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Abstract
In 2013, the life expectancy at birth for American females was approximately
six years longer than for their male counterparts. Therefore, an understanding of
retirement security is particularly important for women.
Up until the mid-90s the focus was primarily on the experience of aging men,
not women. For example, some research concluded that Social Security (SS) has same
effect on all workers, that SS benefits cause labor force reduction, but ignored female
workers in their analysis. It was not until 1981 that Congress convened a special
committee on the concerns of aging women and their well-being. Therefore, there is a
need for research that is devoted to women’s attitudes and responses to retirement.
It also is important to acknowledge that family structure is changing in the U.S.
About 27 percent of women between the ages of 65 and 75 lived alone in 2014. In
many traditional American households, men often handle retirement planning. This
delegation has created a gap in women’s understanding and engagement in retirement
planning among women. This issue may have even deeper ramifications for them, as
an insufficient understanding of finances can lead to their mismanagement of their
finances. Thus, it is important for women to be able to prepare wisely for their own
retirement.
The lives of many older women are filled with endless responsibilities that
cause them to have inadequate retirement savings. Many women, raise children
and/or take care of adult relatives and this interrupts their careers and cause them to
earn lower wages. These lower wages impact them over time, as lower lifetime
v
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earnings mean less income to save in retirement plans and smaller SS benefits as these
benefits are based on employment earnings. Women live longer and are less likely to
have access to pensions and retirement savings plans. Thus, they are less likely than
men to be prepared for retirement. This dissertation analyzes women and their
retirement security.
In the first chapter of this dissertation, I examine the post-retirement financial
satisfaction of women with respect to their available retirement resources. In
particular, the chapter examines whether women are more financially satisfied with
annuitized income than other income. I find little evidence that having a higher
percentage of income that is fixed income results in higher women’s financial
satisfaction.
The second chapter analyzes the remarrying decisions of widows by examining
the effects of the social security age restriction rule. According to the current rule, a
widowed individual can continue to receive the benefits from a previous marriage if
the remarriage occurs at or after the age of 60. The results suggest that individuals
that are age 60 and younger are less likely to remarry. Thus, Social Security Rule of
Age restriction is associated negatively with the remarriage decision of widows.
The third chapter examines whether individuals trust financial professionals
and accept what they recommend. The results suggest that women are more likely to
trust financial professionals and that individuals that are near retirement age are less
likely to trust financial advisors. Thus, it concludes that gender and age are important
personal characteristics that influence trust in financial professionals.
vi
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Chapter 1:
Annuitization and Financial Satisfaction Among Women
Introduction
Prior to 1990, research on women’s retirement was limited as the literature
focused on men and husbands (Hurd, 1990). After 1990, research started addressing
this gap by examining gender differences in retirement income.
The type and the level of resources that a household can access is affected by
the way household members allocate their time between the labor force and household
production (Becker, 1965). Women face unique challenges in retirement due to their
lower labor force participation and a greater household production. In traditional
households, the secondary earner, usually the woman, participates only marginally in
the labor market (Apps and Rees, 1999), meaning lower retirement savings (Shuey
and O’Rand, 2004). For example, women’s low earnings may cause them to
contribute less into their DC plans and/or receive lower employer contributions, thus,
cause them to accumulate few pension assets. Furthermore, if they don’t work
consistently they might not even become qualified for the DB plans (Shaw and Hill,
2002). In addition, Apps and Rees (2001) suggest that the source, whether the
secondary earner provides income or not, of household income, has implications on
the savings patterns. Thus, intra-household decisions regarding savings have
significant implications in women’s retirement incomes. With the given
circumstances, women tend to have low accumulated assets or do not have retirement
income plans at all (Jefferson, 2005).
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According to the survey, only 55 percent of women are confident about retiring
comfortably (Annual Transamerica Retirement Survey, 2016). Perhaps this is due to
the degree of uncertainty of their income. Annuitized income such as SS provide
fixed, certain, monthly income which protects the retirees from longevity risks. On
the other hand, income from DC plans or IRAs can fluctuate randomly month to
month. Women may be more financially satisfied with guaranteed, certain, income.
The effects of annuitized income on well-being of retirees is not studied widely, thus
there is a need in this domain. There is a growing body of empirical research on
retirement income resources, but that too has focused on male retirees.
As a result, there is little research that explores the sources of women’s
retirement income. This paper analyzes the post-retirement financial satisfaction of
women with respect to the available retirement resources. In particular, it examines
whether women are more financially satisfied with annuitized income.
Literature Review
Women’s economic lives have changed. Since the 1950s women’s labor force
participation has more than doubled and, in 2014, 57 percent of women participated in
the labor force (U.S. Bureau of Labor Statistics Reports, 2015). In addition, among
those who were in the labor force, 40 percent of them had college degree (BLS Report,
2015). This increase in women labor force participation can account for a portion of
GDP growth in the last decades (Hoffman & Averett, 2010). Thus, studying women’s
economic behavior is important.
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Given the increase in the educational attainment of women, they should have
higher income than before. However, despite the legislation guaranteeing equal pay
for equal work and preventing workplace inequality women’s earnings are still low
(Goldin, 1990). Perhaps this is due to women (1) working in low-pay occupations (2)
they value the non-pecuniary aspects of their jobs more, and/or, (3) they specialize in
household production, choosing jobs that will allow them to have better work-life
balance (Hoffman & Averett, 2010).
Economists assume that individuals are rational decision makers. However,
sometimes individuals are not well informed (Hoffman & Averett, 2010). The ability
of individuals to make well-informed financial decisions can be hindered by a lack of
financial literacy (Collins, 2012). Lusardi & Mitchell (2008) find that financial
literacy is low among women, thus leading them to fail to prepare for their retirement.
Zissimopoulos, Fonseca and Mullen (2012) report that this could be due to women
specializing in household’s production.
Researchers have studied several effects of household production on
retirement. Danigelis & McIntosh (2001) suggest that having a pension income rather
than another type of retirement income is important for women. Harrigton-Meyer &
Pavalko (1996) find that widows and unmarried women’s retirement income is much
lower than that of other groups. Furthermore, Hyman (1983) observes that divorced
and separated women experience more dissatisfaction with their financial situations
than widowed or married women. Examining retirement satisfaction and health
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among women, Price and Joo (2005) report that married and remarried women have
higher satisfaction rates compared to other groups of women.
One of the reasons that women face economic challenges before and during
retirement is that they have a long-life expectancy (Hoffman and Averett, 2010).
Women also tend to have smaller pensions and lower social security benefits than
men. (Johnson, 1999). Perhaps, women’s gap in pension coverage and their longevity
risk can be reduced by annuitized products. Because annuitized products can pay a
stream of income for life, they allow their beneficiaries to reduce their longevity risk.
Hurd (1989) reports that annuitization increases the expected lifetime utility of
retirees. Agnew, et al. (2008) find that 38 percent of women choose annuity options in
their retirement plans. Furthermore, Mitchell et al. (1999) suggest that women are
more likely to annuitize their income. They also report that, although many retirees do
not favor annuitization, those with less retirement savings and those who demonstrate
low risk tolerance are more likely to annuitize their income.
Despite their longevity protection, however, many retirees favor alternatives to
annuities in funding their retirement (Dushi & Webb 2004). Hurd & Panis (2006)
report that only 7 percent of retirees with DC plans annuitize their assets. There are
several explanations on why people to do not annuitize their asset. These include (1)
bequest motives, (2) pre-existing annuitization, and/or (3) self-insurance by marriage
(Brown, 2000; Dushi & Webb 2004; Paschenko 2013). One can bequeath nonannuitized wealth, but not annuitized wealth. Retirees do not annuitize because they
want to keep their assets in a form that they can transfer to their beneficiaries upon
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their deaths (Hurd, 1989). This is often referred to as the bequest motive. High levels
of pre-existing annuitized income from SS benefits or private DB plans also can lower
demand for voluntary annuitization because individuals who have them may feel that
they do not need additional annuitized income (Dushi and Webb 2004; Pashchenko
2013). Kotlikoff and Spivak (1981) report that marriage can provide risk sharing
arrangements that can substitute for annuitized products.
Women may be more financially satisfied with guaranteed –certain- income.
According to Toscana et al. (2006), the steadier income, the more financially satisfied
the individual can be. The effects of annuitized income on well-being of retirees is not
studied widely. This study seeks to fill gap in research on women in retirement
planning, by examining the impact of annuitized income on the financial satisfaction
of women.
Theory
According to consumer theory, the goal of the consumer is to spend her
available income so as to maximize her utility, where utility is defined as the
enjoyment or satisfaction that she receives from consuming goods and services.
However, income may be uncertain, and this uncertainty reduces utility.
Individuals prefer a fixed monthly income to one that fluctuates from month to
month. The more uncertain their resources are, the less satisfied they become (VeraToscano, Ateca-Amestoy and Serrano-Del-Rosal, 2006). SS benefits can be thought
of as a pension or annuity income that does not fluctuate. Annuitized incomes provide
fixed incomes, and fixed incomes lead to higher levels of happiness. DC plans, such

5

Texas Tech University, Cagla Yildirim, May 2018
as 403(b)s, 401(k)s, and Individual Retirement Accounts, provide unstable income and
expose retirees to financial risk. The main disadvantage of traditional DC plans is that
retirees do not know how much income they will receive during retirement. Because
financial risk is placed on retirees and their incomes fluctuate, their utility may be
reduced.
The key hypothesis is whether annuitized, fixed, income has an impact on
financial satisfaction in retirement. In particular, the greater the percentage of income
that is fixed, the greater should be a person’s financial satisfaction should be.
Many married women choose not to invest in financial knowledge, delegating
financial decisions to their husbands instead. Because divorced and widowed women
have less financial human capital at retirement that they can use to estimate how best
to spread spending over an uncertain lifetime, it is predicted that divorced and
widowed women have will be less financially satisfied than married women.
Demographic characteristics can be seen as proxies for preferences that affect
utility. Thereby, it is also hypothesized that age, education, race, and ethnicity will
impact financial satisfaction.
Data
The data come from the 2012 wave of the Health and Retirement Study (HRS),
a longitudinal panel study that surveys a representative sample of approximately
20,000 Americans over the age of 50. From this wave, information regarding
individuals’ Social Security income, other pension income, total income, insurance
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coverage, and general demographic characteristics is obtained. In addition to data
from the core survey, data from the leave-behind questionnaire also is used.
The “leave-behind questionnaire” is actually two separate questionnaires, each
of which collects additional information from respondents without extending the
length of the survey. The first questionnaire is called the “Participant Lifestyle
Questionnaire” and the second questionnaire is called the “Participant Questionnaire
on Work and Health.” In the 2012 wave of the HRS, participants were divided into
two random samples, each of which received one of the questionnaires: half received
the Participant Lifestyle Questionnaire, while the other half received the Participant
Questionnaire on Work and Health. In the next wave, the individuals received the
questionnaire that they did not receive in the previous wave.
After dropping observations with missing values, 10,142 respondents remain
in the sample. Retirees, defined as those individuals who were at least 50 years old at
the time of the survey, were not currently in the labor force, and reported being retired,
comprise a sample of 4,176 retirees. Males are dropped from this sample, leaving
2,439 female retirees. Of these, 340 of them also were dropped to ensure full
retirement status (Some of them claimed they had employment income, thus
individuals with labor income were dropped.). These leave a sample of 2,099 female
retirees.
The dependent variable, financial satisfaction, is measured with a 5-point
Likert-type question asked in the leave-behind questionnaire. The question is,
“How satisfied are you with (your/ your family’s) present financial situation?”

7

Texas Tech University, Cagla Yildirim, May 2018
The responses were coded: 5 = Not at all satisfied, 4 = Not very satisfied, 3 =
Somewhat satisfied, 2= Very satisfied, and 1 = Completely satisfied. Thus, the
dependent variable is a limited dependent variable. The financial satisfaction of
individuals is of interest because financial satisfaction is part of economic well-being
and is used by many researchers as an alternative for utility (Clark, Frijters, & Shields,
2008). Table 1.1 displays the distribution of financial satisfaction responses for the
sample.
Table 1.1 Distribution of Financial Satisfaction Responses
Financial
Satisfaction
1- Most Satisfied
2
3
4
5-Least Satisfied
Total

Number

Percentage

438
585
689
258
129
2099

20.87%
27.87%
32.83%
12.29%
6.15%
100.00%

Financial satisfaction is a function of income, prices, and preferences. Thus,
explanatory variables include marital status, age, race, ethnicity, education level,
health insurance ownership, Social Security, other pension income, and total income.
The percentage of income from SS is included as an explanatory variable
because SS is a guaranteed monthly income that provides a regular income stream for
one or more lifetimes. This allows individuals more freedom to spend without the risk
of over- or under-spending a lump sum of financial assets, as under-spending is also a
risk because it indicates a lack of enjoyment of life with adequate financial resources.
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Thus, Social Security (SS) income is expected to have a positive effect. Percentage of
other pension income also is included as an explanatory variable because, like Social
Security income, it also is annuitized and seen as a guaranteed source of income. It is
expected to have a positive effect, similar to that of SS income. Total income also is
included as an explanatory variable because utility is increased by consuming goods
and services, and higher income can be expected to predict higher utilities. Thus, the
effect of total incomes is expected to be positive.
Marital status and economic well-being are highly associated. When marital
disruptions occur, women lose their significant others but also lose their husbands’
income. This reduction in income may cause a reduction in consumption and lead to
lower utility levels. Therefore, the effect of being divorced or widowed on financial
satisfaction are expected to be negative.
Health insurance coverage also is included as an explanatory variable. Health
insurance coverage is an explanatory variable because health insurance ownership
may decrease worries about paying for potential medical expenditures. Thus, it is
included and is expected to have a positive effect.
Age is an explanatory variable because as individuals get older they concern
more about health, length of life, and financial security. Thus, it is included and is
expected to have a negative effect. The demographic factors of race, ethnicity, and
education level are explanatory variables because they can affect preferences. Thus,
they are included, and the effects are unknown.

9
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Descriptive Statistics
Table 1.2 provides descriptive statistics of the variables that are used in the
analysis. On average, 20% of retirees are completely satisfied with their current
financial situation. 27% of retirees very satisfied, 32% of them somewhat satisfied,
12% of them not very satisfied, and 6% of retirees are not at all satisfied with their
current financial situation. Average income is 3.82 (in 10K). On average individuals
receive their half of income from fixed (guaranteed) income and 87% of them have
governmental health insurance. Regarding the personal characteristics of the retirees
in the sample, their average age is 72. 48% of them married, 4% of them never
married, 13% are divorced and 36% of them are widowed. 81% are white, 4% are
other race, 8% of them are Hispanic, and 40% have at least a college degree.
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Table 1.2: Descriptive Statistics
Mean

N= 2,099
Dependent Variable
Financial Satisfaction
1 (Most Satisfied)
2
3
4
5 (Least Satisfied)

0.2087
0.2787
0.3283
0.1229
0.0615

0.4065
0.4485
0.4697
0.3284
0.2402

Economic Characteristics
Income (10K)
Income Squared
Fixed Income
Health Insurance

3.82
49.12
51.59
0.87

5.88
513.24
38.16
0.34

Demographic Characteristics
Married
Never Married
Divorced
Widowed
Age
Age Squared
College Degree
White
Black
Other
Hispanic

0.48
0.04
0.13
0.36
73.33
5461.33
0.4080
0.8020
0.1520
0.0460
0.0820

0.50
0.19
0.33
0.48
9.13
1340.41
0.49
0.40
0.36
0.21
0.28
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Model
Given that financial satisfaction (the dependent variable) is a categorical
variable, an ordered probit model is estimated:
𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ = 𝛽0 + 𝛽1 𝑥1𝑖 + 𝛽2 𝑥2𝑖 + 𝛽3 𝑥3𝑖 + 𝛽4 𝑥4𝑖 + 𝛽5 𝑥5𝑖 + 𝛽6 𝑥6𝑖 + 𝛽7 𝑥7𝑖 + 𝛽8 𝑥8𝑖
+ 𝛽9 𝑥9𝑖 + 𝛽9 𝑥9𝑖 + 𝛽10 𝑥10𝑖 + 𝛽11 𝑥11𝑖 + 𝜀𝑖
𝜀𝑖 |𝑥𝑖 ~ 𝑁(0,1) 𝑖𝑖𝑑,
1 𝑖𝑓 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ < 𝛼1 ,
2 𝑖𝑓𝛼1 < 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ < 𝛼2,
𝑓𝑖𝑛𝑠𝑎𝑡𝑖 = 3 𝑖𝑓 𝛼2 < 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ < 𝛼3 ,
4 𝑖𝑓 𝛼3 < 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ < 𝛼4,
{ 5 𝑖𝑓 𝛼4 < 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ .
where 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ is a latent (unobservable) variable representing actual, but
unmeasurable financial satisfaction. The higher 𝑓𝑖𝑛𝑠𝑎𝑡𝑖∗ is, the higher financial
satisfaction is. 𝑓𝑖𝑛𝑠𝑎𝑡𝑖 is the observed level of financial satisfaction that takes values
from 1 to 5. The 𝛼’s are the unobserved thresholds that delineate the different
reported and observed measures of financial satisfaction. 𝜀𝑖 is an error term and is
assumed to follow a standard normal distribution.
The estimated coefficients are the projected effects of the explanatory variables
on the unobserved level of financial satisfaction. The variable 𝑥1𝑖 represents total
household income. It is the total household income, in the term of $10,000, of the
respondent. The effect of total income on latent financial satisfaction, 𝛽1 is predicted
to be positive.
Panis (2003) and Bender (2012) report that individuals with more annuitized
income have higher satisfaction in retirement. The variable 𝑥2𝑖 represents the degree

12

Texas Tech University, Cagla Yildirim, May 2018
of fixed income. It is defined as the percentage of total fixed income –the sum of
Social Security, other pension and annuity income- to total household income. The
effect of degree of fixed income on the dependent variable, 𝛽2 , is expected to be
positive.
The variable 𝑥3𝑖 is a dummy variable for whether the respondent is divorced.
It equals 1 if the individual is divorced and 0 if not. The variable 𝑥4𝑖 is dummy
variable for whether the respondent is widow. It equals 1 if the individual is a widow
and 0 if not. The variable 𝑥5𝑖 is dummy variable indicating whether the respondent
has never been married. Being married is the comparison category and so it is
omitted. 𝛽3 𝑎𝑛𝑑 𝛽4 are expected to be negative. Never married women in this case
should be similar to married women because they are accustomed to handling the
household finances.
The variable 𝑥6𝑖 a dummy variable indicating whether the respondent has
health insurance or not. It is equal to 1 if the individual has a health insurance and 0 if
not. The effect of having health insurance, 𝛽6 , is expected to be positive.
The variable 𝑥7𝑖 indicates the age of the respondent. The effect of being in the
different age, 𝛽7 , is expected to be negative. The variable 𝑥8𝑖 takes the value of 1 if
the respondent has a bachelor’s degree or higher and 0 not. 𝛽8 , the effect of education
is expected to be positive. The variable 𝑥9𝑖 is a dummy variable indicating whether
the respondent is white. It is equal to 1 if the individual is white and 0 if she is of any
other race. The variable 𝑥10𝑖 is a dummy variable indicating whether the respondent is
Hispanic or not. It is equal to 1 if the individual is Hispanic and 0 if not. The variable
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𝑥10𝑖 is a dummy variable indicating whether the respondent is Hispanic or not. The
variable 𝑥11𝑖 is a dummy variable indicating whether the respondent reports other race
or not. The effect of race, 𝛽9 , and the effect of being Hispanic, 𝛽10 , the effect of other
race, 𝛽11 , are not sign able a priori.
Results
Marginal effects for the ordered probit model are displayed in Table 1.3. The
results show that the higher is the percentage of income that is fixed, the lower are the
probabilities of being in the highest two financial satisfaction categories by 0.0005 and
0.0002, respectively, and the higher are the probabilities of being in the lowest three
financial satisfaction categories by 0.0002 at each level of financial satisfaction.
According to the theory of consumer choice under uncertainty, one might expect that
individuals with higher percentage of income that is fixed would have higher financial
satisfaction levels. When large percent of income is uncertain that uncertainty reduces
the utility. The more certain their resources are the more satisfied they would become.
However, the results show the opposite. Perhaps this is due to retirees’ heavy reliance
on Social Security to finance their consumption in retirement. Many people believe
Social Security benefits and other governmental benefits will not be available when
they retire, and this might be associated with having lower financial satisfaction levels.
On the other hand, the results show that income increases the probabilities of
being in the highest two financial satisfaction categories by 0.015 and 0.006,
respectively, and decreases the probabilities of being in the lowest three financial
satisfaction categories by 0.007, 0.008, and 0.006, respectively. One may suspect that
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the positive relationship between income and financial satisfaction is due to utility
maximization through income. The results are not consistent with theory. It is due to
the fact that the majority of the respondents have little income.
Being divorced decreases the probabilities of being in the highest two financial
satisfaction levels by 0.083 and 0.046, respectively, and increases the probabilities of
being in the lowest three financial satisfaction levels by 0.03, 0.05, and 0.46,
respectively, compared to being married. These results are consistent with the theory
because divorced individuals are expected to have lower financial human capital and
thus lower financial satisfaction.
Having governmental health insurance decreases the probabilities of being in
financial satisfaction levels 1 and 2 by 0.05 and 0.17, respectively, and increases the
probabilities of financial satisfaction levels of 3 and 4 and 5 by 0.027, 0.025 and
0.019, respectively. This is not consistent with the theory and like the percentage of
fixed income, this might be due to belief of that government benefits such as Social
Security may not be available.
Having a college degree increases the probabilities of being in the highest two
financial categories by 0.03 and 0.012, respectively, and decreases the probabilities of
being in the lowest three financial satisfaction levels by 0.016, 0.016, and 0.013,
respectively, compared to not having a college degree. This is consistent with the
theory of financial human capital.
The results show that one additional year in age increases the likelihood of
being in financial satisfaction levels 1 and 2 by 0.0076 and 0.0300, respectively, and
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decreases the probabilities of financial satisfaction levels of 3,4, and 5 by 0.0035,
0.0038, and 0.003, respectively.
Compared to white respondents, black individuals are less likely to be in the
highest two financial satisfaction levels by 0.06 and 0.03, respectively, and more
likely to be in the lowest financial satisfaction categories by 0.028, 0.038 and 0.033,
respectively.
No significant differences with respect to financial satisfaction have been
found for the widowhood, never married, other race, and ethnicity variables.

16

Texas Tech University, Cagla Yildirim, May 2018
Table 1.3: Marginal Effects of Demographics and Economic Resources
on Financial Satisfaction
Financial
N=2999
Satisfaction
Marginal Effect
Std. Err.
Income

1
2
3
4
5

0.0157***
0.0063***
-0.0074***
-0.0080***
-0.0065***

0.0022
0.0010
0.0011
0.0012
0.0010

1
2
3
4
5

-0.0005*
-0.0002*
0.0002*
0.0003*
0.0002*

0.0002
0.0001
0.0001
0.0001
0.0001

1
2
3
4
5

-0.0102
-0.0043
0.0047
0.0053
0.0044

0.0331
0.0145
0.0151
0.0176
0.0149

1
2
3
4
5

-0.0834***
-0.0466***
0.0334***
0.0503***
0.0462***

0.0174
0.0128
0.0057
0.0125
0.0129

1
2
3
4
5

0.0009
0.0004
-0.0004
-0.0005
-0.0004

0.0192
0.0076
0.0091
0.0098
0.0080

1
2
3
4
5

0.0352***
0.0141***
-0.0167***
-0.0179***
-0.0146***

0.0097
0.0039
0.0047
0.0049
0.0041

Fixed Income

Never Married

Divorced

Widowed

Age

Significance level: *** p<.001, ** p<.05, * p<.1
17

Texas Tech University, Cagla Yildirim, May 2018

Table 1.3: Cont. Mar. Effects of Demographics and Economic Resources on Financial
Satisfaction

N=2999
Health Insurance

Financial
Satisfaction

Marginal Effects

Std. Err.

1
2
3
4
5

-0.0558*
-0.0177*
0.0277*
0.0258*
0.0200*

0.0258
0.0063
0.0133
0.0108
0.0080

1
2
3
4
5

0.0335*
0.0130*
-0.0162*
-0.0168*
-0.0135*

0.0133
0.0050
0.0066
0.0066
0.0053

1
2
3
4
5

-0.0441
-0.0214
0.0190
0.0246
0.0220

0.0268
0.0155
0.0101
0.0163
0.0159

1
2
3
4
5

-0.0659***
-0.0338***
0.0281***
0.0380***
0.0335***

0.0153
0.0098
0.0059
0.0100
0.0097

1
2
3
4
5

0.0125
0.0047
-0.0060
-0.0062
-0.0050

0.0240
0.0086
0.0117
0.0117
0.0092

Education

Other

Black

Hispanic

Significance level: *** p<.001, ** p<.05, * p<.1
Author’s calculations based on the RAND Health and Retirement Study dataset
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Conclusion
This paper analyzes how American women experience retirement financially.
The main concern is that with fixed (guaranteed) income retirees can enjoy their
retirement without having anxiety of depleting their resources. The results show little
evidence that a higher percentage of retirement income that is fixed (guaranteed) leads
to higher levels of financial satisfaction.
I believe these results are likely to understate the importance of fixed
(guaranteed) income in financial satisfaction. Perhaps an analysis that includes
financial literacy and risk tolerance is needed to fully understand the association of
fixed (guaranteed) income and financial satisfaction. Furthermore, some of these
issues can be addressed through policies that will help women understand Social
Security benefits better.
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Chapter 2:
How Do Social Security Rules Affect a Widow’s Decision to
Remarry?
Introduction
One of the important issues that needs to be discussed in marriage is money.
Marriage is not only the coming together of two lives of romantically involved
individuals, it is also about the coming together of two different financial histories and
situations. Retirement benefits can further complicate this issue when people get
married, divorced, or remarried. It can be problematic if a future spouse has been
through a divorce or is widowed.
According to the Social Security Administration (SSA, 2017), more than half
of married couples get at least half of their retirement income from the SS program.
There are many factors that need to be considered when making remarrying decisions.
It is important that individuals understand the details of social security spousal
benefits and their requirements while making important personal decisions to remarry.
In addition to retired or disabled worker benefits, Social Security (SS) usually pays
two other forms of benefits: spousal and survivor benefits.
Under the current SSA rules current spouses, widowed spouses and ex-spouses
can receive spousal benefits. Current spouses and ex-spouses, if they were married for
over 10 years and did not marry prior to age 60, can receive a spousal benefit based on
their (ex)spouses if they are 62 years of age and older. On the other hand, after nine
months of marriage a widowed individual is eligible to receive a deceased spouse's
social security benefits as early as age 60. These benefits are usually higher than the
spousal benefits. Most of the time, individuals are surprised to find that they are no
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longer eligible to receive their deceased spouse’s retirement benefits after remarrying.
Under the current rules, a widowed individual can continue to receive the benefits if
the remarriage occurs at or after the age of 60. In addition to those rules, regardless of
widow(er)s’ age or marital status, widowed individuals are eligible to receive the
benefits for their deceased spouses’ children who is under age of 16.
Social Security rules matter because they reinforce the economic theory and
remarriage can lessen the negative effects of widowhood. To analyze the remarrying
decisions of widows this paper will estimate a random effects probit model for
unbalanced panel that examines the effects of social security age restriction rule on the
decision to remarry.
Literature Review
The literature that analyzes the effect of U.S. tax code on marriage decisions
suggests that the tax penalties have negative impact on marital decisions. Studies find
that individuals time their marriages to avoid paying tax penalties (Alm and
Whittington, 1996; Gelardi, 1996). Furthermore, Alm and Whittington (1999) suggest
that there is an inverse relationship between the tax penalties and marriage decisions.
On the other hand, Waite (1995) finds that marriage is associated with higher income
and improved health.
Becker (1974) suggests that individuals choose to be married when the
economic value of being married is higher to that of being single. Thus, if the
economic value of being single increases for widows, then re-marriage rates would
decrease. In fact, researchers demonstrate that remarriage benefits widows by
increasing their wealth by planning better for their finances (Wilmoth & Koso, 2002;
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Zissimopoulos, 2009). However, a report by the Pew Research Center (2014) shows
that only 40% of divorced or widowed individuals remarry.
Empirical evidence concerning marriage, divorce, and social security suggests
that money is an important factor for individuals who are considering remarriage.
Literature indicates that widowhood has negative consequences on women’s economic
well-being (Smock & Manning, 1995; Smock, Manning, & Gupta, 1999). A widow
may improve her economic standard of living by remarrying. In fact, Holden and Kuo
(1996) and Wilmoth & Koso (2002) show that remarriage has positive effects on
planning and saving for retirement.
Using continuous-time hazard rate regressions, Smith et al. (1991) find that age
has negative consequences on remarriage decisions for widows under age 60.
Furthermore, studies indicate that Social Security rules create large disincentives for
remarriage. Brien et al. (2001) show that the marriage penalty discourages remarriage.
In fact, data collected by Brien et al. (2001) demonstrates that marriage rates drop
prior to age 60 and increases after that point. Similarly, international research
indicates a large increase in the remarriage rates of widows following the removal of
marriage penalties (Baker et al., 2004).
Data
The data for the analysis in this paper comes from the Health and Retirement
Study (HRS). The HRS is a longitudinal panel study that surveys, biannually, a
representative sample of approximately 20,000 Americans over the age of 50. The
HRS data set contains detailed information on demographics, family structure,
housing, employment status, and net worth. This study examines data from twelve
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waves of the RAND, a revision of the HRS. In this study, a sample of individuals who
were widows in Wave 1 are followed for twelve waves. Information regarding
individuals’ marital status, age, total income, and general demographic characteristics
is obtained from wave year 1991 to wave year 2014. After dropping observations with
missing values for key explanatory variables, a panel of 543 widows with 4522
observations are remained.
The dependent variable is a dichotomous variable equal to 1 if a widow
remarried at time t and zero if otherwise. We defined remarried as women who
previously being widowed at baseline 1991, but self-reported being currently married
in any follow up questionnaire from 1991 to 2014. The marital status of widowed
individuals is of interest because remarrying decisions can be affected by the social
security rules regarding remarriage thus their economic well-being.
The independent variables in this study include an indicator variable for being
age 60 or less, indicators for race & ethnicity, an indicator for education level, and a
continuous measure of total income. Marital status and economic well-being are
highly associated. When marital disruptions occur, women lose their significant
others but also lose their husbands’ income. Thus, total income is added as an
explanatory variable. The demographic factors of race, ethnicity, and education level
are explanatory variables because they can affect preferences.
Descriptive Statistics
Table 2.1 provides descriptive statistics of the variables that are used in the
analysis. Our unit observation is person wave. That means each person is observed
on wave basis. 543 widows, 4522 observations with an average of 8.32 waves were
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Texas Tech University, Cagla Yildirim, May 2018
analyzed. This happens because some widows exit the survey due to their death. A
remarriage occurred, on average, 6.6% of person wave. Age of less than 60 is 22% of
person wave. Average annual income is $ 23,800, with the value of 2.38 (in 10K$).
Regarding the personal characteristics of the widows in the sample, 8.6% of them have
a Hispanic background, 64% of them are white, 31% of them are black and about 5%
have another race. 27% of them have at least college degree on average.
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Table 2.1: Descriptive Statistics
N= 4522
n= 543
T-bar = 8.32
Dependent Variable
Remarried
Key Explanatory Variable
Age less than 60
Economic Characteristics
Income (10K$)
Demographic Characteristics
College Degree or Higher
White
Black
Other
Hispanic

Mean

Standard Error

0.66

0.24

0.22

0.41

2.38

5.65

0.27
0.64
0.31
0.04
0.08

0.44
0.47
0.46
0.21
0.28

Represents data from RAND 1991- 2014 Waves
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Model and Theory
Serial correlations can be controlled by including characteristics of the units
that are either constant over time or that change over time. In this research certain
factors such as our key explanatory variable, age, change over time; however, factors
such as race, ethnicity, and education level do not change over time. Also, while we
can observe many characteristics, there are also some that we cannot. These
unobserved characteristics could be specific to the unit (an individual/widow), and
thus, time invariant. Binary response models for panel data always include the
unobserved unit-specific error (Schmidt et al., 2013). Due to the discrete nature of the
dependent variable, a random effects probit model for unbalanced panel is estimated.
This model is warranted because it assumes that unit’s error term is not correlated with
the explanatory variables and allows the researcher to estimate effects for timeinvariant variables. The model focuses on the probabilities for all the 𝑡 = 1, … 𝑇
observations of unit 𝑖 over time. Because every unit has different number of
observations, the upper limit, 𝑇, is individualized with an unbalanced model. The
dependent variable 𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡 is a dummy variable that takes a value of 1 if the
respondent is ever remarried, and a value of 0 if otherwise. The unbalanced panel
probit model used in this analysis can be written as:
𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡∗ = 𝛽0 + 𝛽1 𝑥1𝑖𝑡 + 𝛽2 𝑥2𝑖𝑡 + 𝛽3 𝑥3𝑖𝑡 + 𝛽4 𝑥4𝑖𝑡 + 𝛽5 𝑥5𝑖𝑡 + 𝛽6 𝑥6𝑖𝑡 + 𝜀𝑖𝑡
𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡 = 1 𝑖𝑓 𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡∗ > 0
𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡 = 0 𝑖𝑓 𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡∗ ≤ 0
While we do not observe 𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡∗ , we do observe the discrete choice made
by the widow. The widow undertakes a cost-benefit analysis and decides to remarry if
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the net utility is positive. 𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡∗ is the unobserved (because we cannot measure
the amount of net utility) net benefit of remarriage to widow 𝑖 and 𝑅𝑒𝑚𝑎𝑟𝑟𝑖𝑡 is a
dichotomous variable indicating whether or not a remarriage is observed. The
estimated coefficients are the estimated effects of the explanatory variables on the net
benefits of remarriage.
The variable 𝑥1𝑖𝑡 is a dummy variable indicating whether the respondent is age
60 or younger. It is equal to 1 if the individual is 60 or younger and 0 if she is not.
The variable 𝑥2𝑖𝑡 is a continuous variable that gives the value of total annual income.
The variable 𝑥3𝑖𝑡 takes the value of 1 if the respondent has a bachelor’s degree or
higher and 0 if she has not earned a bachelor’s degree. The variable 𝑥4𝑖𝑡 is a dummy
variable for whether the respondent is white. It is equal to 1 if the individual was
white, and 0 if not. The variable 𝑥5𝑖𝑡 is a dummy variable for whether the respondent
has another race. It is equal to 1 if the individual has another race, and 0 if not. The
variable 𝑥6𝑖𝑡 is a dummy variable indicating whether the respondent was Hispanic or
not. It is equal to 1 if the individual was Hispanic and 0 if not. 𝜀𝑖𝑡 is an error term that
follows the standard normal distribution.
Gary Becker’s (1974) economic theory of marriage suggests that, if individuals
enter a marriage, there must be benefits that outweigh the costs. The choice to get
married depends on the utility that one will derive from the marriage. If the utility
obtained from marriage exceeds the utility of being single, then an individual will
choose to marry.
Overall, there must be a gain from a marriage. For example, if a gain does not
exist for both parties, a marriage would not occur or would end in divorce. In other
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words, economic incentives should encourage marriage and remarriage decisions
(Becker 1974). Therefore, individuals should wait to remarry if they are widowed due
to financial benefits that come from waiting to remarry until they reach the required
ages and years.
Hypothesis:
𝐻0 : SS age restriction does not affect a widow’s remarriage decision.
𝐻𝛼 : SS age restriction does affect a widow’s remarriage decision.
Our hypothesis has been tested by Brien et al. (2004). The authors’ results
suggest that age restriction affects remarriage decisions. In their analysis, authors
used the Panel Study of Income Dynamics data and an OLS model. In the current
study, we are testing the same hypothesis using different and newer data, Health and
Retirement Study data and a newer empirical technique, unbalanced panel probit
model. This model allows us to follow up individuals and to be able to repeat the
measurements of marital status which allows for control of prior marital statuses.
Under the current Social Security rules, a widow/er can receive a Social
Security benefit based on her/his spouse’s earnings if s/he does not remarry before the
age of 60. Many widows may choose not to remarry because of the eligibility
requirement of the Social Security system. Therefore, 𝛽1 , the marginal effect of age
of 60 and younger on remarriage, is expected to be negative, that is, an age of 60 or
younger would lower the probability of remarriage.
According to Becker’s theory (1974), individuals choose to marry if both
parties expect that marriage will increase their utility from when they are single. So,
financially secure and independent women should be more likely to remarry compared
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to women who have limited financial sources. Thus, 𝛽2, the marginal effect of the
total annual income is expected to be positive. 𝛽3, the marginal effect of having at
least a college degree; 𝛽4 , the marginal effect of being white; 𝛽5 , the marginal effect
of having another race; and, 𝛽6 , and the marginal effect of being Hispanic, are not
signable a priori.
Results
Marginal effects for the random effects unbalanced panel probit model are
displayed in Table 2.2. The marginal effect for age less than 60 is found to be
statistically different from zero. The results show that being at age less than 60
decreases the probability of remarrying by 0.0547 at alpha level of 0.01 meaning that a
widow has a decreased probability of getting remarried, holding other things equal, of
5. 45%.
According to the results, income, having a college degree, race and ethnicity
reflected no relationships with remarrying decisions. These variables have not been
found to be statistically different from zero.
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Table 2.2: Average Marginal Effects of Demographic Characteristics and Economic Resources on Remarriage

N= 4522
n= 543
T-bar = 8.32
Marginal Effect

Standard Error

Key Explanatory Variable
Age less than 60
Economic Explanatory Variable

-0.0547***

0.0086

Income (10K$)
Demographic Characteristics

0.0002

0.0002

College Degree
-0.0199
Black
0.0001
Other
-0.0083
Hispanic
-0.0153
Significance level: *** p<.001, ** p<.05, * p<.1
Author’s calculations based on the RAND Health and Retirement Study dataset
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Conclusion and Policy Implications
Several factors including, age, religious activities, tax code etc. affect women’s
decisions to marry or to remarry. This paper used a model that relates financial and
demographic characteristics to marital decisions. Our results suggest that individuals
that are age 60 and younger are less likely to remarry. This evidence is consistent with
the prediction of Becker’s (1974) marriage model that Social Security remarriage age
is associated negatively with the remarriage decision of widows.
These results go against other government pro-family policy because of
increasing temptation of cohabitation as a choice of re-partnering rather than
remarriage. Thus, losing getting access to possible partner’s assets, health insurance,
pension benefits, etc. because they are not married. This ensures the importance and
the need of better retirement planning. On the other hand, in 2016, there were nearly
14.2 million widowed persons in the United States (BLS, 2016). Over 11 million of
the widowed persons, in the U.S., were women. Among widows about 95 percent
were age fifty and older. This also is important because this shows a large number of
the population might be affected by the SS restriction rule.
Social security rules may have unintended consequences that may not reside in
the intended purpose of social security benefits. While social security aims “to protect
aged and disabled persons against the expenses of illnesses that may otherwise use up
their savings” (SSA Administration), an awareness of these unintended consequences
might help develop clear purposeful policy moving forward: policy that doesn’t leave
in its wake such adverse effects.
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Chapter 3:
Do Women Trust Financial Advisors?
Introduction
Consumers face risks when purchasing financial services. One of these may be the
need to trust a financial planner or advisor to offer appropriate products and to provide
a high quality of services. Trust facilitates business activities in the market. When
people trust each other, transaction costs in economic activities are reduced (Alesina &
La Ferrara, 2002; Dyer 2003). Therefore, trust is necessary for rapid financial
development and economic success (Guiso et al., 2004). However, the literature
suggests that trust in the financial services industry is declining (Mullanaithan et al.,
2011).
Gabaix and Laibson (2006) argue that many times consumers enter into
transactions without knowing the existence of shrouded attributes and note that even if
they know they may not be able to observe them before the purchase. On the other
hand, Falk and Kosfeld (2006) report that principal-agent relations involve a conflict
of interest and that hidden costs should be considered in the ongoing relationship
between consumers and organizations. Even when the conflict of interest is
considered, there still exists the benefit of trusting a financial professional: increased
well-being by making better financial choices. The gains also include a reduction in
required human capital, more free time, increased peace of mind by delegating to a
third party, and greater expected utility than the “do it yourself” route because time is
a scarce resource (Finke et al., 2009; Finke et al., 2011).
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According to Gambetta (2000), trust is a result of cooperation. Men and women
trust differently because of cooperation, and women value cooperation more; thus,
they are expected to cooperate more than men (Eckel & Wilson, 1999, 2004). This
paper analyzes whether older men and women differ in their trust of financial advisor
using data from the 2009 National Financial Capability Study (NFCS, 2009).
Literature Review
Guiso et al. (2008) define trust as the “subjective probability that individuals
attribute to the possibility of being cheated” and note that it plays an important role in
financial development and in client and financial professional relationships. Hiring a
financial planner or advisor creates a principal-agent relationship. Financial advice is
a credence good. With a credence good the quality of the good cannot be determined
even after purchasing it (Emons 1997). Despite the fact that conflict of interest and
this information asymmetry can increase the costs of hiring an agent, rational
consumers will still choose to trust the financial advisor if they believe the advisor will
act in a manner to improve their financial well-being (Finke et al, 2009).
According to Chang (2005), it may be more efficient to hire a financial
professional than to manage one’s own financial matters. Larson (1993) finds that
individuals hire financial professionals because they are more knowledgeable than
themselves. However, Grable et al. (2004) find that many households rely on
individuals who are not financial professionals because of high cost and trust issues.
Rahn and Transue (1998) analyze trust by measuring the effect of materialism
and find that, because women are less materialistic, they are more trusting than men.
Eckel and Wilson (2004) conduct lab experiments in which individuals participate in a
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trust game and observe a photo of their counterpart while making the decision whether
to trust. They provide word-pair items to photographs to measure cooperativeness and
report that women are more trusting than men. Using a sample of Dutch households,
Bellemare & Kroger (2007) find a higher trust rate for women than men. They report
that, in an investment game, women invest significantly more than men. Analyzing
gender differences, Hansen (2012) finds that financial capability and subjective
financial knowledge impact trust in financial professionals. In fact, Goldsmith &
Goldsmith (2006) argue that women who have lower financial literacy than men are
less likely to be confident in managing their finances. Barber & Odean (2001) suggest
that the young and men might be overconfident and, thus, less likely to seek assistance
from a financial professional. Given that women have lower financial capability on
average, they may be more likely to trust an advisor.
Age is another important determinant of trust. For example, Fehr et al. (2003)
and Fehr and List (2004) demonstrate that older individuals -those over 65- are less
trusting than younger individuals. The literature suggests that there is heterogeneity in
the effects of age on trust. For example, Grable & Joo (1999) find that younger
individuals are more likely to seek financial assistance compared to older individuals.
Hanna (2011) finds that the demand for financial professionals is high among
individuals who are age 42 and younger. However, Hackethal et al. (2012) suggest
that older individuals that are over age 50 are more likely to use a financial
professional.
Ethnic background also influences trust. Research demonstrates that
individuals do not trust those who are less similar to them (Alesina & Ferrara,2002)
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and minorities are less likely to trust (Ashraf et al. 2003). Yao & Hanna (2005)
suggest that minorities are less likely to trust financial professionals and/or have less
financial planning experience.
We know little about what affects trust in financial professionals and even
lesser about what determines women’s trust in financial professionals. This paper
contributes to the limited research by exploring whether gender and age are important
personal characteristics that influence trust in financial professionals.
Data
The 2009 NFCS survey was conducted online and covered a nationally
representative sample of more than 28,000 Americans. The 2009 NFCS survey
measures key indicators of financial capability and evaluates how they change among
different individuals. This paper investigates whether older men and women differ in
their trust of financial advisors.
The dependent variable, trust in financial professionals, is measured by a 7point Likert-type statement asked in the NFCS survey. The statement is,
“I would trust a financial professional and accept what they recommend.”
The responses were coded on a 7-point scale that ranges from 1 (strongly disagree) to
7 (strongly agree). Thus, the dependent variable is an ordered variable. Table 3.1
represents the distribution of trust in financial professionals.
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Table 3.1 The Distribution of Trust in Financial Professional
Trust Level
Frequency
Percent
Lowest Trust

Highest Trust
Total

1

1,551

11.26

2
3
4
5
6
7

1,151
1,693
5,421
2,011
1,212
733
13,772

8.36
12.29
39.36
14.6
8.8
5.32
100

Gender, age, race, marital status, education level, risk tolerance, financial
knowledge, perceived cost, and income can impact trust (Coleman 1990; Furlong
1996; Alesina and La Ferrara, 2002), and they are included as explanatory variables.
Female is a dummy variable that takes a value of 1 if the respondent is female
and 0 if male. Age is defined by three categories: 45-54, 55-64 and 65 or older. A
dummy variable is included for each of the highest age categories and the omitted
category is 45-54 age group. White is a dummy variable that takes a value of 1 if the
respondent is white and 0 if otherwise. Education is categorized into three levels: high
school or less, some college and, college or more. High school or less is a dummy
variable that takes a value of 1 if applicable and 0 if not. Some college is a dummy
variable that takes a value of 1 if applicable and 0 if not. College or more is the
omitted category.
Marital status is categorized in to three levels: single, living with a partner, and
married. Single is a dummy variable that takes a value of 1 if applicable and 0 if not.
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Living with a partner is a dummy variable that takes a value of 1 if applicable and 0 if
not. Married individuals are the omitted category.
Income is categorized into eight levels, and each is a dummy variable reported
as value of 1 if the respondent’s annual income falls in a range and 0 if not. Income
levels defined as: less than $15K, $15K-$25K, $25K-$35K, $35K-$50K, $50K-$75K,
$75K-$100K, $100K-$150K, and $150K and over. Income with less than $15,000 is
the omitted category.
The perceived cost of financial advisor is a subjective answer that is measured
on a 7-point Likert Scale. In this paper, they are combined into three levels: low,
medium and high.

MediumCost is a dummy variable that takes value of 1 if

applicable and 0 if not. HighCost is a dummy variable that takes value of 1 if
applicable and 0 if not. LowCost is the omitted category.
The risk tolerance variable is a subjective answer that is measured on a 10point Likert Scale. In this paper, the willingness to take risk is combined into three
levels as low, medium, and high. LowRisk is a dummy variable and takes value of 1
and 0 if not. MediumRisk is a dummy variable takes value of 1 if applicable and 0 if
not. HighRisk is a dummy variable takes value of 1 if applicable and 0 if not. The
LowRisk tolerance is the omitted category.
Perceived financial knowledge is a subjective answer that is measured on a 7point Likert Scale. In this paper, perceived knowledge is combined into three
categories, low, medium and high. MediumKnowledge is a dummy variable that takes
value of 1 if applicable and 0 if not. HighKnowledge is a dummy variable that takes
value of 1 if applicable and 0 if not. LowKnowledge is the omitted category.
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The retired variable is a dummy variable that takes value of 1 if applicable and
0 if otherwise. The financial literacy variable is the sum of the correct answers to the
literacy questions that were asked in the survey and has a range of 0 to 5.
Descriptive Statistics
Table 3.2 provides descriptive statistics of the variables that are used in this
analysis. On average, 11% of respondents appear to entirely distrust financial
professionals. About 8% of them do not trust, and 12% of them somewhat do not trust
financial professionals. About 39% of respondents appear to be neither distrusting nor
trusting. 14% of respondents somewhat trust, 8% of them trust, and 5% of them
strongly trust financial professionals. 52% of respondents are female. 84% of
respondents are white.
About 41% of respondents are between age 45 and 54, followed by individuals
between age 55 and 64 at 31% and age of 65 and older at 28%. 25% of respondents
have a high school level of education or less, 35% of them have some college
education and about 40% have college degree or more. Married individuals are the
majority at 63%, while singles are at 32% and individuals living with partners is at
around 5%. About 31 % of respondents are retired. The mean financial literacy score
is 3.44.
About 8% of respondents have an income less than $15,000. 12 % of
respondents have an annual income between $15K and $25K. Another 12% of
respondents have income between $5K and $35K. About 16% of respondents have an
annual income between $35K and $50K. 20% of respondents have an annual income
between $50K and $75K. 12% of respondents have income between $75K and
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$100K. About 11% of respondents have an annual income between $100K and
$150K and about 7% have an annual income more than $150K. The majority of
respondents report subjective assessment of financial knowledge is high, which are at
75%, while low knowledge is at 9% and medium knowledge is at 16%. About 19% of
respondents report that financial professionals have low cost followed by medium cost
at 29% and high cost at 52%. Only 11% of respondents report high risk tolerance,
while 45% report low risk tolerance and 42% report medium risk tolerance.
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Table 3.2 Descriptive Statistics
N= 13,772
Dependent Variable
Trust Level
1 (Lowest)
2
3
4
5
6
7 (Highest)
Independent Variables
Gender
Female
Race
White
Age
Age of 45 to 54
Age of 55 to 64

Mean

Age 65 and older
Education Level
High School and Less
Some College
College and Above
Marital Status
Single
Living with Partner
Married
Annual Income
Less than $15,000
$15,000 to less than $25,000
$25,000 to less than $35,000
$35,000 to less than $50,000
$50,000 to less than $75,000
$75,000 to less than $100,000
$100,000 to less than $150,000
$150,000 or more
Retired
Financial Literacy
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Std. Error

0.11
0.08
0.12
0.39
0.14
0.08
0.05

0.31
0.27
0.32
0.48
0.35
0.28
0.22

0.52

0.49

0.84

0.36

0.41
0.31

0.49
0.46

0.28

0.44

0.25
0.35
0.40

0.43
0.47
0.48

0.32
0.05
0.63

0.46
0.20
0.48

0.08
0.12
0.12
0.16
0.20
0.12
0.11
0.07
0.31
3.44

0.27
0.32
0.33
0.37
0.40
0.32
0.31
0.25
0.46
1.30
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Table 3.2 Continued Descriptive Statistics
N= 13,772
Perceived Financial Knowledge
Low
Med
High
Cost of Financial Professionals
Low
Med
High
Risk Tolerance
Low
Med
High

Mean
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Std. Error

0.09
0.16
0.75

0.27
0.35
0.43

0.19
0.29
0.52

0.38
0.44
0.49

0.45
0.44
0.11

0.49
0.49
0.30

Texas Tech University, Cagla Yildirim, May 2018

Model
The model estimated in this paper is an ordered probit model:
𝑇𝑟𝑢𝑠𝑡𝑖 = 𝛽0 + 𝑋𝑖′ 𝛽 + 𝜀𝑖
𝜀𝑖 |𝑥𝑖 ~ 𝑁(0,1) 𝑖𝑖𝑑,
1 𝑖𝑓 𝑇𝑟𝑢𝑠𝑡𝑖∗ < 𝛼1 ,
2 𝑖𝑓𝛼1 < 𝑇𝑟𝑢𝑠𝑡𝑖∗ < 𝛼2,
3 𝑖𝑓 𝛼2 < 𝑇𝑟𝑢𝑠𝑡𝑖∗ < 𝛼3 ,
𝑇𝑟𝑢𝑠𝑡𝑖 = 4 𝑖𝑓 𝛼3 < 𝑇𝑟𝑢𝑠𝑡𝑖∗ < 𝛼4 ,
5 𝑖𝑓 𝛼4 < 𝑇𝑟𝑢𝑠𝑡𝑖∗ < 𝛼5 ,
6 𝑖𝑓 𝛼5 < 𝑇𝑟𝑢𝑠𝑡𝑖∗ < 𝛼6 ,
7 𝑖𝑓 𝛼6 < 𝑇𝑟𝑢𝑠𝑡𝑖∗
{
where 𝑇𝑟𝑢𝑠𝑡𝑖∗ is a latent variable representing actual, but unobservable net benefit that
an individual 𝑖 perceives she will receive. The higher 𝑇𝑟𝑢𝑠𝑡𝑖∗ is, the higher is the trust
in financial advisor. 𝑇𝑟𝑢𝑠𝑡𝑖 is the observed level of trust in financial advisors that
takes values from 1 to 7. The α’s are the unobserved thresholds that delineate the
different reported and observed measures of trust in financial advisors. 𝜀𝑖 us an error
term and is assumed to follow a standard normal distribution. 𝑋𝑖′ is a matrix of
explanatory variables representing gender, income, risk tolerance, perceived financial
knowledge, perceived cost of financial advisors, white, age, education, marital status,
financial literacy, and being retired.
Because women lack financial knowledge and skills they tend to make
financial mistakes or make suboptimal financial decisions affecting their well-being
negatively (Lusardi & Tufano 2009; Lusardi & Mitchell 2009). In fact, according to
the Stress Awareness Month Survey Report (2015), women are more likely to
experience financial stress. A financial professional can decrease financial stress and
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increase a household’s financial well-being by helping it to make better financial
decisions (Winchester & Huston 2015). Women can decrease their financial
uncertainty and display cooperativeness by trusting financial professionals, and thus
the effect of being female is expected to be positive.
Obtaining the human capital that is needed for financial planning requires time
and effort (Laibson et al., 2007). By delegating the tasks to financial professionals,
households can enjoy their time or master the activities in their jobs by outsourcing the
need of new skills to a financial advisor (Finke et al., 2011). High income and high
education can be used a proxy for the respondent’s rate of time preference and thus the
effects of income and education are expected to be positive.
Hanna (2011) demonstrates that risk tolerance and being a single female
increases the likelihood of seeking financial advice. The effect of risk tolerance is
expected to be associated positively to trust in financial advisors because this may
indicate that the respondents are willing to take risk- accepting the vulnerability- for
greater benefits in a client and advisor relationship (Eckel & Wilson, 2003).
The effect of perceived financial knowledge is expected to associate negatively
with trusting in financial advisors due to overconfidence (Kramer, 2016). The effect
of financial literacy also is expected to associate positively because respondents those
who are financially literate expected to acknowledge the benefits of financial
management (Lusardi, 2008).
According to Alesina and La Ferrara (2002), individual experiences and
community characteristics have impact on trust. Older individuals might have
witnessed several financial crises such as the tech bubble and the 2009 mortgage
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crisis, thus they might have more negative experiences compared to younger
individuals. This could lead to less trust in financial professionals therefore, the effect
of being older is expected to be negatively associated. The effect
of the individual’s perceived cost is expected to associate negatively with trusting in
financial advisors because they may think a professional’s service is expensive.
Marital status and race are proxies for cultural differences and are not assignable
priori.
Results
Marginal effects for the ordered probit model are displayed in Table 3.3. The
dependent variable is an indicator variable for whether individuals trust financial
professionals and accept what they recommend. In this study, the female variable has
been found to be associated positively with trusting financial professionals. The age
variable between 55 and 64 has been found to be associated negatively with the
dependent variable. Income variables, Income35to50, Income50to75 and
Income100to150, have been found to be associated positively with trusting financial
professionals. Perceived high cost of financial professionals has been found to be
associated negatively, and perceived high risk has been found to be associated
positively. Financial literacy has been found to be associated negatively.
Being female decreases the probability of being in the lowest three trust levels
by 0.0073, 0.0033 and 0.0031, respectively, and increases the highest three trust levels
by, 0.0045, 0.0045, and 0.0041, respectively, compared being male. These results are
consistent with theory.
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Compared to respondents who are between age 45 to 54, individuals who are
in age group of 55 to 64 are less likely to be in the highest three trust levels by 0.0057,
0.0056, and 0.0051, respectively, and more likely to be in the lowest trust levels by
0.0093, 0.0042 and 0.0039, respectively. These results are consistent with theory.
The results show that having income of $35K to $50K increases the
probabilities of being in the highest three trust levels by 0.0144, 0.0149, and 0.0146,
respectively, and decreases the probabilities of being in the lowest three levels by,
0.0227, 0.0108, and 0.0105, respectively, compared to those income are less than
$15K. Having income between $50K and $75K increases the probabilities of being in
the highest trust levels by 0.0165, 0.0171 and 0.0167, respectively, and decreases the
probabilities of being in the lowest three levels by, 0.0259, 0.0123, and 0.0120
respectively. For those respondents have income between $100K and 150K, the trust
levels are more likely to be in the highest three levels by 0.0149, 0.0155, and 0.0152,
respectively, and less likely to be in the lowest three levels by 0.0231, 0.0111, and
0.0109 respectively, compared to whose income are less than $15K. The results are
consistent with theory.
Perceiving the cost of financial professionals as medium decreases the
probabilities of the highest trust levels by 0.0142, 0.0137, and 0.0125, respectively,
and increases the probabilities of the lowest trust levels by 0.0237, 0.0103, and 0.0094,
respectively, compared to those who perceive such costs to be low. Perceiving the
cost of financial professionals as high decreases the probability of the highest trust
levels by 0.0284, 0.0281, and 0.0261, respectively, and increases the probability of the
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lowest three trust levels by 0.0453, 0.0208, and 0.0196, respectively, compared to
those perceive such costs to be low. These results are consistent with theory.
Having medium risk tolerance increases the probability of the highest three
trust levels by 0.0401, 0.0403, and 0.0382, respectively, and decreases the probability
of the lowest three trust levels by, 0.0630, 0.0297, and 0.0284, respectively, compared
to those have low risk tolerance. Having high risk tolerance increases the probability
of the highest three trust levels by 0.0444, 0.0531, and 0.0605, respectively, and
decreases the probability of the lowest three trust levels by 0.0657, 0.0354, and
0.0379, respectively, compared to those have low risk tolerance. These results were as
expected and consistent with theory.
The results show that one additional point in financial literacy decreases the
likelihood of being in the highest trust levels 5, 6, and 7 by 0.0050, 0.0049, and
0.0046, respectively, and increases the probability of lowest three trust levels 1, 2 and
3 by 0.0081, 0.0037, and 0.0035 respectively. This is not consistent with theory. This
might be due to the belief that the more financially literate person feels as if they could
do a better job at managing their finances than a financial advisor.
No significant differences with respect to trust in financial professionals have been
found for the marital status, age 65 and older, race, some college, retired,
INC$25Kto$35K, INC$75Kto$100K, INC150Above, Med-Knowledge, or HighKnowledge variables.
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Table 3.3: Marginal Effects of Variables on Trust
_______________________________________________________
N= 13,722
Trust Level
Marginal Effect
Standard Error
Female
1
-0.0073*
0.0035
2
0.0033*
0.0016
3
-0.0031*
0.0015
4
0.0006*
0.0003
5
0.0045*
0.0022
6
0.0045*
0.0021
7
0.0041*
0.0020
White
1
0.0053
0.0046
2
0.0024
0.0021
3
0.0023
0.0020
4
-0.0003
0.0002
5
-0.0033
0.0029
6
-0.0033
0.0029
7
-0.0031
0.0028
Age 55 to 64
1
0.0093*
0.0042
2
0.0042*
0.0019
3
0.0039*
0.0017
4
-0.0009
0.0005
5
-0.0057*
0.0026
6
-0.0056*
0.0025
7
-0.0051*
0.0023
Age 65 & Up
1
0.0033
0.0053
2
0.0015
0.0024
3
0.0014
0.0022
4
-0.0003
0.0005
5
-0.0020
0.0033
6
-0.0020
0.0032
7
-0.0019
0.0030
Highschool or Less
1
0.0080
0.0049
2
0.0036
0.0022
3
0.0033
0.0020
4
-0.0008
0.0006
5
-0.0049
0.0030
6
-0.0048
0.0029
7
-0.0044
0.0026
Significance level: *** p<.001, ** p<.05, * p<.1
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Table 3.3: Continued Marginal Effects of Variables on Trust
___________________________________________________________________________________

N=13,722
Trust Level

Marginal Effects

Standard Errors

Some College
1
0.0029
2
0.0013
3
0.0012
4
-0.0002
5
-0.0018
6
-0.0017
7
-0.0016
Living with Partner
1
-0.0036
2
-0.0017
3
-0.0016
4
0.0002
5
0.0023
6
0.0023
7
0.0021
Single
1
-0.0010
2
-0.0004
3
-0.0004
4
0.0001
5
0.0006
6
0.0006
7
0.0005
Retired
1
0.0009
2
0.0004
3
0.0004
4
-0.0001
5
-0.0005
6
-0.0005
7
-0.0005
Income$15Kto$25K
1
-0.0086
2
-0.0040
3
-0.0038
4
0.0004
5
0.0054
6
0.0054
7
0.0052
Significance level: *** p<.001, ** p<.05, * p<.1
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0.0041
0.0018
0.0017
0.0004
0.0025
0.0025
0.0023
0.0080
0.0037
0.0035
0.0004
0.0050
0.0050
0.0048
0.0042
0.0019
0.0018
0.0003
0.0026
0.0025
0.0024
0.0046
0.0021
0.0019
0.0004
0.0028
0.0028
0.0026
0.0074
0.0035
0.0034
0.0002
0.0047
0.0048
0.0047
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Table 3.3: Continued Marginal Effects of Variables on Trust
______________________________________________________________________________________________________________________________________________________________

N= 13,722

Trust Level
Marginal Effects
Income$25Kto$35K
1
-0.0132
2
-0.0061
3
-0.0059
4
0.0004
5
0.0083
6
0.0084
7
0.0081
Income$35Kto$50K
1
-0.0227**
2
-0.0108 **
3
-0.0105**
4
0.0000**
5
0.0144**
6
0.0149**
7
0.0146**
Income$50Kto$75K
1
-0.0259***
2
-0.0123***
3
-0.0120***
4
0.0000***
5
0.0165***
6
0.0171***
7
0.0167***
Income$75Kto$100K
1
-0.0147
2
-0.0069
3
-0.0067
4
0.0003
5
0.0093
6
0.0095
7
0.0092
Inc.$100Kto$150K
1
-0.0231**
2
-0.0111**
3
-0.0109**
4
-0.0004**
5
0.0149**
6
0.0155**
7
0.0152**
Significance level: *** p<.001, ** p<.05, * p<.1

53

Standard Errors
0.0073
0.0035
0.0034
0.0003
0.0047
0.0049
0.0049
0.0069
0.0034
0.0034
0.0007
0.0045
0.0048
0.0050
0.0070
0.0035
0.0035
0.0008
0.0045
0.0049
0.0051
0.0079
0.0039
0.0038
0.0004
0.0051
0.0054
0.0054
0.0079
0.0040
0.0041
0.0011
0.0052
0.0058
0.0060
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Table 3.3: Continued Marginal Effects of Variables on Trust
_________________________________________________________________
N= 13,722
Trust Level
Marginal Effects
Standard Errors
IncAbove$150K
1
-0.0069
0.0099
2
-0.0031
0.0045
3
-0.0029
0.0042
4
0.0005
0.0008
5
0.0043
0.0061
6
0.0042
0.0061
7
0.0039
0.0057
Med Knowledge
1
-0.0043
0.0068
2
-0.0020
0.0031
3
-0.0019
0.0030
4
0.0003
0.0003
5
0.0027
0.0042
6
0.0027
0.0043
7
0.0025
0.0041
High Knowledge
1
-0.0080
0.0062
2
-0.0036
0.0027
3
-0.0033
0.0025
4
0.0008
0.0007
5
0.0049
0.0038
6
0.0048
0.0036
7
0.0044
0.0033
Med Cost
1
0.0237***
0.0052
2
0.0103***
0.0022
3
0.0094***
0.0019
4
-0.0029***
0.0009
5
-0.0142***
0.0030
6
-0.0137***
0.0029
7
-0.0125***
0.0026
High Cost
1
0.0453***
0.0045
2
0.0208***
0.0021
3
0.0196***
0.0020
4
-0.0032***
0.0009
5
-0.0284***
0.0028
6
-0.0281***
0.0028
7
-0.0261***
0.0027
Significance level: *** p<.001, ** p<.05, * p<.1
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Table 3.3: Continued Marginal Effects of Variables on Trust
______________________________________________________________
N= 13,722
Trust Level

Marginal Effects

Standard Errors

1
2
3
4
5
6
7

-0.0630***
-0.0297***
-0.0284 ***
0.0026*
0.0401***
0.0403***
0.0382***

0.0037
0.0019
0.0018
0.0012
0.0024
0.0025
0.0026

1
2
3
4
5
6
7

-0.0657***
-0.0354***
-0.0379***
-0.0190***
0.0444***
0.0531***
0.0605***

0.0040
0.0026
0.0030
0.0035
0.0028
0.0042
0.0058

Med Risk

High Risk

Financial Literacy
1
0.0081***
2
0.0037***
3
0.0035***
4
-0.0006***
5
-0.0050***
6
-0.0049***
7
-0.0046***
Significance level: *** p<.001, ** p<.05, * p<.1
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0.0015
0.0007
0.0006
0.0002
0.0009
0.0009
0.0009
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Conclusion
This paper uses the 2009 NFCS to analyze the effect of being female, older, and
retired on trusting financial professionals. The results suggest that being female is
related positively to trust in financial professionals, while being in the 55 to 64 (near
retirement) age group is related negatively to trust in financial professionals compared
to 45-54 age group. Retirees were found to be no different than non-retirees. Trust is
created in interactions with others. Reasons not to trust financial advisors may be
caused by negative experiences with these professionals. However, measuring these
direct interactions is beyond the scope of this study.
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