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IDENTIFYING THE NUANCES of
weealth accurnulation at the househald
level has been the subject of research
and discussion for nearly 100 years,
Atwood (19267, for 1-:|::|:|r|]:-|r. attrrn[ltﬂi
e understand the attitudes and
behaviors of the affluent of his day,
-:1:|r||:'|1|.ding that the truly wr.a|r|'|}' act
differently than others and engage in
behavior that those without wealth
sometimes inrr-n;,hr:r as bo,"ing arrogamnt
or add (lor example, having a rather
mundane lifestyle). According to
Lrhervash and Havens {EI:N:I'I':l: this
“fascination with and spinion about the

Executive Summary

= The purpose of this study was (o
test whather affluent househalds
diffar in the fremuency of engag-
ing in certain financial risk-taking
tasks and to evaluate the asso
ciation Batween el wiorth ang
parfarmance of risk-taking tasks.
Data from bwio survey samplas
showed that affluent respondents
reported mare freguently taking
abowva-average investment risk,
understanding risk lewels. and
understanding tha risk and returm
characteristics af irsestrments.

*

millicmaire has never gone oul of style”
(page 76). Klontz, Seay, Sullivan, and
Canale {2014) moted the following: high
wealth-holding individuals and house-
holds act differently than others, The
affluent are less likely to avoid money
issmes or aovervalue assets, income, and
wealth. They also exhibit higher levels of
financial knowledge and more planning
hehavior to inerease wealth,

Mearly 20 years earlier, Stanley
and Danko {1996) uncovered similar
attitudes and behaviors, In their well-
known book, The Milllonzire Next
Door, Stanley and Danko reported the
resulis of a series of SUTVEYS -:lo-signrk:[ o
document the types and frequencies of
tasks engaged in by wealthy households,
'I'hcg.r created a nowr wide:l:.r used formula
o estirmate how much wealth someone
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Legs affiuent respondents repartad
taking fewer financal risks.
Rasults also showad that rat
wiorth was associated with
conceptualizing and understand-
ifgg risk and returr trade-affs.
Urder both FIMEA and SEC rules
and guidelines, financial plannars
are raduired 1o avalisate their
clients’ risk toberance profiles prioe
b miaking recommendations, Thes
rasults from this study suggest
that this requiremeant may be mone
irmpsartant than previously thaught.

should have in relation to their age and
income. Ultimately, what emerged from
their work was evidence document-

ing what wealthy households do on

a regular basis, in terms of personal
finance tasks,

Baged on the work of Stanley and
Danko (1996, Klontz et al. {2014), and
others, inancial planners now know
that it is not abways possible to gauge
a person’s financial situation simply by
viewing what a person exhibits to the
world fﬁ:-r H:mlp|r. their home, car,
or clothing ). According to Stanley and
Danko, those who live frugally are more
lilce:hl,- to also be wr:llrh'r-. The afflaent
amang the population tend to spend less
than they earn and save aggressively,
Those whe under acoummlate wealth
are moee likely to signal their social
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status by spending on cars, clothing,
vacations, and luxury items and services,
As noted by Ameriks, Capling and Leaby
(2003}, those with less wealth often

fail to control their spending through
pre-planning activities, limiting wealth
accumulation.

Much of the analytical work devoted
o evaluating differences between these
who have accurnulated large sums
of wealth and others has focused on
attitucles, traits, m:gp'li.ti.-l:-rl.. and ]:l|ur|:r|ing
behavior as explanatory variables (e.g..
Ameriks ot al, 2003}, Fower studics have
focused on the similarities and differ-
ences among houselolds in terms of the
engagement of risk-taking tasks.

Some evidence sugpests that there
may be differences in the risk attitudes
and behaviors of those who report pos-
sessing high levels of wealth compared
to others. Again, the work of Stanley
and Danke (1996) provides some
insight on this topic, They documented
that the affluent are willing 1o take
risks if the returns are reasonable and
the rewards cutweigh possible losses,
According to Stankey and Danke, the
affluent tend to be willing to invest
in riskier assets, such as equities and
private businesses. They are not, how-
ever, gamblers or speculators. Rather
than taking a long-shot bet on an
investment, Stanley and Danka argued
that the affluent prefer, in general,
to diversify their investments across
higher-return assets. They also tend to
aviid holding large positions in cash
and other lower-returm investments,

These insighls are miw consicdersd
1o be foundational concepts within the
personal finance community (Bosch-
Doménech and Silvestre 2006; and
Carroll 2000). Yet, whether there are,
in fact, associations between frequently
engaging in certain risk-taking tasks
and having a high net worth has not
been verified in the literature, This
study was undertaken to help Gl this
gap in the literature.
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The primary purpose of this study
was to reevaluate the risk-taking task
dommaing originally presented by Stanley
and Danko {1996} in order to determine
whether the affluent behave differently
than others in the frequency of perlorm-
ing certain financial rick-raking tasks,

Literature Review

The relationship between engagement
in risk-taking behavior and wealth
accurnulation is a 1.'|:|||:||a]Ex one that
starts with the concept of risk tolerance.
Risk tederance is generally defined as

P prrsl:lll.'.: wi.|]ir|g:|¢-.xs to acoept th
possibility of a loss in pursuit of a gain
(Mobre and Grable 2015). The engage-
ment in risk-taking behavior is thought
1 be positive {Relizon and Scherman
2002). Additionally, Finke and Huston
{2003} hypothesized that financial risk
telerance and wealth ape positively
associated, People who described
themselves as being more willing to
take financial risk generally did engage
in more risky investment behavior, and
they often reported greater levels of
wealth accumulation. [Lis important
to note, however, that the relationship
is not perfectly linear. Hallahan, Faff,
and MeKenzie (2004 ) Found that the
affluent are not always willing to accept
mare risk in all situations,

Finke and Huston {2003) used the
1998 wave of the Survey of Consumer
Finances to examine how financial risk
tolerance impacted levels of financial
assets owned by a household and net
worth. They found that net worth was
mare than two times greater among
those who were willing to accept
higher risk, compared to others who
wrere not |u'i1|ing to accept amy risk.
Among those who reported having
below-average risk tolerance, the dif-
ference was more than three-and-a-half
times greates. Those with a moderate
leviel of risk tolerance also reported
having a significantly lower average net
worth and Anancial asset ownership in

comparison with those in the highest
risk-tolerance group,

Hallahan et al. (2004} presented
i perspectives on the relationship
between wealth and risk-taking behav-
bor. The first was that affleent investors
could afford to take more risk because
they could withstand higher levels of
losses. This is akin to saying that affluent
households have a greater risk capacity
(Yace 2001}, The second was that afluent
investors were more conservative with
their money perhaps because they had
more to lose, whereas the less affluent
had less to lose and perhupx el ri:slq,r
Investments as an opportunity similar to
buying a lottery ticket.,

Guisa and Paiella (2008 used the
Bank of [taly Survey of Household
Income and Wealth to investigate the
relationship between risk aversion (the
tnwerse ol plsk wlerance) and wealth.
They found that risk tolerance was both
positively associated with risk-taking
and wealth, but that risk tolerance
increased at a proportionately slower
rate than wealth, In a similar study,
Carroll (2000} found that, in general,
portfolios of affluent households were
more heavily invested in higher-risk
assets such as stocks amd mutval funds.

Crver time, portfolios of the affluent
have become maore varied. Evidence of
a shift in portholio sk was docurnented
in the U5, Federal Reserve's Survey of
Financial Characteristics of Consumers
bstveen 1962 and 1995, Data from the
surveys indicated a decrease In stock
ownership and an increase in mutwal fund
mln'lrrs]\ip ameag affent househokds.

Today, those who are affluent are more
likely e be involved in entreprenewrial
activities, such as sr.arri.ng amd running
thekr own busineszses. For these business
owners, much of their income and net
worth is derived from and concentrated
i thedr business, As a result, their
investment portfolics are risky in thar
their wealth is concentrated in one
tnvestrment and not well diversified.
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