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Chapter 8

Wealth Accumulation

The Role of Others

Michael Haliassos

The importance of peer effects on individual behavior has been exten-
sively studied and scrutinized, following the pioneering work of Manski
(1993). Peer effects have recently been part of an active research agenda
in the rapidly expanding area of household finance (Gomes et al. 2021).
This chapter summarizes findings from four projects on how family mem-
bers, neighbors, other peers, professional advisors, and external stressors
influence the financial behavior of household wealth accumulation and
retirement preparedness.

The first project focused on what Manski (1993) called ‘exogenous peer
effects’ attributable to peers’ characteristics rather than their behavior. The
characteristic under study was financial literacy of neighbors with whom
individuals interacted, a phenomenon we call ‘financial literacy external-
ities’ (Haliassos et al. 2020). The second project turned to an analysis of
the effects of being exposed to different levels of local wealth inequality at
the start of one’s career, on subsequent risk-taking, wealth accumulation,
and achievement of a higher rank in the cohort-specific wealth distribu-
tion (Haliassos et al. 2023). The third project used a German sample of
professional financial advisors and lay persons for which we compared the
advice provided by each group to exogenously given ‘vignettes’ of potential
investors (Rumpf et al. 2024). The idea was to compare the advice given
by the professionals versus various peers, taking into account observable
and unobservable advisor heterogeneity. While these three projects exam-
ined information, knowledge, and inspiration likely to be provided by peers,
the fourth project focused on the cognitive load imposed by others (exoge-
nous stressors), and on whether and how this interfered with important
household financial decisions (Assenza et al. 2023). This load, which bur-
dens and distracts households trying to make important choices, can arise
in the context of aggregate crises, such as the COVID-19 pandemic or war,
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134 Retirement Saving, Investment, and Spending

or from personal factors, such as life events, stressful occupational environ-
ments, or persistent health issues. The study involved an online experiment,
conducted with a sample representative of the French population.

The Financial Literacy of Neighbors

Unlike most other research on financial literacy which examines the effects
of people’s financial literacy on financial behavior, Haliassos et al. (2020)
showed that financially literate neighbors promoted individuals’ partic-
ipation in retirement accounts and stockholding. This occurred when
neighbors conveyed their knowledge of economics and business matters,
provided that the recipient of the information could understand it.

Yet not surprisingly, confirming such results requires confronting many
econometric and conceptual challenges. First, it tends to be difficult to
secure household financial data indicating the precise location of a given
household, as well as the relevant characteristics of its neighbors. In fact,
in view of confidentiality concerns, a variable typically dropped from house-
hold finance datasets is the household’s address, to protect the respondent’s
disclosure. Second, even if one can obtain such information, location-
al proximity does not establish an exogenous influence of neighbors on
a household’s behavior. The household may have chosen to live in that
neighborhood because it shares common preferences or occupation with
those neighbors. Even if the neighbors observably participated in retire-
ment accounts or in stockholding, similar portfolio behavior could reflect
common preferences or common shocks to which neighboring households
were exposed.

Further, existing research documents that people tend to talk to very few
about their personal financial matters, even if they have a large social circle.!
Confidentiality concerns do not allow researchers to eavesdrop on conversa-
tions and interactions between households and their neighbors, even when
the most advanced data on networks of friends are provided from digital
social networks. Therefore, an outstanding question is whether the inter-
actions involve learning or merely imitating neighbors’ portfolios. Fourth,
since better-educated people are more able to collect and process infor-
mation, it is unclear whether a business or economics education is what is
needed versus more education in general. Finally, it is of interest whether
being located near educated neighbors suffices to generate financial litera-
cy externalities or if it also requires the recipient households to be educated
so they can process and apply the information obtained.

Our project solved many of these problems by drawing on an unusual nat-
ural experiment implemented in Sweden over the period 1987-1991. This
was facilitated by the high quality of Swedish administrative data collected
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Wealth Accumulation: The Role of Others 135

for purposes of taxing wealth during 1999-2007 and the high level of detail
and tracking that Swedish data policies allow. The natural experiment origi-
nated when the Swedish government allocated destitute refugees to Sweden
to specific apartments in the 277 participating municipalities that randomly
became available. This policy was introduced to counter the typical ten-
dency of refugees to settle in big cities, contributing to congestion and
associated problems. This is as close as one can probably get to a random
exogenous assignment of people to areas where they are confronted with
different configurations of peers.

There is good reason to believe that the process of placing refugees was
random. The narratives of the allocation process indicate that when placing
refugees, the authorities were considering their education level, marital sta-
tus, and the presence of neighbors speaking their language in the broader
area. Importantly, as no interviews were conducted, researchers can con-
trol for these refugee characteristics as well as for any other information
available to the authorities. The narratives do indicate that refugees were
asked to express preferences over areas. Yet there is no indication that the
authorities were allocating refugees according to their preferences. First,
the self-allocation of refugees prior to implementation of the policy resulted
in the problem that the policy was designed to focus on resolving excessive
concentration in big cities. Second, the data allowed researchers to track
the location of refugees over the following 20 years and to observe how
they voted with their feet. By 1999, about three-quarters of the refugees
had been relocated from their original sites. Yet such relocation took time,
as destitute refugees had to set themselves up, get jobs, and accumulate
the means to relocate. Refugees spent an average 5.4 years in their initially
assigned parishes and an average 8.7 years in the broader area of the initial
municipality.

Focusing on destitute refugees helped us avoid endogenous sorting of
refugees into areas with specific characteristics, but it left no hope of find-
ing interesting household portfolio behavior at the time of the placement.
If researchers are to understand any longer-term effects of such initial place-
ment on the tendency to save for retirement or to take financial risk, they
need access to detailed portfolio data 10 to 20 years later, as well as the abil-
ity to link refugee placement data to portfolio holdings. Detailed portfolio
data became available in Sweden between 1999 and 2007 due to the wealth
tax in place during this period.2 Sources of these data were not the individu-
als but rather the financial and other relevant institutions. All taxable assets
were covered but so were debts written off for tax purposes. Data accuracy
was carefully monitored by the tax authorities, and there were heavy penal-
ties for misrepresentation and tax evasion. The availability and timing of
such data allowed us to study the long shadow of initial placement features
on subsequent financial behavior.
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136 Retirement Saving, Investment, and Spending

Our central finding was that those placed in areas with higher shares of
neighbors having college education in business and economics were more
likely to not only participate in private retirement accounts but also hold
stocks 10—-15 years later. Moreover, they continued to hold stocks 15-20 years
later. Strikingly, the effects were evident only for those with at least a high
school certificate, what we would expect if such participation were not an
act of pure imitation but rather required the processing of information and
knowledge received from neighbors.

Itis important to examine whether the observed effects arose from expo-
sure to the neighbors themselves or to other neighborhood characteristics.
After all, one would expect financially knowledgeable educated people to
live in areas with financial infrastructure such as banks, insurance com-
panies, and financial advisors catering to their interests and preferences.3
Accordingly, we also included controls for the electoral district in which
each refugee’s apartment was located to incorporate the location-specific
fixed factors that might be relevant for the asset participation outcomes.
Results support the hypothesis that neighbors’ business and economics
education levels were important. Specifically, the share of neighbors with
quantitative education had a smaller effect on refugees’ portfolios com-
pared to those of business/economics-educated neighbors. In other words,
our findings indicate that neighbors who conveyed relevant content were
the most effective in influencing immigrants’ financial behavior. Further-
more, the share of neighbors having business and economics education who
did not hold the financial asset in question still had a significant effect on
the refugees’ behavior—even when the share of asset holders was included
in the regression. This implies that if imitation were the main mechanism
driving the participation effect in private retirement accounts and stock-
holding, refugees would not need to understand and process information,
and neighbors would not need to convey their approaches to retirement
and financial risk-taking.

Lacking direct observations on social network interactions, it remained
to be determined whether the evidence was consistent with refugees inter-
acting with their neighbors. When we varied the factors affecting the prob-
ability of interaction with neighbors to look for significant changes in the
estimated magnitude of peer effects, we discovered that peer effects were
operative in areas where Swedish neighbors were more positively predis-
posed to immigrants and where there was a critical mass of knowledgeable
neighbors. Effects were also stronger for refugees who had children at the
time of entry and thus greater incentives and opportunities to interact with
other parents. All these findings are consistent with interactions producing
these effects on retirement and financial risk-taking.

While the consistency across these results is encouraging, it also raises
concern regarding the distributional implications of peer effects. This is
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Wealth Accumulation: The Role of Others 137

because financial literacy externalities can generate a social multiplier when
providing financial education to some, yet we cannot rely on such external-
ities to improve the financial behavior of all socioeconomic groups. The
tendency of people to associate with others like them, termed ‘homophily,’
means that members of low socioeconomic groups are less likely to interact
with knowledgeable peers, and when they do, they are unlikely to correctly
interpret the information received.

Wealth Inequality Propagates Financial

Risk-Taking

Differential participation in stocks, both in taxable and in retirement
accounts, tends to produce divergence in wealth outcomes, as it gives people
access to different returns on wealth, and ultimately to wealth concentra-
tion at the top of the distribution where stockholding is significantly more
prevalent. Research has shown that the key to understanding the level and
volatility of top wealth shares is the pattern of historical wealth returns. The
wealthy not only have higher amounts to invest, but they also tend to have
higher expected returns (Bach et al. 2020) and earn higher actual invest-
ment returns (Fagereng et al. 2020). This propagates wealth inequality by
linking the current wealth level to the potential for higher future wealth.
Haliassos et al. (2023) investigated whether people who were exposed to
greater wealth inequality at the start of their career were also more likely
to engage in financial risk-taking and end up with higher wealth levels later
in life. They also investigated whether this applied to everyone or only the
more educated among the sample.

In principle, exposure to greater wealth inequality can provide the better-
educated an encouraging signal about potential paths to upward mobility.
To others, it can be a deterrent. As a result, the wealth and risk-taking
gaps between the two groups widen, suggesting that a further propagation
mechanism for wealth inequality may be at work.

To design a field experiment that isolates the role of early exposure to
wealth inequality in shaping later household risk-taking and wealth out-
comes, one would like to randomly allocate people early in their economic
lives to areas with different levels of wealth inequality and observe their
behavior and outcomes over several years. This poses several obvious prob-
lems, and it suggests that the refugee sample from Sweden used in the
previous study could also be of interest here.

Rather than challenging external validity, a refugee sample could be
informative for this project, not solely for circumventing locational endo-
geneity. The refugees were, by definition, just starting their economic lives
in Sweden. The data allowed us to focus on those refugees who were

920z 1snbny €0 Uo Jasn elueAjlAsuuad Jo AusiaAlun Aq §5581.0/95/181deyo/080£9/5004/woo dnoolwapese//:sdiy wol) papeojumod



138 Retirement Saving, Investment, and Spending

starting off destitute, avoiding initial wealth heterogeneity. Unlike young
people growing up in the country, who could be forming impressions about
wealth inequality and the world around them at any point in their forma-
tive years, these refugees were faced with a novel environment and had a
clear incentive to form an impression of that environment at the time of
arrival. Although the refugees came from different countries, we knew their
country of origin and could control for cultural predispositions through
home-country fixed effects, which were shown to be relevant for financial
behavior by various authors (see, for example, the references on culture
in the survey by Gomes et al. 2021). The data also included the refugees’
education levels at entry and later, and the Swedish statistics are careful to
correct for educational level equivalence in origin countries. Moreover, the
Swedish LINDA wealth tax dataset contains a long list of household charac-
teristics relevant for wealth and portfolio behavior at the time this behavior
is observed. And finally, researchers can control for common geographic
factors in the form of fixed attributes of the area of initial allocation and of
key time-varying characteristics.

Our research concluded that college-educated people who were exposed
to greater wealth inequality at their initial locations, measured as the
share of total local household wealth owned by the top 10% of the local
wealth distribution, were more likely to be successful 10-20 years later in
terms of having greater wealth, higher positions in the wealth distribution
among people in their age cohort, and higher ratios of wealth to income.
Importantly, these effects of initial wealth inequality at the time of entry
were significant only for the college-educated placed in municipalities with
above-median wealth mobility.* Strikingly, no significant effects of greater
initial local wealth inequality were observed for the less educated, even when
upward wealth mobility among less-educated locals was considered.

The broad trends we discerned were visible in raw data as well as in
the econometric results. Figure 8.1 focuses on refugees in municipalities
exhibiting above-median wealth mobility around the time of the refugees’
arrival (1986-1992). It splits each of the two education subsamples by the
level of local wealth concentration at the top 10% to which they were
exposed upon arrival (above or below median), and it computes aver-
age wealth of these refugees for each year covered by the wealth tax data
(1999-2007). The left panel shows a widening wealth gap, even among
the college-educated, with those exposed to greater local wealth inequali-
ty amassing more wealth than the rest, on average. More striking for social
polarization is the comparison to the wealth trajectories of the less educated
in the right panel, regardless of initial exposure to local wealth inequality.

A question arises as to how the college-educated ended up being even
when they were exposed to greater wealth inequality at the start of their eco-
nomic lives. Our evidence indicates that the college-educated assigned to
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Figure 8.1 Exposure to wealth inequality in high-mobility regions
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Notes: The figure plots the evolution of mean household wealth of households in the respective
education category who were exposed to above-median local wealth inequality (‘higher WI”)
at the time of immigration (1987-1991) and of households exposed to below-median local
wealth inequality (‘lower WI'). Municipalities with above-median wealth mobility are consid-
ered. Wealth mobility is measured by the share of households in the municipality who moved
from the bottom 90% of the wealth distribution to the top 10% of the wealth distribution
between 1986 and 1992.

Source: Adapted from Haliassos et al. (2023).

areas with greater local wealth inequality were systematically more likely
to take risks in the form of stockholding and homeownership, compared
to similarly educated refugees facing less wealth inequality. One might
expect that those in areas with greater local wealth inequality would be
more likely to direct their efforts toward getting a better-paying and more
secure job. Nevertheless, we found no evidence that being faced with greater
wealth inequality generated higher labor income or lower risk of being
unemployed 10-15 years later. Initial local wealth inequality also had no
significant impact on the choices of refugees regarding whether and how
much to invest in human capital following their migration.

We interpret these findings to mean that educated people perceived
higher wealth inequality as an opportunity in environments that allowed
upward mobility, and they were more likely to be successful with their risky
financial and housing investments. In further support of this hypothesis, we
found that educated refugees were more likely to react if they were placed
in a small area within which more of their neighbors successfully moved
upward in the local wealth distribution around the time of immigration.
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140 Retirement Saving, Investment, and Spending

Even though the refugees might not have perceived their higher income
and higher education natives as a natural peer group, their nearby pres-
ence could raise refugees’ aspiration levels, prompting them to take more
risk to satisfy that aspiration. Higher inequality makes it more likely that one
would observe peers of high enough wealth to raise their aspiration level,
and higher wealth mobility is a signal that such an aspiration level might be
attainable, in part, through greater risk-taking. This mechanism would be
consistent with status models (e.g., Roussanov 2010) 5

One may wonder whether local wealth inequality simply proxied for some
other aspect of the local environment, which in turn was responsible for
the observed outcomes. Yet our study controlled for municipalities’ fixed
characteristics across which wealth inequality was measured, as well as time-
varying characteristics such as mean wealth, mean income, and income
inequality by municipality. Recall too that significant effects of initial wealth
inequality on future portfolio behavior and wealth outcomes were observed
only in areas of high wealth mobility. Nevertheless, these opportunities
failed to mobilize the less-educated households, and instead only propelled
the college-educated to higher levels of risk-taking and ultimately wealth.
One might wonder whether mobility opportunities were tailored to the
more educated, explaining why the less educated did not respond. Yet the
less educated were not significantly influenced by initial wealth inequality,
even in areas that provided them with high wealth mobility opportunities, as
measured by the probability of transitioning to higher wealth strata. Finally,
when we partitioned the sample, we found that the effects were prominent
notin the richer, butin the poorer regions. This suggests that they are likely
not the result of automatic career advancement mechanisms, but rather to
the high visibility of successes of others in those deprived regions.

These findings suggest that the institutional environment is unlikely to
account for observed differences in mobilization and responses to initial
wealth inequality. People’s perceptions of wealth inequality influence their
expectations regarding their ability to earn portfolio returns and become
wealthier, as well as their optimism regarding expected asset returns; in all of
these cases, the nature of social interactions is more likely to be important.

Recent research on perception, cognition, and developmental and social
psychology, focusing mostly on income (rather than wealth) inequality, has
concluded that people receive and process inequality cues from their envi-
ronments (Phillips et al. 2025; Suss 2023). These can include social class
cues from their peers, information gleaned from newspapers, and observa-
tion of the built environment. Sweden is a very transparent society where
local newspapers often report on the wealth of the richest locals. Neverthe-
less, the less-educated immigrants may have had greater difficulty accessing
cues, as their peers were less likely to be informed and to have direct access
to the Swedish language press. We also showed, using cross-municipality
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Wealth Accumulation: The Role of Others 141

regressions, that variation in wealth inequality around the time of entry
was explained by a small number of factors more likely observed by the
better-educated.

Perhaps more fundamental than perceiving wealth inequality, though,
may be the question of whether less-educated people can make effective use
of risky assets to improve their position in the wealth distribution. For one
thing, research has shown that people of low socioeconomic status (i.e., the
less educated and lower-income) tend to be more pessimistic about asset
returns (Das et al. 2019; Kuhnen and Miu 2017). It has also been found
that lower education is associated with earning lower returns on assets (e.g.,
Girshina 2019). Haliassos et al. (2020) also suggested that better-educated
people benefit from their peers’ financial knowledge since they take more
financial risks than the less educated. These distinct responses may well be
traceable to the different types of peers with which the two groups came in
contact and the expectations they fostered, as well as the ability of the two
groups to generate good wealth outcomes.

Although the first two research projects cited above documented an edu-
cation split with respect to outcomes, it does not necessarily follow that
propagation of wealth inequality, differential use of retirement products
and premium assets, and social polarization could be reduced simply by
raising the minimum number of required school years. A growing body of
research suggests that educational attainment and returns on wealth are
joint outcomes of innate information-processing ability as well as ability to
manage one’s finances (Barth et al. 2020; Fagereng et al. 2020).

For this reason, it may be more promising to explore a multi-pronged,
AID approach. This program involves alerting the less educated about return
opportunities and wealth mobility prospects; informing them on how to
take advantage of higher-return assets without taking on excessive risk; and
designing simpler financial products with desirable properties for less able
investors. Empowering the less educated to make better financial decisions
can contribute to democratizing finance, and it is less likely to be distor-
tionary or raise political opposition compared to other options, such as
wealth taxation. Instead of taking resources away from those who succeed,
empowerment measures provide means to improve outcomes for those left

behind.

Peers as Advisors

While the research above emphasized interactions with peers, the data
used contained no record of the content of these interactions. Accord-
ingly another project, Rumpf et al. (2024), sought to shed light on what
peers recommended to others, and how this compared to what professional
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142 Retirement Saving, Investment, and Spending

advisors would recommend in the absence of reward structures potentially
generating conflicts of interest. The research was conducted in Germany, a
high-income country with a direct stock market participation rate of 15.4%
and 20.6% participation in mutual funds.b

In this setting, professional advisors were presented with randomly
assigned vignettes of investors and asked to make recommendations on peo-
ple’s share of risky assets in their retirement accounts. It was made clear to
these advisors that they would receive no monetary compensation for their
recommendations, let alone one that was linked to the recommended port-
folio strategy. Instead, the advisors anticipated receiving information that
would be of interest to them in their practice, conditional on responding
to the questions. The objective was to incentivize them to take the exercise
seriously but not to bias their advice. The provision of vignettes to advisors
is attractive in that it overcomes the chance of endogenous client matching
with financial advisors. Further, it avoids the pressures imposed on financial
advisors of having to cater to clients’ biases and prior experiences in their
effort to win their business, as would be observed at first meetings and even
when the clients were actually ‘mystery shoppers’ employed by researchers.”

This study also employed a similar elicitation procedure for lay people,
subject to the requirements that they have basic knowledge and understand-
ing of financial matters. This sample restriction was intended to capture the
type of advice that people might get by approaching family or friends, peers
who might have something useful to say on the subject.

The setup allowed a study of whether and how the elicited advice of pro-
fessional and lay advisors differed systematically in relation to the investors’
characteristics and to the advisors’ own characteristics. In all cases, the
advice elicited referred to the recommended risky portfolio share in a
retirement account. Beyond standard Tobit estimation incorporating the
(0, 1) limit in portfolio shares, the study also employed Bayesian methods
that allowed for observed and unobserved advisor heterogeneity to illus-
trate the (estimated) distribution of advice that different investors received
from unconflicted financial advisors and from suitably chosen peers. The
study illustrated what is possible to estimate, by considering heterogeneous
advice provided by one’s age and education peers, as would be implied by
homophily in peer group formation.

Controlling for advisor characteristics but initially not for recipient char-
acteristics, we found that professional advisors tended to recommend a
lower allocation to risky assets for retirement than did lay advisors. Older
and more risk-tolerant advisors, as well as those expecting higher returns
over a 10-year horizon, tended to recommend bigger risky exposures. Inter-
estingly, controlling for their own characteristics, advisors’ own portfolios
positively influenced the advice they gave to others, encouraging their hypo-
thetical clients to tilt portfolios in the same direction of riskiness.® In the
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initial set of regressions, there was still no way to compare the extent of this
bias across professionals and lay advisors—a key focus and novelty of the
project.

We also learned that both lay and professional advisors tailored their
advice to investor characteristics included in the vignettes, despite the
absence of incentives to cater to specific investor preferences. They tend-
ed to recommend higher risk exposures for investors with higher income,
wealth, or lower debt, and they moderated their recommendations when
the amount invested was larger. Advisors also recommended less risk for
the more risk averse clients, for older individuals, and for people with little
previous experience in the stock market. Overall, this study concluded that
professionals and lay advisors both adjusted their recommendations in the
direction implied by portfolio theory, even though their knowledge of such
theory could not be presumed.

Including some interaction terms in the vignettes between the profes-
sional advisor and investor characteristics allows us to trace the moderating
effect of professional advice on the risky portfolio share to differences in
how professional advisors responded to investor characteristics as well as
their own, relative to the lay advisors. One might expect that professionals
would be less responsive to their own characteristics when giving unbi-
ased financial advice. Nonetheless, we showed that professional advisors
were more responsive to their own risk tolerance levels and incomes when
recommending risky portfolio shares for others. Taking characteristics of
advisees into account, professional advisors moderated their recommenda-
tions more with respect to investors’ age and risk tolerance, compared to
lay persons. This contrasted with their willingness to recommend higher
risky shares for people with greater stock market experience, and it differed
from lay advisors who did not adjust their recommendations for those with
considerable investor experience. While professional investors responded
to several investor characteristics more strongly than did lay advisors, this
was not true of all characteristics. For example, professionals did not moder-
ate their risk recommendations when faced with larger potential investment
amounts.

Our study also sought to describe the heterogeneity in advice that spe-
cific potential investors might receive, since advisors, both professional and
lay, might differ in ways not fully captured by the advisor characteristics we
observed in the survey. Using Bayesian methods to allow for unobserved
advisor heterogeneity, we estimated the range and distribution of advice giv-
en using posterior distributions characterizing recommendations provided
by the different advisor types, conditional on investor characteristics pre-
sented in the Vignette.9 This exercise allowed us to choose investor types of
most interest, as well as advisors that individuals might approach. Of course,
this exercise can be conducted for any investor and advisor groupings of
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interest to the researcher or policymaker, if these are defined in terms of
the respective characteristics collected in the survey.

Specifically, we considered a young low earner without a college educa-
tion, a college-educated wealthy retiree, and a wealthy person in the latter
half of their working life. The potential advisor types included a professional
advisor, a peer with the same education and labor income, and other advi-
sor traits that depended on the investor’s age: a more senior family member
or peer (in the case of young investors); a somewhat younger peer who still
worked; and a considerably younger family member or friend who could be
thought of as an offspring (in the case of older, retired investors).

What we found was that young low earners with little education were
likely to get more conservative portfolio advice if they discussed financial
matters with their peers versus with older people. They were also likely to get
the largest risky portfolio share recommendations if they elected to speak to
financial advisors. This predicted tendency of financial advisors to exceed
the risky portfolio share recommended by the two other peer groups was
reversed for the case of a college-educated wealthy retiree. Professional advi-
sors were likely to be the most conservative toward wealthy retirees, and
such retirees were also likely to be getting more conservative advice from
high-income young people than from own age and education peers. Final-
ly, a wealthy person age 50-65 could expect to get more conservative advice
from a randomly chosen professional acting without conflict of interest than
from a randomly chosen peer in the same age-education group. Differences
in the distribution of advice were small, though, for investors declaring they
had a high tolerance for risk.

The pattern of these results is intriguing, especially in the face of pri-
or research on who tends to use professional financial advice. Starting
with Hackethal et al. (2012) who considered clients of independent finan-
cial advisors and of a major bank in Germany, several subsequent studies
concluded that the people more likely to be matched with a profession-
al financial advisor are older, wealthier, and more experienced investors.
When we combine the lessons from that literature with Rumpfetal.’s (2024)
finding that professionals not facing conflicts of interest recommended
more limited risk exposure to college-educated groups age 50+ (versus their
peers or their children). The implication is that the current pattern of finan-
cial advice, if anything, tends to discourage stockholding exposures. This
idea is reinforced by the further finding that professional advisors not sub-
ject to conflicts of interest would tend to encourage young, lower-educated
individuals to include stocks in their financial portfolio more than their
peers and elders would advise.

Among other things, this evidence provides a novel argument for pro-
moting access to financial advice for the young and those lacking experience
with financial markets: the sources they would normally approach, namely
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family and friends, are less likely to encourage them to use stocks and take
advantage of the wealth creation potential of the equity premium when
investing for retirement. An important challenge in this context would be to
persuade the young that talking with professional advisors would be worth-
while, even if they had only a small amount of savings and made small
contributions to retirement plans. It would also be necessary to convince
professionals that young investors’ long-term horizons would compensate
for the small initial size of these accounts.

Others as a Source of Stress

While the projects highlighted above focused on the role of others as
sources of information, inspiration, or advice, the final study we review
here turned to an analysis of the background stress imposed by others,
which proves difficult to ignore or shake. Such stress can arise not only
from a general crisis (e.g., a pandemic, fiscal or financial crisis, war) but
also from aspects of daily life (e.g., stressful work environments, problemat-
ic relationships, children, health concerns). The common element of such
stressors is that they tax peoples’ ability to concentrate and perform other
important tasks.

To this end, we conducted an online experiment using a representative
sample of 1,881 French respondents. The specific tasks examined were con-
sumption and saving choices in the presence of labor income risk, and, in
some treatments, with additional uncertainty regarding the occurrence and
duration of a significant drop in income such as what might arise from a
furlough or from an unemployment spell. Specifically, the research ques-
tion we posed was: Does cognitive load, either alone or in conjunction with
adverse labor market shocks, affect individuals’ consumption and saving
decisions, and if so, how?

There are good a priori reasons to think that interfering with people’s
ability to concentrate and pay attention to making sound financial decisions
could resultin overspending and limited wealth accumulation. For instance,
some individuals may seek to satisfy their current needs, while underesti-
mating the future consequences of their actions. Also, certain population
subgroups may be particularly prone to such types of behavior, calling for
special attention from policymakers. Nevertheless, and surprisingly, find-
ings turned out to be the opposite. Assenza et al. (2023) found that when
people are confronted with cognitive load interfering with their consump-
tion and saving decision making, they became more cautious, leading them
to reduce consumption and boost savings more than they would have under-
taken without cognitive load (all else equal). Moreover, this pattern was not
confined to a few demographic groups but was present more generally, with
only minor exceptions.
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The study involved a 20-period consumption-saving problem in the pres-
ence of labor income risk. A control (Group 1) was asked to make 19 choices
(in the 20th, subjects consumed all remaining wealth), and there were also
three treatment groups. Group 2 faced an additional probability of a 30%
reduction in period income, imposed with unknown duration; this could be
thought of as furlough or unemployment risk. As expected, members of this
group moderated their consumption and raised their accumulated wealth
given the rise in background income risk. The remaining two groups also
faced a cognitive load when trying to make their consumption/saving deci-
sions. Group 3 faced the same labor income process as the control group
and an additional cognitive load, while Group 4 faced the labor income
process of Group 2, incorporating a furlough or unemployment probability
with unknown duration, as well as the additional cognitive load.

The cognitive load was incorporated in the form of randomly appear-
ing numbers to which the subjects had to respond within a short time, by
pressing or not pressing the space bar. To make sure that subjects could not
ignore this annoying task, they were told that they would be rewarded for
correct answers, and their reward would be multiplicative across the cog-
nitive load and the main (consumption/saving) task. Performance on the
main task was also incentivized by instructing participants to closely track
the optimal consumption behavior implied by an expected utility maximiza-
tion model, reset every period to consider the realized level of available
savings, and by providing frequent feedback on how they were perform-
ing relative to a rational optimizer. Their payoff in the consumption task
was linked to the maximized expected utility resulting from their consump-
tion decision that period, assuming optimal behavior in the future. In other
words, participants were told that they would be rewarded based on the
best that could be achieved from that period on because of their consump-
tion/saving choice that period. This performance measure was illustrated
diagrammatically before they were able to make their next choice. To main-
tain undiminished attention throughout the experiment, subjects were told
that at the end of the task, two periods would be drawn at random, and they
would be rewarded based on their performance in those two periods.!°

Reassuringly, all groups’ average behavior tended to get closer to optimal
behavior predicted by the respective labor income model, as time elapsed
and subjects became more familiar with the tasks at hand. Nevertheless,
imposing the cognitive load did raise the deviation of average group con-
sumption choices from optimal behavior, regardless of whether furlough
or unemployment risk was present. The rational model’s ability to describe
heterogeneity in behavior within each group, as measured by the mean
squared deviation of actual from optimal consumption, did not monoton-
ically improve as the experiment progressed; however, the cognitive load

920z 1snbny €0 Uo Jasn elueAjlAsuuad Jo AusiaAlun Aq §5581.0/95/181deyo/080£9/5004/woo dnoolwapese//:sdiy wol) papeojumod


https://periods.10

Wealth Accumulation: The Role of Others 147

shifted penalty functions upward. Whether we used the macro (group aver-
age) measure of model proximity or the micro (heterogenous behavior)
measure, the cognitive load provoked substantial additional departures
from optimal behavior implied by the model.

Our econometric analysis therefore sheds light on the effects of each
treatment on average consumption and financial assets chosen by each
subject over the life of the experiment, as well as on subjects’ ability to
approximate the optimal behavior implied by the model. Controlling for a
range of subject characteristics elicited in the survey, the systematic impact
of the cognitive load was to lower average consumption choices and raise
subjects’ average level of financial assets held. This meant that subjects’
responses facing cognitive load compared to its absence were significant-
ly farther from the rational model predictions. Moreover, the bulk of the
effect came through a suboptimal level of consumption given the amount
of available financial assets (a wrong policy rule for consumption, in dynam-
ic programming jargon), rather than from subjects responding optimally to
the level of financial assets resulting from previous decisions (a suboptimal
evolution of the endogenous state).

The impact of cognitive load on those not facing increased furlough
or unemployment risk was independent of observable subject characteris-
tics, but measuring the combined effect both of furlough risk and cognitive
load facing subjects proved to be a more challenging task. Results showed
that college-educated subjects performed systematically better, in that they
reduced their consumption less and exhibited smaller deviations from the
model, compared to the less educated. Yet it was difficult to detect other
characteristics moderating effects or departures from the model. In fact,
one of the few factors that mattered, namely being patient, resulted in
even greater drops in consumption in response to the cognitive load and
in greater deviations from optimal behavior.

In sum, the findings suggest that people became more cautious in their
spending and saving behavior when they were preoccupied, lowering their
propensity to spend rather than creating significant household liquidity or
solvency problems. Our results also imply that in the depths of a crisis, peo-
ple become more cautious with their resources and deviate from long-term
optimal behavior. Providing advice and support on how to better relate
their consumption spending to their resources could therefore be part of an
overall strategy to spur economic growth in times of economic downturn.
Moreover, wide-reaching campaigns, rather than targeting specific disad-
vantaged groups, could be cost-effective. Analogously, if problems creating
cognitive load are individual-specific (such as stressful life events or situa-
tions), people may benefit from coaching and advice to help them adopt a
reasonable consumption plan given available resources.
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Conclusions

This chapter reviews findings from four recent research projects, with three
of them ongoing at the time of writing. Key takeaways may be summarized as
follows. First, interacting with a larger proportion of neighbors with college-
level economics or business education tends to promote retirement saving.
Yet people’s tendency to associate with others like themselves means that
members of low socioeconomic groups are unlikely to interact with knowl-
edgeable others and unlikely to correctly interpret the information they
receive when they do. Second, college-educated people exposed to more
local wealth inequality, as well as more wealth mobility at the start of their
economic lives, tend to take more asset risks later in life and thus accumu-
late greater wealth, leaving the less educated behind. Nevertheless, general
education is likely to be insufficient to solve such problems, but programs
to improve financial behavior among the less educated may be more useful.

Third, the current pattern of access to financial advice, where the young
and less experienced are also less likely to receive financial advice, tends to
discourage stock market participation and reduce equity in retirement port-
folios. This is because the peers of the young tend to be more conservative
in their recommendations than professionals would be. Finally, background
stressors such as crises, wars, and personal problems burden people’s minds
as they make saving decisions. In our incentivized online experiment, back-
ground stress made people behave consistently more cautiously with respect
to their finances, in the sense that they reduced their consumption and end-
ed up with larger financial balances. Additionally, there was little evidence of
heterogeneity across individual characteristics, so we conclude that aggre-
gate crises may not require targeted policies to respond to these effects.
Nevertheless, there is reason to support individuals who face person-specific
circumstances preventing them from concentrating on important financial
choices for their financial future.
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Notes

1.

N

10.

Arrondel et al. (2022) reported that French households discussed such mat-
ters with three to five people on average, while their social circle exceeded 50
members, on average.

. Unfortunately, Sweden stopped collecting such data following abolition of the

wealth tax.

. In fact, if the refugees were not influenced by their neighbors directly, but rather

by features of their neighborhood, this would be an instance of what Manski
(1993) called ‘correlated effects’ not necessarily attributable to interactions with
peers.

. We define municipalities with above-median wealth mobility as the municipalities

where the locals not in the top 10% of the wealth distribution had an above-
median probability of rising to that top wealth bracket over the five-year period
for which the refugee allocation program lasted.

. In status models this comes through a jump in utility at the ‘aspiration’ level

(thanks to Nikolai Roussanov for this suggestion).

. This is above average in the Eurozone (10.9% and 12.9%, respectively), but lower

than in the US, where direct stockholding rose from 15% to 19% between 2019
and 2022 and combined direct and indirect stock market participation rose from
53% to 58% (Aladangady et al. 2023; ECB 2023).

. Evidence of such catering was found by Mullainathan et al. (2012).
. This finding on the stated beliefs of professional financial advisors is consistent

with prior research (Linnainmaa et al. 2021) finding considerable similarities
of professional advisors’ portfolios to those of their respective clients. It also
supports their interpretation that this similarity reflected beliefs of professional
advisors.

. Specifically, for a given client type, h, with household characteristics x;, we com-

pute predicted risky asset share recommendations, ya., for each adviser a of a
given peer type. Predicted risky asset share recommendations are computed at
each draw of the reaction function of advisor «a, defined as the vector of coeffi-
cients B, The results that are smaller than 0 and larger than 1 are censored to
the respective portfolio share limits. All predicted values of risky share recom-
mendations for a given peer type form the distribution of predicted risky asset
share recommendations for client 4 with client characteristics x; being discussed
in the text.

The maximum payoff in each period of life was €2.50, and the maximum per-
formance payoff a participant could get was €5.00, based on the two randomly
chosen periods for reward purposes.
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