International Journal of Economics, Finance and Management Sciences
2014; 2(2): 143-152 SCIENCE kals
Published online March 30, 2014 (http://www.scigndaishinggroup.com/j/ijefm)

doi: 10.11648/j.ijefm.20140202.15 U

Science Publishing Group

Determinants of risk tolerance
Christoph S. Weber

Institute of Economics, University of Erlangen-Nongerg, Germany

Email address:
christoph.weber@fau.de

Tocitethisarticle:
Christoph S. Weber. Determinants of Risk Toleraiaternational Journal of Economics, Finance and Management Sciences. Vol. 2,
No. 2, 2014, pp. 143-152. doi: 10.11648/).ijefm.20202.15

Abstract: Risk aversion is an important factor in explainingany everyday decisions. Thus, one asks which
determinants can explain different attitudes towarsk. Several studies show different risk atesiavith respect to gender,
age, income, and wealth (e.g. [19]). While thesdifigs are hardly controversial, there is still sommcertainty about the
effect of culture on risk tolerance. Thus, the miague of this survey is to elaborate possiblestiffices in risk preferences
that are caused by cultural background. The maiestipn in this context is whether religion or natibty are of
importance for explaining risk attitudes. For thigpose, this study employs the German Socio-EcanBanel (GSOEP)

to figure out differences in risk attitudes. Anattentribution of this article is that is uses axgmlized ordered logit
model while others use simple linear regression efoodr simple logit or probit models which are mdficient. The

estimations show that the cultural background dioésed have some impact on risk taking behaviour.
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1. Introduction

Risk aversion is of great importance on a microecan
and a macroeconomic level. First of all, risk ai@rds an
important factor in explaining many everyday demisi
Among these are decisions to invest money in differ
types of assets, the decision to enter the lab@ukeh and
others like the decision to move [23]. As risk talece is so
important in life, one asks which determinants eaplain
different attitudes towards risk. The questionhent how
risk averse people or special groups are. Seveéudies
show different risk attitudes with respect to gendae,
income, and wealth (see, e.g., [19]). Thus, wonmtemaore
risk averse than men. Risk aversion also increalseswith

age. Income and wealth mainly have the same effeattitudes with

than religious people. Although there are some istud
covering the effect of nationality, race, or redigion risk
tolerance, there is still a gap of studies in #miea. Thus,
the main issue of this survey is to elaborate bbssi
differences in risk preferences that are causedulttyral
background. The main question in this context ietivar
religion or nationality are of importance for explag the
risk attitudes. Furthermore, there are only fewdis
covering different risk attitudes with data fromrgpean
countries. For this purpose, this study employsGkeman
Socio-Economic Panel (GSOEP), which is a panelystud
about German households, to figure out differenoassk
respect to certain characteristidhe

meaning that risk tolerance increases when incont aadvantage of this survey is that it has a large barnof

wealth increase. While these
controversial, there is still some doubt about ¢ffect of
culture on risk tolerance. Salacuse [35] and Curgmat al.
[17] compared people with different nationalitiesda
showed that their risk preferences are in factediffit.
Jaeger et al. [28] found migrants to be more radkrant.
Furthermore, Benjamin, Choi, and Fisher [7] shovwleat
attitudes towards risk differ with respect to raig and
denomination. Thus, atheists seem to be less rsksa

findings are hardlypbservations which makes it easier to find spedffects.

Another contribution of this article is that is eloys a
generalized ordered logit model which leads to more
efficient results than simple OLS models.

This paper is structured as follows. Section 2 giaa
overview of existing studies about attitudes towgarisk.
Then the data and the estimation procedure ardlybrie
explained. In Section 4, estimation results arsgmeed and
discussed. Section 5 concludes.
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2. Literature Review
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Previous studies have already partly revealed dlee of
nationality, ethnicity, and religion on risk predaces. Sung

Some aspects of risk preferences have already begRy Hanna [39] showed, for instance, that Blackd an

covered. The role of gender, in particular,

women are generally more risk averse than men [4,g.
12]) or, indeed, have different risk preferencesg.(€L6]).
Other studies expand the gender issue with stuabesit
the role of marital status. In general, marriedgte@re risk
averters [38]. In married couples, wives are maek r
averse than husbands [2]. Besides, risk preferentss
differ among individuals who do not have childrenda
those with children. Thus, married individuals withildren
are more risk averse than individuals without afeitd
Furthermore, single mothers are less risk-seekimn t
single people without children [22].

Another approach to explain the amount of risk siogr
is by considering the factor of age. Risk aversgounsually
considered to increase with respect to age. Tiseiedeed
some evidence for this hypothesis (e.g. [32, 38frording
to Halek and Eisenhauer [25] elderly individuale amore
likely to be risk averse than younger ones. Thusk r
aversion decreases with respect to age up to aircgrbint
and then increases again [12].

Another factor which may influence risk attitudes i
education. Several
education on risk aversion. According to them, peegth
higher education are usually less risk averse [8]p.Thus,
more educated people tend be more risk prone thss |
educated people [36]. The question is where tliecemay
come from. A common assumption is that this effisct
moderated by cognitive ability. In fact, people twlbwer
cognitive ability are greater risk averters [18]r@&isingly,
financial literacy does not affect decisions [14long with
gender, age, and education wealth also plays arm@min
explaining risk taking behaviour. The way wealtlieefs
risk preferences has, for instance, already bescus$sed
by Arrow [3] who proposed that absolute risk avenmsi
decreases with respect to wealth and relative aisdsion
increases with respect to wealth. While decreaabaplute
risk aversion is usually supported [29], the hypsth of
increasing relative risk aversion is very contraiar There
are several studies showing that relative risk swar
decreases with respect to wealth [13, 34]. Howethare
are also studies which find constant risk aver§&dn. This
is in line with the work of Siegel and Hoban [37hav
found evidence for increasing relative risk avarsion the
other hand Brunnermeier and Nagel [11] came up thi¢h

studies have shown the effect 9{

, : has nbeejisnanics in the U.S. are less risk tolerant thénites. In
analysed several times. Many studies have showh thgy

dition, Benjamin, Choi, and Strickland [6] showidcht
non-immigrant Blacks are more risk averse than ignamt
Blacks. Similar to this conclusion, a study by Broji0]
said that Blacks and Hispanics tend to have lesskst
whereas even low-income Whites are more risk totera
than Blacks and Hispanics at any income level. Ut
with newer data supports the greater risk aversimong
Hispanics, but does not find a significant effattBlacks
[15]. However, Weber and Hsee [43] concluded thiétice
is not the reason for different risk attitudes wigispect to
ethnic origin. According to them, the effect onlgnees
from the fact that people from different culturesrqeive
risk differently. The reason why differences betweacial
groups are often found could be that ethnicitydafased
with other variables such as household size andidhgber
of children [24]. Thus, blacks and Hispanics aré/ onore
risk averse because they have larger families.

In addition, nationality matters in the decisionking
processes. The behaviour in situations under rekd
attitudes towards risk differ among countries. Reasfor
that are education, tradition, and negative expeds in
e past. For instance, the shareholder ratio irm@ny is
relatively low while people prefer to save monegatings
banks. This might be explained by education andittcen.
Salacuse [35] found that, according to their sefessment,
the French, Indians, British, Chinese and US-Anzersc
consider themselves to be highly risk tolerant. n@ars
take an average position, whilst Brazilians, Memrgand
the Spanish consider themselves to be risk aver@amky
the Japanese assess themselves as highly riskeavers
study by Cummings, Harnett, and Stevens [17] irdita
that US-Americans are the most risk prone. In thisk
individuals from Central Europe (in this instanégance,
Belgium, Germany, and Great Britain) are more &gkrse
than Scandinavians, the Spanish, and the Greeks.

Furthermore, recent cross-country comparisons tegea
the surprising fact that the Chinese are more tagérant
than US-Americans [20, 43]. However, the risk aigerof
the Chinese is lower in the investment domain oAly.
explanation for the higher risk tolerance is theisttion
hypothesis”, which says that people in a collestigiociety
expect to get financial help if they need it. Tliere, the
Chinese are more risk prone [27]. This findinguported
by an experimental analysis by Wang and Fischbégk [

conclusion that wealth changes do not influence ris|| ontrast a survey based on an earlier wavehef t

propensity. Nonetheless, the usual assumption raysaid
still that risk tolerance increases as wealth iases. Apart
from wealth, income plays a role in risk preference
People with higher income tend to be less risk se/¢40].
Not only does the salary matter, however, but ééswre
increases risk tolerance [1]. This may be due ¢indi job
safety.

GSOEP [5] concludes that someone’s nationality cainn
explain his or her risk tolerance. This partly cadicts the
effect that migrants are more risk tolerant [25]. Zhe
different risk preferences between people with edéht
citizenships can be explained by some other factors
Among these factors are religiousness and religidich
have a significant effect on risk aversion. In &ddi to
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previous studies, the findings are not only thaigi@us
people are more risk averse than non-religious lpedut
also that among religious people Christians ars hsk
averse than Muslims [7]. One explanation for tlsult is
that risk has a very negative meaning in the Istacointext.
Thus, actions including risk are forbidden as theg sins
according to the Koran. Furthermore, Benjamin, Chad
Fisher [7] found Catholics to be less risk pronanth
Protestants and Jews. There are further studieshvity to
capture the effect of religion and religiousness rigk
attitudes. Several studies have already shown
religiousness is linked to risk aversion [26]. lengral,
religious individuals seem to be more risk-averkant
atheists. For instance, firms with a local basa icountry
with higher religiousness are less willing to tade risk
(ibid.). Since being irreligious was a risky belwi in
Western (Christian and Muslim) societies, atheistye
more risk prone. In contrast, being irreligious Bastern
(Hindu and Buddhist) societies did not reflect +iaking
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behaviour in specific situations. Among these iskri
tolerance while driving, in financial matters, iposts and
leisure, and in occupation. Furthermore, theregaiestions
dealing with willingness to take health risks ansk rin
trusting other people. The last one asks how mudiple
would like to invest in a game after winning thé&doy. We
focus on the general willingness to take risks dnel
willingness to take risks on financial matters hsse are
the most important in an economic context. The &xac
wording for the question about risk tolerance imaficial

thetatters is: “People can behave differently in défe

situations. How would you rate your willingness take
risks in the following areas?”. Here participants asked
about their risk tolerance in financial matters.bl€a 1
shows the relative frequencies of answers to thestipns
about risk tolerance.

Table 1. Relative Frequencies of Answersto Questions about Risk
Tolerance (Source: GSOEP 2009).

behaviour. Therefore, being atheist in these c@mts not

General willingnessto Willingnessto take risks

Value

correlated with risk tolerance [30]. As women aeagrally
said to be more risk averse, the higher level lijicrisness
among women can also be explained by their ris
preferences [31].

Although there are several studies analysing diffees
in attitudes towards risk with respect to the aaltu
background, there is still a lack of studies cawgrthis
topic with data from European countries. This matds
using the data presented in section 3.1. Furthesmibie
literature review showed that there are still soteeibts
about the effects of several variables. This probig also

takerisks in financial matters

No Answer 0.41 1.54
0 9.21 37.69
1 7.55 14.03
2 14.48 15.27
3 16.16 11.3
4 11.39 5.75
5 20.06 7.9

6 9.03 2.53
7 7.36 1.96
8 3.41 1.24
9 0.55 0.33
10 0.38 0.46

addressed by this study.

3. Data and Estimation Procedure
3.1. Data

In this paper, we use a panel data set providethby

German |Institute for Economic Research (DIW). This
German Socio-Economic Panel Study (SOEP) was fir§

conducted in 1984. There are 27 waves of the SQE® u
now. This paper uses results from the 2009 question as

this contains some specific questions about riskrsaon.

The advantage of this data set is that it containse than

22,000 individuals. Further information about thetad set

can be found in the article by Wagner, Frick, amth(®p

[41].

In total, there are eight different variables cavgrrisk
preferences in this data set. The first is the quaak
willingness to take risks. Participants are askedself-
assess their risk preferences on an 11-point sedle
values between 0 (risk averse) and 10 (fully pregano
risks). The exact wording of the question is: "Hdw you
see yourself: Are you generally a person who idyful
prepared to take risks or do you try to avoid tgkiilsks?".
In addition, there are questions relating to riskirg

This table shows the proportion of people answettireg
guestions about general risk preferences and oigkaince
in financial matters. Also the proportion of paigiEnts who
did not answer that question is shown. Accordinguvey
about general risk tolerance, more than 30 percamider
themselves as very risk averse (values of 0, 2).0kround
27 per cent are moderately risk averse (values of 8)
nd 20 per cent take an average position (valug).ol6
per cent of the participants assess themselveodsrately
risk prone (values of 6 or 7), while only 4 per teame
highly risk tolerant (values of 8, 9, or 10). Thaaunt of
people being highly risk averse is highest in tbatext of
risk taking in financial matters. Thus, more th&np@&r cent
consider themselves as very risk averse (valu@s df or 2)
in this context.

This analysis uses several different independendhvias.
Among these are gender, marital status, numbehnitairen,
age, a dummy for a university degree, salary, aedltiv as
these are routinely included in all estimations of
determinants of risk aversion. Furthermore, we use
variables for political position, the degree of vies about
financial markets, the current health status, aiatbe
covering expectations about the future, the degifekfe
and income satisfaction, and a dummy for being
unemployed and for those who are planning to |eaee



146 Christoph S. Weber: Determinants of Risk Tolezanc

labour force in the following two years. As the mai value. Thus, the first step is to present and discine
question of this study is whether the cultural lgmokind  estimation results with respect to each dependariaive.
influences risk tolerance, we include variables fbe  Then the differences between the estimations aidsed.
nationality, the religion, and the religiousness affi First, we take a look at the determinants of theegal
individual participating in this survey. Although would attitudes towards risk. Results of the estimatiargsshown
also be reasonable to cluster participants in redigroups, in Table 2 and 3. The coefficient of the dummy darmen
it is most intuitive to use someone’s nationalitg a (Woman) has the expected effect on risk taking behaviour.
explanatory variable. As regions like Eastern Ear@pe Thus, women have a higher probability of being eskrse
not clearly defined, it would be very arbitraryadd people (values from O to 3). On the other hand, they raewer
to groups with different nationalities. Thus, tisidy uses probability of being risk prone (values from 6 th Jhe
dummies for nationalites and not for the regionakame accounts for being marriddafried). In contrast to
background. previous studies [22], risk tolerance is positivetyrelated
All variables are taken from the 2009 sample withwith the number of childrenGhildren). However, this

exception of the variables for religion and weaithich are
taken from the 2007 sample because these variades
not included in the 2009 sample. As data sets babet
merged, the maximum number of observations deadease
roughly 17,000.

3.2. Estimation Procedure

The dependent variable in this study is a variabte 11
different possible values. However, we cannot sajthang

study uses a variable for children not living atrtgowhile
previous studies used the number of children lidhgome.
One explanation might be that parents are only migie
averse if they have young children living at hoinat they
have to care for. If they are old enough to livenal and if
they earn their own money, parents can again fooubeir
own situation. Furthermore, parents might expeat duault
children care for them if they have financial perbk or if
they are in need for care.

about the differences between two outcomes. Thg onl AS in previous studies, risk propensity decreaseb w

valid conclusion is to put people in order accogdio their
self-assessment. This means that the dependenbleais
an ordinal one. Therefore, it is not useful to assimple
linear regression framework (like, e.g., [5]) as tfequires
a metric measurement level.
estimators are not efficient as they do not provide
minimum variance estimator in this context. Furthere,

the standard errors would be biased using an OL

regression. Other papers, therefore, use diffésamttniques
like interval regressions [19]. In this paper, wseuan
ordinal logit model. However, the problem is thatimple
ordinal logit model uses the proportional odds agstion.
This means that the model has the same coefficfentasll
values of the dependent variable. This assumpgasften
violated. A procedure for testing the proportioralds
assumption is the Brant Test of parallel
assumption [9]. Running this test
assumption is violated for all estimations presgtere. A
solution to overcome this problem is to use a gaird
ordered logit model. In this case, we use the gdized
ordered logit model provided by R. Williams [44]ftér
estimating this model, average marginal
computed. However, every model was also estimasetju
an ordinal logit model. The estimations show varyilar

results.

4. Estimation Results

In this section, the results of the estimation bé t
variables that influence risk taking behaviour presented.
As mentioned in the last section, we use a genedli
ordered logit model. Since all estimations contaihuge
amount of coefficients, we will not discuss eveigygte

reveals that th

effects a

age Age). Elderly individuals are more likely to be very
risk averse and less likely to be more risk tolerBnevious

studies showed a correlation between education or
cognitive ability and risk tolerance. Thus, a dummy

The problem is that oL ¥ariable for having a university degréenf) was included.

In contrast to other studies [8] higher educatiadh ot
have explanatory power in this model. Thereforas ihot
igcluded in Tables 2 and 3.

On the contrary, incomeSdlary) has the expected effect
on attitudes towards risk. Thus, the higher th@ine, the
lower the probability of being very risk averse.lgbga
significantly decreases the likelihood of beingatigely
risk neutral or moderately risk prone. In the fimbdel,
however, it decreases the likelihood of being reddy risk-
neutral (value of 5)Wealth has, to a large extent, the

regressioﬁXpeCted effect. It decreases the probability ahdpevery

gsk averse and increases the probability of bemage risk
tolerant (values of 5 and 9). However, the conoecti
between being rich and being moderately (value )obr7
very risk prone (value of 9) is ambiguous. Howevkese
coefficients are significant only at the 10 % lewd

reignificance and should therefore not be over-prited.

Besides those variables that are routinely incluged
estimations of risk taking behaviour there are ssvather
variables that matter in this estimation. The fiose is a
variable which shows how worried respondents a@uab
their finances \(\brries about Finances). The response is
measured on a 3-point scale. The higher the valubi®
variable is, the smaller the worries are about roes.
Therefore, people with large worries about financage a
higher probability of being very risk averse andvéha
lower probability of being moderately risk aver§n the
other hand, people with virtually no worries abtiotnces
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are not significantly more likely to be risk prore the first
model they even are less likely to be very risknergvalue
of 9). One explanation might be that if one is cmtcerned
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about his future, he or she does not have to befisksin
order to achieve a better situation in the futiréh@ person
is already convinced about his or her future perdpes.

Table 2. Determinants General Willingnessto Take Risks 1.

General Willingnessto Take Risks
Variable 0 1 2 3 4 5 6 7 8 0 10
Woman  36.6287** 33.6265** 51.7880"* 141364 -3.0360 -28.5884"" -38.0846"* -42.6988 -19.209¢ -3.9143 -0.6357
Married ~ -4.4862  9.8416 20.7106 14.8086 -3.1293  -2.7714 -13.8105* -9.6739* -8.0364 -1.2605 -1.2699
Children ~ -14.2300 -6.5482 -14.9890* -11.1870 -20.1939* 217013 22.6407** 9.0683 6.5423 2.8605 2.2598
Age  22604%* 13000°* 16338°* -0.3279 -0.6137%* -2,0227** -11539%* -1.0119%* -0.1079 -0.0218 0.0228
Salary ~ -0.0000 -0.0068%* 0.0034 00003  0.0048* -0.0052** 0.0064** 0.0033** 00026 00002 0.0001
Wealth ~ -0.0001  -0.0000  -0.0000 -0.0000 0.0001*  0.0001*  -0.0000  -0.0000 0.0000 0.0000 -0.0000
Worries
about  -23.3274 24813 22775 15.0574"* -0.0065 10.0187* 00803 27537 -1.6345 -1.7658 0.0228
Finances
Satisfaction -3.5289 -4.6500** -1.8570 -3.7077* -0.9560  -1.6018 3.6056** 7.9951** 4.4944 0.6883 -0.0708
CUTSIU 11307 4.3266%  9.6468 1090887 -6.6809" -0.9067 -9.3678" -3.6084* -3.9882 02037 -12147
Unemployec -5.6465  -6.8454  10.6172 31.1442"* 205811* -31.1210% 50149 35613 -225007 -1.9313 -3.0346
EX'It:'O‘beeour 05444 01296 -0.2578 02181  -0.1127 00896 0.5227%* 01366 0.0498 00213 0.0096
:t‘;’i't'ﬂgz's 04020 -4.7950** -8.8490** -6.1883** 03111 6.0454** 64985 42536+ 1776 04625 0.2705
Turkish ~ 46.8124  19.6501 332373 -425201 -19.6670 -71.3463" 527181 -13.3866 -6.3593-998.918! 996.9604
ltalian ~ 12.8180  7.5054  24.0723 -62.0352* -9.0327  29.3666 -18.0234  -0.8398 17.2643 6.6709 3.6914
Yugoslav  49.0602 -39.6255 -31.6589 14.0820 -17.9200 9.5991 64817  -51.9039* 31.7527 15.4225 16.2079
Greek 540416 -50.3868* 65.7576 -5.2246 30.0135  -4.8824 -68.8976** -3.9050 -12.317€ -6.5567 O (omitted)
Austrian  0.2487 171885 -25.3033 84.2712 -103.658** -12.6057 33.059 125105 2.1035 -6.3298 0 (omitted)
Protestant -7.5149  -7.8281* -7.2088  2.0007 41206  6.4494 54677 27409 27421 -0.2273 -0.3023
Atheist -20.1409** -16.5205** -134319* -2.3733  6.4332 318079 -0.0833 12.5420"* 2.3083 0.0675 -0.4474
Muslim ~ -0.8784  3.1925  -7.1698 -7.5583  10.7915 154903 -30.8557* 3.9797 8.7611 8.3408 -2.9248
Number of Observations 17230 LR chi2(154) 2942.38 Pseudo R2 0.0398

Note: The table shows estimation results of a ggized ordered logit model

. The values show theagemarginal effects of the respective coeffidgent

All values given in the table are multiplied by D00 he asterisks indicate whether a coefficiesigsificantly different from zero at the 10 % (one

asterisk), 5 % (two asterisks) or 1 % (three asitsjisignificance level.

The degree of life satisfactiodtisfaction) has a similar
effect. Participants were asked how satisfied tweywith
their lives with respect to the last five yearse ®stimation
shows that more satisfied people tend to be Isksanerse.
Moreover, those individuals with higher degreeslité
satisfaction are more likely to be moderately oryviesk
prone. This is in contrast to Prospect Theory wigelys
that people tend to be risk prone if they are belw
subjective reference point (this could be the inedavel).
On the other hand, people tend to be risk averteeif are
above this reference point. The results reveal txaloe
opposite. Being highly satisfied increases the abdlty of
being risk prone and vice versa. Although we dokmatw
where the reference points for the participants aeecan
conclude that people who are highly satisfied dveva
what they refer to as their reference point.

Current healthstatus Current health) also has some
impact on risk attitudes. Participants were askbdua
their current health status. The higher the vakiethe

higher probability of being moderately risk avees®al a
lower probability of being risk neutral or very kiprone.
The overall result of all those variables is thatny in

an uncomfortable situation (e.g. being unemployed o
having a bad health status) leads people to be mske
averse as they might be concerned about potenSaEk.
An alternative explanation might be that peopledri
risky behaviour in the past and lost and are tloreef
now both in an unsatisfying situation and also risk
averse due to negative experiences.

Moreover, planning to leave occupation in the
following two years Exit Labour Force) decreases the
probability of being completely risk averse. It als
makes it more likely that somebody is moderatebk ri
prone. Furthermore, the political positiorPoitical
Attitudes) can partly explain attitudes towards risk.
People were asked how they self-assess themsefvas o
left-right scale according to their political attites. This
variable is measured on an 11-point scale withlaevaf

worse the health status is. Thus, a bad healthustatl meaning that an individual says about himself or
raises the probability of being risk averse andreases herself that he or she is completely left-wing. Aating
the probability of being moderately or very riskope. to their self-assessment, the overall majority ebple is
Furthermore, a dummy for being unemployedneither left wing nor right wing as they have a54or 6
(Unemployed) is included. The unemployed show aon this scale. Roughly ten per cent are moderaight
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and roughly 18 per cent are moderately left. Acangd that the left-wing tend to favour equality in caast to
to the results in Table 2 and Table 3, being mefé | liberty. Thus, they also dislike situations in wihipeople
wing increases the probability of being very risleese. can achieve unequal results. Consequently, theytary
In contrast, being less left-wing increases thellhood avoid risky choices and favour situations with aeert
of being relatively risk neutral, moderately riskope outcomes.

and very risk prone. This may be explained by thet f

Table 3. Determinants General Willingnessto Take Risks 2.

General Willingnessto Take Risks

Variable 0 1 2 3 4 5 6 7 8 9 10
Woman  36.6287*** 33.6265*** 51.7889*** 14.1364** -3.0360 -28.5884*** -38.0846*** -42.6988***19 509( -3.9143 -0.6357
Married -4.4862 9.8416 20.7106** 14.8086 -3.1293 -2.7714  -13.8105** -9.6739* -8.0364 -1.2605 -1.2699
Children -14.2300 -6.5482  -14.9890* -11.1870 -20.1939** 21.7013** 22.6407***  9.9683 6.5423 2.8605 2.2598
Age 2.2694*** 1.3000***  1.6338*** -0.3279 -0.6137*** -2.0227*** -1.1539*** -1.0119*** -0.1079 -0.0218 0.0228
Salary -0.0000 -0.0068*** 0.0034 0.0003 0.0048* -0.0052** 0.0064*** 0.0033*** 0.0026 0.0002 0.0001
Wealth -0.0001 -0.0000 -0.0000 -0.0000 0.0001** 0.0001** -0.0000 -0.0000 0.0000 0.0000 -0.0000

Worries
about -23.3274 -2.4813 2.2775 15.0574*** -0.0065 10.0187** 0.0803 2.7537 -1.634%5 -1.7658 0.0228
Finances
Satisfaction -3.5289 -4.6500*** -1.8570 -3.7077** -0.9560 -1.6918  3.6056***  7.9951** 4.4944 0.6883 -0.0708
%g;ﬁﬂt 1.1397 4.3266**  9.6468** 10.9088*** -6.6899** -0.9067 -9.3678** -3.6084* -3.9882 0.2037 -1.2147
Unemployec -5.6465 -6.8454 10.6172 31.1442** 20.5811* -31.1210** 5.0149 3.5613 22 éOO' -1.9313 -3.0346
. 1

EX'It::;fCZOW -0.5444 -0.1296 -0.2578 0.2181 -0.1127 0.0896  0.5227*** 0.1366 0.0498 0.0213 0.0096
:t(t)iltlltjg:!s 0.4020 -4.7959*** -8.8499*** -6.1883*** (0.3111 6.0454*** 6.4985** 4.2536*** 1.776 0.4625 0.2705
Turkish 46.8124 19.6591 33.2373 -42.5201 -19.6670 -71.3463** 52.7181** -13.3866 —6.3593998_918,_996.9604
Italian 12.8180 7.5954 24.0723 -62.0352** -9.0327 29.3666  -18.9234 -90.8398 17.264: 6.6709 3.6914
Yugoslav 49.0602 -39.6255 -31.6589 14.0820 -17.9200 9.5991 6.4817 -51.9039* 31.7527 15.4225 16.2079

Greek 54.0416  -50.3868** 65.7576 -5.2246 30.0135 -4.8824 -68.8976*** -3.9050 ' -6.5567 9
12.317¢ (omitted)
Austrian 0.2487 17.1885 -25.3033 84.2712 -103.658*** -12.6057 33.059 12.5105 2.1035 -6.3298 (omiotted)

Protestant  -7.5149 -7.8281* -7.2088  2.0007 4.1206 6.4494 5.4677 2.7409 2.7421 -0.2273 -0.3023
Atheist  -20.1409*** -16.5295*** -13.4319* -2.3733 6.4332 31.8079***  -0.0833 12.5429** 2.3083 0.0675 -0.4474
Muslim -0.8784 3.1925 -7.1698 -7.5583 10.7915 15.4903 -30.8557** 3.9797 8.7611 8.3408 -2.9248

Number of Observations 17230 LR chi2(154) 2942.38 Pseudo R2  0.0398

Note: The table shows estimation results of a geized ordered logit model. The values show theaemarginal effects of the respective coeffigent
All values given in the table are multiplied by D00 he asterisks indicate whether a coefficiestgsificantly different from zero at the 10 % (one
asterisk), 5 % (two asterisks) or 1 % (three asitsjisignificance level.

Lastly, we discuss the role of cultural backgroaiscthis small to use them in this analysis. Table 3 shdves &all
is the main purpose of this paper. The effect dhdpea variables covering nationality have some explayator
foreigner is ambiguous. It increases the probghititbeing  power. Thus, Greeks have a lower probability ohbeiery
maximally risk averse and also of being very riskrne. risk averse and Austrians and Italians have a lower
This could be explained by the fact that the grafp probability of being moderately risk averse. Furnthere,
foreigners in this data set is heterogeneous. risists of Greeks and Yugoslavs are less likely to be modigraitk
people living in Germany for many years and peapit®  prone. Turks, on the other hand, have a lower fidheof
immigrated just a few years ago. Some argue thdieing relatively risk neutral but a higher probailof
immigration is a risky behaviour. Thus, immigrastould being moderately risk prone. The results show tiagibnal
have a higher risk propensity. On the other handjackground does indeed have some impact on risk
individuals might be risk averse after they movexd ttolerance. This is contrast to the result of Bartkad
another country. Therefore, we need to take aclos&k at Schwarze [5]. Furthermore, this study enhances rothe
certain nationalities. The data set provides infitian  studies showing that not only the race mattersalsd the
about Germans, Turks Tyrkish), Italians (talian), nationality. Moreover, the results are in contr&stthe
immigrants from the former Yugoslaviaugosav), Greeks study of Cummings, Harnett, and Stevens [17] wiidehnd
(Greek), and Austrians Austrian). The other groups of Greeks to be less risk averse than Germans. Toweever,
nationalities of participants in the GSOEP are $mpo might be explained by differences between Greek
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participants who emigrated from Greece and Greeks w other studies, this variable seems to have minpoitance.

still live in their home country.

The cultural
someone’s nationality but also by his or her religiThus,

background

This means that the higher risk aversion among sTurk
is not only defined bycannot solely be explained by their religion. Imezast to

the study of Hilary and Hui [26] religiousness istn

dummies for different religions and denomination® a important in this estimation. Religiosity is mea=diby the

included in this analysis. In the first estimatialymmy
variables for being Protestant and being atheéstranluded.
The reference group consists of Catholics, Muslans

Christians with other denominations (Table 2). Aclig

to the estimations presented in Table 2, religiimdeed of
importance. The results are in line with Benjan@hoi,
and Fisher [7] showing that Protestar®sofestant) have a
lower probability of being very risk averse. Simijabeing

similar

results.

Contrary to

frequency of attending religious services. Highatues
mean that people go less often to church. Heneee tils no
evidence that more religious people are more nigkse.

The data set does not only provide information &bou
general risk attitudes but also about risk aversion
financial matters (see Table 4). The estimatiormastery
the previous example,
educational background is a relevant factor in toistext.

atheist Atheist) decreases the likelihood of being very riskHaving a university degree lowers the likelihoodb&ing

averse. However, atheists are also more likely goribk
neutral and moderately risk prone. Both effects partly
be explained by German history. Being atheist waisky
behaviour in the past as these people were praskciilso
Protestants had to fight for their faith and werespcuted
in several regions in which Catholicism was the damt
denomination. In the second estimation (Table 3),als0

completely risk averse. Accordingly, the effectediucation
seems to depend on the context. Thus, the eduahtion
background is more important in the context of ficial
decision than in the context of general decisidife and
income satisfactionlicome Satisfaction) largely have the
same effect. More satisfied people tend to be s
averse. In contrast to the previous estimatiometiithealth

tested whether beingludim plays a role. It decreased thestatus does not play a role in explaining the waiés

probability of being moderately risk prone. In cast to

towards financial risk.

Table 4. Determinants Willingness to Take Risksin Financial Matters.

General Willingnessto Take Risks

Variable 0 1 2 g 4 5 6 7 8 9 10
Woman 1115097 23.8152"* -0.8330 -29.8376* -24.1800** -33.9031 -18.5817 -19.1916 -5.7968 -0.5032 -3.2654
Married  -20.7281 30.1510%* 20183  -3.4629 -2.3147 33059 -2.1737 -4.5396 2.547 -0.0612 -1.6303
Children -47.9488%* -0.842 32758 15.6452* 2.8639 21.2823 6.0454 -1.3377 -0.7164 1.3409 -0.0965
Age 494200+  .0.2238 -1.6235"* -1.1295%* 05431+ -10767 -0.3032 -0.2178 0.0175 -0.0291 0.1176
Uni  -57.7216* 51841  10.6571  2.942  0.0188 253064 7.1121 3.2447 56183 -2.7239 -0.0209
Salary  -0.0271  -0.0026 0.0112** 0.0070** 0.0030** 0.0060 0.0026 0.0011 0.020 -0.0000 0.0002
Wealth  -0.0008**  -0.0000 0.00038** 0.0002** 0.0002** 0.0001 0.0000 0.0000 0.0000 0.0000 -0.0000
Worries
about  -41.8039 21031 17.0057** 12.5089** 33506 7.9094** -0.1930 4.3347 -2.1476 -0.8285 -0.7836
Finances
Satisfactior  -1.7245  -1.2014  -3.2173* 15013 09916 14585 11296 11353 04310 -0.3036 0.2575
Income ;9657 16674 02940 08389 12499 08567 06359 05174 05805 01946  -0.3206
Satisfactior
Unemployer 59.5558% -27.1381* -14.0045 -20.6924* -3.2836 -4.9445 -5.1374 21096 7.3270 1.8993  4.0863
Ex'lt:'gf::beour 15129  -0.0623  0.1699 0.4841** 02591** 003452 01669 00708 0.0970 0.0330 0.0108
Future -25.2404** .40622  -0.9797 7.8503* 7.1771** 60501 3.8825 0.3435 3.5843 1027  0.6755
;‘;'ESSZ'S 62672 -6.0187** -0.9642 2.4691* 15106 57285 19644 16405 0.1809 0.2949  0.1272
Turkish ~ 105.8463* -44.2506 -65.5218%* -443263 14.1316 4.4613 82095 -2.3868 20.628 4.1591  0.1941
ltalian ~ 127.077** -51.3643* -28.0912 -36.3877 -33.6393 -14.9026 16.6177 -6.7851 9.1431 12.5342 3.1859
Yugoslav  138.5930 -75.2398 -54.8582 -87.9557* 23.4537 58.2505 -8.6622 28.9549 -1012.9% 997.033% -2 2742%%
Greek  83.3916  84.003 -41.7118 -83.3443"+ .8.0792 -13.8748 10.9255 -1017.4* 989.87** -5.7869 O (omitted)
Austrian  73.3649  -33.2721 -11.7658 1.4212  20.3459 6.9696 -1022.8"* 5954719 380.2476 -5.6582 O (omitted)
Protestant -5.0535  -13.6563* 15.2233** 6.6747  3.0637 -55498 08331 19709 -1571 0.1817 -1.7545
Atheist  -15.477  -7.3105 14.5607* 04157 05568 4.6851 0.6533 47131 -0.9218 -0.0203  0.281
Muslim  11.3717 -20.0713 -37.1326 150113 4.2098 8.8984 -7.4781 7.9743 09953 51834 2.1687
Service -20.2613*  6.5136* 9.8484** 19988 24820 -0.4232 02161 2627 -1.7854 -0.3158 -0.4216
DT 0 17230 LR chi2(154) 2619.40 Pseudo R2 0.0408
Observations

Note: The table shows estimation results of a geized ordered logit model. The values show theaemarginal effects of the respective coeffigent
All values given in the table are multiplied by D00 he asterisks indicate whether a coefficiestgsificantly different from zero at the 10 % (one
asterisk), 5 % (two asterisks) or 1 % (three asitsjisignificance level.

Again, foreigners have a higher probability of lgein completely risk averse. However, they are alse likely to
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be very risk averse (value of 2) and more likelyb®orisk
neutral. Thus, being very risk prone is positivedyrelated
with non-German nationality. The next step is tokionore
closely at specific nationalities. The effects ansbiguous
for Yugoslavs, Greeks, and Italians. However,
Turkish or ltalian is positively correlated withibg very
risk averse. The next question is then whethergicedi
matters in this context. The effect of being Prates is
ambiguous. It decreases the likelihood of havinglae of
1 but increases the likelihood of having a value 2of
Atheists, on the other hand, tend to be more rnisk@ The
coefficients for the dummy for Islamic faith areaég not
significantly different from zero. In contrast toet previous
estimation, religiousnes$drvice) is of importance in this
estimation. Thus, religiousness is positively clater with
being completely risk averse but negatively coteglavith
being very risk averse (values of 1 or 2). Hendwgs t
estimation supports the view that religious pe@ke more
risk averse [26]. It is noteworthy that there asedly any
significant variables in the generalized orderegltlmodel
for values above 5. This can mainly be explainedthzy
fact that there are simply very few people in thengle
who are highly risk tolerant in financial matteseé¢ Table
1).

The overall significance of the estimation is faigood.

Christoph S. Weber: Determinants of Risk Tolezanc

Political attitudes are also of relevance. Beings ldeft-
wing is associated with a higher probability of rigeirisk
prone.

The main issue of this study was to figure out fdss

beinglifferences in risk tolerance with respect to aatu

background. The estimations revealed that bottgioali
and nationality matter for risk aversion. Thus, hbot
Protestants and atheists tend to be less risk evéen
people with other religions or denominations. Ferthore,
foreigners are less likely to be risk prone. THeoapplies
for specific nationalities. Turks, Italians, Greglksid Ex-
Yugoslavs tend to be more risk averse than othEngs
partly contradicts the hypothesis that migrantsnapee risk
prone. However, this hypothesis might still holdheTmain
wave of migration into Germany was in the sixti€hus,
Turks, Italians, and Greeks immigrated several desago
as guest workers. The participants in this surveynat all
of the first generation of migrants. This partlypkins why
those groups no longer have a higher risk tolerance
Furthermore, Austrians did not have a significantly
different risk tolerance to others with the exceptof two
cases. This can be explained by the fact that, targe
extent, Germans and Austrians share the same eultur

As cultural background does indeed have some impact
on risk taking behaviour, one should take thesslteto

The second model including dummies for nationalityconsideration if one thinks, for instance, abodbnmas of

performs better than the first model. The modehesing
the effects on willingness to take risks in finahanatters
performs even better than the first two models.alge run
estimations for the other variables covering rislertance
in this data set. The estimations show mainly \&nyilar
results confirming the major findings of this studwn
addition, Dohmen et al. [49] tested the relatiopdietween
answers to the items in the GSOEP and real lifésibers
with non-participants of the survey. The correlatio
between the self-assessment and real life riskswreris
fairly high. This means that the self-assessmeiat V&lid
instrument to measure someone’s risk tolerances,Ttne
results presented in this study can be generatizeather
people not taking part in this survey.

5. Conclusions

the national social pension programme. In genérabuld
be useful to influence risk attitudes of individaial' he ratio
of shareholder, for instance, is relatively lowGermany.
However, it is difficult to change people’s attirgdtowards
risk. Studies showed that the effect of finandigracy on
risk tolerance is mixed. Thus, it might be useléss
improve financial education in order to addresscHjge
groups. Furthermore, this study showed that riskramce
is also influenced by the cultural backgroundsitherefore
even more complicated to address these groups es th
cultural background cannot be changed.

The main advantage of this study was that it used a
survey with a large amount of participants. Funtiare, it
applied a different estimation procedure in orderget
more efficient results. The limitations of this dyuare that
the results cannot be generalized to people wibexific
nationality not living in Germany. For instance e€ks and

Risk aversion is an important factor not only inTurks living in their home country live in a diffemt

economic situations but also in most life decisioflsus,
the aim of this study was to figure out which deterants
can explain different attitudes towards risk. Tisisidy

cultural environment. Thus, they might also haviednt
attitudes towards risk with respect to Greeks awdk§
living in Germany. Furthermore, the data set onlgludes

showed that women tend to be risk averters. Marriemhformation for some national groups. Thereforeydguld

individuals are also more likely to be risk average has
the effect that it decreases risk tolerance. Botlome and
wealth are positively correlated with risk toleranc
Furthermore, the study found several other factorde
important that are not included in other estimatioRor

be interesting to have further estimations withadaets
from other countries.

All'in all, one has to consider the cultural baakgrd if
one wants to explain determinants of attitudes tde/aisks.
As risk aversion is of major relevance in everytifgy it is

instance, people who plan to leave occupation i@ thnecessary to keep this finding in mind when paétis or

following two years are more risk prone. Currentltie
status plays a role in explaining general risk reee.

academics want to address these groups.
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