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ABSTRACT

A substantial body of literature examines the determinants of risk preferences and their impact on risk-
taking. However, few studies offer a nuanced understanding of behaviour situated in a cultural and
geographical context. Using data from a representative sample survey of working individuals in 11
jurisdictions, this paper addresses this gap by exploring how context influences individual-level
determinants of risk preferences. The findings reveal that, despite commonalities, context significantly
affects how individual characteristics shape risk preferences and behaviour. Incorporating institutional
and cultural factors into our understanding of human decision-making provides a more accurate
representation of the geographical diversity of individual behaviour when faced with similar issues.
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1. INTRODUCTION

How people deal with risk is at the heart of the judgement and decision-making (JDM) paradigm
in cognitive science (Kahneman & Tversky, 1979). While context is important, it is often neg-
lected. In part, this is because the goals of the JDM research programme are typically concerned
with identifying regularities in behaviour that contradict the expectations of the neoclassical
economics paradigm (Shafir et al., 1997), including those related to risk tolerance (Thaler, 2015).
At issue is whether observed risk preferences are geographically constant or context-specific —
that is, particular to certain jurisdictions and regions given the respondents’ socio-economic attri-
butes and status. Notwithstanding the success of the JDM paradigm, if risk preferences and
behaviour can be shown to be in part or wholly geographically contingent, then the stylised
facts of human rationality must be rewritten to accommodate the institutional and cultural factors
that frame the nature and scope of individual behaviour (see Rodriguez-Pose et al., 2023).
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Few studies of risk preferences have been focused on behaviour in specific cultural and insti-
tutional settings. Exceptions include the cross-country study of risk preferences and social norms
by Henrich et al. (2005), the cross-country study of risk preferences and economic development
by Falk et al. (2018) and studies of how people respond to economic risk and uncertainty given
their location in time and space (Clark, 2022). The paucity of studies could be explained, in part,
by unease about previous studies of human behaviour that over-emphasised the role of context in
explaining observed behaviour. Witness the influence of Ellen Churchill Semple’s ‘environ-
mental determinism’ in anthropology and geography over the first half of the twentieth century,
which linked place with race and behaviour to discount a common humanity (Klinke, 2022).

At the heart of this paper is an assumption of shared cognitive and emotional capabilities that
enable individuals to deal with specific economic, geographical and social circumstances. As such,
‘context’ stands for spatial heterogeneity, notwithstanding the forces of global economic inte-
gration (see Jones, 2017 on Piketty, 2014). Two research questions frame the paper. The first
has two parts: to what extent does risk tolerance relate to respondents’ individual characteristics
and to what extent is this relationship moderated by the respondents’ country of residence and
related cultural norms? The second question also has two parts: to what extent do risk preferences
affect respondents’ use of financial instruments like insurance, saving and home ownership, and
to what extent is the use of these instruments moderated by the respondents’ country of resi-
dence? At issue is the interplay between risk tolerance, socioeconomic status and the financial
instruments available to respondents iz context.

Utilising the results from a cross-country representative sample survey' it is shown that,
despite the apparent commonalities, contextual factors play a significant role in how individual
characteristics shape risk preferences. It is also shown that respondents’ jurisdictions of residence
moderate the relationship between risk tolerance and the use of financial instruments. As such,
our findings support recent research in cognitive science and economic geography that attribute
an important role to context in framing behaviour (see Fiedler & Juslin, 2006; Huggins &
Thompson, 2019). Nonetheless, we echo a point made by Faulconbridge (2008) and Gertler
(2003), among others, about the dangers of simply ‘reading-off individual preferences and
behaviour from context. As Simon (1956) intimated, our findings suggest that cognition and
context are intimately entwined.

The data used in this paper are drawn from a 2016 representative survey across 11 countries or
jurisdictions. The survey focused on employed individuals aged 25-60 years and covered the UK,
selected European countries (Germany, Italy, Spain and Switzerland), the Americas (Brazil,
Mexico and the USA) and three countries or jurisdictions in Asia (Australia, Hong Kong and
Malaysia).” Notwithstanding commonalities and differences in respondents’ risk preferences
given their age, gender and incomes, the importance of these factors is moderated by jurisdiction.
Additionally, it is shown that the use of financial instruments depends on respondents’ risk tol-
erance and context.

This paper makes three contributions to the literature. First, we provide a ‘working’ model of
human behaviour that gives weight to behaviour iz context. In doing so, we neither idealise
human agency nor do we assume that agency is derivative of context. Second, we treat context
as a multi-dimensional ‘space’ of institutions, social norms and cultural expectations that together
frame human aspirations and behaviour. While it is tempting to assign priority to one driver of
behaviour-in-context, such as culture and social norms, disentangling the separate effects of
institutions, social norms and cultural expectations is beyond the reach of this paper. Third,
we provide an empirical perspective on these issues that is more nuanced compared with related
research in economic geography and in the behavioural and cognitive sciences.

Our project has its limits. Countries or jurisdictions can be thought to be rather crude geo-
graphies in that many are composites of cities and regions with diverse histories and social norms
and traditions. Even so, the nation-state is typically responsible for financial regulation and, more
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often than not, ensures individual and family wellbeing through national income and welfare pol-
icies. Additionally, there is a gap between attitudes and intentions and what people do in the face
of the exigencies of the moment. The empirical analysis does not capture real-time decisions in
the face of specific events or circumstances. Our analysis is also limited by sparse information on
the familial and social context of decision-making. In many middle-class families, individual
risk-taking is the product of shared decision-making trading-oft individual earnings and savings
intentions on behalf of household wellbeing (see Clark et al., 2012). These are important research
topics that could be addressed in various ways, including research that joins surveys with context-
specific engagement with individuals and households (see Morduch & Schneider, 2017).

The data upon which this paper is based were collected in 2016 — when the worst effects of
the global financial crisis had passed to be replaced with modest rates of global — and country-
specific economic growth. Financial and economic risks remained salient for many people, albeit
mediated by country-specific experience and policies.” Unseen but looming on the horizon were
the risks to employment associated with technological innovation (Aghion et al., 2021).

2. RELATED LITERATURE

2.1. Individual characteristics and risk preferences

The literature on risk preferences is large and extensive. Here, we highlight the role that key indi-
vidual factors including age, gender, income and other personal and material circumstances play
in affecting risk tolerance.

Age: Wang et al. (2023) found that risk tolerance exhibits a largely linear decline with
increasing age. Studies of age-related risk preferences typically invoke the lifecycle hypothesis
which supposes that risk aversion is positively correlated with age and stage-of-life (Bakshi &
Chen, 1994; Palsson, 1996). By implication, as pensions and income from invested assets replace
earned income, retirees are reluctant to carry the nature and scope of risks they took before retire-
ment. Conversely, the evidence suggests that the further people are from retirement the more
willing they are to take risks. As such, the age effect is hypothesised to be negative.

H1 the age effect: older individuals are less risk tolerant than their younger counterparts.

Dependants: analysing 18 studies, Atanasov (2015) found that making choices for others was
associated with more risk-aversion compared with making choices for oneself. Additionally,
Gorlitz and Tamm (2015) found that men and women experience increasing risk aversion as
early as two years before becoming a parent. This effect seemingly disappears when dependent
children become older. Presumably, the responsibilities associated with caring for dependents
drive individuals to prefer safer (financial) choices to ensure (financial) stability and security
for their dependants. This suggests a negative effect.

H2 the dependants’ effect: having to provide for a larger number of dependants decreases individual’s risk

tolerance.

Education: Brown et al. (2006) showed that risk aversion is negatively correlated with higher
education. Additionally, Outreville (2015) showed that more risk-averse individuals tend to
have lower levels of post-secondary formal education. As such, higher education can lead to
prioritising personal development, future-oriented consumption, and more informed and far-
sighted financial choices. As such, we hypothesise the education effect to be positive.

H3 the education effect: higher levels of education increase risk-taking.
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Financial literacy: while financial literacy is highly correlated with education, Sutter et al. (2020)
found that financial literacy promotes patience. Mudzingiri et al. (2019) and Lusardi and Mitch-
ell (2011) argue that being financially literate enhances one’s ability to take more risk and time-
effective decisions, suggesting that more financially literate individuals undertake greater risk-
taking.

H4 the competence effect: more financially literate individuals have higher propensity to engage in risk-
related decisions.

Gender: Barber and Odean (2001) showed that men are more likely to take financial risks than
women (see also Charness & Gneezy, 2012). But Lindquist and Sdre-Soderbergh (2011) noted
that, when accounting for age, risk-tolerance amongst women yields more variable effects than
expected. The evidence suggests that women are, on average, more risk averse than men.

HS5 the gender effect: women are less risk tolerant than men.

Perception of government and welfare policies: Bird (2001) found higher risk tolerance in juris-
dictions with higher levels of social spending. Similarly, Rapp et al. (2018) found that generous
unemployment policies positively influence individuals’ views on the feasibility of self-employ-
ment. These findings suggest that the perception of a strong welfare state may enable or encou-
rage citizens to take more risk than they might otherwise do, therefore leading to a positive
welfare effect.

Ho6 the welfare effect: perception of strong welfare encourages risk-taking.

Health: Rosen and Wu (2004) and Edwards (2008) amongst others found that poor health is
associated with less risky portfolios in the US Health and Retirement Study (HRS) suggesting
a negative relationship between health and risk appetite. Bressan et al. (2014) reported that
self-assessed poor health negatively impacts portfolio choice. Berkowitz and Qiu (2006) and
Coile and Milligan (2009) found that health shocks reduce the share of risky assets in individ-

ual investment portfolios either directly or indirectly. We therefore hypothesise a positive
health effect.

H7 the health effect: those who feel as healthy or healthier than average, are more likely to be risk tolerant.

Income: many studies have shown that lower-income individuals are more risk averse than higher
income individuals (Grable, 2000; Haushofer & Fehr, 2014; Tanaka et al., 2010). Yao et al.
(2011) claimed that wealthier individuals are more inclined to pursue risky investments to main-
tain their lifestyles after retirement. Likewise, Van Roojj et al. (2012) identified income as a key
predictor of financial decision-making, portfolio risk levels, and risk tolerance. Shaw (1996)
found a positive correlation between wage levels and risk preferences. In sum, the income effect
is hypothesised to be positive.

HB8 the income effect: having a higher income leads to higher risk tolerance.

2.2. Moderating effect of culture on risk tolerance

In economic geography and related research in economics, there is a presumption that jurisdic-
tion-specific institutions, culture and social structure shape preferences and behaviour (see Ale-
sina & Guiliano, 2015). Aoyama (2009) suggested that social norms and conventions can predate
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the modern state and provide legitimacy for contemporary institutions and culturally informed
preferences and expectations of behaviour. This argument animates Greif's (2006) historical
account of the evolution of cultural beliefs as regards individual autonomy and the nation-state.

Huggins and Thompson (2015, p. 135) argued that ‘culture shapes what individuals perceive
as opportunities’ while Spigel (2017, p. 293) citing Bourdieu (1977) advances the argument that
‘culture is best understood as the stabilised patterns of practice [individuals] develop through
[their] understanding of the fields they operate within’. This suggests that culture is relational,
setting the terms of engagement between individuals and their communities and the state
(national and sub-national). See also Bathelt and Gliickler (2011).

Arguably, cultural expectations, if widely shared along with institutional mechanisms that
reinforce their observance, frame behaviour (MacKinnon et al., 2009). Formal institutions
often prescribe behaviour, whether by the rewards and sanctions that promote individual
and collective expectations or by rules and regulations that claim legitimacy locally, nationally
and even globally (Gertler, 2010, p. 243). In many jurisdictions, culturally grounded informal
institutions and norms ensure that individuals honour social standards and behavioural expec-
tations. In certain branches of economics, notably those concerned with the origin and per-
formance of enforceable contracts, it is believed that state-enforced rewards and sanctions
are vital in promoting the performance of contract and shared expectations of behaviour (see
Hardin, 1996 and Posner & Rasmusen, 1999). Others, however, disagree (see Nahata et al.,
2014, for a review).

The empirical link between culture, context and behaviour, and preferences is under-devel-
oped principally because of the difficulty of measuring cultural traits and their impacts. To
this end, the tension between individualism and collectivism has been used to represent cultural
norms and are considered relevant to the study of risk preferences (see Bontempo et al., 1997;
Chui et al., 2010; Fan & Xiao, 2006; Hsee & Weber, 1999; Rieger et al., 2015; Wang & Fisch-
beck, 2008).

Although imperfect, this tension can be thought to represent the degree to which people in a
society are integrated or not into groups (Hofstede, 2001). Arguably, individualistic societies
tend to have loose ties that often relate to individuals and their immediate families. By contrast,
the concept of collectivism is used to represent societies in which integrated relationships tie
extended families and others into inclusive and oftentimes broad-based communities. In theory,
social ties are assumed to protect individual welfare in exchange for loyalty and opposition to
others who might challenge the integrity of such groups.

When focusing on the aggregate effect of culture on risk tolerance, two claims summarise
expectations and likely behavioural patterns (Rieger et al., 2015). Individualistic societies stress
personal achievement notwithstanding the costs of over-confidence and over-optimism thereby
fostering individual risk-related attitudes and behaviour including financial risk-taking (Chui
et al., 2010). Conversely, it can be contended that collectivistic societies cultivate strong social
networks which provide ‘cushions’ or collective insurance against the costs of possible financial
losses. In effect, the existence of these cushions can encourage individuals to pursue risk-taking
behaviour which they would otherwise seek to avoid (see Fan & Xiao, 2006; Hsee & Weber,
1999; Wang & Fischbeck, 2008).

As such, it is difficult to posit an unambiguous relationship between the level of individualism
or collectivism existing in a society and the aggregate levels of risk tolerance. Nevertheless, culture
can be thought to moderate many of the individual-level risk-related patterns identified above.
We illustrate the possible impact of culture on risk-taking behaviour by reference to the variables
identified in the previous section.

Age: the effect of culture on individual behaviour is expected to grow with age. While social
learning happens during childhood, cultural norms are perceived as more important by older
individuals (see Fung, 2013). For instance, Neugarten (1977) noted that adults often believe
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that their capacity to effectuate change diminishes with age. Heckhausen and Schulz (1995)
claimed that older individuals’ personal goals tend to align with external expectations, possibly
due to age-related cognitive decline and increasing reliance upon society. In sum, the influence
of age on reducing risk tolerance is likely stronger in individualistic societies which emphasise risk
as a means for individual achievement, which, in turn, may be negatively affected by reduced cog-
nitive and physical capabilities as age increases.

H1a: the age effect is likely to be stronger in individualistic societies.

Dependants: as mentioned above, making decisions on behalf of, and thinking about others, is
likely to reduce individuals’ risk tolerance. However, this effect may be somewhat weakened in
collectivist societies according to the ‘cushion’ hypothesis (Hsee & Weber, 1999). In fact,
being embedded in social networks may dampen responsibility towards one’s own direct depen-
dants, thus weakening the dependants effect.

H2a: the dependants effect is weaker in collectivistic societies.

Education: while education is typically positively associated with risk tolerance, individualism can
be thought to encourage more educated agents to take comparatively higher calculated risks since
education boosts confidence in achieving personal gains through risk-taking (Humphrey &
Bliue, 2021; Moon et al., 2023). In collectivist societies, despite education fostering individua-
listic attitudes, social norms hold sway considering the impact of individual risk-taking on family
and community (LeFebvre & Franke, 2013). This suggests that the positive effect of education

on risk preferences is stronger in individualistic contexts.
H3a: the education effect is stronger in individualistic societies.

Financial literacy: culture is also thought to moderate the effect that financial literacy has on risk
tolerance. In individualistic societies, individuals are more likely to seek advice from professionals
over relatives or friends (Lu et al., 2021). Equally, individualism is thought to dampen mistrust in
financial institutions (Lu et al., 2021; Yamagishi et al., 1998), suggesting that financial advice is
less about risk management and more about realising individuals’ objectives beyond risk minimis-
ation. For these reasons, it is plausible to assume that the effect of financial literacy on risk tol-
erance is stronger in individualistic societies.

H4a: the competence effect is stronger in individualistic societies.

Gender: the effect that gender exerts on risk aversion is expected to be weaker in individualistic
societies. Individualism is associated with personal liberty and self-determination, values that discount
support for patriarchal norms and promote greater gender equality. Davis and Williamson (2022)
found that individualism is positively associated with women’s economic rights. Going further,
Falk and Hermle (2018) argued that higher levels of economic development allow for more equitable
gender relationships and thereby reduce the effect of gender on risk aversion. This suggests that indi-
vidualistic cultures amplify women’s appetite for risk, thus weakening the gender effect.

H5a: the gender effect is likely to be weaker in individualistic societies.
Government and welfare policies: in individualistic societies, weaker social ties suggest that indi-

viduals cannot rely as much on others for social welfare. By contrast, in collectivist cultures people
are better supported by their extended families, friends and social networks (Fafchamps &
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Gubert, 2007). As such, ‘institutions’ of mutual insurance provide a buffer against financial risks
and reduce the perceived need for government welfare support. As a result, expectations of enti-
tlements to government welfare support can play a significant role in providing a safety net for
individuals in individualistic cultures (Hsee & Weber, 1999).

Hoéa: the welfare effect is stronger in individualistic societies.

Health: ailments, chronic diseases and poorer health in general are less likely to represent an
obstacle in collectivistic societies, due to the ‘cushion’ effect. For this reason, the impact of
poor health on risk taking is more likely to be stronger in individualistic societies.

H7a: the health effect is weaker in collectivistic societies.
Income: individualism tends to magnify the effect that income exerts on risk taking. Yao et al.
(2011) found that, all things being equal, wealthier individuals are more inclined to pursue
risky investments to maintain their lifestyles over the long term. This effect is likely to be heigh-
tened in societies where mutual insurance is lacking or non-existent.

HB8a: the income effect is stronger in individualistic societies.

The theorised effects of individual-level characteristics on risk preferences and the respective
moderating effects of culture are summarised in Figure 1.

Financial
Demographics Circumstances
2
Gender
Baseline: Male Income
X
P
Age Financial Literacy
.
p
" State
Education .
Preferences Circumstances
L
Perceived Welfare
Personal
Circumstances
Health
/ General Effect IDV Moderation
/ Positive Stronger
# of Dependants — = Negative Weaker

Figure 1. Theoretical framework linking individual-level characteristics and risk preferences.
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2.3. Risk tolerance and financial instruments

The literature on risk preferences and financial decisions is also extensive. Here we focus on the
use of financial instruments such as the accumulation of savings, life insurance policies and
homeownership.

Savings: it is widely recognised that saving functions as a buffer in an uncertain world and is
aligned with the permanent income hypothesis and precautionary motives wherein it is assumed
that individuals seek to secure future consumption without falling short (see Leland, 1968).
Recent research indicates that risk-tolerant individuals save to offset the risks they have taken
(see Crainich et al.,, 2013; Ebert & Wiesen, 2014). Risk-seeking has also been found to have
a positive effect on precautionary savings (see Bartzsch, 2008; Limosani & Millemaci, 2014)
although there are doubts as to whether the effect is systematic (see Charness et al., 2020). In
sum, at least two factors influence savings rates as risk preferences change: a decline in precau-
tionary savings with rising risk preferences and an increased engagement in riskier activities. We
hypothesise that the relationship between savings rates and risk preferences is not linear, likely
exhibits a decreasing slope, and indicates that as risk preferences rise, the propensity to hold pre-
cautionary savings diminishes relative to an increased appetite for risky choices. Whether this
relationship has an inverse-U shape is an empirical question.

H9: an increasingly negative relationship between risk preferences and savings exists.

Life insurance: this kind of product typically protects families from income loss due to the early
death of a breadwinner (Eling et al., 2021; Han & Hung, 2017). While it is commonly believed
that more risk-averse individuals buy more insurance, empirical research yields inconsistent
results. For example, Luciano et al. (2016) and Giesbert et al. (2011) found a negative effect
of risk aversion on the demand for insurance whereas Liebenberg et al. (2012) found no signifi-
cant association between risk aversion and holding life insurance. Eling et al. (2021) found a
positive and significant association between willingness to take financial risks and holding life
insurance. Like savings, holding life insurance is influenced by two factors: the propensity to
insure and the inclination to engage in risky behaviours. Given that life insurance uptake reflects
the risks associated with an individual’s activities, we hypothesise a non-linearly decreasing
relationship between risk preferences and life insurance uptake, though the exact shape requires
empirical investigation.

H10: an increasingly negative relationship between risk preferences and life insurance ownership exists.

Homeownership: research shows that risk tolerance significantly influences the decision to pur-
chase a house. Liao et al. (2014) and Diaz-Serrano (2005) found a negative relationship between
risk aversion and housing wealth, with less risk-averse households experiencing greater changes
in consumption in response to house price appreciation. This suggests that risk-averse individuals
may be less likely to invest in housing. Cox et al. (2015) supported this finding, demonstrating
that households with higher risk tolerance were more likely to opt for mortgage products, indi-
cating a greater willingness to take on financial risks.

H11: risk-tolerant individuals are more likely to invest in housing.

2.4. Moderating role of culture on financial behaviour

It is plausible that culture moderates the importance of risk tolerance when deciding to acquire
specific financial instruments whose valuation depends on a preference for risk and on their avail-
ability. The literature on the matter is scant but suggestive.
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Savings: given the tendency of individuals living in individualistic societies to exhibit over-
confidence and optimism (Rieger et al., 2015), it is plausible that individuals with the same risk
preferences hold fewer savings compared to those in collectivist societies. By contrast, individuals
in collectivistic societies may save more for their immediate needs and to adhere to social norms.

H9a: holding risk tolerance constant, individuals in collectivistic jurisdictions are more likely to hold savings.

Life insurance: it has been found that individualism dampens mistrust in financial institutions
and reduces reliance on informal networks as sources of financing (Lu et al., 2021). Therefore,
holding risk preferences constant, individuals residing in individualistic societies that lack sup-
porting networks, are expected to be more likely to take up life insurance as a financial product
than their counterparts in collectivist societies.

H10a: holding risk tolerance constant, individuals in individualistic societies are more likely to take out

life insurance.

Homeownership: owning a home is strongly related to a country’s institutional structure and cul-
tural traditions. Specifically, Smith (2013) argued cultural attitudes towards homeownership and
debt significantly impact how housing markets function — affecting mortgage lending practices
and innovation in financial products aimed at facilitating homeownership. Further, market
deregulation and liberalisation, both attributes of individualistic societies, are believed to lead
to risky financial products, contributing to the use of housing as a speculative investment product
(Haliassos 2012; Lowe et al., 2012). As such, individualism is expected to positively moderate the
effect of risk preferences on homeownership. Additionally, given sparser social network struc-
tures, the acquisition of a house is more likely to be the responsibility of the individual in indi-
vidualistic societies as compared to collectivist ones.

H11a: holding risk tolerance constant, individuals in individualistic societies are more likely to invest in
housing.

Like above, the theorised effects of risk preferences on the uptake of financial instruments and
the respective moderating effects of culture are summarised in Figure 2.

General Effect IDV Moderation
—— Positive ——— Posiiive

Risk Negative and .
Preferences — " Declining —— Negative

Life House

Savings
g Insurance Purchase

Figure 2. Theoretical framework linking risk preferences and the use of specific financial instruments.
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3. DATABASE AND SURVEY

To assess individual and jurisdiction-specific differences in risk tolerance, their determinants and
effects on the holding of financial instruments, we rely on data from a 2016 international survey
which the Zurich Insurance Group commissioned in conjunction with Oxford University. See
Survey Appendix in the online supplemental data for more details. Representative samples of
working men and women aged 25-60 years, including those who had been out of work for
less than three months, were developed for 11 countries and jurisdictions in Europe, the Amer-
icas and Asia.

The survey contained 57 questions divided into ten sections and took approximately 25 min-
utes to complete. The first five sections were devoted to eliciting information on respondents’
backgrounds, their awareness and knowledge of insurance, their personal circumstances, their
expectations of family, employers and government, and their attitudes towards and trust in insti-
tutions. The sixth section assessed their levels of risk aversion. Sections seven through ten tackled
willingness to pay for insurance, financial literacy, the socio-demographic profiles of respondents
and their employment status.”*

We rely on question 35 to measure risk tolerance. This question asked respondents which level
of risk they were willing to take when saving or investing.5 The question read as follows. Which
level of risk are you willing to take when saving or making investments? The five answer options
were ordinal in nature and approximately equidistant. Specifically, they were as follows (ranging
from maximum to minimum risk tolerance): substantial risk expecting fo earn substantial returns;
above average risk to earn above average returns; average risk expecting fo earn average refurns;
below average risk to earn below average returns; not willing to take any financial risks.

To investigate the effect of demographic variables on risk tolerance, we relied on respondents’
self-identification via a binary gender variable (Q1), a continuous age variable (Q2) and a con-
tinuous education variable that measured years of schooling (Q48). To assess the effect of per-
sonal circumstances on risk tolerance, we used a categorical measure of self-assessed health and
expected health — a question that asked respondents whether, given their age, they felt healthier,
about as healthy or less healthy than average (Q22) and Q23 deals with expectations. A continu-
ous measure to elicit the number of dependents of the respondent (Q51) was utilised. This vari-
able was included to control for the nature of individual decision-making, trading-off earnings
and savings intentions on behalf of collective future wellbeing (see Clark et al., 2012).

Regarding individual financial circumstances, we used ordinal country-specific income bands
standardised with a mean of 0 and standard deviation of 1 per country (Q5¢c). In addition, we
considered categorical responses about individuals’ income change over the past year compared
with the previous 5 years as well as their expected change in income over the next 12 months
(Q39 and Q40 respectively). Each question offered response options indicating a decline, no
change, or an increase in income as well as an option to state uncertainty about such change
for future income. To assess the role of competence and analytical skills we relied on
binary answers to Q45 to Q47. These questions are part of the financial literacy test regime
elaborated by Lusardi and Mitchell (2011) and provide evidence as to whether respondents
were able to calculate compound interest, conduct basic calculations and understand portfolio
diversification.

Further, we assessed individual ‘state’ circumstances via a continuous self-reported estimate of
the percentage that the relevant government would pay as a monthly benefit if the individual were
unable to work due to personal circumstances (Q27). Arguably, this question measures the indi-
vidual-level perception of government welfare policies and expected entitlement levels. As such,
this serves as a proxy to individual-level perception of welfare support and can be considered an
individual-level variable, albeit provided by governments (local or national).®
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Figure 3. Individualism (IDV) scores across jurisdictions developed by Hofstede (2001) and measured
by Minkov et al. (2017).

To assess hypotheses 9-11, we used survey questions regarding the uptake of financial instru-
ments. The instruments considered were holding savings, taking-up life insurance and allocating
money towards the purchase of a house. We measured savings via a binary variable indicating
whether an individual has saved surplus income or not (Q37) in the 12 months prior to the sur-
vey. Specifically, this question read: If you earned more than you spent in the past year, did you save
that surplus income? Whether an individual had taken up life insurance is assessed via a binary
variable indicating life insurance uptake (Q6). The allocation of funds towards the purchase of
a house was measured via two multiple-select variables indicating expenditures towards a
house to live in or to rent out (Q38).

Finally, to contextualise our results with the cultural dimension of individualism versus col-
lectivism, we utilised the country-level individualism (IDV) scores generated by Minkov et al.
(2017) across 56 jurisdictions for the years of 2015 and 2016, including all jurisdictions relevant
for the present study (see Figure 3).

4. EMPIRICAL AND ESTIMATION STRATEGY

The empirical strategy had two parts. First, we focus on the effect of individual-level predictors
on respondents’ risk tolerance (including country fixed effects). Subsequently, the regression
models are extended to between-country variations in risk tolerance as well as the moderating
effects of culture on individual-level predictors of risk tolerance.

In the second part of the analysis, we examine the effect of risk tolerance on the uptake of
(risky) financial instruments (again including country fixed effects) in addition to the moderating
effects of culture on the relationship between risk tolerance and the uptake of (risky) financial
instruments. These steps are explained below.
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4.1. Estimating the effect of individual-level predictors of risk tolerance

To analyse the effect of individual-level predictors on risk tolerance, we pooled all jurisdictions in
the dataset and implemented the following ordinary least squares (OLS) regression with country
dummies:

RiskTolerance; = By Gender; + B,Age; + Byfgef + ByEducation;
+ BsIncome; + BgAlncome; + B, E(Alncome); + BgFinancialLiteracy;

+ ByHealth; + BioE(Health); + B1yDependents;
+ Byy PerceivedWelfare; + a, + u;c

1)

The main dependent variable was Risk7olerance;, an ordinal variable indicating individual 7 ’s risk
tolerance, which has been normalised to a mean 0 and standard deviation 1. In line with our
framework, we include a set of individual-level predictors. Gender; was a binary variable (baseline:
male); Age; and Agef were continuous variables; Education; was a continuous variable on the years
of schooling received by individual 7. To evaluate the effect of one’s financial circumstances we
included Income;, Alncome; and E(AlIncome); which were standardised ordinal variables on the
current income of individual 7, its change over the past 12 months relative to the last 5 years
and their expected change over the next 12 months. FinancialLiteracy; was a binary indicator
of individual i ’s financial abilities. Furthermore, we considered respondents’ health by including
Health; and E(Health); as categorical variables on individual i’s perceived current and future
health. We also included Dependents;, a continuous variable indicating the number of dependants
for whom individual i was responsible for. Lastly, we considered individual perceptions of the
availability of state welfare benefits (PerceivedWelfare;) as a continuous variable: «, indicated
the country fixed effects and #;, indicates the individual-level standard errors clustered at country
level.

4.2. Estimating the influence of culture on individual-level predictors of risk
tolerance
Next, we studied the country-specific effects on risk tolerance. We began with a one-way
ANOVA of the average risk tolerance for each country in our sample to measure the importance
of between-country variation in risk tolerance. Notably, we contextualise cross-country results by
the culture dimension of individualism versus collectivism. In doing so, we relate the ANOVA
results to the respective country-specific individualism (IDV) scores produced by Minkov et al.
(2017).

Next, we augment Equation (1) by interacting individual level predictors with each country
dummy as follows:

RiskTolerance; = X;Country, + u; ()
Where X; is
By Gender; + B,Age; + ,83Age? + ByEducation; + BsIncome; + BgAlncome;

+ By E(AlIncome); + BgFinancialLiteracy; + BoHealth; + BioE(Health); (3)

+ By Dependents; + + B, PerceivedWelfare;
This allows for an estimate of interaction effects and the moderating effects of culture on
individual-level predictors of risk tolerance. Again, u; are individual-level standard errors. The

coefficients on X;Country; can be interpreted as the country-specific (namely cultural) effects
of individual-level predictors from regression (1) on risk tolerance.
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4.3. Estimating the effect of risk tolerance on the uptake of financial instruments
Subsequently, we test the effect of risk tolerance on the uptake of (risky) financial instruments.
Our model specification is like that presented above. However, we switch the dependent variable
from RiskTolerance; to the respective financial instrument. The focal independent variable of
these regressions is RiskTolerance; while X; depicts our set of control variables as specified in
Equation (3). The regression is specified as follows:

Financiallnstrument; = yRiskTolerance; + X; + o, + u;, 4)

We consider three different types of Financiallnstrument;: whether individual i has saved surplus
income, taken out life insurance or has allocated money towards homeownership. All these vari-
ables are binary. Again, «a, represents country fixed effects and #;, are individual-level country-
clustered standard errors.

4.4. Estimating the effect of culture on individual-level predictors of the use of
financial instruments

To establish the existence of country-specific (that is cultural) effects on the importance that risk
tolerance exerts on the use of financial instruments, Equation (4) extends like Equation (2):

Financiallnstrument; = <yRiskTolerance;Country. + X;Country, + u; (5)

Again, we contextualise RiskTolerance; Country, with the respective IDV scores, shedding light on
the influence of culture on individual-level predictors of the use of financial instruments and
include individual-level standard errors ;.

5. RESULTS OF ECONOMETRIC ANALYSES

5.1. Estimating the role of individual determinants of risk tolerance

Table 1 shows the effects of individual characteristics on risk tolerance.” Column 1 presents the
results of the basic model. It was found that women were substantially less risk tolerant than men
by about a third of a standard deviation. This result is in line with results obtained by Falk et al.
(2018) and by Falk and Hermle (2018) in a related cross-country study. Age was not found to
significantly affect the risk tolerance of respondents, whereas higher educational attainment
increased risk tolerance by about a hundredth of a standard deviation per extra year of schooling.
Despite being a relatively small effect, it matches the findings of previous studies that have shown
that higher levels of education and/or cognitive abilities are related to higher risk tolerance.

In column 2, it is shown that when controlling for income, the gender effect remains stable.
However, it is also shown that education loses its effect. Instead, higher income increases risk
tolerance in two ways — via absolute earnings as well as the expected change in earnings over
the next 12 months. This confirms the results of previous studies including Tanaka et al.
(2010) and Van Rooij et al. (2012). Past changes in income do not have a meaningful effect
on risk tolerance. As such, the economic crises preceding the survey administration do not
seem to have had a meaningful statistical effect on individuals’ risk tolerance.

In the third column of Table 1, we show that respondents who reported greater perceived
state welfare support were significantly more inclined to take risks. In column 4, we show that
respondents who reported feeling at least as healthy as average were significantly more likely
to take risks than those who believed their health was poorer than average. Each step change
in reported health increased risk tolerance by one-fifth of a standard deviation. A similar, albeit
half as strong, effect was found for expected health over the next 12 months.

There was a significant increase in the adjusted R-squared via the progressive inclusion of the
additional predictors at each step. Note that the number of observations decreases over column 1
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Table 1. Individual determinants of risk taking.

(1) (1.1) (2) (3) (4)
Dep. variable Risk taking  Risk taking  Risk taking  Risk taking  Risk taking
Gender (baseline: male) —0.371%** —0.3878*** —0.3845*** —0.3761*** —0.3637***
(0.0326) (0.0386) (0.032) (0.031) (0.034)
Age sq. 0.0001 0.0000 0.0001 0.0001 0.0001
(0.0002) (0.0002) (0.000) (0.000) (0.000)
Age —-0.0269 -0.0227 -0.0273 -0.0272 —-0.0257
(0.0152) (0.0167) (0.017) (0.017) (0.017)
Education 0.0082** 0.0050 0.0003 0.001 0.0013
(0.0030) (0.0033) (0.003) (0.003) (0.003)
Income 0.1583*** 0.1568*** 0.1440***
(0.034) (0.033) (0.029)
Income Change 0.025 0.0233 0.0196
(0.021) (0.020) (0.019)
E(Income Change) 0.1451%** 0.1440%*** 0.1209***
(0.023) (0.023) (0.022)
Financial Literacy —0.1182%** —0.1039** —-0.0851*
(0.036) (0.040) (0.040)
Perceived Welfare 0.0024* 0.0021*
(0.001) (0.001)
Health 0.19071***
(0.030)
E(Health) 0.0865***
(0.022)
Dependents 0.0236
(0.015)
Constant 2.590*** 2.7802*** 2.7103*** 2.5956%** 2.1879***
(0.3318) (0.3727) (0.369) (0.375) 0.378
Country dummies Yes Yes Yes Yes Yes
Observations 11,584 9115 9115 9115 9115
Adj. R Squared 0.126 0.145 0.168 0.170 0.180

Notes: OLS estimates, standard errors in parenthesis (clustered at the country level). Income is standardised. *p < .10, **p
<.05, ***p < .01.

to column 1.1 in Table 1. This is because not all respondents reported their current income and/
or their expected income over the next 12 months. Reassuringly, the estimation of the basic
model in column 1 is mostly unchanged by the exclusion of the subsequently dropped obser-
vations in column 1.1. Only the coefficient for education switches from statistically significant
to insignificant. Given that the inclusion of income reduces the coefficient on education to essen-
tially 0, this does not pose a problem for the results.

In sum, our models provide support for H5 (women are less risk tolerant than men), H6
(stronger perceived welfare benefits encourage risk taking), H7 (better health increases risk

FINANCE AND SPACE



Geographical variations in risk tolerance and the use of financial instruments 445

tolerance) and HS (higher income leads to higher risk tolerance). Conversely, H1 (older individ-
uals are less risk tolerant than their younger counterparts), H2 (higher number of dependants
decreases risk tolerance) and H3 (higher education leads to higher risk preferences) cannot be
supported. Finally, the coefficient for financial literacy takes the opposite sign than hypothesised
in H4, albeit with only weak significance. As such, H4 (more financially literate individuals have
a higher propensity to engage in risk) cannot be supported.

5.2. Estimating the moderating effects of culture on individual-level predictors
of risk tolerance

A key interest of the paper was to understand whether context moderates the effects of individ-
ual-level predictors on risk tolerance. To this end, we first conduct an ANOVA of the average
risk tolerance for each country in our sample. Responses to the risk question were normalised
to a mean 0 and standard deviation 1. Country averages are expressed in terms of standard devi-
ations from the full sample mean. The results are presented in Figure 4.

It is shown that risk tolerance varies across jurisdictions. Mexico had the highest level of risk
tolerance, half a standard deviation more than the full sample mean. The second and third most
risk-tolerant jurisdictions or jurisdictions were Hong Kong and Malaysia. At the other end of the
spectrum, Switzerland had the lowest level of risk tolerance, followed by Germany and the UK.
In these jurisdictions, risk tolerance was a third of a standard deviation lower than the full sample
mean. Interestingly, Figure 4 shows that absolute risk tolerance and IDV scores were negatively
related (Pearson correlation coefficient 7(9) = —0.77, p = 0.005 ).8 In sum, this result lends sup-
port to the ‘cushion’ hypothesis outlined by Rieger et al. (2015).

To test whether culture moderates the effect of individual-level predictors on risk tolerance, we
turn to a country-level analysis. The results of the country-level models are presented in Figure 5.

Panel 1 of Figure 5 shows that the gender effect (women are less risk tolerant than men) is
significant for all jurisdictions surveyed. Further, individualist jurisdictions have a more negative
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Figure 4. Country average risk tolerance with standard error bars plotted against country specific IDV
scores.
Note: Country averages are expressed in terms of standard deviations from the full sample mean.
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Figure 5. Ten country-specific coefficients of the individual-level predictors of risk tolerance.

Note: The left axis refers to the coefficient value of the predictor referenced in the respective panel’s
title. The right axis refers to the IDV scores. Grey circles present p > 0.1, light green presents p < 0.1,
green presents p < 0.05, and dark green presents p < 0.01.
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gender effect. Panels 2 and 3 show that risk tolerance declines with age in almost all jurisdictions
albeit with decreasing slope: older individuals are less risk tolerant than their younger counter-
parts but as age increases, its negative effect on risk preference decreases. Nevertheless, this effect
is only statistically significant for the UK, Australia and Brazil. As such, the age effect is mod-
erated by jurisdiction of residence.” Panel 4 shows that the effect of education on risk preferences
is largely not significant and hovers around 0. The only exception is Malaysia, which exhibits a
positive coefficient of education on risk preferences.

Panels 5 through 7 show the jurisdiction-specific income effects on risk tolerance. All sig-
nificant estimators of the income effects (absolute, change or expected) are positive. However,
past changes in income do not exhibit significance for any jurisdiction apart from Mexico.
Further, the effect of absolute income on risk tolerance seems to be positively correlated
with IDV scores while for expected income change over the next 12 months, no discernible
pattern was found.

Panel 8 shows that the effect of competence on risk tolerance was largely insignificant for jur-
isdictions with higher IDV scores and statistically significant and negative for jurisdictions with
lower IDV scores. Panels 9 and 10 show the effect of health on risk tolerance by country. We
observe a positive effect of health on risk tolerance across all jurisdictions. Specifically, in juris-
dictions with higher IDV scores, higher current health levels significantly increased risk toler-
ance. The relationship between health and risk tolerance is not significant in jurisdictions with
lower IDV scores. Furthermore, Switzerland, Spain and the USA show significantly positive
effects of expected health on risk tolerance.

Panel 11 presents the effect of perceived government welfare support on individual risk tol-
erance by country. The effect is positive and mostly statistically significant apart from Switzer-
land, Germany, Spain, Brazil and Mexico. Again, a moderate positive trend between the IDV
score and the effect of welfare perception on risk tolerance is discernible. Finally, panel 12
shows the effect of the number of dependants on risk tolerance across jurisdictions. Interestingly,
this effect hovers around 0 for all jurisdictions apart from Switzerland (negative), Spain (positive)
and Mexico (positive), where it is statistically significant.

The results also shed light on the moderating role of culture on individual-level predictors of
risk tolerance noted in the previous results section. We can conclude that H6a (the welfare effect
is stronger in individualistic societies), H7a (the health effect is weaker in collectivistic societies)
and H8a (the income effect is stronger in individualistic societies), are largely supported by the
results. Further, while the overall effect of financial literacy on risk preferences is contrary to our
hypothesis H4, the results support that individualism moderates this effect positively. As such,
H4a (the competence effect is stronger in individualistic societies) is supported.

Conversely, the results support neither H1a, namely that the age effect is likely to be weaker
in individualistic societies, H2a, which is that the effect of dependants is weaker in collectivistic
societies, nor H3a, which is that education has a stronger positive effect on risk preferences in
individualistic jurisdictions. The results related to H5a (the gender effect is likely to be weaker
in individualistic societies) indicate the opposite of that initially hypothesised.

As such, while, on aggregate, IDV scores negatively affect risk tolerance, individualism
mostly moderates individual-level factors positively (that is income, health, financial literacy
and perceived welfare). Note that these results lend further support to the mechanisms through
which either individualistic or collectivistic societies foster risk-taking. Characteristics such as
income, health, or perceived welfare are hypothesised to matter less in collectivistic societies
due to cultural norms.

5.3. Estimating risk tolerance and take-up of financial instruments

In this section, we analyse the effect of risk tolerance on the uptake of a set of financial instru-
ments. Table 2 presents the results.
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In columns 1 and 1.1 of Table 2 we report the results of the basic model of risk tolerance on
savings. It was found that this relationship takes an inverse-U shape. In column 2 we show that
although we see a decrease in the strength of the effect of risk tolerance on holding precautionary
savings, the results are robust enough to include a set of individual-level predictors. As such, the
results show that higher risk tolerance reduces prudence and is associated with respondents who
are more likely to spend their earned income. However, this relationship takes the form of an
inverted U, meaning that as risk tolerance increases from very low to moderate levels, the pro-
portion of discretionary income devoted to savings increases, while an increase from moderate
to high levels of risk tolerance decreases the share of income saved (see Figure 6, Panel 1). It
could be that individuals of moderate risk tolerance hedge their increased risk taking while
those with high risk tolerance cease to do so.

In columns 3 and 3.1 of Table 2, we report the results of the basic model of risk tolerance on
life insurance uptake. We found a relationship that takes an inverse-U shape. The results are
robust to including a set of individual-level predictors as shown in column 4. As such, the results
show that increasing risk tolerance increases the likelihood of taking out life insurance, albeit
with diminishing intensity and only until above average risk tolerance (see Figure 6, Panel 2).
As such, a similar argument to holding discretionary savings applies — individuals may be hedging
against their risk taking by taking out life insurance, albeit only up to a certain level of risk tol-
erance, after which they stop hedging against their increasing risk taking.

In columns 5 and 6 we show that risk tolerance positively affects the likelihood of allocating
money towards the purchase of a house, even after controlling for additional individual-level pre-
dictors. We did not find that the addition of a squared term for risk tolerance adds further nuance
to the model; rather, it generated insignificant results. This suggests that risk preferences affect
home purchasing decisions in a linear fashion.

In sum, our results support H9 (a negative and decreasing relationship between risk tolerance
and holding discretionary savings), H10 (a negative and decreasing relationship between risk tol-
erance and life insurance uptake) and H11 (risk-averse individuals are less likely to invest in
housing).

Panel 1: Risk Tolerane on Savings Panel 2: Risk Tolerane on Life Insurance
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Figure 6. Coefficients for risk tolerance on discretionary savings (Panel 1) and life insurance (Panel 2).
Note: The blue line represents the basic model of regression (4) with risk tolerance as a linear depen-
dent variable. The orange line represents the basic model as specified in Equation (4) with risk toler-
ance included both as a linear and as a squared term.
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5.4. Estimating the moderating effect of culture of risk tolerance on the take-up

of financial instruments

To establish the existence of country-specific effects of risk tolerance on the uptake of the set of
financial instruments analysed, the base model was re-estimated with additional country inter-
action effects as specified in Equation (5). As before, we were concerned with identifying simi-
larities and differences in the significance, size and sign on the risk coefficient for each
country. As before, the country-specific results are set out in graphical form to ease comparison
(see Figure 7).

In Panel 1 of Figure 7, it is shown that risk tolerance is not a significant factor in the decision
to save in all jurisdictions but the UK, Australia and Hong Kong. As such, the effect recorded in
Table 2 and Panel 1 of Figure 6 might be affected by a handful of jurisdictions while the majority
exhibits only modest and therefore insignificant effects. Including a squared risk tolerance term
in the model leads to a greater number of jurisdictions exhibiting significance in at least one of the
coefficients. Nevertheless, the result confirms that the individual-level cross-country effect might
be driven by a subset of jurisdictions.

By contrast, Panel 2 of Figure 7 shows that the effect of risk tolerance on life insurance uptake
is not significant for Mexico, while it is significant and positive for all other jurisdictions. This
effect is, however, stronger for jurisdictions with high IDV scores compared with more collecti-
vistic jurisdictions.

Finally, we hypothesised that the effect of risk tolerance on the decision to purchase a house
would have distinctive country effects. In Panel 3 of Figure 7, it is shown that there was no sig-
nificant relationship between risk tolerance and home ownership for seven of the 11 jurisdictions.
This relationship is, however, modestly significant for Australia and strongly significant for Swit-
zerland, Germany and the USA. Further, although most coefficients are not significant, there
appears to be a negative relationship between IDV score and the decision to allocate money
towards the purchase of a house.

In sum, the results of the country-specific analyses support H10a (individuals in individualis-
tic societies are more likely to take out life insurance) and H11a (individuals with the same risk
tolerance are more likely to invest in housing in individualistic societies), while H9a (individuals
in collectivistic jurisdictions are more likely to hold savings at constant risk tolerance) is neither
supported nor negated (that is showing the opposite sign).

6. IMPLICATIONS AND CONCLUSIONS

Oberdiek (2017, p. 1) observed that people are ‘shadowed by risk’ and ‘risk utterly permeates life’.
More specifically, critics of globalisation and neoliberalism associate risk and risk-taking along-
side associated costs with the spread of market imperatives to every corner of the world wherein
many individuals have neither the aptitude nor the resources to manage risk in ways that mini-
mise costs and maximise benefits (Dumenil & Levy, 2013). Even so, as the tech-revolution has
demonstrated, risk-taking is fundamental to innovation and development with benefits for those
involved and society at large notwithstanding the variable impact of costs and benefits locally and
globally (see Aghion et al., 2019) and the uneven surface of related risks and uncertainties (Clark,
2022).

A substantial body of literature is devoted to better understanding the determinants of risk
preferences as well as how risk preferences affect risk taking. This paper explores the influence
of context in framing and moderating risk preferences and behaviour, drawing on data from a
survey of working individuals in 11 jurisdictions. It is shown that there are distinctive geographi-
cal patterns of risk preferences and behaviour 4y context. Acknowledging the significant role of
institutions in shaping citizens’ risk experiences, this study aligns with arguments made by
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Figure 7. Three country-specific coefficients of risk preferences on a set of financial instruments.
Note: The left axis refers to the coefficient value of the predictor referenced in the respective panel’s
title. The right axis refers to the IDV scores. Grey circles present p > 0.1, light green presents p < 0.1,

green presents p < 0.05 and dark green presents p < 0.01.
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Christopherson (2002) and Gertler (2010) amongst others regarding the impact of national insti-
tutions on ‘local’ behaviour and expectations.

In presenting these findings, we acknowledge related research by behavioural scientists such
as Hsee and Weber (1999), Tanaka et al. (2010) and Weber and Hsee (1999). Whereas their
findings were either country-specific and/or relied upon selected country pairs (e.g., China
and the US), we used a dataset of 11 jurisdictions with varying cultural traditions to illustrate
this argument. More specifically, we reference risk-cultures via Minkov et al.’s (2017) updated
version of Hofstede’s (2001) study of culture and behaviour which provided country-specific
scores on a continuum between individualism and collectivism. This enabled us to demonstrate
empirically the role of culture in framing the nature and scope of the risk respondents were will-
ing to take in each country considering their characteristics and circumstances.

The results show that being female has a significant negative effect on risk preferences and,
contrary to our hypothesis, this effect is stronger in more individualistic societies. One possible
explanation is that while equality-focused feminist theory advocates the equal standing of gen-
ders in terms of desires, wants, goals and achievement (Wollstonecraft, 2016), individualistic
societies tend to value the contributions and perspectives of individuals across genders (Butler,
2002). Additionally, we observed similar moderating effects (positive and negative) of culture
on income, health and perceptions of social welfare as predictors of individual risk preferences.
Importantly, culture does 7oz appear to moderate the effects of age, education and the number of
dependants on risk preferences.

Whatever the statistical significance of country-specific patterns of risk tolerance, as people’s
personal circumstances change so too do their levels of risk tolerance. The existence of common-
alities and differences in individual risk behaviour on a global basis dampens suggestions that
differences in risk taking are entirely due to country-specific institutions and cultures (Gold-
smith-Pinkham & Shue, 2023). As well, our findings amplify concerns about the limitations
of behavioural research that relies upon limited cases in university laboratory conditions and/
or eschews context in favour of claims to the effect that observed patterns of behaviour in
these conditions have universal applicability.

While we expected education and financial literacy to affect risk tolerance as suggested by
Lusardi and Mitchell (2011), this was only partly apparent in the pooled econometric results
and was largely absent in country-specific results. Nevertheless, variations in the importance of
competence could be attributed to differences between jurisdictions in terms of the premium
that respondents attribute to financial knowledge and understanding. Equally, the limited sig-
nificance of experience and negative experience of risk-taking may mean that competence is
not meaningful for many people. This result challenges claims to the effect that enhancing indi-
viduals’ financial competence across the Organisation for Economic Co-operation and
Development (OECD) jurisdictions and beyond would make an appreciable difference to the
quality of individual financial decision-making and welfare.

One explanation for this finding could be found in the varying significance of financial ser-
vices and the salience or otherwise of risk-related financial decision-making in everyday life for
many people across the OECD and beyond. Witness the varying importance of financial markets
for the purchase and consumption of housing by country and financial regime (see Clark, 2021,
for related empirical research).

Our results indicate that risk preferences adapt to changing expectations of future circum-
stances, including health prospects. This effect applies almost uniformly across jurisdictions
and cultures. One interpretation could be that people tend to take the risks that they believe
they can afford. If so, this also suggests that individuals’ risk preferences reflect the opportunities
available, their current wellbeing and capacity to make commitments, and their expectations of
the near-term future given the expected costs of failure. As such, governments may encourage
individual risk-taking over the short and medium term through health, employment and income
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replacement programmes that underwrite or insure individuals’ prospects. Our findings also
suggest that the design of these types of programmes need to be sensitive to country-context.

We also considered the effect of risk preferences on the uptake of financial instruments and,
crucially, how context moderates this type of effect. Like our findings on the effects of individual-
level characteristics on risk preferences, it was found that risk tolerance affects the uptake of risky
financial assets and that this effect differs by context. For example, we showed that risk tolerance
positively influences the uptake of life insurance, but this effect is stronger in individualistic as
compared to collectivistic ones. Similar results were found as regards the purchase of a house.

Crucially, culture does not appear to moderate the decision to save surplus income. It could be
that the capacity and likelihood of saving by individual and across societies is determined by fac-
tors not captured in our analysis. Given varying rates of saving evident across the OECD, it could
also be that saving is determined more by real incomes and government incentives/disincentives
than by precautionary behaviour in different types of jurisdictions. Alternatively, it could be that
individuals in individualistic societies have differing motives to save than those in collectivistic
societies.
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NOTES

1. Data from the survey were collected over a four-week period in March and April 2016. Of the approximately
15,000 respondents, 11,584 completed the questionnaire. In this paper, each country sample involved at least 900
respondents who had completed the survey. See the Survey Appendix in the online supplemental data.

2. Throughout we refer to countries and/or jurisdictions of residence. The latter refers to Hong Kong, which is
now a part of the People’s Republic of China. Notwithstanding the formal incorporation of Hong Kong into the
Chinese nation-state, vestiges of British institutions and cultural expectations surrounding individual behaviour
and social expectations remain.

3. The International Monetary Fund (2016, p. ix) noted that ‘the political climate is unsettled in many jurisdic-
tions. A lack of income growth and a rise in inequality have opened the door for populist and inward-looking pol-
icies’. It also warned of the risks ‘of a gradual slide into economic and financial stagnation’.

4. The Statistical Appendix in the online supplemental data provides summary statistics for the variables used
from the survey in this paper.

5. This type of self-assessment has been shown to be predictive of risk attitudes in the field and with represen-
tative sample surveys (Dohmen et al., 2018) and in experimental settings (see Vieider et al., 2016).
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6. See Statistical Appendix Figure A1 in the online supplemental data. It shows that the spread of perceptions of
government and welfare policies is indeed large within and across jurisdictions.

7. Asarobustness check, we also ran an ordered logit regression where all possible categorical answers to the risk
tolerance question were considered. The estimated effects were generally comparable. However, some differences
(that is generally increasing coefficient significance but not sign) were evident for age, number of dependants,
financial literacy and perceived welfare. These results are in Table A2 of the Statistical Appendix in the online
supplemental data.

8. Inaddition, we calculated the between-country variation in risk tolerance at 8.5%. This operation decomposes
individual-level variation into the variance of the average risk preference across jurisdictions and the average of the
within-country variance. Formally, this corresponds to the R-squared of a simple OLS regression of all individual-
level observations on a set of country dummies. As such, the larger part of the variance can be attributed to wizhin-
country effects. It can be shown that 8.5% of the variance in risk tolerance is explained by the country dummies.
We also performed a Bonferroni test, which was designed to calculate the difference in risk tolerance for pairs of
jurisdictions. It is shown that 70% of these differences were significant at the 1% level.

9. We also investigated whether the negative effect that age exerts on risk aversion depends on individuals’
income level. The inclusion of this interaction effect does not change the result that older individuals are
less risk tolerant than their younger counterparts. Nonetheless, risk tolerance declines more with age if
the individual has a low income. The effect of age on risk aversion for wealthier individuals is smaller

and negative.
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