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ABSTRACT

Risk Aversion, Wealth and Background Risk*

We use household survey data to construct a direct measure of absolute risk
aversion based on the maximum price a consumer is willing to pay to enter a
lottery. We relate this measure to consumers’ endowment and attributes and
to measures of background risk. We find that risk aversion is a decreasing
function of endowment – thus rejecting CARA preferences – but that the
elasticity to consumption is far below the unitary value predicted by CRRA
utility. We also find that households’ attributes are of little help in predicting
their degree of risk aversion, which is characterized by massive unexplained
heterogeneity. Consumers’ environment, however, affects risk aversion.
Individuals who are more likely to face income uncertainty exhibit a higher
degree of absolute risk aversion, consistent with recent theories of attitudes
towards risk in the presence of uninsurable risks. We also find that risk
attitudes have considerable predictive power over several household
decisions, including occupation and portfolio choice, moving decisions and
health status.
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NON-TECHNICAL SUMMARY

This Paper offers evidence on the relation between absolute risk aversion, on
the one hand, and the level of resources and background risk, on the other.
We use data from the 1995 wave of the Bank of Italy Survey of Household
Income and Wealth (SHIW), which collects information on household
willingness to pay for a lottery, and on the subjective probability distribution of
future earnings, in addition to household characteristics, wealth, income and
consumption. The responses to the lottery question allow us to recover a
measure of the Arrow-Pratt degree of absolute risk aversion and relate it to
indicators of consumers’ endowment and employment-related risk, as well as
to a set of demographic characteristics that control for individual preference
heterogeneity.

The relationship between a consumer’s attitude towards risk, as indicated, for
instance, by the degree of absolute risk aversion or of absolute risk tolerance,
and wealth is central to many fields of economics. As was argued by Arrow as
long as 35 years ago, ‘the behavior of these measures as wealth varies is of
the greatest importance for prediction of economic reactions in the presence
of uncertainty’. How risk aversion varies with wealth, whether it increases or
decreases and its curvature affects consumers’ decisions in a variety of
situations. Common sense, introspection, casual observation of behavioural
differences between the rich and the poor, and a priori reasoning have all
been used to draw conclusions on the nature of the relationship. The
consensus view is that absolute risk aversion should decline with wealth.
Furthermore, if one agrees that preferences are characterized by constant
relative risk aversion – a property of one of the most commonly used utility
functions, the isoelastic – then absolute risk aversion is decreasing and
convex in wealth, while risk tolerance is increasing and linear. Yet, only very
indirect evidence is available on the sign of the relationship between risk
aversion or tolerance and wealth and none is available, even indirect, on the
curvature of this relationship. The latter has been shown to be relevant in a
number of contexts. For instance, the curvature of absolute risk tolerance with
respect to consumption may determine whether the portfolio share invested in
risky assets increases or decreases over the consumer life cycle, an issue
that is receiving increasing attention. Moreover, if risk tolerance is concave,
wealth inequality can help elucidate the risk premium puzzle. Furthermore, the
curvature of risk tolerance and the nature of risk aversion may explain why the
marginal propensity to consume out of current resources, rather than being
constant, declines as the level of resources increases.

The usual definition of risk aversion and tolerance developed by Arrow and
Pratt is based on the assumption that initial wealth is non-random. It is also
constructed in a static setting or in settings where full access to the credit
market is assumed. Recently it has been shown that under certain conditions



on preferences that make the consumers’ endowment risky, assuming that
this risk cannot be diversified away (what is known as background risk),
consumers behave in a more risk-averse manner. This has relevant
behavioural implications as it implies that individuals will react to background
risk by reducing their exposure to avoidable risks. One important
consequence is that individuals facing high exogenous labour income risk –
which is normally uninsurable – will avoid exposure to portfolio risk by holding
less or no risky assets, which may explain why so few households hold stock.

Out of 3,458 individuals who were willing to participate in the hypothetical
lottery the great majority (96%) turn out to be risk averse; 144 individuals – the
remaining 4% – are either risk neutral or risk lover. Among the group of risk-
averse consumers the cross-sectional distribution of the degree of relative risk
aversion (obtained by multiplying our measure of absolute risk aversion by
household consumption), is right-skewed and the median of relative risk
aversion is 4.8. This is somewhat higher than the commonly cited value of 3,
but with considerable heterogeneity ranging from 0.2 to 36.3. Furthermore,
90% of the cross-sectional distribution comprises of between 2.2 and 9.9, with
56% of the households falling in the range 2.5–6.5. These figures are far from
the high values of relative risk aversion that would be necessary to resolve the
equity premium puzzle. 

Formal regression analysis shows that absolute risk aversion is a decreasing
function of consumers’ resources, while risk tolerance is increasing and
concave: thus, we reject both CARA and CRRA preferences. Our
characterization of preference implies decreasing absolute risk aversion and
increasing relative risk aversion. We show that this type of preferences can
help explain some portfolio puzzles and that they are consistent with
preference parameters estimated from Euler equations for consumption.
Consistent with recent theories, aversion to risk is higher among consumers
who face more background risk, proxied by the variance of shocks to GDP in
the province where consumers live. Our estimates also show that exogenous
consumer attributes, such as their year of birth and number of siblings, have
very little explanatory power on their attitude to bear risk. This is also
unaffected by past unfortunate events – such as spells of unemployment –
and the risk aversion of the father. Exceptions are the consumer gender, with
males being less risk-averse than females, and the region of birth, which can
have some predictive power on risk attitudes. Our estimates show, however,
that these variables, taken together, can only explain a small amount of the
sample variability in attitudes towards risk. Even after controlling for individual
characteristics, endowment and background risk, there remains a large
amount of unexplained variation reflecting partly genuine differences in tastes.
We also find that our measure of attitude towards risk has considerable
explanatory power on a number of household decisions including occupation
and moving/staying choices, the demand for risky financial assets, insurance
and health status. For instance, increasing the degree of risk aversion by one
standard deviation lowers the probability of being self-employed by 1.6



percentage points (9% of the sample share of self-employed) but increases
the probability of being in the public sector by 2% (corresponding to 7.5% of
the unconditional probability). More risk-averse consumers have a 1.1% lower
chance of holding risky securities (7.5% of the sample mean), a 2% lower
probability of being a mover, a 1.4% probability of changing job at least once
and a 1% lower chance of incurring a chronic disease.
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Table I
Descriptive statistics for the total sample, for the sample of respondents and various sub samples

The figures for consumption, total wealth and financial wealth are the sample medians expressed in million lire. The
variable “North” includes the following regions: Piemonte, Valle d’Aosta, Lombardia, Trentino Alto Adige, Veneto,
Friuli Venzia Giulia, Liguria and Emilia Romagna;  “Center” includes Toscana, Umbria, Marche, Lazio, Abruzzo and
Molise and  “South” includes all the remaining regions. Low risk averse are those who are willing to bet at least 1
million lire, which is the median of the bet distribution.
Variable Sample of respondents Total

sample
Risk averse Risk lovers

and neutral
Total

High Low Total

Age 49.24 47.39 48.50 49.34 48.54 54.23

Male % 77.98 81.16 79.24 93.75 79.84 74.35

Years of education 8.76 9.98 9.25 10.81 9.31 8.03

Married % 77.88 79.64 78.58 87.50 78.95 72.50

No. of earners 1.84 1.86 1.85 1.81 1.84 1.80

No. of components 3.23 3.15 3.20 3.00 3.19 2.94

No. of siblings 2.55 2.33 2.46 1.90 2.44 2.50

Area of birth: North 34.44 44.07 38.27 53.90 38.91 37.43

                      Center 23.09 20.18 21.94 19.86 21.85 24.75

                       South 42.47 35.75 39.80 26.24 39.24 37.82

Self-employed % 15.57 20.14 17.38 29.17 17.87 14.23

Public employee % 28.33 26.37 27.55 27.08 27.53 23.26

Value of Z 0.53 3.78 1.82 11.19 2.21 -

Abs. Risk aversion 0.189 0.110 0.157 -0.005 0.151 -

Rel. Risk aversion 6.53 4.34 5.62 -0.25 5.38 -

Consumption 30.28 34.35 32.00 41.20 32.40 28.80

Financial wealth  9.97 18.10 12.76 49.58 13.42 10.39

Total wealth 154.95 198.47 170.50 329.85 173.25 155.85

N. of observations 1,998 1,316 3,314 144 3,458 8,135
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Table II
Risk aversion, consumption and wealth: OLS estimates

The left-hand-side variable is the log of absolute risk aversion; c is expenditure on durable and non-durable
goods; w is total household net worth and is equal to the sum of real wealth (housing, land and durable goods)
and financial wealth net of debt; wf is household financial wealth. Regressions in column (2) to (4) include 19
dummies for the region of birth of the household head. The number of observations in these regressions is
slightly smaller than that in column (1) because for some households some of the right hand side variables are
missing. Male is a dummy equal to 1 if the head is a male; age and number of siblings refer to the household
head. Unemployment experience is a dummy equal to 1 if the household head has ever undergone periods of
unemployment or of temporary layoff. Father self-employed and public sector employee are two dummies
equal to 1 if the household head’s father was self employed or a public sector employee, respectively.
Bootstrapped standard errors (based on 100 replications) are reported in parentheses.

Variable (1) (2) (3) (4)

Log( c ) -0.0902
(0.0125)

-0.0669
(0.0147)

Log( w ) -0.0187
(0.0039)

Log( wf ) -0.0412
(0.0049)

Male -0.0151
(0.0171)

-0.0121
(0.0194)

-0.0103
(0.0204)

Age 0.0010
(0.0005)

0.0014
(0.0006)

0.0014
(0.0006)

No. of siblings 0.0027
(0.0031)

0.0016
(0.0030)

0.0000
(0.0035)

Unemployment experience -0.0023
(0.0210)

0.0107
(0.0206)

-0.0130
(0.0232)

Father self-employed -0.0248
(0.0165)

-0.0260
(0.0165)

-0.0217
(0.0176)

Father public sector employee -0.0070
(0.0229)

-0.0149
(0.0207)

-0.0153
(0.0198)

Constant -7.8786
(0.1295)

-8.3698
(0.1430)

-8.8718
(0.0496)

-8.6676
(0.0620)

Region of birth N0 YES YES YES

No. of observations 3,314 3,072 2,953 2,761
Adjusted R2 0.0149 0.0497 0.0496 0.0630
F test for region of birth = 0
(p-value)

- 11.01
(0.0000)

8.38
(0.0000)

5.82
(0.0000)

F test for  β = -1
(p-value)

 5,039.47
(0.0000)

 3,872.65
(0.0000)

 59,286.91
(0.0000)

36,660.26
(0.0000)
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Table III
Risk aversion, consumption and wealth: IV estimates

The left-hand side variable is the log of absolute risk aversion; c is expenditure on durable and non-
durable goods; w is total household net worth and is equal to the sum of real wealth (housing, land and
durable goods) and financial wealth net of debt; wf is household financial wealth. All regressions include
19 dummies for the region of birth of the household head. Male is a dummy equal to 1 if the head is a
male; age and number of siblings refer to the household head. Unemployment experience is a dummy
equal to 1 if the household head has ever undergone periods of unemployment or of temporary layoff.
Father self-employed and public sector employee are two dummies equal to 1 if the household head’s
father was self employed or a public sector employee, respectively. The set of instruments includes
dummies for the education of the household head, education dummies interacted with age, dummies for
the education of the father of the household head and his year of birth; measures of windfall gains (a
dummy for the house being acquired as a result of a bequest or gift, insurance settlements and other
transfers, capital gains on the house since the time of acquisition). The estimates in column (4) are
conducted on a restricted sample obtained excluding households with total wealth below 20 million (594
observations), those who reported non-positive financial assets (147 observations), those with head aged
less than 21 or above 75 (54 observations). Bootstrapped standard errors (based on 100 replications) are
reported in parentheses.

Variable (1) (2) (3) (4)

Log( c ) -0.1610
(0.0402)

-0.1342
(0.0554)

Log( w ) -0.0246
(0.0096)

Log( wf ) -0.0633
(0.0167)

Male -0.0173
(0.0166)

-0.0264
(0.0196)

-0.0220
(0.0159)

-0.0195
(0.0220)

Age 0.0016
(0.0005)

0.0023
(0.0006)

0.0025
(0.0006)

0.0016
(0.0006)

No. of siblings -0.0009
(0.0030)

-0.0007
(0.0035)

-0.0036
(0.0038)

-0.0038
(0.0048)

Unemployment experience -0.0121
(0.0227)

0.0243
(0.0183)

-0.0056
(0.0217)

-0.0101
(0.0248)

Father self-employed -0.0136
(0.0155)

-0.0202
(0.0152)

-0.0147
(0.0153)

-0.0076
(0.0206)

Father public sector employee 0.0054
(0.0228)

-0.0114
(0.0198)

-0.0092
(0.0210)

-0.0005
(0.0240)

Constant -7.3217
(0.4241)

-8.7442
(0.1185)

-8.4069
(0.1672)

-7.6226
(0.5868)

Region of birth YES YES YES YES

No. of observations 2,923 2,808 2,621 2,158
Adjusted R2 0.0359 0.0441 0.0461 0.0304
F test for region of birth = 0
(p-value)

4.20
(0.0000)

5.51
(0.0000)

5.02
(0.0000)

5.87
(0.0000)

F test for  β = -1
(p-value)

  667.73
(0.0000)

 8,038.10
(0.0000)

3,700.46
(0.0000)

427.99
(0.0000)
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Table IV
Risk aversion, consumption and wealth: 2SLAD estimates

The left-hand-side variable is the log of absolute risk aversion; c is expenditure on
durable and non-durable goods; w is total household net worth and is equal to the sum of
real wealth (housing, land and durable goods) and financial wealth net of debt; wf is
household financial wealth. All regressions include 19 dummies for the region of birth
of the household head. Male is a dummy equal to 1 if the head is a male; age and
number of siblings refer to the household head. Unemployment experience is a dummy
equal to 1 if the household head has ever undergone periods of unemployment or of
temporary layoff. Father self-employed and public sector employee are two dummies
equal to 1 if the household head’s father was self employed or a public sector employee,
respectively. Columns (1) to (3) report 2-stages LAD estimates. The set of instruments
includes dummies for the education of the household head, education dummies
interacted with age, dummies for the education of the father of the household head and
his year of birth; measures of windfall gains (a dummy for the house being acquired as a
result of a bequest or gift, insurance settlements and other transfers, capital gains on the
house since the time of acquisition). Bootstrapped standard errors (based on 100
replications) are reported in parentheses.

Variable (1) (2) (3)

Log( c ) -0.1686
(0.0599)

Log( w ) -0.0305
(0.0147)

Log( wf ) -0.0714
(0.0265)

Male 0.0029
(0.0144)

-0.0043
(0.0142)

-0.0013
(0.0140)

Age 0.0009
(0.0005)

0.0019
(0.0007)

0 .0020
(0.0007)

No. of siblings -0.0012
(0.0022)

-0.0019
(0.0022)

-0.0036
(0.0027)

Unemployment experience -0.0235
(0.0146)

0.0077
(0.0143)

-0.0094
(0.0134)

Father self-employed -0.0015
(0.0100)

-0.0130
(0.0141)

-0.0044
(0.0121)

Father public sector employee -0.0038
(0.0191)

-0.0226
(0.0237)

-0.0208
(0.0170)

Constant -7.0656
(0.6130)

-8.5253
(0.1511)

-8.1713
(0.2429)

Region of birth YES YES YES

No. of observations 2,923 2,808 2,621
Pseudo R2 0.0356 0.0380 0.0364
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Table V
Risk aversion and background risk

The left-hand-side variable is the log of absolute risk aversion; c is expenditure on durable and non-durable goods. All
regressions include 19 dummies for the region of birth of the household head. Male is a dummy equal to 1 if the head is a
male; age and number of siblings refer to the household head. Unemployment experience is a dummy equal to 1 if the
household head has ever undergone periods of unemployment or of temporary layoff. Father self-employed and public
sector employee are two dummies equal to 1 if the household head’s father was self employed or a public sector
employee, respectively. In the first and second columns for the variable “earnings variance of the household head”, we
use the variance of the household head’s earnings and replace it with a zero if the household head is not working and the
variance of his earnings is missing.  A dummy for non-working household head is also included. In the second column,
we also include the variance of the earnings of the wife and of an additional earner scaled with household consumption
squared. If there is no wife or additional earner or if they do not work (and are not seeking work), the missing variances
of their earnings are replaced with a zero.  Dummies for non-working head, wife and additional earner are also included
in the regression. In the last three columns the measure of background risk is the variance of the shocks to log(GDP) in
the province estimated from annual data of provincial GDP over the period 1952-1992. The set of instruments includes
dummies for the education of the household head, education dummies interacted with age, dummies for the education of
the father of the household head and his year of birth; measures of windfall gains (a dummy for the house being acquired
as a result of a bequest or gift, insurance settlements and other transfers, capital gains on the house since the time of
acquisition).  Bootstrapped standard errors (based on 100 replications) are reported in parentheses.

Variable IV IV IV 2SLAD 2SNLLS
(1) (2) (3) (4) (5)

Log( c ) -0.1597
(0.0758)

-0.1739
(0.0945)

-0.1588
(0.0327)

-0.0982
(0.0367)

c 0.1867
(0.0276)

Earnings variance
Of  household head/c2

-0.2262
(0.1838)

-0.1933
(0.2058)

- -

Earnings variance
Of spouse/ c2

-  0.1057
(1.1617)

- -

Earnings variance
Of other earner/ c2

- 0.5401
(1.0411)

- -

Variance of shocks to per
capita GDP

- - 2.8895
(1.0233)

1.8085
(0.5728)

Male -0.0419
(0.0341)

-0.0452
(0.0298)

-0.0199
(0.0195)

0.0056
(0.0080)

-0.0163
(0.0181)

Age 0.0043
(0.0012)

0.0045
(0.0015)

0.0016
(0.0005)

0.0009
(0.0003)

0.0018
(0.0005)

No. of siblings 0.0000
(0.0060)

0.0010
(0.0068)

-0.0007
(0.0034)

-0.0013
(0.0014)

-0.0007
(0.0027)

Unemployment experience -0.0186
(0.0320)

-0.0139
(0.0363)

-0.0110
(0.0214)

-0.0094
(0.0089)

-0.014
(0.0195)

Father self-employed -0.0023
(0.0211)

-0.0035
(0.0237)

-0.0162
(0.0160)

0.0014
(0.0063)

-0.0065
(0.0172)

Father public sector employee 0.0084
(0.0330)

0.0044
(0.0370)

0.0040
(0.0209)

0.0003
(0.0100)

-0.0065
(0.0172)

Constant -7.3622
(0.7918)

-7.1457
(1.0335)

-7.3523
(0.3389)

-7.7853
(0.3822)

-6.9443
(0.2962)

Region of birth YES YES YES YES NO

No. of observations 1,115 1,052 2,901 2,901 2,901
Adjusted R2

(Pseudo R2 for the 2SLAD)
0.0403 0.0395 0.0391 0.0185 0.9983

F test for region of birth = 0
(p-value)

2.38
(0.0010)

3.77
(0.0000)

6.41
(0.0000)

 9.93
(0.0000)

-

F test for  β = -1
(p-value)

 90.55
(0.0000)

221.19
(0.0000)

  559.87
(0.0000)

603.02
(0.0000)

-
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Table VI
Regimes of attitudes towards risk

The left-hand-side variable is an indicator that is equal to 1 if the consumer is risk-averse, 0 otherwise. c is
expenditure on durable and non-durable goods; w is household net worth and wf financial wealth. The
endowment variables are in million lira. All regressions include 19 dummies for the region of birth of the
household head. Male is a dummy equal to 1 if the head is a male; age and number of siblings and past
unemployment experience refer to the household head. Father self-employed and public sector employee are
two dummies equal to 1 if the household head’s father was self employed or a public sector employee,
respectively. Standard errors are reported in parentheses.

Variable (1) (2) (3)

c -0.0070
(0.0043)

c2 1.78e-06
(2.70e-05)

w - -0.0005
(0.0001)

w2 - 6.87e-08
(3.72e-08)

wf -0.0029
(0.0006)

wf2 1.35e-06
(4.72e-07)

Male -0.5581
(0.1520)

-0.5550
(0.1521)

-0.5423
(0.1535)

Age -0.0048
(0.0033)

-0.0020
(0.0033)

-0.0012
(0.0033)

No. of siblings 0.0422
(0.0247)

0.0412
(0.0246)

0.0392
(0.0247)

Unemployment experience -0.0880
(0.1218)

-0.0883
(0.1212)

-0.0810
(0.1210)

Father self-employed -0.0204
(0.0957)

0.0190
(0.0972)

0.0011
(0.0970)

Father public sector employee -0.0408
(0.1210)

-0.0227
(0.1214)

-0.0477
(0.1214)

Constant 2.5425
(0.2958)

2.3050
(0.2660)

2.2669
(0.2661)

Region of birth YES YES YES

No. of observations 2,988 2,988 2,988
Pseudo R2 0.0809 0.0877 0.0976
F test for region of birth = 0
(p-value)

34.81
(0.0026)

33.79
(0.0036)

32.86
(0.0049)

F test for exogenous
characteristics = 0
(p-value)

17.83
(0.0067)

16.21
(0.0127)

15.14
(0.0192)
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Table VII
Predicting behavior with risk aversion

In panel A the left-hand-side variable is a dummy equal to 1 if the household head is a self-employed
(first two columns) or a public employee (last two columns). In panel B, in the first two columns, it is a
dummy equal to 1 if the household holds risky financial assets; in the last two columns it is the portfolio
share of risky financial assets. Risky assets include private bonds, stocks and mutual funds. The share of
risky assets is relative to total financial assets. In panel C the left-hand-side variable is the value of
insurance premiums as a share of current consumption. We consider life (first column), health (second
column) and theft and casualty insurance (third column).  In panel D, in the first two columns, it is a
dummy variable equal to 1 if the consumer lives in a region different from the one where he was born. In
the second two columns it is a dummy equal to 1 if the consumer has changed job at least twice over his
working life. In the last two columns it is a dummy equal to 1 if the household head is affected by a
chronic disease. “Risk-averse” is a dummy variable equal to 1 if the consumer is risk-averse, i.e. if the
maximum price he/she is willing to pay for the lottery is lower than its fair value of 10 million lire. “Risk-
neutral” is similarly defined. “Absolute risk aversion” is the measure of absolute risk aversion discussed
in Section 1. All regressions include as explanatory variables age, number of siblings, household size and
number of earners, dummies for gender, marital status, education, region of birth and home ownership.
The regressions in panel A also include the two dummies for the occupation of the household’s head
father; those in panel B include a second order polynomial in financial assets, whereas those in panel C
include second order polynomials in wealth and earnings.  t-statistics are reported in parenthesis.

A: choice  of occupation
Self-employed

(probit regression)
Public sector employee

(probit regression)
Variable Whole

sample
Sample of
risk-averse

Whole
sample

Sample or
risk-averse

Risk averse -0.3513
(0.1234)

- 0.1704
(0.1261)

-

Absolute risk aversion - -1,459.82
(615.1)

- 1,484.1
(580.4)

No. of observations 3,341 3,203 3,341 3,203

B: demand for risky assets
Ownership of risky assets

(probit regressions)
Portfolio share of risky

assets
(tobit regressions)

Variable Whole
sample

Sample or
risk-averse

Whole
sample

Sample or
risk-averse

Risk averse -0.1733
(0.1305)

- -0.1129
(0.0760)

-

Absolute risk aversion - -1,504.4
( 678.8)

- -1,143.4
(425.6)

No. of observations 3,401 3,260 3,034 2,901
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Table VII : continue

C: demand for insurance
Insurance premiums as a share of  consumption

(Tobit regressions; sample or risk-averse)
Variable Life insurance Health insurance Theft and

casualty
insurance

Absolute risk aversion -96.839
(48.121)

-55.974
(22.878)

-63.783
(15.909)

No. of observations 3,264 3,264 3,249

D: moving decision, job change and health status (chronic disease)
Moving to another

region
(probit regressions)

Propensity to change
job

(probit regression)

Health
(probit regression)

Variable Whole
sample

Sample of
risk-averse

Whole
sample

Sample of
risk-averse

Whole
sample

Sample or
risk-averse

Risk averse -0.0796
(0.1360)

- -0.0686
(0.1068)

-0.5766
( 0.1196)

-

Absolute risk aversion - -1698.8
(595.3)

- -920.8
(531.2)

- -935.216
(621.89)

No. of observations 3,401 3,260 3,404 3,263 3,401 3,260
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Table VIII
Age and wealth portfolio profiles

In column 1 the left-hand-side variable is the share of risky assets in total wealth; in the second column it
is the portfolio share of risky financial assets. Risky assets include private bonds, stocks and mutual
funds. All regressions are run on the sub-sample of households with less than 60 years of age; besides age,
wealth and wealth square, they include as explanatory variables household earnings linear and square,
household size and number of earners, dummies for gender, marital status, education, region of birth and
city size dummies.  t-statistics are reported in parenthesis.

Portfolio share of risky
assets

(tobit regressions)

Portfolio share of risky
assets

(tobit regressions)
Variable Whole sample of non-retired Sample of respondents to the

lottery

Age 0.0021
(0.0008)

0.0052
(0.0020)

0.0016
(0.0011)

0.0055
(0.0025)

w 1.26e-07
(1.69e-08)

- 1.85e-07
(4.68e-08)

-

(w/1000)^2 -6.81e-12
(1.38e-12)

-2.82e-11
(1.57e-11)

-

wf - 2.96e-06
(2.26e-07)

- 2.95e-06
(3.25e-07)

(wf/1000)^2 - -1.23e-09
(1.34e-10)

- -1.14e-09
(1.82e-10)

Absolute risk aversion -597.8
(204.6)

-1,149.5
(485.5)

No. Of observations 4,799 4,420 2,458 2,273
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Figure 1
Cross sectional distribution of relative risk aversion
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Figure 2
Risk aversion and consumer endowment
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