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Abstract 

The purpose of this study is to examine determinants of household’s willingness to take 

financial risks, particularly the effect of households’ expectation. The data this study used are 

the Survey of Consumer Finances 2007 by which researchers can examine the household 

financial issues before the financial crisis. By employing multinomial logit regression, the 

new finding of this study is that when the households expect the future economy will be 

better, they are not willing to take either no or substantial financial risk. This study uses the 

uncertainty theory with the timing of the survey to interpret this seemingly unintuitive result. 

Other findings are that age, more working people in a household, male, education and 

majority race are household characteristics positively affecting the probability of household’s 

willingness to take average and above-average financial risks.  

 

 

 

 

 

 

 

 

 



Household’s Willingness to Take Financial Risk 

 3

Introduction 

    The uncertainty theory introduced in microeconomics indicates that an individual’s risk 

aversion is a function of his wealth. An individual could refuse to play fair games while their 

wealth is at a lower level, while they could accept to play games unfair against them while 

they have more wealth. Investment in the financial markets is also an unfair game, i.e., games 

with positive expected long-run returns, but preferred to players in general. The more risky a 

financial asset is, the higher expected return it will be generated. By theory of uncertainty, 

people might expect individuals to have a lower risk aversion and take a higher financial risk 

if their wealth achieves at a certain level. Although the data show a large number of 

households are only willing to take no financial risk or average risk even some households 

have a large amount of wealth, the uncertainty theory also tells an individual’s expectation 

for financial returns or risk in the next period can determine his investment this period. As a 

result, this study aims to investigate how individuals’ perceptions of the interactions of the 

future economy and their wealth could affect their financial plans.  

    Beyond the conventional theory in textbooks, many literatures have found an evidence 

that household characteristics can affect investment decision regarding risky assets (e.g. 

Barber and Odean 2001; Jianakoplos and Bernasek 1998; Kyrychenko and Shum 2009). 

Although some of these studies focus only on some specific financial assets, particularly 

high-risk assets, such as company stocks and mutual funds, a household’s decision on 

purchasing these assets directly reflects its level of risk aversion. Therefore, household 

characteristics can serve as control variables in the empirical models and the estimated results 
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will point out which of them are determinants of household’s willingness to take financial 

risk.  

    The level of risk aversion for an individual is measurable. According to literatures (e.g. 

Chetty 2006; Donkers et al. 2001), the level of risk aversion can be calculated by income 

elasticity or compensated wage elasticity. This implies that these measures are a function of 

income. Since this study focuses on household finance, instead of imputing the exact value of 

risk aversion by income information, it is reasonable to adopt a measure presenting 

household’s attitude toward financial risk by employing the proxy of risk aversion provided 

by the Survey of Consumer Finances 2007 (SCF 2007), i.e. the willingness to take financial 

risk. Through the SCF 2007, people can see how well sampled households predict the 

incoming financial crisis and how their expectations affect willingness of taking financial 

risks. This study finds that the effect of expectation for households with willingness to take 

substantial risk is different from other households. Details regarding this find and 

interpretation will be discussed in the later sections. 

    The rest of this study is organized as follows: Section 2 reviews literature related to the 

relationship among risk aversion, household characteristics, and financial decisions. Section 3 

introduces the household finance data, establishes the empirical model, and describes 

definitions and descriptive statistics of variables. Section 4 analyzes empirical results and 

interprets the findings, particularly the new ones, followed by the concluding remarks in 

Section 5. 

Literature Review 

There are some theoretical frameworks connecting the risk-aversion and financial 
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allocation. Campbell et al. (2003) indicated that the probability of holding multiple assets 

might be a hump-shaped function of risk aversion. That is, individuals with an intermediate 

level of risk aversion are expected to hold multiple assets, including some very risky assets. 

In contrast, both extremely risk-averse and risk-loving investors should hold less diversified 

portfolios. The model in Kimball (1993) showed that uninsurable, non-diversifiable risks, 

such as earnings risk, may induce prudent investors to reduce holdings of risky assets in order 

to lower their overall exposure to risk. Paxson (1990) proposed that when the limit on 

borrowing is exogenous, this borrowing cost can be avoided by holding safer and more liquid 

assets. Paxson (1990) also pointed out that individuals may be able to reduce the probability 

of being credit constrained led in the future by holding less liquid portfolios which generate 

higher cash flow. Using calibrations, Cocco et al. (2005) and Viceira (2001) showed that in 

the life-cycle models, the proportion of risky assets in portfolios is decreasing in age. They 

also presented that the higher the level of risk aversion, the larger the safety buffer a 

household desires and the less likely it would hold more risky types of assets. King and 

Leape (1998) also found a negative relationship between risk aversion and holding a mix of 

different assets. 

Since the surveys of household and individuals data have been growing in the past two 

decades, a large number of studies estimated risk aversion and determinants of risk attitude 

and financial decisions. Chetty (2006) and Donkers et al. (2001) used individual income and 

wage profiles to impute the exact value of risk aversion. The literatures studying the 

determinants of risk attitude generally take only a few individual characteristics into 

consideration. Jianakoplos and Bernasek (1998) and Hersch (1996) showed that female 
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exhibits relatively more risk-averse. The former focused on the financial decision making 

while the latter compared the health caring behaviors between both gender and race 

differences. On the other hand, empirical studies of the determinants of household portfolio 

choices consider comprehensive demographic variables. Barasinska et al. (2012) and Bertaut 

(1998) applied limited dependent variable models with a series of household characteristics 

as independent variables and found that some household characteristics, such as age, gender, 

race, education etc., have a statistically significant impact on the purchase of stocks and 

mutual funds.  

Different from the results of other empirical studies that ethnic is a determinant of 

holding risky assets, such as Barasinska et al. (2012) and Bertaut (1998), Coleman (2003) and 

Fang et al. (2013) found that it is not necessary for minority groups to take lower financial 

risk after controlling other demographic variables. In addition, Karlsson and Norden (2007) 

employed the Sweden household data and estimated the likelihood of home bias measured by 

the proportion of pension fund invested in the domestic assets to find that people who are 

older, unmarried, poorly educated, working in the government, investing just a small amount 

of money in the pensions funds, and for those who are lack of previous experiences of 

investing in risky assets are more possible to be home biased or risk averse. Similarly, 

Kyrychenko and Shum (2009) also found that age, financial wealth, and proxies for investor 

confidence are positively related to direct ownership of foreign stocks and bonds, while 

proxies for a lack of financial sophistication have a negative effect. In addition to household 

characteristics, some other variables, such as expected returns and benefits exogenous to 

household, have an impact on the holdings of financial assets. For example, Huang and 
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Litzenberger (1988) pointed out that a higher expected return is needed to attract investors 

with a higher risk aversion to invest in risky assets than those with a lower risk aversion. 

    From literatures, this study concludes that most studies focus on how risk aversion or 

risk attitude affect the financial decision, for example, portfolio choices (Barasinska et al. 

2012; Bertaut 1998). However, it could be that a household’s financial attitude is affected by 

some household characteristics (Coleman 2003; Karlsson and Norden 2007; Kyrychenko and 

Shum 2009). One of the characteristic this study focuses on is the household’s expectation of 

the future economy by which expected returns are calculated would affect the household 

financial decision, as Huang and Litzenberger (1988) mentioned. This study differs from 

literatures in the sense that the risk attitude and a mentally recognition of household’s risk 

attitude instead of the level of financial risk are considered.1 Moreover, this study gives 

supplements to this research filed by considering several variables that have been neglected 

in literatures, such as a couple’s working status, expectation about the future economy and 

participating pension plan. In order to explore determinants of household’s willingness to 

take financial risk, an accurate empirical model is adopted and described in the next section. 

Empirical Model and Data 

The data of household finance used in this study are from the Survey of Consumer 

Finances 2007 (SCF 2007). The dependent variable in this study is the attitude toward 

investment return and risk. The survey asked respondents about their willingness to take 

financial risk for earning returns. In the four categories (m = 1, 2, 3 and 4), each respondent 

can chooses only one of four categories that fits his or her situation. These four categories in 

the order of the level of willingness to take financial risks are as follows: m=1, if not willing 
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to take any financial risks; m=2, if willing to take average financial risks expecting to earn 

average returns; m=3, if willing to take above average financial risks expecting to earn above 

average returns; m=4, if willing to take substantial financial risks expecting to earn 

substantial returns.2 This means that m=1 is the most risk averse and m=4 is the least risk 

averse. 

Superior to other household survey data, the SCF 2007 provides detailed income, assets, 

working status, and several characteristics of household head. However, it is assumed in the 

SCF 2007 that the head in a married household is male without considering his economic 

status. The potential problem of this is that it is unable to clearly distinguish the effect of 

gender and marriage on his willingness to take financial risk. From the viewpoint of 

econometrics, the standard error of coefficient for both variables would be larger, meaning 

that parameters are inefficient. For conquering this problem, this study combines three 

variables, gender, marriage and working status to create seven dummy variables for 

presenting seven combinations. Four dummy variables for unmarried households, it is 

possible to compare effects of gender and working status (SMW, SMN, SFW, SFN). However, 

three dummy variables for married households, it is only possible to compare effects of 

working status among the following three situations, both husband and wife are working 

(MBW), one is working (MOW) and no one is working (MBN). In addition, due to the 

limitation of public dataset, this study can only use working in the public (PUBLIC), 

agricultural (AGRI) or the private sector as a proxy of income risk.3 Working in the public 

(agriculture) sector has a lowest (highest) income risk. 



Household’s Willingness to Take Financial Risk 

 9

    The main household characteristic in this study is the expectation of the near future 

economy where each household choose one of these three opinions, i.e., the economy is 

expected to be worse, the same, or better. This study assigns the worse to be the base and 

compare the effects of the same and better (SAME and BETTER) to the worse. For the rest of 

the independent variables, this study follows literatures of household finance to select 

household characteristics that are commonly used, including three ordinal variables, i.e. age 

of household head (AGE), labor income (LBINCM) and net worth of household (NETW), and 

a series of dummy variables associated with household head. Some of these dummy variables 

are objective, such as being a white (WHITE), participating in a pension plan (PENSION), 

holding stockings of his or her working company (STOCK), having credit constraint 

(NOCREDIT), education level (COLLEGE and HSCH). Other characteristics are subjective, 

such as health status (PRHTH), and having intention to leave bequests to his or her offspring 

(BEQT). In additional to these characteristics, this study will add the squared term of age 

(AGESQ) to empirical models for capturing the nonlinear effect of age.5 

    Table 1 presents definitions and descriptive statistics of all variables in each level of the 

willingness to take financial risks. The sample size of levels of the willingness to take 

financial risks m=1, 2, 3, 4 is 1363, 1773, 880, and 209, respectively, after dropping 

observations with missing variables. 

    For some characteristics against willingness to take financial risk, there are several 

noticeable patterns shown in Table 1. Households with a younger household head, white 

household head, higher labor income or net worth tend to have a willingness to take higher 

risk. Among unmarried households, a male householder with work is willing to take higher 
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financial risk while a female householder with work is willing to take lower financial risk. 

Among married households, a household with the couple both are working and only one is 

working is willing to take higher risk than no one is working. Education is the characteristic 

with the clearest pattern shown in Figure 1 for visual impression. For those households who 

are willing to take average or higher risk, more than 50 % have college degrees; for 

households not willing to take any risk are dominated by less educated householders. The 

proportions of high school educated are not very different across the four categories. Another 

noticeable pattern is that according to Table 1, for households with no willingness to take any 

risk, 70% join the pension plan. On the other hand, for those households who are willing to 

take average or higher risk, more than 70 % have bequest motivations. Because 70% of the 

household surveys were completed before the financial crisis burst in August 2007 

(Kennickell 2008), people can observe how precise sampled households predicted the future 

economy. Households with willingness to take no and substantial financial risk have slightly 

better foresight for the future economy than the other two groups. Approximately 35% of 

households in these two groups expect the economy will be worse while less than 30% of 

households in the other two groups have the same expectation. However, more than 60% of 

households in each group did not predict the incoming financial crisis. The descriptive 

statistics give hints that characteristics with clear patterns could have effects on willingness to 

take risk. Therefore, the empirical models are employed to examine whether or not their 

effects exist. 

For the empirical models, there are several specifications adopted in this study. Since the 

dependent variable, willingness to take financial risks, is ordinal, the ordered logit model is 
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employed. The specification of the ordered logit model of willingness to take financial risks 

can be described as follows. Assuming that a household i’s willingness to take risk, y* is 

determined by its characteristic, xi as shown in the following simple equation. 

iii xy εβα ++=∗               (1) 

where α and β are intercept and coefficient that measures the effect of characteristic on 

willingness to take risk; εi is the error term that follows logistic distribution. It is possible to 

estimate Equation (1) as the simple linear regression model using the numbered willingness 

to take risk, i.e. yi
*=1, 2, 3, 4.4 However, yi

* is actually unobservable and assumed to be 

related with yi, the household’s choice of ordinal willingness to take risk, in the following 

form: 

4,3,2,1m,yif,my mi1mi =<≤= ∗
− ττ        (2) 

where τm is threshold or cut-point. Equation (2) indicates that when yi
* is between any two 

thresholds, τm-1 and τm, the choice of the ordinal willingness to take risk is observed. Given 

the assumptions that τ0=-∞ and that τ4=∞, using the method of maximum likelihood, β, τ1 (or 

α), τ2 and τ3 can be estimated. 

However, the results of ordered logit model can only show the general effect of each 

independent variable on the dependent variable. To further probe the effect in each choice 

case, this study has to select a less constrained model. By following the most common 

solution to this issue, this study adopts the multinomial logit model (e.g. Long 1997; 

Kyrychenko and Shum 2009). In the multinomial logit model, the dependent variable is 

assumed to be discrete and some information associated with ordinal values is lost.6 Let the 

lowest ordered willingness to take financial risk, i.e. m=1 (the most risk adverse), be the base 
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category (or choice), the multinomial logit model predicting the probabilities of choosing 

each level of willingness to risk for household i can be described as follows. 

 =+
== 4

2j ji
ii )xexp(1

1)x|1yPr(
β

,          (3) 

.4,3,2mfor,
)xexp(1

)xexp()x|myPr( 4
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+
==

 = β
β     (4) 

Different from the ordered logit model, the multinomial logit model allows βm (the intercept 

is included) to vary in m. By the method of maximum likelihood, estimates of βm are obtained. 

Now the estimates of βm are in relative terms, meaning that in contrast to choice m=1, how 

possible that the choice of any other m is going to change as xi changes. More explicitly, the 

positively (negatively) estimated βm implies that the probability of choosing m contrast to 

m=1 increases (decreases) when xi increases. 

Empirical Results 

Estimates of the ordered logit model with all independent variables listed in Table 1 are 

presented in Table 2. For comparison, estimated results of the linear regression model are also 

provided in Table 2. In general, estimated signs of coefficients in these two models are quite 

consistent except for the pension plan variable.7 However, estimated results of the ordered 

logit model are more reliable than those of the linear regression model based on the ordered 

feature of dependent variable.  

In Table 2, according to the ordered logit model, it is found that the characteristics with 

positive effects for willing to take higher level of financial risk are age (AGE), having bequest 

motivation (BEQT), being a white (WHITE), holding company stocks (STOCK), higher 

education levels (COLLEGE and HSCH), having moderate expectation for the future 
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economy (SAME), and more net worth (NETW). The negative estimated coefficient of the 

squared term of age (AGESQ) implies that the positive effect of age is decreasing and will 

become negative after achieving at a certain level of age which depends on the household 

other characteristics. Among these characteristics, COLLEGE has the largest positive effect 

which is consistent with conclusion proposed by Bertaut (1998) that a higher education is a 

proxy of a lower cost for financial information. 

Furthermore, variables of marriage status/ gender/working status, also have positive 

effects on the level of willingness to take financial risk. Compared with the reference group, 

single/female/not working (SFN), a married household with both head and his wife are 

working (MBW) and a single household with a male head is working (SMW) are more willing 

to take a higher financial risk than others. However, the positive impact decreases as the 

marriage status shifts from being married to single and as the number of working people 

declines in a married household. The characteristics with a significantly negative effect are 

working in the public sector (PUBLIC), working in the agricultural sector (AGRI), and having 

a poor health (PRHTH). 

Since results of the ordered logit model can only present the general effect of 

independent variables, this study further adopts the multinomial logit model to examine the 

impact of explanatory variables on the dependent variable in each choice category.8 Table 3 

presents estimated results of the multinomial logit model. This study estimates three 

coefficients for each explanatory variable as m=2, 3, 4, respectively. Each coefficient 

represents the effect of the variable on the probability of choosing y = m relative to the 

probability of obtaining y = 1 (the most risk averse). In other words, people with willingness 
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to take higher degrees of financial risk, where y = 2, 3, 4, are for outcomes of higher expected 

returns. This study also reports the Wald test for coefficients of each explanatory variable, 

which is chi-square distributed under the null hypothesis that the coefficient are jointly equal 

to zero for m = 2, 3, 4.  

    The main independent variables in this study, the expectation for the future economy, 

have different effects for households in different groups. Both variables of expectation for 

better economy (BETTER) and moderate economy (SAME) have a statistically and 

significantly positive effect in both m=2 and 3, and become statistically insignificant in the 

case of m=4, implying that both expectations for better economy and moderate economy 

encourage households more likely to be willing to take a higher level of average risks or 

above average risks. However, an optimistic viewpoint of future economy is not enough for a 

household to choose the highest financial risk (m=4). The plausible interpretation is through 

the uncertainty theory. Since the beginning of 2007 the unusual economic events had 

occurred before the financial crisis burst (Federal Reserve Bank of St. Louis 2011). Bad news, 

like majors financial corporations filed for bankruptcy protection, would affect household’s 

expected probabilities for the future economy. Although a household head might think the 

future economy would be better more likely, he could assign some higher probability to 

worse economy or has lower expected financial returns, the sum of the probability times 

return associated with each economy situation, than in the case with fewer bad news. And 

since taking substantial financial risk implies extreme low return and large loss in the worse 

economy, this study finds the expectation had no effect on willing to take substantial risk 

using the SFC 2007 data. 
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AGE and its squared terms (AGESQ) are added integrally and significantly to the model. 

The results of the multinomial logit model in Table 3 show that the coefficients of AGE are 

statistically and significantly positive, while the coefficients for its squared terms (AGESQ) 

are statistically and significantly negative in cases of m=2 and 3. It means that compared with 

m=1, households are more likely to be willing to take average or above average financial 

risks as their heads are getting old but turn to be less likely to be willing to take average or 

above average financial risks after a certain age. However, this conclusion is not held in the 

case of households with the willingness to take highest risk (m = 4). 

There are two dummy variables as proxies of income risk, i.e. working in public sector 

(PUBLIC) and in agricultural sector (ARGI). Compared with the private sector, working in 

the public sector (PUBLIC) has no statistically significant effect, but working in the 

agricultural sector (ARGI) has a statistically and significantly negative effect in cases of m=2 

and 3, but not in m=4, which gives an evidence that high income risk (ARGI) had negative 

effect on financial risk-taking. Although this estimation fails to find a solid connection 

between income risk and willingness to take risk, a possibility is that according to Table 1, 

94%, 93%, 95%, and 96% of household heads are working in the private sector as m=1, 2, 3, 

4, respectively. 

Regarding to the educational level, using below high school degree as the reference group, 

householder with college (COLLEGE) and high school (HSCH) degrees has a huge impact on 

willingness to take financial risk in all cases. Relative to a householder with a degree below 

high school, a household with a college degree or above or a high degree is more willing to 

take higher financial risk. The coefficients for COLLEGE and HSCH are significantly 
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positive at the 1% significance level and increasing as the degree of financial risk getting 

higher from m=2 to m=3, meaning that a higher-educated householder has a higher 

probability of willingness to take a higher financial risk. The relatively large coefficient of 

COLLEGE to other characteristics indicates that it is the most important determinant of 

household’s willingness to take a higher financial risk. 

By comparing seven household characteristics of marriage status/ gender/working status, 

using the single/female/not-working (SFN) as the reference group, estimated coefficients of 

all six marriage status/ gender/working status variables are statistically and significantly 

positive. It is worth noting that almost all these impacts are getting larger as the level of 

financial risk is getting higher, i.e. m from 2 to 4, and decreasing as the marriage status shifts 

from being married to single and as the number of working people declines in a married 

household. It is shown that a married household with both head and his wife being working is 

more likely to be willing to take a higher level of financial risk than only either head or his 

wife is working or no one is working. A married household with only either head or his wife 

being working is more likely to be willing to take a higher level of financial risk than no one 

is working. The explanation of this conclusion could be that a household with more income 

resources has higher level of security in basic needs, it can endure financial risk.  

In addition, by comparing with married/one working (MOW) and with 

single/male/working (SMW) or single/female/working (SFW), all of these three characteristics 

are statistically and significantly positive, but the coefficient of single/male/working (SMW) 

is larger than that of married/one-working (MOW), implying that a married household is not  

willing to take financial risk as high as a single male. On the other hand, the positive effect of 
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married/one-working (MOW) is larger than that of single/female/working (SFW) meaning 

that a married household is more willing to take a higher financial risk than a single female 

household. The effect of gender can be also revealed by comparing estimates of 

single/male/working (SMW) and single/female/working (SFW) Since the coefficient of 

Single/Male/Working (SMW) is larger than that of single/female/working (SFW) in all levels 

of financial risk. It implies that male is more aggressive in investing in risky assets than 

female. This conclusion is similar to the one proposed by Barber and Odean (2001). 

Both race and health also interpret household’s willingness to take financial risks. 

Coefficients of the poor health (PRHTH) and white race (WHITE) are all statistically and 

significantly negative and positive, respectively, in all levels of financial risk. It means that 

household head with a poor health is less likely to be willing to invest in risky assets and that 

a white household head, the majority in the US, is more likely to be willing to take a higher 

level of financial risk. This conclusion is not consistent with the earlier conclusion asserted 

by Coleman (2003) who found whites are more risk averse than blacks,9 but reasonable. As 

more and more information is provided by the website over time, the reason of this 

conclusion could be that a white household head has a larger probability to obtain financial 

information through networking than those household heads with other races. 

Similar to age and education, holding company stocks (STOCK) is another proxy for 

information or experience advantage. This variable has a statistically and significantly 

positive effect on household’s willingness to take a higher level of financial risks. It is likely 

that the household head already has had an awareness of financial risk so that he or she 

chooses to buy stocks of the company, or obtained experience in investing financial assets 
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through owning the company stocks. Therefore, the household head is encouraged to take a 

higher level of financial risk. Moreover, both variables of expectation for better economy 

(BETTER) and moderate economy (SAME) have a statistically and significantly positive 

effect in both m=2 and 3, and become statistically insignificant in the case of m=4, implying 

that both expectations for better economy and moderate economy encourage households 

more likely to be willing to take a higher level of average risks or above average risks. 

However, an optimistic viewpoint of future economy is not enough for a household to choose 

the highest financial risk (m=4). 

There are three variables related to disposable resources, i.e. bequest motivation (BEQT), 

labor income (LBINCM), and net worth (NETW). Estimated coefficients of both bequest 

motivation (BEQT) and net worth (NETW) are statistically and significantly positive and 

getting larger as the case with the level of financial risk is getting higher. It means that the 

household with a higher bequest motivation (BEQT) and more net worth (NETW) is more 

likely to be willing to take a higher level of financial risk. It is not surprising that a household 

head who intends to leave bequest for its descendants is more likely to take a higher level of 

financial risk since some parts of wealth have been removed from his or her consumption 

plan and invested in highly risky assets. In addition, the positive impact of net worth (NETW) 

is consistent with the assertion of the expected utility theory that a wealthier individual is 

more likely to play a high-risk gamble than others. However, labor income (LBINCM) does 

not affect risk-taking willingness, indicating that a household head makes a financial plan not 

based on the income flow. 

Concluding Remarks 
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The purpose of this study is to explore determinants of household’s willingness to take 

financial risk, particularly the effect of expectation. Different from previous studies of 

estimating the level of willingness to take financial risk as a proxy of the level of risk 

aversion (Barasinska et al. 2012; Bertaut 1998), this study adopts the level of willingness to 

take financial risks provided by Survey of Consumer Finances 2007 as the dependent 

variable.10 Sample is drawn from the Survey of Consumer Finances 2007 and both the 

ordered logit model and the multinomial logit model are estimated. The new finding is that 

the expectations for better and the same economy encourage households to take average and 

above-average risk, but not substantial risk. According to the uncertainty theory, before the 

financial crisis the optimistic households could have been cautious about the future economy 

and have low expected returns from high-risk financial assets so they are not willing to take 

substantial risk. The other finding is that age, gender, education, bequest motivation, net 

wealth, and holding company stocks have a statistically significant effect on the household’s 

willingness to take higher financial risks. 

In addition, as sample categorized into 7 categories based on household’s marriage 

status/ gender/working status represented by 7 dummy variables, and using 

single/female/non-working (SFN) as the reference group, the new finding of this study is that 

impacts of all 6 household characteristics are positive. Almost all these impacts are getting 

larger as the level of financial risk is getting higher, and decreasing as the marriage status 

shifts from being married to single and as the number of working people declines in a married 

household. Moreover, it is also found that male is more aggressive in investing in risky assets 

than female. 
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The estimated results of this study, particularly the effect of expectation of the future 

economy, provide an important policy implication for households’ well-beings. The 

descriptive statistics show most households in the groups who predict the economy would not 

be worse before the financial crisis, and the estimations show households in these groups are 

willing to take average and above-the-average financial risk. On the other words, most 

households could suffer more financial loss due to the wrong prediction. A household head 

with more financial knowledge could have more precise expectation to prevent the financial 

loss. Education, however, is not enough to give enough financial knowledge based on the 

facts that households in the group willing to take substantial financial are well-educated than 

other groups but have no significantly precise expectation (see Table 1). This study thinks 

financial education which had been proved useful in improving personal financial planning 

(Lusardi and Mitchell 2005; Prawitz and Cohart 2014) can be applied to improve the 

accuracy of household’s prediction and hence wellbeing. 

This study incorporates a series of demographic variables into estimations according to 

existing theoretical frameworks and empirical studies, however, there could be some 

variables missing. As mentioned above, one of these variables expected to affect the 

willingness to take financial risk is financial knowledge (Jones 2006; Prawitz and Cohart 

2014). Furthermore, one can examine whether financial knowledge shapes the expectation 

about the future economy by observing whether the effect of the latter one on willingness to 

take financial risk changes. Due to the lack of data regarding financial knowledge in the SCF 

2007, this is a limitation of this study and needs further study. 
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Endnotes 
1. A difficulty for the empirical studies of financial allocation is that a generally approved 

measure of financial risk a household exposes had not been developed. As a result studies 

in this field tend to consider only a few specific financial assets and their determinants. If 

the household’s revealed and described financial behaviors are consistent so its risk 

attitude will reflect the financial risk it exposes. 

2. For more detailed about the survey and questionnaires, see the codebook of the SCF 

2007. 

3. Using the industry categories as proxies of income risk is based on Carroll and Samwick 

(1995) who distinguished idiosyncratic income risk by various industry categories. Their 

estimates showed that compared with the private industry, a household working in the 

public and agricultural industry has lower and higher income risk, respectively. 

4. There are opposite opinions regarding how age affects financial decisions. Life-cycle 

models predict the proportion of risky assets in wealth is decreasing in age, while 

empirical studies, Barasinska et al. (2012) and Bertaut (1998) found that older households 

are more likely to hold risky assets. Adding age and its squared term in empirical models 

is equivalent to taking both possibilities into consideration. 

5. When the dependent variable is ordinal, the linear regression models are subjective to the 

problems of nonsensical predictions, heteroscedasticity, and non-normality of error terms. 

For more details, refer to Long (1997). 

6. To keep the property of ordered variable, an alternative is generalized ordered models. 

For more details, please see Greene and Hensher (2010). 

7. The values of these two coefficients have a big difference, implying that the interval 

between any two adjacent choices is not equal. 

8. A critical issue about the ordered logit estimates is that they are only valid under the 

parallel regression assumption, or the assumption that the estimate of each variable is 
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identical across ordinal categories, which is violated frequently. By employing the Brant 

test proposed by Brant (1990), from the last column of Table 2, it showed that variables 

that strongly violate this assumption are BEQT, COLLEGE, WHITE, NOCREDIT, 

BETTER and SAME. While in the multinomial logit model, the categories are treated as 

discrete choices such that the parallel regression assumption is not applied and the 

estimates of each variable are various across categories. 

9. It can be argued that in Coleman (2003), there are only a few independent variables in 

regression models such that adding a variable (net worth in their case) affects the 

estimates substantially. For the model specifications in this study, the estimates do not 

change much as net worth is dropped (data and results are upon request). This study can 

claim our results are more robust. 

10. There are other variables revealing household risk preference, for example, the amount of 

savings needed for emergencies which can also be a proxy of risk aversion in the SCF 

2007. Since this study focuses on household finance, it sticks to using the willingness to 

take financial risk as risk aversion. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Household’s Willingness to Take Financial Risk 

 27

 
Table 1. Definitions and Descriptive Statistics of All Variable 

Mean (S.D.)         Risk 
 
Variables 

Definitions 
m = 1 m = 2 m = 3 m = 4 

AGE Household head’s age. (Year) 52.33 
(18.38)

51.67 
(15.12)

49.69 
(13.60) 

49.21 
(14.56)

LBINCM Yearly labor income of whole 
family. (10,000 USD) 

5.93 
(43.41)

22.53 
(103.69)

34.70 
(156.82) 

42.05 
(215.33)

NETW Sum of financial net worth and 
nonfinancial net worth of 
whole family (100,000 USD). 

20.21 
(233.38)

89.37 
(437.69)

194.68 
(766.01) 

343.71
(856.18)

Marriage Status/Gender/Working Status (Using SFN as the Reference Group) 
MBW A dummy variable, =1 if both 

household and his wife are 
working; =0 if not.  

0.21 
(0.41) 

0.35 
(0.48) 

0.38 
(0.49) 

0.38 
(0.49) 

MOW A dummy variable, =1 if 
either household or his wife is 
working; =0 if not.  

0.18 
(0.38) 

0.26 
(0.44) 

0.30 
(0.46) 

0.32 
(0.47) 

MBN A dummy variable, =1 if 
neither household nor his wife 
are working; =0 if not. 

0.12 
(0.33) 

0.10 
(0.30) 

0.07 
(0.26) 

0.05 
(0.22) 

SMW A dummy variable, =1 if the 
household head is a single 
working male; =0 if not. 

0.06 
(0.25) 

0.09 
(0.28) 

0.10 
(0.31) 

0.11 
(0.32) 

SMN A dummy variable, =1 if the 
household head is a single 
nonworking male; =0 if not. 

0.07 
(0.26) 

0.03 
(0.18) 

0.03 
(0.17) 

0.02 
(0.15) 

SFW A dummy variable, =1 if the 
household head is a single 
working female; =0 if not. 

0.15 
(0.35) 

0.11 
(0.31) 

0.09 
(0.29) 

0.09 
(0.29) 

SFN A dummy variable, =1 if the 
household head is a single 
nonworking female; =0 if not. 
(used as the referenced group)

0.20 
(0.40) 

0.05 
(0.23) 

0.02 
(0.14) 

0.01 
(0.12) 

PRHTH A dummy variable, =1 if 
household head has a poor 
health; =0 if not. 

0.09 
(0.29) 

0.03 
(0.16) 

0.01 
(0.09) 

0.01 
(0.12) 

PUBLIC A dummy variable, =1 if 
household head works in a 
public scetor; =0 if not. 

0.03 
(0.18) 

0.05 
(0.22) 

0.04 
(0.19) 

0.03 
(0.17) 

AGRI A dummy variable, =1 if 
household head works in an 
agricultural sector; =0 if not. 

0.03 
(0.17) 

0.02 
(0.14) 

0.01 
(0.12) 

0.01 
(0.10) 

PENSION A dummy variable, =1 if 
household head joins the 
pension plan of defined 
benefit; =0 if not. 

0.74 
(0.26) 

0.12 
(0.33) 

0.14 
(0.34) 

0.07 
(0.26) 
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Table 1. Definitions and Descriptive Statistics of All Variable (Continued) 

Mean (S.D.)        Risk 
Variables 

Definitions 
m = 1 m = 2 m = 3 m = 4 

Expectation about Future Economy (Using Worse as the Reference Group) 
BETTER A dummy variable, =1 if 

household head’s expectation 
about future economy is 
better; =0 if not. 

0.30 
(0.46) 

0.29 
(0.45) 

0.29 
(0.46) 

0.22 
(0.42) 

SAME A dummy variable, =1 if 
household head’s expectation 
about future economy is 
remaining the same; =0 if not.

0.34 
(0.42) 

0.43 
(0.50) 

0.44 
(0.50) 

0.44 
(0.50) 

NOCREDIT A dummy variable, =1 if 
household head was refused 
for borrowing or expected to 
get refused; =0 if not 

0.30 
(0.46) 

0.18 
(0.39) 

0.17 
(0.38) 

0.25 
(0.43) 

STOCK A dummy variable, =1 if 
household head owns the 
company stocks of his (her) 
working place; =0 if not  

0.03 
(0.18) 

0.10 
(0.30) 

0.15 
(0.36) 

0.13 
(0.34) 

Education (Using Below High School as the Reference Group) 
COLLEGE A dummy variable, =1 if 

household head has a college 
degree; =0 if not. 

0.16 
(0.37) 

0.51 
(0.50) 

0.65 
(0.48) 

0.63 
(0.48) 

HSCH A dummy variable, =1 if 
household head has a high 
school degree; =0 if not. 

0.20 
(0.40) 

0.21 
(0.41) 

0.18 
(0.38) 

0.18 
(0.39) 

BEQT A dummy variable, =1 if 
household head intends to 
leave bequest for offspring; 
=0 if not 

0.46 
(0.50) 

0.71 
(0.45) 

0.76 
(0.43) 

0.81 
(0.39) 

WHITE A dummy variable, =1 if 
household head is a white; =0 

if not 

0.67 
(0.26) 

0.84 
(0.33) 

0.86 
(0.34) 

0.84 
(0.26) 

Sample Size  1363 1773 880 209 
Source: The Survey of Consumer Finances 2007. 
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Table 2. Estimated Results of Linear Regression and Ordered Logit Model 

Linear Regression 
M d l

Ordered Logit Model 
Variables 

Coefficient t stat. Coefficient t stat. Brant Test 

Intercept      

Constant 0.7962*** 6.85    

Cut-point 1   2.6041*** 8.12  

Cut-point 2   4.9009*** 14.95  

Cut-point 3   6.9705*** 20.80  

AGE 0.01329** 3.10 0.0392** - 3.33 6.01 (0.050) 

AGESQ -0.0002** -3.80 -0.0005** -4.06 6.12 (0.047) 

LBINCM 0.0001 0.78 0.0001 0.41 1.58 (0.454) 

NETW 0.0001** 5.69 0.0003** 4.70 2.84 (0.242) 

Marriage Status/Gender/Working Status (Using SFN as the Reference Group) 

MBW 0.4343*** 8.80 1.3184*** 9.33 0.65 (0.723) 

MOW 0.3667*** 7.43 1.1566*** 8.19 0.59 (0.746) 

MBN 0.2108** 3.96 0.8080** 5.33 0.34 (0.843) 

SMW 0.4550*** 7.70 1.3828*** 8.42 0.58 (0.749) 

SMN 0.1812** 2.73 0.6480** 3.41 2.31 (0.316) 

SFW 0.2340** 4.23 0.7936** 5.06 0.99 (0.609) 

PRHTH -0.1874** -3.19 -0.6760** -3.78 1.78 (0.411) 

PUBLIC -0.1204* -2.02 -0.3099* -2.06 2.40 (0.302) 

AGRI -0.1994* -2.48 -0.4999* -2.35 0.71 (0.702) 

PENSION -0.0114 -0.29 0.0028 0.03 4.69 (0.096) 

Expectation for the Future Economy (Using Worse as the Reference Group) 

BETTER 0.0404 1.34 0.1286 1.62 12.29 (0.002) 

SAME 0.0662* 2.38 0.1815* 2.50 10.44 (0.005) 

NOCREDIT -0.0104 -0.34 -0.0558 -0.69 10.81 (0.004) 

STOCK 0.1246** 3.04 0.2718** 2.65 2.11 (0.348) 

Education (Using Below High School as the Reference Group) 

COLLEGE 0.5319*** 18.57 1.4447*** 18.69 22.50 (<0.000) 

HSCH 0.2843*** 8.70 0.8410*** 9.61 2.62 (0.269) 

BEQT 0.2031*** 7.96 0.5693*** 8.44 13.10 (0.001) 

WHITE 0.2114*** 7.08 0.6555*** 8.08 14.42 (0.001) 

Notes: 1. * p < .05. ** p < .01. *** p < . 001.  
2. Numbers in parentheses are p-values. The lower the p-value, for example, the 

value smaller than 0.05, the more likely the parallel regression assumption for 
the corresponding characteristic is violated. 
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Table 3. Estimated Results of Multinomial Logit Model 

Variable Pr(m=2) Pr(m=3) Pr(m=4) Wald Stat. 
(p-value) 

Constant -3.6217 *** 
(0.4033) 

-5.9660*** 
(0.5707) 

-6.6392*** 
(0.9835) 

 

AGE 0.0554** 
(0.0146) 

0.0884** 
(0.0202) 

0.0323 
(0.0315) 

23.32*** 
(<0.001) 

AGESQ -0.0005** 
(0.0001) 

-0.0010** 
(0.0002) 

-0.0004 
(0.0003) 

29.31*** 
(<0.001) 

LBINCM 0.0022 
(0.0018) 

0.0023 
(0.0018) 

0.0024 
(0.0018) 

1.70 
(0.6376) 

NETW 0.0004 
(0.0003) 

0.0008** 
(0.0003) 

0.0009** 
(0.0003) 

24.96*** 
(<0.001) 

Marriage Status/Gender/Working Status (Using SFN as the Reference Group) 
MBW 1.2056** 

(0.1680) 
1.8058** 
(0.2874) 

2.4252** 
(0.6176) 

77.21*** 
(<0.001) 

MOW 0.9473** 
(0.1678) 

1.5564** 
(0.2882) 

2.0785** 
(0.6179) 

52.44*** 
(<0.001) 

MBN 0.6486** 
(0.1770) 

1.1395** 
(0.3109) 

1.1195 
(0.6727) 

21.58*** 
(<0.001) 

SMW 1.1058** 
(0.2044) 

1.8281** 
(0.3165) 

2.4512** 
(0.6469) 

52.31*** 
(<0.001) 

SMN 0.3662 
(0.2191) 

1.0718** 
(0.3579) 

1.1967 
(0.7507) 

11.08* 
(0.0113) 

SFW 0.6322** 
(0.1826) 

1.0637** 
(0.3067) 

1.6143* 
(0.6496) 

22.05*** 
(<0.001) 

PRHTH -0.5016** 
(0.1982) 

-1.2257** 
(0.4117) 

-0.5779 
(0.6161) 

12.81** 
(0.0051) 

PUBLIC 0.0398 
(0.2084) 

-0.4493 
(0.2617) 

-0.5159 
(0.4655) 

6.19 
(0.1025) 

AGRI -0.5190* 
(0.2588) 

-0.6249 
(0.3490) 

-1.1298 
(0.7420) 

6.27* 
(0.0992) 

PENSION 0.0503 
(0.1470) 

0.1420 
(0.1683) 

-0.5035 
(0.3089) 

4.82 
(0.1854) 

Expectation for the Future Economy (Using Worse as the Reference Group) 
BETTER 0.3004** 

(0.1053) 
0.3625** 
(0.1305) 

-0.2015 
(0.2135) 

15.33** 
(0.0016) 

SAME 0.3848** 
(0.0990) 

0.3998** 
(0.1217) 

0.1533 
(0.1841) 

17.62*** 
(<0.001) 

NOCREDIT -0.2210* 
(0.1022) 

-0.1829 
(0.1287) 

0.2970 
(0.1994) 

10.65* 
(0.0138) 

STOCK 0.3694* 
(0.1855) 

0.6598** 
(0.1984) 

0.5243* 
(0.2729) 

12.08** 
(0.0071) 

Education (Using Below High School as the Reference Group) 
COLLEGE 1.4823*** 

(0.1033) 
2.1276*** 
(0.1309) 

2.0785*** 
(0.2162) 

324.53*** 
(<0.001) 

HSCH 0.7510*** 
(0.1058) 

1.0687*** 
(0.1431) 

1.0145** 
(0.2481) 

77.75*** 
(<0.001) 

BEQT 0.6676** 
(0.0866) 

0.7365** 
(0.1106) 

1.0767** 
(0.1985) 

78.77*** 
(<0.001) 

WHITE 0.7586*** 
(0.1006) 

0.8639** 
(0.1304) 

0.7798*** 
(0.2168) 

70.63*** 
(<0.001) 

Notes: 1. The base category is m = 1.  
2. Numbers in parentheses are t-statistics for estimated coefficients and 

p-value for the Wald-test. * p < .05. ** p < .01. *** p < .001. 
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Figure 1. The Percentages of Household Education Level across 
Different Levels of Willingness to Take Financial Risk

Below High School High School College or Above

Source: The Survey of Consumer Finances 2007. 
 

 


