2014; New Japan Limited Liability Audit Corporation Business 
Succession Tax System in Foreign Countries (Medium 

Enterprise Agency Survey); Kazuya Kobayashi and Yoko 
Shioya, "Business Succession Tax Systems in Other 

Countries,” Tax Accountant Corporation 
PricewaterhouseCoopers, Tax Research Institute, September 

2012 (No.165), the author modified. 
Note 1: Yen conversions are in parentheses. US$1 = ¥117, £1 = 

¥178, €1 = ¥132, 1 won = ¥0.1. 
Source: Revised by the author based on the Teikoku Databank 

Questionnaire on Business Succession in Small and Medium 
Enterprises / Report on Discovery Survey (February 2015). 

 
TABLE 3 COMPARISON OF BUSINESS SUCCESSION 

TAXATION OUTSIDE JAPAN 

III. PSYCHOLOGICAL BURDEN OF PAYING 
TAXES 
 
A researcher [3], [4] argues that the “problem” of 
business succession is actually contains two sub-
problems: identifying and training successors and 
securing funds to pay inheritance taxes. The first 
problem is straightforward—i.e., there may be no 
immediate suitable successor, and it takes time to 
groom one. The second problem contains both 
psychological and financial related factors. Paying 
the inheritance tax presents an emotional burden 
when  business assets  are  depleted to  meet  tax 
obligations, and it may include difficulties of raising 
funds to retain management rights. Understandably, 
inheritors are concerned with measures to reduce the 
inheritance tax. 

 
Source: General Association Trust Association Report on 

Awareness of Inheritance (August 2012). Subjects: Married 
persons  over  age  50.  Source:  our  Internet  monitor.  Survey 
period May 18–21. Surveyed region: nationwide. Sample size: 
15,000 with 3,998 responses (26.7% recovery rate). Research by 

Nikkei Research Co., Ltd. The author modified. 
 

FIGURE 3 INTEREST IN INHERITANCE TAX REFORM 
AND INTENT TO USE DONATIONS TO REDUCE 

DONATION TAX 
 
As mentioned, inheritance taxes are intended to 
correct concentration of wealth and redistribute 
income. Assets subject to inheritance tax incur a 
considerable tax burden from high and steeply 
progressive tax rates. The donation tax is imposed on 
property received prior to inheritance, and the tax 
rate is higher than the inheritance tax to preventing 
escaping inheritance taxes. 
 
Fig. 3 shows the extent of interest in revising Japan’s 
system of inheritance taxation and general 
inheritance corporate trust society (2012). A report on 
the awareness survey results on inheritance and 
strengthening of inheritance tax and intention to use 
donations when relaxing donation tax. The results of 
the survey are as follows. 
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More than 50% of respondents indicated interest in 
revising Japan’s inheritance tax. Interest is especially 
strong among respondents who have taken measures 
to reduce inheritance taxes or feel the necessity to do 
so. Show a high degree of interest of 7 to 80% or 
more. 
 
More than 40% of respondents intended to use 
donations at the time of strengthening inheritance tax 
and relaxation of donation tax is “stronger to inherit,” 
especially “persons who have inherited 
countermeasures,” “who feel the necessity of 
inheritance countermeasures” The layer which is 
taking measures against inheritance “show a high 
degree of interest of 60% or more.” 
 
The following psychological burden was revealed 
from the Teikoku Databank Questionnaire and 
Survey on Business Succession in Small and Medium 
Enterprises (February 2015) on tax awareness of 
inheritance held by SMEs (Refer to Figs. 4 and 5). 
 

 
Source: Teikoku Databank Questionnaire on Succession of 

Small and Medium Enterprises / Report on Discovery Survey 
(February 2015). 

 
FIGURE 4 ANXIETY ABOUT BURDEN OF INHERITANCE 

TAX 

 
Source: Teikoku Databank Questionnaire on Business 

Succession in Small and Medium Enterprises / Report on 
Discovery Survey (February 2015). 

 
FIGURE 5 REASONS FOR ANXIETY ABOUT 

INHERITANCE  TAXES 

IV. FROM “PASSIVE TAX PAYMENT” TO 
REASON-BASED "ACTIVE TAX PAYMENT” 
 
A researcher [7] stated the following about Japanese 
taxpayers  after  implementation of  the Shoup’s 
recommendation, the basis for Japan’s current tax 
system: 
It is what the American scholar has tackled to realize 
the ideal tax system. The introduction from this 
Shoup’s recommendation is a self-filing declaration  
system,  the  so-called  final return declaration 
system. The self-tax return system calculates your 
own tax. It is said that you calculate the tax on your 
own and report it on your own. Further, you pay the 
tax you report. This is called as a democratic tax 
payment system. However, for Japanese people, tax 
is not to be paid, but is to be taken into account. Going 
back to it since taxi is in the “treasure” era in Zu 
Yong Diao because tax is impressed into the body 
and what is imposed. Even if it is set as an annual 
contribution, it was paid as per the size of the field. 
Even if it enters the Showa period, as with the annual 
salary system, the country has determined the 
personal income and decided the tax amount as per 
the amount. “Your tax this year is X yen. Please 
pay.” Even now, property tax is correctly calculated 
as per this pension system. This consciousness 
imprinted over a long period tears off our actions 
without knowing it. Like things like customs and 
common sense…. The Japanese consciousness about 
tax is the ‘annual contribution taken’ cultivated in 
history. Even if I understand that tax is a thing to pay, 
the body does not agree. No, because it is taken and it 
is not at hand, it gives up with no choice [7]. 
Japan describes taxes as being “collected”—i.e., 
revenues are secured. By contrast, the UK and the US 
refer to taxes as “support.” Such differences in 
expression may influence taxpayers’ psychology and 
behavior. Even if the system is arranged to reduce 
taxpayer burden, the psychological effect  of  
taxation  seems undiminished as  long as  people 
regard taxes as “collected.” In his research into 
behavioral economics Nobel laureate Daniel 
Kahneman labels this phenomenon the framing effect 
[5], [6]. Kahneman asserts that people seek “loss 
avoidance”—i.e., they focus on losses more than 
gains even if their expected values are identical. With 
respect to taxes, people associate “collection” with 
losses to be avoided. 
Accordingly, this research suggests a more efficient 
system of taxing business succession based on the 
reason-based choice hypothesis. A few researchers 
[1], [2] modeled reason-based selection as an 
alternative to utility maximization. If people make 
reason-based choices rather than seeking to maximize 
utility, it is possible to bring consistency to decision-
making. I suggest the possibility of transiting to 
reason-based choice— from “passive tax payment” 
to “active tax payment”—in developing a system for 
taxing business succession. 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-4, Issue-1, Jan.-2018 
http://iraj.in 

Applying Behavioral Economics to Business Succession Taxation in Japan 
 

79 

A few researchers [8] examined the rationality of 
“reason-based choice” with respect to active and 
passive decision-making. Based on the experimental 
results,  the  feeling  that  traditional economics had 
been dealt with is only as a consequence. 
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