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5 Thelmpact of Childhood Health and
Cognition on Portfolio Choice

Dimitris Christelis, Loretti Dobrescu and Albeftotta

5.1 Why childhood conditions can affect risk takingin
older age

Childhood health is by now recognized to influerfigiire educational and eco-
nomic outcomes. Children who experience poorerbbibd health have signifi-

cantly lower educational attainment, poorer headthd lower socioeconomic

status as adults (Case, Fertig and Paxson, 2006gCR009). For example, Case
and Paxson (2008) investigated the relationshipvéoert height (as indicator for
early health and socio-economic status), cognifietions and health status at
older ages and found that taller individuals (cdaséd to be healthier and wealth-
ier during childhood) have greater cognitive skills average, report significantly
fewer difficulties with activities of daily livingand are in considerably better
physical and mental health.

Furthermore, cognitive skills in childhood have ithewn implications for
adulthood. Bad test scores (which could indicatese@ognitive skills) are asso-
ciated with lower socioeconomic status in childhoadd gaps in abilities by so-
cioeconomic status open up early and tend to pelaier in life (Heckman,
Stixrud, and Urzua, 2006). As captured by achievertest scores measured dur-
ing education in childhood and adolescence, earfition is, together with edu-
cational attainment, an important determinant efitagbcioeconomic success.

Among the many outcomes in adulthood that can Bieeinced by childhood
health and cognition, we will focus on portfolioadte and risk attitudes in the
older segment of the population. This analysisagigularly relevant in light of
the financial decisions that older individuals famavadays. Recent reforms of so-
cial security systems around the world have bedtinguindividuals more and
more in charge of their own financial security aftetirement, while the supply of
complex financial products has increased. As a emuence, portfolio self-
management is becoming commonplace.

Recent literature on the relation between portfalimice and health (Rosen
and Wu, 2004) has found that households in pooltthéend to hold safer finan-
cial portfolios, even after controlling for severaiher predictors of portfolio
choice. In addition, poor health status is assediatot only with safer portfolios
but also with less diversified ones. The reasathas health shocks in retirement
can alter one’s financial circumstances and plagphiorizon, with a direct impact
on household economic decisions. When thinking abiwai relationship between



childhood and adult health previously discussednpight thus well be that adult
health is partly mediated by childhood health. W& &know that cognition in

older age is positively associated with risky paitf choice (Christelis, Jappelli
and Padula, 2010), and thus, in the same veiuidcalso be partly mediated by
childhood cognition.

In order to better understand the relationship betwchildhood health and
cognition and risky portfolio choice later in lifeye will use the SHARELIFE
dataset that provides rich information on childhd@a@lth and cognition, and the
subsequent financial history of the older populaiio fifteen European countries,
using a harmonized questionnaire that makes resuftparable across countries.

5.2 Indicatorsof Childhood Health and Cognition

The SHARELIFE questionnaire has a rich set of qomstpertaining to health
during childhood that elicits information on accés<are, adverse health events,
severe illnesses, vaccinations, hospitalizatiosswell as a question on self-
reported health during childhood. For our analysés use, first, the question on
whether respondents had access to a usual souar@fthat is to a particular
person or a place that they went to when they \sa&ie or needed advice about
their health. A negative answer to this questiomddndicate that respondents did
not get either the necessary treatment when thegrbe sick or preventive advice
needed to forestall health problems in the futimeaddition, this lack of medical
help could have made them feel more insecure amsl iiore cautious, which in
turn could have shaped their attitude to risk latdife.

Obviously, access to medical care is an importarget of welfare and social
policies, and a lasting impact of its unavailakilit childhood would make such a
target even more important to achieve.

The prevalence of the availability of a usual seus€ care during childhood is
shown in the first column for each country in Figér.1, and we note that while it
is above 95% for most countries, it is lowest foe€&e (83%), the Czech Repub-
lic (87%), and Germany (90%).

Figure5.1: Prevalence of childhood health and cognition vdesb
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Source: SHARELIFE. The number of observations differs slightly by variable,
but it is on average approximately equal to 27,650.

The second indicator of childhood health that westder is the subjective health
status during childhood as reported by respondetay. This question should
provide a broad overview of health status and givendication of the actual ex-
tent of the health problems faced that is not a&ptuy objective measures (e.g.
days spent in a hospital). On the other hand, arssteethis question could be af-
fected by differences in reporting style acrossviddials and countries (Jurges,
2007). SHARELIFE respondents could rate their teak excellent, very good,
good, fair and poor, and we construct an indic&torthe highest three answers,
the distribution of which is shown across countiieshe respective second col-
umns in Figure 5.1. Prevalence ranges from 88%u8b,ith Austria and Ger-
many being at the lower end of the range, and Haly the Czech Republic at the
high one. The one exception is Greece, in which tean 1% or respondents de-
clare being in fair or poor health during childhood

Turning now to cognition in early life, we use teswers to two questions that
inquire about the respondents’ relative positiorthteir peers in school with re-
spect to mathematics and language skills. To thipgse, we construct two indi-
cators for having above average skills. The distiim of those two indicators is
shown in the third and fourth country columns igle 5.1, and we note that the
range goes from roughly 22% to 45% for both indicgt with Greece and Spain
exhibiting the lowest prevalence of above averdgkssand Sweden and Den-
mark the highest. As is the case with the self-riggbhealth question, answers to
the two childhood cognition questions could be @#d by differences in respon-
dents’ reporting styles.



5.3 Asset Ownership and Risk Preferences

We now examine the effect of childhood health aognhition on portfolio choice
and risk taking in older age. We will concentratg discussion on four economic
choices, namely whether one has ever owned stoaktsjal funds or a private
business (this information can be found in SHARE)Fand whether one is will-
ing to take any financial risks (the latter infotioa is provided in the second
wave of SHARE). All three investment choices entak taking, and make de-
mands on the cognitive skills of their owners. Rarimore, the assumption of fi-
nancial risk depends on other sources of risksrthestor faces, including health
risk. It also depends on the amount of informatio® investor has on the proper-
ties of the different assets, and this in turnffected by the cognitive skills that
the investor has, which were partly formed durihgdhood.

For each economic choice/health (or cognition)aldle combination, we use a
probit model in order to associate the choice &éohbalth or cognition variable of
interest. We include country fixed effects in orderaccount for specific condi-
tions prevailing in each country, and we also atéthe health or cognition vari-
able with the country dummies in order to allownasch as possible for differen-
tial effects across countries. Our variable speaifon also includes the
respondents’ gender, education and marital stand, crucially, indicators of the
respondents’ socioeconomic status during childhddnis is achieved by includ-
ing in our model variables denoting the numberaafms in the house where re-
spondents lived (adjusted for family size), and tlvenber of books that the re-
spondents’ family possessed. As a result, any tsffetthe childhood health or
cognition variables that we find will be net of #lle aforementioned factors, and
thus less likely to be spurious.

Before discussing our results, it is worth notihgttour sample could suffer
from survivor bias, i.e. we might predominantly baweople in our sample that
were physically and cognitively in good shape dgichildhood, which in turn led
to a longer life. To the extent that this is trtieg range of values of the health and
cognition variables could be somewhat limited akewsed to the higher end of
the distribution, and this lack of variation couldaken our empirical results.

The results for stock ownership are shown in Figug We find that the exis-
tence of a source of care during childhood is pagit associated with stock own-
ership by roughly 16 percentage points (pp) in Ssviand, 8 pp in Austria, and 5
pp in Italy. Good or better self-reported healthiteva only in Sweden (9 pp). On
the other hand superior mathematics skills boastksbwnership in all countries
in our sample except Denmark by roughly 2 to 11vwggle language skills show a
slightly weaker but still very relevant positivesasiation that ranges from 2 to 12
pp everywhere but Sweden, Denmark, Germany, andriAug hese results are
consistent with previous findings that point out ttonsiderable effect of cogni-
tive skills on stockholding.



Figure5.2: Coefficients (marginal effects) on likelihoodladving ever owned stocks
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Source: SHARELIFE. The number of observations is approximately equal to
24,850 on average, depending on the specification.

We now turn to investment in mutual funds, showrFigure 5.3. We find that

having a usual source of care has a strong posfigeciation with such an in-
vestment in Switzerland, Austria, Italy, and thee€z Republic, with magnitudes
ranging from 7 to 23 pp. On the other hand, goaalthedoes not seem to matter
anywhere. Above average mathematics skills are amme pretty strong for all

countries except Austria and the Czech Republith Wie associations ranging
from roughly 2 to 10 pp. Language skills seem smgilay an important role for

mutual fund investment in the Netherlands, Belgimance, Italy, Spain, Greece
and Poland. We note that the associations for rhiitunls are slightly weaker

than those for stocks, which is consistent withfde that the latter are more de-
manding than the former in terms of performance itocng and evaluation.

Figure5.3: Coefficients (marginal effects) on likelihood ofvieg ever owned mutual funds
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Source: SHARELIFE. The number of observations is approximately equal to
24,850 on average, depending on the specification.

The ownership of a business is to a large extdati&d by intangibles like ambi-
tion, entrepreneurial spirit, and perseverance, thod might be less affected by
adverse health and cognition status than the puswiwo assets. Furthermore, cir-
cumstances might be such that owning a businesssientially the only career
path available (e.qg. in agriculture, or when onghist out from civil service due to
discrimination), which means that it does not imeohs much risk taking as nor-
mally assumed. Perhaps because of these consiaesative find (results are
shown in Figure 5.4) a sizeable positive assodaiatiith the availability of a usual
source of care only in France (3 pp), but we shool that there are no business
owners that had fair or poor childhood health imDark, the Netherlands and
Switzerland, and this lack of sample variability kes estimation for these three
countries impossible. Similarly, we find no sigo#nt effects of good self-
reported health (there are no business ownershidmhtbad childhood health in
Greece). Above average cognitive skills are nowhmueaker than in the case of
stocks and mutual funds, with mathematics skills sattering, however, in Italy
(2 pp), Spain (3 pp) and the Czech Republic (1 phile language skills don’t
seem to play any role in ever owning a business.

Figure5.4: Coefficients (marginal effects) on likelihood ofireg ever owned a business
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Source: SHARELIFE. The number of observations is approximately equal to
24,850 on average, depending on the specification.

We would expect that the health risk should negatiaffect financial risk tak-
ing, as individuals subject to the former might wemcontrol overall risk in their
lives by limiting the latter. To that effect, wandl (results are shown in Figure 5.5
taking in the Netherlands (20 pp), and Italy (7.@ph the other hand, the associa-
tion with self-reported health is not significamyavhere. In addition, we find that
above average mathematics skills are strongly ipekitassociated with financial
risk taking in Germany, the Netherlands, Belgiutalyl and Greece (magnitudes
range from 4 to 8 pp). The importance of languaglssis slightly less wide-
spread, but the associations are still relevatihénBelgium (7 pp), France (6 pp),
and the Czech Republic (5 pp).

Figure5.5: Coefficients (marginal effects) on likelihood ofllivig to assume some
financial risk
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Source: SHARELIFE and SHARE wave 2. The numberbsieovations is
approximately equal to 16,400 on average, deperafirtpe specification.

54 Summary

Childhood health and cognition have lasting effemtshealth, cognition and so-
cioeconomic status later in life, and thus direatyindirectly a number of eco-
nomic choices and attitudes.

Lack of a usual source of care is associated wih investment in stocks, mu-
tual funds, while the association with private Imesis ownership and risk taking is
quite weaker. The effects of poor childhood heaklreported by respondents are
weaker and less widespread.

Childhood cognition, as represented by above aeeragthematics and lan-
guage skills, is strongly positively associatedhwifitvestment in stocks and mutual
funds, and less so with ownership of a privaterirss. The positive association is
also strong with financial risk taking.

Our results point to the necessity and economietitsnof welfare policy in-
terventions early in life that aim to increase asct® health care providers. Such
interventions should also aim to make health caveeraffordable, and to include
initiatives for disease prevention and educatiorhealth issues. Furthermore, as
our results are not geographically concentrateahniy particular area of the Euro-
pean Union, the scope for such interventions seerbe pretty wide.

Given that we find strong evidence that childhoodrition has a lasting im-
pact in many economic outcomes in older age, thenpial benefits of interven-
tions aiming at boosting childhood cognitive skiéise very high. Such interven-
tions could include more resources for high qualityildcare, for remedial



education of students that lag behind their pdergprograms that aim to prevent
early school leaving, and for post-secondary edowcdtaining. The cost of such
resources should be amply justified by the subistasbcietal benefits of wide-
spread higher childhood cognitive skills, namelghgr human capital formation,
decreased income and wealth inequality in adultheod an associated increase
in social cohesion.
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