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Abstract

Recent theoretical contributions depart from the usual practice of treating individual attitude
endowments as a black box, by assuming that these are shaped by the attitudes of parents and
other role models. Attitudes include fundamental preferences such as risk preference, and
crucia beliefs about the world, such as trust. This paper provides evidence on the three main
mechanisms for attitude transmission highlighted in the theoretical literature: (1) transmission
of attitudes from parents to children; (2) positive assortative mating of parents, which tends to
reinforce the impact of parents on the child; (3) an impact of prevailing attitudes in the local
environment. Investigating these mechanisms is important because they are crucia
assumptions underlying a large literature. It also sheds light on the basic question of where
individual attitude endowments come from, and the factors that determine these drivers of
economic behavior. The findings are supportive of attitude transmission models, and indicate
that all three mechanisms play arole in shaping economically relevant attitudes.

JEL Code: D1, D8, J12, J13, J62, Z13.

Keywords: risk preferences, trust, intergenerational transmission, cultural economics, family
economics, assortative mating, social interactions, SOEP.

Thomas Dohmen
Research Centre for Education and the
Labour Market (ROA)
Maastricht University
P.O. Box 616
The Netherlands - 6200 MD Maastricht
t.dohmen@roa.unimaas.nl

David Huffman
Swarthmore College
500 College Avenue
USA — Swarthmore, PA 19081
dhuffmal@swarthmore.edu

This version: February 27, 2008

Armin Falk
University of Bonn
Department of Economics
Adenauerallee 24 — 42
53113 Bonn
Germany
armin.falk@uni-bonn.de

Uwe Sunde
University of St. Gallen
Varnbuelstr. 14
Switzerland — 9000 St. Gallen
uwe.sunde@unisg.ch



1 Introduction

The usual practice in economics is to treat individual attitude endowments as a black
box. Recent theoretical contributions endogenize these endowments by assuming that
individuals’ attitudes are influenced by the attitudes of their parents or other role models.
Attitudes transmitted from parents to children may include fundamental preferences, such
as risk or time preference, and also crucial beliefs about the world, for example priors
about the trustworthiness of others. Models sharing the feature of attitude transmission
have been used to shed new light on diverse phenomena including: the persistence of
ethnic differences in the U.S. (Bisin and Verdier, 2000); increasing female labor force
participation in the U.S., due to the intergenerational transmission of a change in attitudes
towards women and work first triggered by World War II (Ferndndez et al., 2004); the
ascension of the middle class during the British industrial revolution, due to middle-
class parents passing on the value of patience to their children (Doepke and Zilibotti,
2005 and 2008); the persistence of different fertility and work practices across cultures
(Ferndndez and Fogli, 2005; Guiso et al., 2006; Ferndndez, 2007b); the impact of policy
changes (regarding corruption), and historical circumstances decades in the past, such as
despotic governments, on current levels of trust and social capital (Hauk and Saez-Marti,
2002; Tabellini, 2005 and 2007).! These models provide powerful new explanations for
important patterns in economic behaviors and outcomes. The key underlying mechanism
of attitude transmission, however, is not directly observed and has not been investigated

systematically in empirical work.

This paper provides evidence on the underlying process of attitude transmission,
testing for the existence of three distinct channels for attitude transmission highlighted
in the literature. We test for transmission of attitudes from parents to children using
direct measures of attitudes for individuals as well as for their parents. In addition we
test for positive assortative mating of parents, on the basis of attitudes to be transmitted
to the child. This reinforces the impact of parents on the child, because a child who
has one parent with a given attitude is likely to have a second one with that attitude
as well. Assuming that both mothers and fathers matter for child attitudes, positive
assortative mating is an implication of models that assume parents have a preference for

! See also Ichino and Maggi (2000); Bisin and Verdier (2001); Bisin et al. (2004); Fernandez (2007a).



children with similar attitudes to their own; in this case parents have an incentive to find
similar partners, in order to avoid distortions in child attitudes. We also investigate a
third mechanism, in which prevailing attitudes in the local environment influence child
attitudes, in addition to the attitudes of parents. This channel would tend to reinforce
regional or ethnic differences. Some models, such as Bisin and Verdier (2000) and Bisin et
al. (2004), incorporate all three mechanisms explicitly, and other models in the literature

typically incorporate one or more.?

Our analysis focuses on validated survey measures of two particularly important
attitudes: willingness to take risks, and willingness to trust other people. The former
captures an important dimension of individual preferences, while the latter is more related
to beliefs, in the context of trustworthiness of others. Transmission of risk attitudes is
important for child behavior because almost every important economic decision involves
uncertainty. Indeed, risk attitudes have been shown empirically to have a large impact
on a wide range of important behaviors and outcomes, including investment in stocks,
educational attainment, wealth, home ownership, and patterns of occupational choice.?
Trust is similarly important, but in the realm of social interactions, determining the way
that an individual approaches other people (Glaeser et al., 2000; Fehr et al., 2003; Kosfeld
et al., 2005). Many interactions in life involve vulnerability to defection by others, and
trust determines whether an individual cooperates in these situations, or enters them
at all. The level of trust has also been shown to be heterogeneous across countries and
regions, and to explain differences in aggregate outcomes such as economic growth, volume
of trade, and institutions.* By perpetuating trust differences over time, intergenerational

transmission of trust has important ramifications at the aggregate level as well.

Our data are drawn from the 2003 and 2004 waves of the German Socio-Economic
Panel (SOEP), which included new questions on trust and risk, respectively. Each wave of
the SOEP is representative of the German adult population, and includes approximately
22,000 individuals. We end up with data on 3,751 children for whom we observe the

2 Others have also hypothesized that the intergenerational transmission of attitudes, personality, or other
personal traits explains patterns of behavior and outcomes across generations. See, e.g., Bowles and
Gintis (2002a); Osborne (2005); Heckman and Rubinstein (2001); Heckman et al. (2006).

3 E.g., Barsky et al. (1997); Guiso and Paiella, (2001); Dohmen et al. (2005); Guiso and Paiella, (2005);
Guiso et al. (2006).

4 E.g., Putnam et al. (1993); La Porta et al. (1997); Knack and Keefer (1997); Goldin and Katz (1999);
Glaeser et al. (2002); Zak and Knack (2001); Fershtman and Gneezy (2001); Alesina and La Ferrara
(2002); Bornhorst et al. (2004); Gaechter et al. (2004); Guiso et al. (2005); Falk and Zehnder (2007).



attitudes of both parents. Thus we also have 3,751 parental couples for studying assortative
mating of parents. For all individuals in the data we know the region of residence, and can
match individuals to an average risk or trust attitude in the region. Notably, the particular
survey measures that we use have been validated previously in large scale field experiments
with representative subject pools. These validation studies show that our measure of
risk attitudes predicted behavior in an incentivized lottery experiment measuring risk
preference, and that the trust measures predict trusting behavior in a paid trust game.
These findings underline the behavioral validity of our measures, addressing an important
concern that arises when using survey questions (see, e.g., Glaeser et al., 2000; Camerer

and Hogarth, 1999).

Our results are supportive of the attitude transmission approach, and indicate that
all three mechanisms play a role in shaping risk attitudes and trust. The first main result
is that risk and trust attitudes are strongly positively correlated between parents and
children. In other words, parents who are more willing to take risks, or who are more
trusting, raise children with similar traits, consistent with a process of intergenerational
transmission. Notably, both mothers’ and fathers’ attitudes matter for child attitudes,
although for trust the mother is especially important. Interestingly, birth order matters,
with first born children being more similar to the parents than later born siblings. These
correlations are essentially unchanged when one controls for similarity across generations
in personal or environmental characteristics. Additional robustness checks show that the
intergenerational correlation is not explained by collaboration on survey answers, similar
scale use, reverse causality from children to parents, or by parents and children living in
the same geographic region. The second main finding is a strong positive correlation of
attitudes within married couples, for both risk attitudes and trust, consistent with positive
assortative mating. We find a similarly large correlation among newly married individuals,
indicating that married partners are similar at the outset rather than becoming gradually
more similar over time. In combination with the finding that both mothers and fathers
matter for child attitudes, this evidence of positive assortative mating is consistent with
the predictions of attitude transmission models. A third finding is that child attitudes
are significantly related to the prevailing attitude in the region, controlling for parental
attitudes. This is true for both risk attitudes and trust attitudes, and robustness checks

show that the result is not driven by children sorting into regions where attitudes are



similar to their own. These findings provide evidence that attitudes in the region play a

part in shaping child attitudes, in addition to the parents.

In summary, this paper provides a systematic empirical investigation of the transmis-
sion of economically relevant attitudes, in a way that complements the recent theoretical
shift towards endogenizing attitude endowments. We explicitly consider all three mech-
anisms for attitude transmission that are relevant for the theoretical literature, and use
a battery of attitude measures that are behaviorally valid, and span the important do-
mains of risk and trust. We perform an extensive series of robustness checks, and control
for detailed personal and background characteristics of both individuals and their par-
ents. Considering all three of the mechanisms for attitude transmission in the same data
set, using similar empirical strategies, allows disentangling the effects and potential in-
teractions of different mechanisms. For example, the results show that regional attitudes
matter even after controlling for parental attitudes, and vice versa. Also, we find positive
assortative mating in conjunction with evidence that both mothers and fathers matter for
child attitudes, which provides support for a specific prediction of attitude transmission
models. The main contributions of our findings are providing an empirical basis for the
assumptions regarding attitude transmission mechanisms in the literature, and shedding
light on the basic question of where economically relevant attitudes come from. In particu-
lar, both the parents and the local environment influence individuals, through the channel

of shaping economically relevant attitudes.

The remainder of the paper is organized as follows. Section 2 describes the data.
Section 3 presents results on the intergenerational correlation, Section 4 investigates as-
sortative mating, and Section 5 explores the influence of regional attitudes. Section 6

discusses implications and directions for future research.

2 Data Description

The data come from the German Socio-Economic Panel (SOEP), a representative panel
survey of the resident adult population in Germany (for a detailed description, see Wagner
et al., 1993, and Schupp and Wagner, 2002). The initial wave of the survey was conducted

in 1984.> For this study we focus mainly on the 2003 and 2004 waves, because these

5 The panel was extended to include East Germany in 1990, after reunification. For more details on the
SOEP, see www.diw.de/gsoep/.



include key questions used in our analysis. Each wave includes roughly 22,000 individuals,

from about 12,000 households.

The SOEP conducts a separate in-person interview with each member of a house-
hold over the age of 17, in the family’s home. A substantial fraction of the interviews,
about one quarter, are computer-assisted personal interviews (CAPI), but in general the
survey is filled in on paper forms during an oral interview. Importantly, given that we
are interested in the correlation or lack of correlation in the responses of family members,
interviewers are specifically instructed to administer the survey individually, and to take
every precaution to ensure that different household members answer independently and
are not influenced by each other’s responses. If for some reason one household member
wants to fill in the paper survey at the same time that the interviewer conducts a personal
interview with another household member, the interviewer has to ensure that these two
survey respondents are in different rooms. Although the majority of interviews (roughly
80 percent in both 2003 and 2004) were completed while the interviewer was present in the
household, a small fraction of respondents returned the questionnaire by surface mail, due
to severe difficulties in scheduling an appointment with the interviewer. In our analysis,
we verify that the results are robust to excluding these mail-in interviews. As a more
conservative robustness check, we also verify that the results are sustained regardless of

whether children live in the same or separate household from their parents.

The 2004 wave of the SOEP contains a novel battery of questions about the risk
attitudes of individuals. One question asks respondents to indicate their willingness to
take risks on an 11-point scale. The wording of the general risk question, translated from
German, is as follows: “How do you see yourself: Are you generally a person who is fully
prepared to take risks or do you try to avoid taking risks? Please tick a box on the scale,
where the value 0 means: ‘completely unwilling to take risks’ and the value 10 means:
‘completely willing to take risks’.”® The survey also includes five questions that use the
same wording and 11-point scale as the general risk question, but ask about willingness
to take risks in specific contexts: car driving, financial matters, sports and leisure, career,
and health. A final risk measure is provided by a question that poses respondents with
a hypothetical lottery, in which they can choose how much of 100,000 Furos to invest,
and either double or get back only half of their investment, with equal probability. This

8 German versions of all risk questions are available online, at www.diw.de.



question differs from the previous risk measures in that it uses a different scale, and

includes a different context.

In the 2003 wave, the SOEP survey includes three questions about individuals’ trust
attitudes. These are similar to the standard measures of trust used in other surveys, for
example the General Social Survey. Subjects were asked to indicate on a four-point scale
to what extent they agree or disagree with the following statements: 1) In general, one
can trust people. 2) These days you cannot rely on anybody else. 3) When dealing with
strangers it is better to be careful before you trust them. The four answer categories were

labelled: strongly agree, agree somewhat, disagree somewhat, strongly disagree.

Transmission of risk and trust attitudes is important if these attitudes affect behav-
ior, as is typically assumed in economic theory. The behavioral relevance of the particular
measures of risk attitudes that we use has been shown empirically, in a field experiment
with a representative subject pool. Dohmen et al. (2005) conduct a field experiment with
450 individuals, sampled from all regions of Germany to be representative of the adult
population (sampling was done with the same method used to construct the full SOEP
sample; see Fowler, 1988). All subjects in the experiment first completed a detailed ques-
tionnaire, which included the exact same general risk question asked in the 2004 wave
of the SOEP. Subjects then participated in a lottery experiment involving substantial
monetary stakes.” The authors find that the questionnaire responses to the general risk

question are reliable predictors of actual risk taking behavior in the lottery experiment.

Additional evidence for the importance of risk attitudes comes from using responses
to the risk measures in the 2004 wave of the SOEP to explain risk-taking behavior in
various contexts of life. The impact of risk attitudes is large and economically significant.
For example, a one standard deviation increase in willingness to take risks measured by the
question about risk attitudes in financial matters is associated with a 35 percent increase
in the probability of holding stocks, relative to the baseline probability in the population.
Similarly, a one standard deviation increase in willingness to take risks according to the
general risk question is associated with a 30 percent increase in the probability of being

" In the experiment, subjects had to decide between a lottery, in which they could either win 300 Euros
with probability 1/2 or receive nothing with probability 1/2, and a series of different safe payment
alternatives. The lottery option remained the same across choices, but the alternative safe payment
option was increased in steps of 10 Euros up to a maximum of 190 Euros. Subjects were informed in
advance that one of their choices would be randomly selected for payment, and that one out of seven
participants would actually be paid according to the selected choice.



self-employed.® Responses to the general risk question have also been shown to explain
sorting into occupations based on earnings variance (Bonin et al., 2007), and to have a large
impact on the probability of moving residence between geographical regions (Jaeger et al.,
2007). Thus, risk attitudes captured by the survey measure have important implications

for behavior.

Fehr et al. (2003) validate the behavioral relevance of the trust measures we use, in
a field experiment with a representative sample of 429 subjects, sampled using the same
procedure as the risk experiment described above. Subjects first completed a detailed
questionnaire that contained the same three measures on trust attitudes that were asked
in the 2003 wave of the SOEP. Subjects then played a modified version of the trust game
developed by Berg et al. (1995), a standard tool for eliciting willingness to trust.® Fehr et
al. (2003) summarize an individual’s responses to the three survey questions about trust
using factor analysis, and then show that this combined measure is a significant predictor
of the amount that a first-mover actually sends to the other player, in the inventive
compatible trust game. As discussed in the introduction, similar trust measures to ours
have also been shown in previous studies to play an important role in explaining aggregate

outcomes such as growth, functioning of institutions, and volume of trade.

Since we want to investigate whether and to what extent trust and risk attitudes
are correlated between parents and children, we focus our analysis on respondents whose
parents also answered the same survey questions. In total, we have complete information
on either trust or risk attitudes for 3,751 children and both their parents, i.e., for 11,253
individuals.'® We refer to a 3-person group consisting of two parents and their child as a

parents-child pair in the remainder of the paper.

A noteworthy feature of the data is that they allow the study of children at a wide

8 Detailed results available upon request.

9 In the design, two players, both endowed with 10 Euros, were randomly matched. Player A could then

send any amount between 1 and 10 Euros to player B. The amount that A sent was doubled by the
experimenter so that B received twice the amount that A had sent. B could then send money back to A,
but this was not enforceable. The experimenter doubled any amount sent by B with the result that A
received twice the amount that B had sent. The amount that player A sends in this game is a measure
of trust.
For 3,327 children in the 2003 wave, we have complete information on their own answers to the trust
questions and both of their parents’ answers to these questions. We also have complete information
about willingness to take risks for 3,331 children from the 2004 wave, and both their parents. These
samples do not completely coincide because some of the children or their parents that were interviewed
in 2003 did not answer the questions about risk attitudes in the 2004 wave. Likewise, in the 2004 wave
we do not have information on some subjects’ answers to the trust questions in 2003. These are mostly
respondents who were not yet interviewed in 2003.
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variety of ages, rather than just teenage children. This is because the SOEP interviews
adult children living with their parents, but also follows children once they are older and
have moved out of the parents’ home to form a new household. For our sample of 3,751
parents-child pairs, 56.9 percent live in the same household, while 39.6 percent of children
in our sample live in different households from both of their parents. Only a small fraction
lives in the same household with only one parent. Half of the children in our sample are
older than 23 years of age, and the oldest child is 54. On average, children in our sample
are 25.3 years old (std. dev. 6.96). Fathers in our sample are on average 54.6 years old

(std. dev. 8.70) and mothers are on average 51.7 years of age (std. dev. 8.3).

Variation in parents’ willingness to take risks and trust is a prerequisite for iden-
tifying an impact of parents’ risk and trust attitudes on children’s attitudes. Figure 1
indicates that there is in fact substantial variation for both mothers and fathers. The
histograms for willingness to take risks (upper panel) report the fraction of fathers and
mothers choosing a given answer on the 11-point scale of the general risk question. The
histograms for trust (lower panel) show the distributions of the parental trust measures.
These are derived from principal component analysis and combine responses to the three
separate measures into a scalar, analogous to the approach taken in Fehr et al. (2003).!!
We use these trust measures throughout the paper, and construct the measure for the

child in the same way.

Figure 1 also shows that mothers are less willing to take risks than fathers, in
line with the gender effect that Dohmen et al. (2005) find using the entire sample of
the 2004 wave. Table 1 investigates the impact of other plausibly exogenous individual
characteristics, such as age and height. The results in the table are OLS estimates, where
the dependent variable in each column is an individual’s standardized response to the
general risk question. Throughout the analysis we use standardized versions of the risk and
trust measures, in order to aid comparison of coefficients. Standardization is conducted

11 We obtain an individual’s trust measure by multiplying the standardized answers to the respective trust
questions with the loadings of the questions on the principal component. Principal components analysis
is preferable to factor analysis as we are interested in capturing and using the essential variation of the
responses in regression analysis across parents-child pairs, rather than for detailed analysis of covariance
(see also Tabachnick and Fidell, 2001). However, our results are almost identical if we instead use factor
analysis for all regressions. We obtain the principal component without rotation. Analysis of eigenvalues
suggests that only the principal component exhibits an eigenvalue larger than unity. The factor loadings,
which are multiplying the standardized responses to the trust, reliance and caution questions are -0.7968,
0.8187 and 0.6377, respectively, for children, -0.7819, 0.8170, and 0.6619, respectively, for fathers, and
-0.7687, 0.8113, and 0.6132, respectively, for mothers.



separately for the child, the mother, and the father, for the sample where the child and
both parents all have non-missing attitude responses. The table shows that age and height
affect risk and trust attitudes, as do religion, and characteristics of the region of youth
in terms of city size. The relevance of these characteristics motivates us to control for
them in our analysis in the next section, where we investigate whether parent and child
attitudes are similar even after controlling for similarity in other characteristics that affect

attitudes.

3 Intergenerational Correlation in Economic Attitudes

3.1 Risk attitudes

We begin the analysis by assessing whether there is an intergenerational correlation in
willingness to take risks. Initially, we focus on the general risk question, and then we

assess the robustness of the results to using alternative survey measures.

Figure 2 provides a first look at the relationship between the general risk attitudes
of parents and children, as it appears in the raw data. The figure shows children’s average
willingness to take risks, for given willingness to take risks of their mother (upper left
diagram) or their father (upper right diagram). Children’s willingness to take risks is
clearly positively associated with parents’ willingness to take risks. This is illustrated
by the positively-sloped regression lines in the diagrams, which are based on a weighted
regression of children’s willingness to take risks on the respective parent’s willingness to
take risks. The weighting takes into account the frequency of child-parent pairs with
a particular combination of willingness to take risks, i.e., the number of children whose

parent states a particular value on the risk scale.'?

In Table 2 we regress children’s standardized answers to the general risk question
on the answers of their respective mothers and fathers. We estimate linear regressions,
where the dependent variable is the child’s general willingness to take risk. The key ex-
planatory variables are standardized risk attitudes of mothers and fathers. All coefficients
are OLS estimates, but the results are robust to using other estimation techniques.!> We

12 Note that there is an outlier for mothers choosing a value of 10 on the risk scale. This outlier has little
impact on the slope of the weighted regression line, however, because there are very few mothers in this
category (see Figure 1, upper left panel).

13 We have alternatively conducted all estimations with interval regression techniques that correct for



report robust standard errors, corrected for possible correlation of the error term across

individuals from the same household.

Column (1) of Table 2 shows that on average children report a greater willingness to
take risks as parents’ willingness to take risks increases. Coeflicients for the mother and
the father are both highly significant, and are of comparable size, indicating that child
attitudes are strongly related to attitudes of both parents.'* The coefficients on parents’
risk attitudes are sizable compared to other important variables. The marginal effect is
roughly 0.16 for both mothers and fathers, which implies that a one standard deviation
increase in willingness to take risks for both parents is associated with a total increase
of about 0.32 standard deviations for the child. This is equivalent to reducing age by 15

years, and is substantially larger than the impact of gender (see Column (2) of Table 1).

In Column (2) of Table 2 we add exogenous controls — gender, age, and height — which
were found previously to affect risk attitudes (see Table 1). It is interesting to investigate
whether attitudes are still related once we control for similarity in personal characteristics.
For example, tall parents tend to have tall children, which could potentially explain a
similarity in risk attitudes. Alternatively, if personal characteristics do not explain the
intergenerational correlation, this suggests a more direct relationship between attitudes of
parents and their children, consistent with the transmission process assumed in models of
attitude transmission. Not surprisingly, the results in Column (2) indicate that daughters
are less willing to take risks than sons, and that taller and younger children are more likely
to report that they are willing to take risks. Age and height of the parents do not have
a statistically significant effect on children’s willingness to take risks. More importantly,
the positive relationship between children’s and parents’ willingness to take risks remains
virtually the same as in Column (1), and is similarly significant, after controlling for

personal characteristics of parents and the child.

In Column (3) we add a variety of other controls for individual characteristics and

environmental factors that could affect risk attitudes. These include characteristics of the

censoring of the dependent variable. In this case we find virtually identical results, which are available
upon request. We also used a binary measure, indicating willingness to take risks if individuals responded
a value greater than five on the scale from zero to ten. All results are essentially the same if we use the
binary measure instead of the full scale.
The coefficient on a parent’s risk attitudes is approximately 50 percent larger if the other parent’s
attitudes are omitted from the regression. This suggests the presence of positive assortative mating, an
issue discussed in detail in Section 4, and provides an additional motivation for including both parents
in the specification for Table 2.

14
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region where the individual lived during the first 15 years of life (big city, city, small town,
countryside, missing), and religion (catholic, protestant, other Christian, other religion,
not a member of any church, missing information on religion), for the child and both
parents, as well as indicators for child ethnicity (nationality on passport, aggregated into
17 categories). The regression also controls for subjective health status of parents and the
child, and an indicator for having lived in the GDR before 1989. We also include fixed
effects for children’s and parents’ current regions of residence (Raumordnungsregion) which
correspond to county-sized administrative areas.'® Finally, for the child and both parents
we control for household income in 2004, and control for years of schooling as a proxy
for permanent income.'® A caveat is that child income could be endogenous with respect
to risk attitudes, so that interpreting coefficients on child income causally is inadvisable.
Important for the question at hand, however, is the fact that the two coefficients of main
interest, mother’s and father’s willingness to take risks, remain essentially unchanged
relative to previous columns when we add income and the full array of other controls.
Thus, there is a strong and significant relationship between children’s and parents’ risk
attitudes, controlling for similarity across generations in a wide range of personal and

environmental factors.

Table 3 explores whether the intergenerational correlation in risk attitudes is robust
to using alternative survey measures. Each column uses a different question to measure
risk attitudes for parents and children. The set of controls is the same as those in our
full specification, Column (3) of Table 2. To facilitate comparison, in Column (1) we
once again report the coefficients for the general risk question. Columns (2) to (6) report
coefficient estimates using each of the five context-specific questions, which ask about will-

15 Germany is divided geographically into 97 such regions, which are defined by the Federal Office for
Building and Regional Planning and reflect an aggregation of administrative districts, something akin
to counties in the U.S., taking into account economic agglomeration and commuting flows. Each region
captures a center of economic activity and its surrounding area, and corresponds to a regional labor
market.

In order to avoid dropping of observations due to missing observations, we set all missing observation
to zero and include an indicator for missing schooling information. We also estimated all specifications
with information on occupational prestige as a proxy for permanent income, instead of education. We
use information on childrens’ and their parents’ occupational prestige in form of the Treiman standard
international occupational prestige score, which takes discrete values from 13 to 78, where higher scores
indicate higher prestige (see Ganzeboom and Treiman, 1996 for the methods used to construct the
scale). As shown by Ermisch et al. (2006), this prestige measure exhibits a strong correlation with
permanent income. This approach is useful mainly because it mitigates the problem of missing values
on income and thus keeps the number of observations reasonably high. All results are qualitatively
and quantitatively similar if we use occupational prestige instead of years of schooling as a proxy for
permanent income.

16
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ingness to take risks in car driving, financial matters, sports and leisure, health, and career,
respectively. As is evident from Table 3 the correlation of risk attitudes is significant at
the 1-percent level for every context, for both mothers and fathers. Thus the correlation in
risk attitudes is not confined to the general risk question but is also observed for questions
incorporating more specific contexts. One possibility is that the correlation is observed for
all of the different measures because they each measure the same underlying disposition
towards risk. Another possibility is that the different measures capture distinct aspects
of risk attitude that vary across contexts, and that there is a distinct intergenerational
correlation for each of these more specific characteristics. In Section 3.3, as part of addi-
tional robustness checks, we investigate the specificity of the intergenerational correlation

in more detail.

Column (7) of Table 3 reports results based on the hypothetical lottery question. The
measure differs from the others in that it uses a cardinal scale with seven response values:
investment amounts of 0, 20,000, 40,000, 60,000, 80,000 and 100,000. It also incorporates a
different type of context, and also includes given stakes and probabilities. The dependent
variable is the total amount invested by the child in the lottery, and parents’ attitudes are
indicated by their respective investment choices. There is substantial censoring at zero,
due to the many individuals who choose to invest nothing in the lottery. Thus, in this
case we report coefficients that are marginal effects, estimated using interval regression
techniques that correct for censoring. The resulting intergenerational correlations are
highly significant and positive.!” The results from the lottery measure provide a further
indication that the intergenerational correlation is robust, and show that it does not simply
reflect a similar way of answering the type of qualitative, 11-point response scales used
for the other measures. The marginal effects shown in Column (7) of Table 3 imply that
a parent increasing their investment by 1,000 Euros causes a child to invest roughly an

additional 250 Euros, which is substantial.®

In summary, the results show that the risk attitudes of parents are reflected in the

17 We also estimated a Probit model, available upon request, where the dependent variable is equal to 1
if the child invested a positive amount and zero otherwise. Regressors included indicators for positive
investment by mother and father, and the same controls as in Column (7). In this case, the probability
that a child invests increases by 0.16 if the father invests, and 0.11 if the mother invests. Parental
investment is highly statistically significant, and quantitatively more important than any other control
in the regression.

'8 One Euro was worth approximately 1.2 U.S. dollars on average during the period when interviews were
conducted.
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willingness to take risks of the child, and thus provide evidence for a process of intergen-
erational attitude transmission. Notably, although on average child attitudes are strongly
related to parental attitudes, there is heterogeneity in how close children are to their par-
ents. An interesting topic for future research, which would go in the direction of further
refining models of attitude transmission, is exploring factors that strengthen or weaken
this relationship. In unreported regressions, we have identified one factor that appears to
play a role, namely birth order. We find that the correlation between child’s risk attitudes
and parents’ risk attitudes, purged for the influence of the exogenous controls included in
Column (3) of Table 2, is significantly lower for younger siblings. Ascending in the birth
order by one child reduces the correlation between the residuals for child’s risk attitudes
and mother’s risk attitudes by about 0.03, and the correlation between child’s risk resid-
uals and father’s residuals by about 0.02. Thus, firstborn children are more similar to

parents in terms of risk attitudes, compared to younger siblings.

3.2 Trust attitudes

We now turn to the analysis of the intergenerational correlation in trust. Since we are
interested in behaviorally valid measures, we collapse agreement with the three statements
into a single component, as was done in the validation study by Fehr et al. (2003).' In
Section 3.3, however, we also assess the robustness of the results to analyzing agreement

with each statement separately.

Figure 2 plots children’s average values of the trust measure, constructed via prin-
cipal component analysis, for given values of the same trust measure of mothers (lower
left diagram) and fathers (lower right diagram). The regression lines are weighted by the
number of observations of children whose parents’ trust measure takes a particular value.
The upward slopes of the weighted regression lines give an initial indication that children’s

tendency to trust is increasing in their parents’ willingness to trust.

To test the relationship suggested in Figure 2 more rigourously we ran three regres-
sions for trust attitudes analogous to the ones reported for risk in Table 2. The results are
displayed in Table 4. The dependent variable is the (standardized) principal component
(“trust”) of the child, which is regressed on the respective standardized principal com-
ponents of the mother and father, respectively. In the first column of Table 4 no further

19 We collapse the measures using principal component analysis, as described in Footnote 11.
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controls are added. The coefficients for parents’ trust attitudes are positive and significant
at any conventional level, indicating the presence of a positive intergenerational correla-
tion. As was the case for risk, child attitudes are related to attitudes of both the mother
and the father. An interesting difference, however, is that the coefficient for mother is
significantly larger than the coefficient for father in the case of trust attitudes (p-value
< 0.02), whereas there was no significant difference for risk attitudes (p-value < 0.79). The
coefficients remain basically unchanged and highly significant when we add further con-
trols in Columns (2) and (3). In summary, these findings are consistent with transmission

of priors regarding trustworthiness from parents to children.

An important final point regarding trust is that we have so far assumed that willing-
ness to take risks and willingness to trust are distinct attitudes. One may argue, however,
that trusting someone is a risky decision and thus that willingness to trust could partly
reflect risk preference. On the other hand, there is no conceptual reason why the belief-
related component of willingness to trust, in the form of a prior about trustworthiness of
others, should be related to risk preference. It is important to know whether the trust
measures capture something distinct from the measures of risk preference, because only if

this is the case we can sensibly talk about an independent correlation for risk and trust.

To study this question we ran the regressions reported in Table 5. In Column (1)
we regress children’s willingness to take risks on parents’ willingness to take risks and
willingness to trust. We also control for the trust attitudes of children and include our
standard controls as in Column (3) of Table 2. The marginal coefficients on mothers’ and
fathers’ willingness to take risks are positive and significant and similar in size to those
in Column (3) of Table 2. This shows that the disposition towards trust does not explain
risk attitudes. But what about the relation between trust and risk? In Column (2) we
regress children’s trust jointly on parents’ willingness to take risks and their trust attitudes,
together with the controls as in Column (1). We find that the coefficients on mothers’
and fathers’ trust are positive and highly significant.?? They are also very similar to those
obtained in the regressions from Table 4, i.e., without controlling for risk attitudes. This
implies that trust attitudes do not simply measure attitudes towards risk and that the
intergenerational correlations in risk and trust attitudes represent two distinct forms of

20 We find similar results if we instead use the hypothetical lottery question, or other risk questions, as
the measure of risk preference in the regression.
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attitude transmission.

3.3 Robustness
3.3.1 Collaboration on Survey Responses

A potential concern regarding the results shown in Tables 2 and 4 is that correlations
could be driven by parents and children somehow coordinating on how to answer different
questions. While this is potentially a very serious concern we are quite confident that it
does not explain the findings. First, interviewers are specifically instructed to administer
the survey individually, and to make sure that different household members answer in-
dependently. If for some reason one household member wants to fill in the paper survey
at the same time that the interviewer conducts a personal interview with another house-
hold member, the interviewer is instructed to ensure that these two survey respondents
are in different rooms. Therefore, collaboration is ruled out by design. Second, filling
out a survey involves answering about 150 question modules. Thus, even if respondents
did have some limited communication during the interview, despite the best efforts of
the interviewer, it is very unlikely that this applies systematically to the small subset of
questions that are the key variables in this study. Third, we have estimated all of the re-
gressions in Tables 2 and 4, excluding from the sample observations of parents-child pairs
if one of the three individuals had sent in the questionnaire answers by surface mail, i.e.,
answered the survey without the interviewer being present. In this case, we find a similar
and significant intergenerational correlation in risk and trust attitudes. Fourth, we also
estimated the same regressions using the 40 percent of children in the sample who live in a
separate household from their parents. In this case the intergenerational correlation is still
highly significant for both mothers and fathers, for both risk and trust (the correlations
for trust are essentially unchanged; for risk the correlations are somewhat smaller but
the combined effect of both parents is still large). Fifth, the correlations obtained from
using just the sample of children living with their parents yields similar results to using
the whole sample. Finally, we have also restricted the sample to parents-child-pairs who
all participated in CAPI interviews only; this excludes the possibility that questionnaires
were completed simultaneously, because only one person at a time can possibly fill out the

survey on the laptop. Again, we find significant correlations similar to those in Tables 2
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and 4. These findings make us confident that the results are not driven by collaboration

between family members.

3.3.2 Specificity of the Transmission Process and Scale-Use

Another question concerns the specificity of the transmitted attitudes: Do parents pass on
a relatively general disposition towards risk-taking or trust to their children, or do children
end up being similar to the parents even in relatively detailed ways? Or do children just
use response scales in a similar way as their parents? To address these issues, we exploit
that parents differ in their willingness to take risks across different contexts. For example,
some parents are reluctant to take risks in car driving, but even more so with respect to
financial matters. If a general disposition is transmitted, we would predict that the child
is risk averse, but not that this specific difference across contexts is reproduced in the next
generation. On the other hand, if these same differences are observed in the child, this is
difficult to explain with scale use, given that all of the context-specific measures involve

exactly the same 11-point scale.

In Columns (1) to (6) of Table 6 we regress children’s answers to a given risk question
on parents’ responses to all of the risk questions simultaneously. We also control for
children’s answers to all context-specific risk questions. Table 6 reveals that the respective
estimated coefficients, which are found along the diagonal of the table, are all positive
and highly significant. Thus, controlling for risk attitudes in all other contexts, children’s
in a given context are strongly and significantly associated with those of their parents in
that same context. Moreover, most other coefficients off the diagonal are not significant;
if they are significant, they are typically substantially smaller than those on the diagonal.
Thus, parents’ attitudes in a given context are the best predictor of a child’s attitudes in

that same context.?!

In Table 7 we perform the same exercise as in Table 4, but use answers to three trust
questions separately instead of the principal component. As with risk attitudes, within-
parent differences in responses to the different contexts are observed in the child, holding
the response scale constant. These results suggest that children are not just similar to
their parents in terms of a general disposition towards risk-taking or trust, but are similar

21 Note that context-specific measures tend to be correlated for an individual (ranging from 0.26 to 0.45),
making the diagonal result all the more striking.
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in an even more precise sense.

This detailed analysis of the intergenerational correlation in context-specific mea-
sures of risk attitudes, and context-specific individual trust measures reveals that the
transmission process is fairly specific, and sheds doubt on the hypothesis that similar
scale-use might drive the previous findings concerning an intergenerational correlation in
attitudes. The fact that we observe a strong correlation in economic attitudes, across
various survey measures for risk and trust, with different response scales, provides an-
other indication that the results are not explained simply by patterns of scale-use being
shared by parents and children. As an additional robustness check, however, we investi-
gated the intergenerational correlation in risk attitudes excluding families who exhibit a
particularly salient heuristic for scale use, namely choosing the midpoint of the scale. We
actually found a stronger intergenerational correlation in risk attitudes after eliminating
child-parents pairs where the child and both parents make identical choices by choosing 5
on the scale. This indicates that the results are not driven by a similar tendency within

families to choose the mid-point of response scales.

3.3.3 Reverse Causality

Some of the findings already suggest that the intergenerational correlation in attitudes is
unlikely to be explained by reverse causality from the child to the parents. For example,
parental attitudes in contexts such as career strongly predict child attitudes in the same
context, even controlling for attitudes in other contexts. Given that parental career is often
largely determined by the time a child is born, due to a whole sequence of educational
and other choices, the intergenerational correlation in this context is unlikely to be driven
by reverse causality. We also show below that child attitudes are related to the prevailing
attitude in the region. It is clearly not plausible that child attitudes influence the average
attitude in the region, whereas socialization of the child by parents and other role models
can explain both results. One way to investigate the issue of causality further, however,

is to use an instrumental variable approach, which is what we pursue in this section.

Previous research has used cultural characteristics, such as religion, as instruments
for attitudes such as trust. Historically, different religions have been associated with differ-
ent economically relevant attitudes, most famously Protestantism and attitudes towards

work as discussed by Weber (1930). More recently, Guiso et al. (2003) use the World
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Values Survey and find significant differences in trust by religion. McCleary and Barro
(2006) pursue a similar approach, although they find less evidence that religious belief
(belief in hell) is related to trust. In Table 1 we saw that religion affects risk attitudes of
children. Performing the same type of regressions for mothers and fathers we also find a
similar impact of religion, although the effect is stronger for mothers.?? As is the case for
children, religion has little impact on mothers’ and fathers’ trust, indicating that religion
may work less well as an instrument for trust in our data. Other parental characteristics
are also related to parental risk and trust attitudes, including years of education, and
characteristics of the region of residence during youth, and are potential instruments by

virtue of being plausibly exogenous with respect to child attitudes.

In Table 8 we instrument for parents’ attitudes, and control for child religion, region
of youth, and years of education, to rule out that the instruments affect child attitudes
solely through a correlation with these child characteristics. In Columns (1) to (3) we find
a strong positive relationship between child risk attitudes and mother’s and father’s instru-
mented attitudes, respectively, except in Column (3) where father is no longer significant.
The latter result could indicate that for fathers previous results were biased upwards, but
it seems more likely that the IV estimates for fathers suffer more from problems of weak
instruments. Indeed, in the first stage for Column (3) the F-test for mothers is around
6, whereas for fathers it is only about 4.3 In Columns (4) to (6) of Table 8 coefficients
for mothers’ and fathers’ instrumented trust attitudes are positive and large, but only
mother’s trust is significant. Again, first stage F-tests are relatively low, particularly in
Column (6). Overall, the results reinforce the case against reverse causality as the main
explanation for the intergenerational correlations, but given that the instruments are not

particularly strong, we take the IV estimates as additional, suggestive evidence.

4 Assortative mating of parents

We now turn to the second mechanism discussed in the literature, positive assortative
mating. Notably, the previous results are consistent with both mothers and fathers in-
fluencing the child, which is a prerequisite for assortative mating to be relevant for child

attitudes.

22 Results available upon request.
23 We find qualitatively similar results instrumenting using only parental religion.
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A priori, the prediction of whether assortative mating should be positive or negative
depends on whether these are substitutes or complements in the production of joint utility
for the couple (Lam, 1988). For example, to the extent that there are gains to specialization
in production, and these different tasks are better suited for different risk attitudes, it
could be optimal to have one member of the couple who is risk-seeking and another
who is risk averse.?? On the other hand, given that we find that both parents influence
child attitudes, attitude transmission models predict positive assortative mating, because
parents who have a preference for children with attitudes similar to their own have an

incentive to seek out partners with similar risk and trust attitudes.

Panel A of Table 9 presents estimation results for the correlation of risk attitudes
among couples. In Columns (1), (2) and (3), the sample includes all cohabiting married
and non-married couples for whom we have non-missing values on risk attitudes and other
relevant regressors; the sample in Columns (4), (5) and (6) only includes parents for whom
the child’s risk attitude is observed, that is, for parents in the sample analyzed in Section
3.1. The dependent variable is the willingness of the female spouse (partner) to take
risks on the 11-point scale. The results show a strong and positive relationship of female

spouse’s risk attitudes with the risk attitudes of the male spouse.

The effect remains positive and significant when controlling for exogenous and other
controls in Columns (2) and (3) or (5) and (6), respectively. The usual effects of age and
height on risk attitudes remain significant. Evidence of positive assortative mating on risk
attitudes is not confined to the question about risk taking in general. We find a similarly
significant and positive correlation if we use any of the five context-specific risk questions
to measure female and male spouse’s risk attitudes, and run regressions with the same
specifications as in Table 9.25 Using female spouse’s responses to the hypothetical lottery
question as the dependent variable, we also find a strong positive relationship, such that
if the male spouse invests 1,000 Euros more, the female spouse invests an additional 300

Euros.

Panel B of Table 9 investigates whether there is significant correlation between
couples in terms of trust, and whether the correlation is positive as in the case of risk

24 Chiappori and Reny (2006) develop a theoretical model in which negative assortative mating arises in
equilibrium, because couples face income risk and it is optimal to have one safe and one risky income
in the household portfolio.

25 Results are available upon request.
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attitudes. For our usual specifications, we find a strong positive relationship between the
trust principal component of the female spouse and the trust principal component of the
male spouse,indicating the presence of positive assortative mating along the dimension of

trust.

To check whether endogeneity of female spouse’s attitudes could bias the estimated
correlation, we investigated the within-couple correlation in attitudes, instrumenting for
one spouses’ attitudes by the attitudes of the spouse’s parents (mother and father). The
relevant sample is thus all couples for whom we observe attitudes of at least one spouse’s
parents. The dependent variable is the attitude of the spouse for whom we do not ob-
serve parental attitudes, regressed on the instrumented attitude of the other spouse. The
maintained assumption is that parental attitudes are exogenous to the attitudes of the
child’s spouse, other than through the channel of the child’s attitudes (and potentially
other child characteristics, but these are included as controls). In this case first stage
F-tests are typically well above 10, and the IV estimate of the correlation between couples
is almost twice as large, for both risk and trust attitudes. This suggests that if anything

the coefficients on spouse’s attitudes in Table 9 may be biased downwards.

As another robustness check, we assess whether there is a significant correlation even
for couples who have only been married a relatively short time. If so, this helps to rule
out the possibility that people who get married subsequently develop similar attitudes,
as opposed to the hypothesis of positive assortative mating in which the similarity in
attitudes causes people to get married. Using the same specification as in the Columns
(2) and (5) of Table 9, we restrict the sample to couples who got married during the current
or previous year, and estimate the within-couple correlation. We find that the correlation
is still significant and positive, and almost as large as for the full sample of couples: the
coefficient on male spouse’s risk attitudes is 0.24 and the coefficient for trust attitudes
is 0.34, both significant at the five percent level. These findings are again supportive
of the second, reinforcing mechanism for attitude transmission, working through positive

assortative mating.
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5 The Impact of Regional Risk and Trust Attitudes

So far we have shown that parental attitudes have a substantial impact on child attitudes,
reinforced by positive assortative mating. This does not rule out, however, that other
individuals in the environment influence the child as well. Theories of attitude formation
typically assume that child attitudes may be affected by other local role models, in addition

to parents.

Table 10 investigates whether prevailing attitudes in a child’s region of residence
have explanatory power for child attitudes. The table reports results using the specifi-
cation from Column (2) of Tables 2 and 4, but adding controls for average attitudes in
the region. The average is calculated using all participants in the SOEP data set with
non-missing attitudes, in order to obtain the best estimate. The sample used to calculate
the average is substantially larger than the one used for the regression analysis, because it
includes individuals for whom we do not observe parents. We exclude the child’s attitude
when calculating the regional average. Columns (1) and (3) report the results from Tables
2 and 4, for ease of comparison, and Columns (2) and (4) show results for risk and trust,
respectively, once we control for regional attitudes. The coefficients for regional attitudes
are positive and highly significant in Columns (2) and (4), controlling for parental atti-
tudes. This indicates that child attitudes are influenced by attitudes in the environment,

controlling for parental attitudes.

To check whether the results in Table 10 could reflect sorting of children into regions
with similar attitudes to their own, we estimated the same regressions using only the
sample of children who currently live with their parents and thus presumably did not
choose their region of residence. Parents might sort into regions based on attitudes, but
we control for parental attitudes in the regression. In this case we again find a positive and
significant impaction of regional attitudes on the child, for both risk and trust attitudes,
which is only slightly smaller than when we used the whole sample, indicating that sorting
does not explain the result.? Thus, we conclude that the evidence is consistent with
26 Detailed results are available upon request. We also also check robustness to eliminating the small

fraction of children who are living with very old parents (parents age 70 and up), and alternatively to
eliminating children who live with their parents and are relatively old themselves (children age 40 and
up), because in these situations it could be the case that the child chose the region, and parents moved

in with the child due to old-age-related infirmity. Results are very similar when these cases are excluded,
for both risk and trust.
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prevailing attitudes in the local area influencing child attitudes, controlling for parental

attitudes.

An important final point is that a role for regional attitudes in influencing the child
does not conflict with the previous conclusion that parents matter for child attitudes. Note
that in Table 10 the coefficients on parental attitudes are essentially unchanged when we
control for regional attitudes, compared to Columns (1) and (3). This is consistent with our
previous results showing that including regional fixed effects does not affect the relationship
between parental and child attitudes. We also pursued another approach to investigating
whether the correlation between parent and child attitudes could be spurious, and driven
by similarity in region characteristics. We randomly re-match parents and children with
members of other families living in the same region, and test whether the correlation in
these synthetic families is similar to the correlation observed within real families. If this
were the case, this would suggest that the driver of similar attitudes within families is
the fact that they often share the same region of residence. Panels (a) and (b) of Figure
3 present histograms of the correlations of risk attitudes between child and mother, and
child and father, respectively, in 500 samples where parents are randomly drawn among
the population of the same region.?” The vertical bars indicate the correlation that results
from the true mothers and fathers, respectively. Panels (c) and (d) of Figure 3 present
similar histograms for trust. The figures illustrate that in all cases the hypothesis that
regional affiliation drives the positive correlation in attitudes between child and parents is
strongly rejected. On the other hand, the correlations obtained with randomly assigned
parents rather than true parents are always positive, consistent with our results above

showing an independent role for regions in influencing child attitudes.

6 Concluding Remarks

By assuming that economically relevant attitudes are transmitted across generations, new
theories have been able to rationalize a wide range of important behaviors and outcomes.
A key element of these new explanations, however, has been unobserved, namely the pro-
cess of attitude transmission itself. This paper provides empirical evidence on attitude
transmission, thereby testing a key set of assumptions behind a large literature. We test

2" The sample only includes child-parent pairs that live within the same region.
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three different channels for attitude transmission emphasized in the literature: (1) trans-
mission of attitudes from parents to children; (2) positive assortative mating of parents,
which tends to reinforce the impact of parents on the child; (3) an influence of other
role models in the environment on child attitudes, in addition to parents. Testing all
three mechanisms in the same data, using the same empirical strategy, is important for
comparing and disentangling their respective roles. The findings indicate that all three
mechanisms play a role in shaping individual attitudes. This provides an empirical un-
derpinning for the attitude transmission approach, and helps open the black box of where

fundamental economic attitudes come from.

In this paper, we document a robust intergenerational correlation in risk and trust
attitudes and establish that children end up having similar attitudes towards risk and trust
as their parents. An intriguing question one might ask given these results is which mecha-
nism or combination of mechanisms is most important in the transmission process. There
are at least three potential transmission channels: genetics, child learning by imitation,
and deliberate efforts by parents to shape the preferences and beliefs of their children. In
this paper, we have been hesitant to address this question mainly because we believe that
our data are not well-suited for generating compelling new evidence. Using twin data,
recent work by Cesarini et al. (2007, 2008) provides evidence for the relevance of genetics
in the transmission of responder behavior in ultimatum games, and cooperation in the
trust game, respectively. At the same time, our evidence on family structure and envi-
ronment suggests that alternative transmission channels are also important. Moreover,
genetic and social influences may act in concert, and possibly interact.2® One should note,
however, that establishing empirical evidence for attitude transmission from parents to
children, and for assortative mating, on basis of a large sample is important regardless of
the precise transmission mechanism, because of the relevance for economic theories and the
far reaching implications for understanding, e.g., social mobility or persistence of cultural

differences.

Evidence of attitude transmission is relevant for other literatures as well. A large
body of evidence has shown strong persistence in economic outcomes, such as income,
education, and asset holdings across generations (for a recent survey see Bjorklund, 2007).

28 That is to say, the impact of genetics and environment may not simply be additive. For a discussion
see Bouchard and Loehlin (2001).
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Typically, however, empirical studies in this literature remain silent about the particular
economic channel through which parental outcomes causally affect children’s outcomes,
and without doubt, many factors may play a role at the micro level and explain the causal
effects of parental outcomes for children’s outcomes, such as, e.g., direct transfers of re-
sources. The transmission of attitudes provides an additional mechanism for explaining
persistent differences in outcomes: children may end up with similar outcomes to the
parents partly because they have similar attitudes and thus make the same patterns of
choices in life. Hence, the evidence presented in this paper helps shedding new light on
intergenerational outcome transmission. The construction and estimation of structural
models in order to investigate the relative importance of attitude transmission and alter-
native channels in explaining intergenerational mobility constitutes an interesting topic

for future research.

Another application of our findings is to the literature on assortative mating, where
there is evidence of correlated behaviors between married individuals, for example in terms
of smoking or educational choice (see, e.g., Ferndndez et al., 2005). Positive assortative
mating on the basis of fundamental attitudes is one relevant underlying mechanism for
explaining why couples exhibit similar behaviors. The finding that regional attitudes affect
child attitudes is also relevant for literatures on social interaction and neighborhood effects.
Specifically, regional contagion of risk preference and trust provide evidence for two of the
three channels for social interaction effects hypothesized by Manski (2000), namely social
interaction effects working through the channel of preferences and through the channel of
expectations. These mechanisms can in turn help explain evidence of neighborhood effects.
For example, regional attitude transmission helps explain the finding that similarity in
various economic behaviors is reinforced for ethnic groups that tend to cluster in the same
geographic area (Fernandez and Fogli, 2005), and the finding that an individual’s trust is
related to trust in the country of ancestry (Guiso et al., 2006). Transmission of attitudes,
particularly regarding risk, is also potentially relevant for explaining correlations between
adolescents’ risky behaviors (e.g., drug use and crime), and behaviors of other role models
in the local environment (see, e.g., Case and Katz, 1991; Glaeser et al., 1996; Kling et al.,

2007).

We have focused on transmission of risk attitudes and trust partly because these are

particularly relevant for economic behavior. Indeed, previous evidence shows that individ-
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ual differences in the particular measures that we use translate into important differences
in behavior and outcomes. An important direction for future research, however, is inves-
tigating the three-fold channels for transmission of other economically relevant attitudes.
For example, impatience is a prime candidate, as recent theoretical work hypothesizes
that parents deliberately invest in a particular discount rate for the child (Doepke and
Zilibotti, 2005 and 2008). Another candidate is reciprocity, the tendency to respond in-
kind to hostile or kind actions by others. Like trust, reciprocal inclinations are a crucial
determinant of how someone behaves in conditions of contractual incompleteness, except
that they are relevant for the behavior of a second-mover, deciding how to respond to kind
or unkind behavior. Transmission of reciprocity would be important, because the degree
of reciprocity in a society is a crucial component of social capital, in particular for the

informal enforcement of norms (Fehr and Géchter, 2000 and Bowles and Gintis, 2000b).
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Figures

Figure 1: Parents’ Attitudes towards Risk and Trust
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Notes: The upper histograms in the figure show the distributions of responses to the question about
general risk attitudes for mothers (left histogram) and fathers (right histogram). The bottom histograms
in the figure show the distributions of the trust principal component, which combines the information
from three separate survey measures of trust, for mothers (left histogram) and fathers (right histogram).
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Figure 2: Child’s Attitudes towards Risk and Trust as a Function of Parents’

Child’s average general risk attitude
Child’s average general risk attitude
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Notes: The upper graphs in the figure show children’s average self-reported willingness to take risks for a
given willingness to take risks of mothers (left diagram) and fathers (right diagram). The bottom graphs
in the figure show children’s average principal component “trust” for a given principal component “trust”
of mothers (left diagram) and fathers (right diagram).
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Figure 3: Correlations with Randomly Assigned Parents from Same Region
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Notes: The upper diagrams in the figure show the distribution of correlation coefficients of willingness to
take risks between children and randomly matched adults. The correlation coefficients are obtained from
500 iterations where each involves randomly matching a child to a parent who lives in the same region as
the child’s actual parent. The vertical line indicates the correlation coefficient for the risk attitudes of
children and their actual parents, observe in the SOEP data. The bottom diagrams in the figure show
similar results for the correlation in the principal component “trust”, again based on 500 iterations of
random matching within regions. The vertical line indicates the correlation coefficient for the principal
component “trust” of children and their actual parents as observed in the SOEP. Note that child-parents
pairs who do not currently live in the same region are excluded.
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Table 1: The Relationship between Attitudes and Personal Characteristics

Dependent variable: Willingness to take risks  Trust (principal component)

(1) (2) 3) (4)

1 if female -0.197*** -0.204%** 0.043 0
[0.048] [0.048] [0.051] [0.051]
Age of respondent (years) -0.021%%F%  -0.022%%* -0.006** -0.009%**
[0.002] 0.003] 0.003] [0.003]
Height of respondent (cm) 0.012%** 0.011%** 0.008%** 0.006**
[0.003] [0.003] [0.003] [0.003]
Years of education 0.002 0.009**
[0.004] [0.004]
Years of Education Missing -0.055 -0.034
[0.085] [0.067]
1 if grew up in big city 0.111%* 0.192%**
[0.057] [0.060]
1 if grew up in city -0.006 -0.095
[0.057] [0.058]
1 if grew up in the countryside 0.058 -0.027
(0.050] [0.053]
1 if information on childhood 0.055 -0.017
residence missing [0.064] [0.066]
1 if respondent catholic 0.232%* 0.026
[0.114] [0.126]
1 if respondent protestant 0.220* 0.093
[0.114] [0.125]
1 if respondent other religion 0.151 -0.135
[0.143)] [0.145]
1 if no religious affiliation 0.296%** -0.163
[0.114] [0.126]
1 if missing information for 0.201 -0.053
respondent’s religion [0.123] [0.288]
Constant -1.390%** -1.551*** -1.259%* -0.925*
[0.496] [0.519] [0.503] [0.515]
Observations 3327 3327 3280 3280
R-squared 0.05 0.06 0.01 0.03

The dependent variable in Columns (1) and (2) measures general willingness to take risks on an
eleven-point scale from zero (completely unwilling to take risks) to ten (completely willing to take
risks). The dependent variable in Columns (3) and (4) is the principal component constructed
from an individual’s level of agreement with three statements regarding trust (general trust,
reliance in others, need for caution in dealing with strangers). To ease comparison of coefficients,
dependent variables in all columns are standardized. Reference categories are other Christian
denomination, and grew up in small town, for religion and characteristics of region of youth,
respectively. Coefficients in all columns are OLS estimates. Robust standard errors in brackets
allow for clustering at the household level; *** ** * indicate significance at 1-, 5-, and 10-
percent level, respectively. All religion information is obtained from the 2003 wave of the SOEP.
Reference groups are protestant and grew up in a small town.
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Table 2: The Relationship between Children’s and Parents’ Risk Attitudes

Dependent variable: Child’s willingness to take risks in general

(1) (2) ©))

Mother’s willingness to take risks in general  0.165***  (0.153*** 0.148%**
0.019]  [0.019] [0.022]
Father’s willingness to take risks in general =~ 0.157*%%*  (.142%** 0.154%%*
[0.020] 0.020] [0.023]
1 if female -0.228*** -0.214***
0.051] [0.055]
Age of Child (years) -0.017*** -0.019%**
[0.004] [0.005]
Height of Child (cm) 0.009%** 0.009%**
0.003] [0.003]
Age of mother (years) 0.010** 0.014**
[0.005] [0.006]
Age of father (years) -0.007 -0.012%**
[0.004] [0.005]
Height of mother (cm) -0.002 -0.002
0.003] [0.004]
Height of father (cm) -0.003 -0.002
0.003] 0.003]
Constant 0 -0.487 -1.860**
0.017]  [0.617] [0.942]
Additional controls No No Yes
Observations 3,331 3,327 2,980
R-squared 0.07 0.11 0.21

The dependent variable in Columns (1), (2) and (3) measures general willingness to take risks
on an eleven-point scale from zero (completely unwilling to take risks) to ten (completely
willing to take risks), and is standardized. Explanatory risk variables are also measured
on the eleven-point scale, and are also standardized. Coefficients in all columns are OLS
estimates. Robust standard errors in brackets allow for clustering at the household level;
Rk kXX indicate significance at 1-, 5-, and 10-percent level, respectively. Additional
controls include: years of schooling of child and child’s father and mother; corresponding
indicator variables for missing schooling information; indicator variables for characteristics
of the residence of youth before age of 16, for child and parents (big city, city, countryside,
missing; the reference category is small town); indicator variables for religion of child and
parents (catholic, protestant, other non-Christian, no religious affiliation, missing religion;
the reference category is other Christian), gross annual household income for child, child’s
mother and father, subjective health status of child, and child’s mother and father (five
response categories), and fixed effects for region (Raumordnungsregion) and 17 nationality-
ethnicity dummies (reference category is German). All religion information is obtained from
the 2003 wave of the SOEP.
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Table 4: The Relationship between Children’s and Parents’ Trust

Dependent variable: Child’s trust (principal component)

(1) (2) 3)

Trust: Mother 0.243%%*%  (,239%** 0.205%**
[0.020] [0.020] [0.024]
Trust: Father 0.161***  (.159*** 0.141%%*
[0.020] [0.020] [0.024]
1 if female 0.013 -0.035
[0.052] [0.059]
Age of Child (years) -0.013%** -0.009*
[0.004] [0.005]
Height of Child (cm) 0.004 0.001
[0.003] [0.003]
Age of mother (years) 0.008 0.011*
[0.005] [0.006]
Age of father (years) 0.004 0
[0.005] [0.006]
Height of mother (cm) -0.001 -0.003
[0.003] [0.004]
Height of father (cm) 0.003 0
[0.003] [0.003]
Constant 0 -1.374%* 0.091
[0.017] [0.634] [0.798]
Additional controls No No Yes
Observations 3,327 3,276 2,626
R-squared 0.12 0.13 0.26

The trust variables measure trust as the principal component obtained from agree-
ment with three statements regarding trust (general trust, reliance on others, need
for caution in dealing with strangers) measured on a four-point scale. The mea-
sures are standardized. Coefficients in all columns are OLS estimates. Robust
standard errors in brackets allow for clustering at the household level; *** **
* indicate significance at 1-, 5-, and 10-percent level, respectively. Additional
controls include: years of schooling of child and child’s father and mother; corre-
sponding indicator variables for missing schooling information; indicator variables
for characteristics of the residence of youth before age of 16, for child and parents
(big city, city, small town, countryside, missing); indicator variables for religion of
child and parents (catholic, protestant, other non-Christian, no religion, missing
religion; the reference category is other Christian). All religion information is
obtained from the 2003 wave of the SOEP.
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Table 5: Distinguishing the Correlation in Trust from the Correlation in Risk Attitudes

Dependent variable:
Child’s willingness to Child’s trust
take risks principal component

(1) (2)

Mother’s willingness to take risks in general 0.138%*** -0.014
[0.024] [0.022]
Father’s willingness to take risks in general 0.173%%* -0.035
[0.025] [0.023]
Trust: Mother -0.068*** 0.208%**
[0.025] [0.024]
Trust: Father -0.027 0.145%%%*
[0.025] [0.024]
Child’s willingness to take risks in general 0.043**
0.022]
Trust: Child 0.045%*
[0.023]
1 if female -0.249*** -0.014
[0.060] [0.060]
Age of child (years) -0.016%** -0.008
[0.005] [0.005]
Height of child (cm) 0.007** 0.001
[0.004] [0.003]
Age of mother (years) 0.014** 0.01
[0.006] [0.006]
Age of father (years) -0.014** 0
[0.006] [0.006]
Height of mother (cm) -0.002 -0.004
[0.004] [0.004]
Height of father (cm) -0.002 0
[0.003] 0.003]
Constant -1.011 0.123
[0.785] [0.803]
Additional controls Yes Yes
Observations 2,607 2,607
R-squared 0.22 0.26

The dependent variable in Column (1) measures general willingness to take risk on an eleven-
point scale from zero (completely unwilling to take risks) to ten (completely willing to take
risks), and is standardized. Explanatory risk variables are measured on the eleven-point scale
and standardized as well. The trust variables measure trust as the standardized principal
component obtained from agreement with three statements regarding trust (general trust,
reliance on others, need for caution in dealing with strangers) measured on a four-point scale.
Coefficients in all columns are OLS estimates. Additional controls include: years of schooling
of Child and Child’s father and mother; corresponding indicator variables for missing schooling
information; indicator variables for characteristics of the residence of youth before age of 16,
for child and parents (big city, city, countryside, missing; the reference category is small
town); indicator variables for religion of child and parents (catholic, protestant, other non-
Christian, no religious affiliation, missing religion; the reference category is other Christian),
gross annual household income for Child, Child’s mother and father, subjective health status
of Child, and Child’s mother and father (five response categories), and fixed effects for region
(Raumordnungsregion) and 17 nationality-ethnicity dummies (reference category is German).
All religion information is obtained from the 2003 wave of the SOEP.
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Table 6: Specificity of the Intergenerational Correlation in Risk Attitudes

Dependent variable: Child’s willingness to take risks in the context of:
General Car Financial Sports & Career Health
driving matters leisure
(1) (2) (3) 4) (5) (6)
Willingness to take risks in the context of:
General: Mother 0.087*** -0.022 -0.015 0.019 0.026 -0.041
[0.025] [0.025] [0.026] [0.023] [0.024] [0.025]
General: Father 0.084*** -0.028 -0.053* -0.014 0.018 -0.014
[0.025] [0.027] [0.029] [0.025] [0.026] [0.028]
Driving: Mother -0.047*%*  (0.114%** 0.012 -0.008 -0.014 -0.016
[0.023] [0.026] [0.025] [0.022] [0.024] [0.025]
Driving: Father 0.006 0.098*** -0.019 0.006 -0.006 -0.022
[0.024] [0.026] [0.026] [0.023] [0.025] [0.025]
Financial: Mother 0.018 -0.046* 0.115%** -0.016 -0.04 -0.004
[0.023] [0.026] [0.027] [0.022] [0.025] [0.026]
Financial: Father -0.024 0.025 0.089*** 0.036 -0.029 -0.037
[0.024] [0.027] [0.025] [0.024] [0.026] [0.026]
Sports: Mother -0.02 0.006 -0.059**  0.111%** -0.031 0.012
[0.025] [0.030] [0.028] [0.025] [0.027] [0.027]
Sports: Father -0.022 -0.04 0.031 0.091%** 0.02 -0.021
[0.026] [0.027] [0.026] [0.025] [0.026] [0.027]
Career: Mother 0.003 -0.001 -0.017 0.02 0.080*** -0.022
[0.026] [0.030] [0.030] [0.026] [0.028] [0.029]
Career: Father -0.02 0 0.053* -0.032 0.084*** -0.015
[0.026] [0.027] [0.028] [0.025] [0.028] [0.029]
Health: Mother 0.018 -0.027 -0.016 -0.044** 0.015 0.103***
[0.023] [0.026] [0.028] [0.022] [0.024] [0.026]
Health: Father -0.036 -0.008 -0.039 -0.035* -0.044* 0.145%**
[0.022] [0.024] [0.025] [0.021] [0.024] [0.025]
Additional controls Yes Yes Yes Yes Yes Yes
Observations 2,308 2,308 2,308 2,308 2,308 2,308
R-squared 0.54 0.49 0.44 0.57 0.53 0.47

The dependent variable in each column measures willingness to take risk in the particular context on an eleven-point
scale from zero (completely unwilling to take risks) to ten (completely willing to take risks), and is standardized.
Explanatory risk variables are coded on the eleven-point scale and standardized as well. Coefficients in all columns
are OLS estimates. Robust standard errors in brackets allow for correlation of errors at the household level; ***, **,
* indicate significance at 1-, 5-, and 10-percent level, respectively. Additional controls include: years of schooling of
Child and Child’s father and mother; corresponding indicator variables for missing schooling information; indicator
variables for characteristics of the residence of youth before age of 16, for child and parents (big city, city, countryside,
missing; the reference category is small town); indicator variables for religion of child and parents (catholic, protes-
tant, other non-Christian, no religious affiliation, missing religion; the reference category is other Christian), gross
annual household income for Child, Child’s mother and father, subjective health status of Child, and Child’s mother
and father (five response categories), and fixed effects for region (Raumordnungsregion) and 17 nationality-ethnicity
dummies (reference category is German). All religion information is obtained from the 2003 wave of the SOEP. A
substantial fraction, roughly 1/4, of the sample do not have complete answers to risk questions in all contexts due
to item non-response, in particular when the question does not apply (e.g., car driving for 17 year old individuals).
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Table 7: Specificity of the Intergenerational Correlation in Trust

Dependent variable is Child’s General trust Reliability Need for caution
(1) (2) 3)
Trust: Mother 0.155%** 0.051** -0.015
(0.025] [0.024] [0.024]
Trust: Father 0.098*** 0.040* 0.046*
[0.025] [0.024] [0.025]
Reliability: Mother 0.038* 0.124%%* 0.039
[0.023] 0.024] [0.024]
Reliability: Father 0.038 0.151%** 0.03
(0.025] [0.026] [0.025]
Caution: Mother 0.043** -0.012 0.159***
0.021] [0.021] [0.024]
Caution: Father 0.011 -0.014 0.068***
[0.021] 0.021] [0.023]
Trust: Child -0.428%** -0.133%**
0.022] [0.023]
Reliability: Child -0.436*** 0.172%**
[0.022] [0.023]
Caution: Child -0.114%** 0.144%**
[0.020] [0.020]
1 if female 0.031 0.004 -0.01
(0.054] [0.053] [0.054]
Age of child (years) 0.002 -0.009* 0.004
[0.005] [0.005] [0.005]
Height of child (cm) 0 -0.003 0.005*
[0.003] [0.003] [0.003]
Age of mother (years) 0.005 0.016*** -0.002
(0.005] [0.006] (0.006]
Age of father (years) -0.004 -0.008 0.006
[0.005] [0.005] [0.005]
Height of mother (cm) 0.006* 0.002 0
[0.003] [0.003] [0.003]
Height of father (cm) -0.001 0.002 -0.004
[0.003] [0.003] [0.003]
Constant -1.668** -0.744 -1.438*
[0.714] [0.693] [0.740]
Additional controls Yes Yes Yes
Observations 2,626 2,626 2,626
R-squared 0.39 0.4 0.28

The measures for general trust, reliability and need for caution reflect agreement or disagree-
ment with corresponding statements on a four-point scale. The statements are “In general,
one can trust people.”, “In these days you cannot rely on anybody else.”, and “When dealing
with strangers it is better to be cautious when dealing with them.”, respectively. Answers
are reported on a four-category scale from “strongly agree” to “strongly disagree”. All
dependent and explanatory variables are standardized. Coefficients in all columns are OLS
estimates. Robust standard errors in brackets allow for clustering at the household level; ***
** * indicate significance at 1-, 5-, and 10-percent level, respectively. Additional controls
include: years of schooling of child and child’s father and mother; corresponding indicator
variables for missing schooling information; indicator variables for characteristics of the res-
idence of youth before age of 16, for child and parents (big city, city, countryside, missing;
the reference category is small town); indicator variables for religion of child and parents
(catholic, protestant, other non-Christian, no religious affiliation, missing religion; the ref-
erence category is other Christian), gross annual household income for child, child’s mother
and father, subjective health status of Child, and Child’s mother and father (five response
categories), and fixed effects for region (Raumordnungsregion) and 17 nationality-ethnicity
dummies (reference category is German). All religion information is obtained from the 2003
wave of the SOEP. 40



‘dHOS 92U JO oArM €O 9} WOI] PauIR}O ST UOIJRULIOJUT UOISI[eI [[y " (UMO) [[eWS ST A103918D 90USISJOI O}
‘Sursstur ‘optsA1yunod ‘A3 ‘A310 S1q) 97T Jo o8e a10joq ‘A[oA140edsor ‘IaTje] puUE ISJOUT JO YINOK JO 9OUSPISAI O1[} JO SOIISLIOYOIRIRTD
10J so[qelIeA I09edIpul pue (UoTjeULIOJUl SUI[OOYDs SUISSIU 10] So[qelIeA I0jedipul Surpuodsaliod (A[oarjoedsal ‘IaT[je] pue I9T[j0u
Jo Burjooypos Jo siead) uoryeonpe [eyuated ‘(H3eY ‘98e) so1ysLIolORIRYD [RjuaIed SNOUE0Xe ‘(URIISLIYY) IS0 ST A10399RD 9OUIDJOT
a7} ‘UoISI[er SUISSI ‘UOISI[OI OU ‘URISLIY)-UOU IoY)0 ‘Jue)sajoid ‘Orjor[yed) seqerrea uolSifal rejuared are (9) pue ‘(¢) ‘(¥)
sumnjoy) ul se[qeLrea 4snij [ejuared 10j pue ‘(g) pue (g) ‘(1) suwnjo)) Ul se[qeLIeA YSII [ejuoled IO0J SHUSTUNIISU] "SOPRUIIISD AT
98')S-puU0d9s dIe SUWN[OD [[B Ul SIUSIIIJOO)) ‘[[oM Se PozIpIepue)s ole pue oInpodoid Ie[iwis ® Aq paure)qo oIe So[(RLIBA JSTLI}
[ejuoIRq "POZIPILPUR)S IR SAINSRAUI OYJ, 'o[eds Julod-INoJ ' U0 poInsesw (s1SueI)s )im SUI[esp U UOIJNed I0J POdU ‘SIOT)0
U0 90URIAI ‘JSNI) [eIouUsS) 9snI) SUIpIe3ol SIUOUWIOIRIS 09I [[IIM JUalesISe WOl paure)qo jusuoduwod [edourid oy se Isniy
semseawt (9) pue ‘(g) ‘() suwmo)) Ul d[qrLIRA JUepUSdop JY ], ‘[[oM Se PoZIPIRpUR])S PUR d[Rds JUIOd-USAS[ 1) UO PIINSLIUT oIr
Se[qeLIeA YSLI [RJUSIR] "POZIPIRPUR)S ST PUR ‘(SYSLI axe) 0 Sulim A[eje[dmiod) wa) 09 (SYSLI ae) 0} Sulmun A[pja[durod) oroz
woIj o[eds JUIOd-UoAS[o e UO YSLI oY) 0} SSoUSUI[[IM [elouad semseowr (¢) pue ‘(g) ‘(1) suwmioy) ur o[qerrea juepuadep oY J,

9¢°0 ze0 z80 8T°0 1.0 8T°0 (onyea-d) TOIRIYTIUSPLIGA() USSURE]
TL9 €6'8 8TV 91°L (1oyyed) (05c)d o8ess jsarg
200 S0°0 700 €00 (Toyred) ;3 [erred oSe)s sarg
L9°G 61°C 16°G €66 (1U30IN) (05°G)d 98ess s1Lg
90°0 €0°0 G0°0 700 (1oy10N) L4 [enpred oBe)s jsirg
80°0 €000 0%°0- 60°0 60°0 (pe10juad) oFe)s puooss parenbs-y
S00‘¢ 500‘¢ 800°¢ 15€'¢ 1g€'¢e 138'e SUOTYRAIOS ()
Sox Sox Sox SOx SOX Sox INOA JO 9oUSPISAl ‘UOISI[OI ‘UOIYeINPd
S.PIIYD 10§ S[OIJUOO [RUOHPPY
[zzs o] [155°0] [£09°0] [20¢°0] [605°0] [vog0]
L9270~ 6£7°0- 620°0 #4780 T~ #aVETT™ 4xG90'T- JUR|STO))
[£00°0] [£00°0] [£00°0] [£00°0] [£00°0] [£00°0]
¢00°0 €000 0 *xx600°0 *xx600°0 *xx600°0 AEUV PIIYp jo S
[£00°0] [£00°0] [#00°0] [#00°0] [#00°0] [%00°0]
£00°0- ¥00°0- 0 +#x910°0~ #kl 1007 54491070 (sreak) pryp jo o8y
[250°0] [750°0] [090°0] [870°0] [670°0] [870°0]
71070 G100~ c0°0- #0850~ #xxT€C 0" 5xxGET 0" o[ewoy J1
[e91°0] [980°0] [g11°0] [T0T°0]
L6T°0 +xxE£09°0 %00°0- #L8T°0 [IOUSS U SISLI o3e} 0} SSOUSUI[IM S IOYIE]
[gLT°0] [8z1°0] [00T"0] [680°0]
540870 5457680 #x99C°0 #+x0L3°0  [eI9USS UI SHSLI 9] 0 SSOUSUI[[IM S IBYJOIN
(9) () (¥) (€) (2) (1)
(yuouoduoo Tedourid) 3sniy s pliy)  [eIeuaS Ul SYSLI oye} 0} ssouSul[[im S Py :9[qeLrea yuapuada(]

SINSOY AJ S0Py SHUdIed pue s,UaIP]) usamiag diysuolyeey o], :8 o[qel,

41



"dHOS 9Y? JO oarm ¢O0F O} WOIJ Paurejo st uolyeurIojul uoidiel [y Ioujred o[ews] jo (weurar) st £10899e0
90UBI9JI) sorurunp AJ0ruyje-Aeuoneu 21 pue (uotbaisbunupiownny ) UOI3ol 10 s109]Jo poXy pue ‘(se110301ed osuodsal oAj)
s1oujred 1[30q JO snje)s [j[eat] 9A130a[qns ‘sioulred 1[30q I0] SUIOOUT P[OYASNOY [eNUUR SSOIS ‘(URIISLIY)) 19710 ST £103998D 9UI9JaT
oY) ‘UoI3I[a1 SurssI ‘UOIfeI[Ije SNOISI[oI OU ‘URIISLIY)-UOU Ioyj0 ‘que)sejoid ‘Orjoyjed) sioujlred yjoq Jo UOISI[AI I0] SO[qRLIRA
107R0TpUL {(UMO) [[RWS ST A10899D 90ULISJOI A ‘Julssiul ‘OpIsA1punos ‘A1 ‘A310 81q) sioujred yjoq I0j ‘9T Jo o3e aI10joq [INOA
JO 90UAPISAI o1} JO SOISIISIORIRYD I0J SO[RLIBA IOJRIIPUI ‘UOIJRULIOJUT SUI[OOYDS SUISSIUL I0] So[qeLIeA 103edIpul Surpuodsalriod
‘Toujred oewr pue o[eWd) Jo SUIOOYDS Jo sIwAA :opnpoul (9) pue (g) sUWN[O)) Ul S[OIJUOD IS0 [RUOIIPPY ‘A[9A1p00dsol ‘[aao]
1u0010d-()T pue ‘-G ‘- 1@ 9OUROYIUSIS 9JRIIPUL 4 ‘uy ‘yyy ‘[OAO] P[OYOSNIOY O] 1B SULIDISN]O I0] MO[[R SIOYORI( Ul SIOLID PIRPURIS
ISNQOY "S9JRWIYSO G 98 SUWN[OD [[B UI SHULIDIJOO)) 'PIAISSO IR ‘A[oA1}09dsSol ‘SaInseaul ISNI) pue SLI YOIYM I0J USIPIIYD
JO sIayje] pue SIoYOUT 0} PajolIIsal st (9) pue (g) ‘() suwnjo)) ur o[dures o1} ‘so[dNOd PoLLILWI-UOU PUR poLLIRW SUIIRY0D
01 pajorgsal st (¢) pue (g) ‘(1) suwnjoy) ur o[dures oy J, ‘[[oM Se POZIpIRPUR]S oI Pu®R 2Inpodold IR[IUIS ® A pouIR}(O dIe
s1oujred o[euI I0] SO[(RLIBA ISTI} PUR ST} ‘POZIPIRPUR)S oI SOINSLIU O], 'o[eds jurod-Ioj ® U0 paInsesws (SIoSURI)S M
Bur[eep UI UOIINED 10] POdU ‘SIOYH0 UO SOURI[AI ‘ISTLI} [RIOUSST) 1SN} SUIPIRSOI SHULUWDYR)S 99IY) M JUOUIORISR O] Poure}qo
qyueuoduroo Tedmurid oY) se 9sniy seanseswr g [pued Ul o[qrLIRA juspuadep oY, ‘pozIpIepur)s puUR d[RIS JUIOd-U2AS[d 9} UO
Popod os[e aIe sa[qerLIeA YsLI A1ojeue[dXF] ‘pozipIepue)s SI pue ‘(sysLI axye) 0f Sul[[im A[ejo[durod) us) 0 (SSLI axe) 0f Sul[[rmun
Aoe1dwIod) 010z WOIJ o[RS JUIOd-USAS[D U UO ISLI o¥R) 0} SSOUSUI[[IM [RIOUSS soInseall Yy [oUrJ Ul o[qeLIeA juopuadep oy J,

7€°0 €¢0 €Cc0 1€°0 fralt] fralt) parenbs-yy
768¢C 81€¢ LTEE 02€9 0989 €189 suorjeArssqQ
SOx ON ON EEN ON ON S[OIUOD I97}()
Sox Sox ON SOx Sox ON 1Sy 08y
S[OIJU0D [RUOINPPY
[c20°0] [020°0] [020°0] [e10°0] [z10°0] [110°0]
wxk0TT0  5xes@LT0  4sekllT'0 555 9TF' 0 55xG67°0 54500570 (poziprepue)s) toujred ORI IS,
(9) (¢) ¥) (€) (2) (1)
o[dwreg ur sjuereg orduwreg ng
osnods oewd| AE@QOQEOO EQGEH&V isnaf, :9[qeLreA yuspuada(]
g [eued
€0 LT°0 ST'0 61°0 €10 4N} parenbs-yy
L0T¢E 1¢€¢ 1€€¢ LL99 TLTL 8LCL suorjeArssqQ
Sox ON ON Sox ON ON S[OIJU0D I97}()
Sox Sox ON Sox Sox ON WSy ‘e8y
S[OIJU0D [RUOINPPY
[120°0] [020°0] [610°0] [e10°0] [z10°0] [z10°0]

#x4690°0  5x48GE8°0  4x4888°0  4x4CLT0  4x4C1E0  4xx[VE'0  (PozIpIEpUE)S) 1oULIRd O[RWS :SYSLI OYe) O) SSOUSUI[[IA

(9) (9) ¥) (€) (@) (1)
o[dwreg ur sjuereg orduwreg g
osnods o[ewo,] :[RIOUSS UL SYSLI O3B} 0} SSOUSUI[IAA :9[qeLreA yuspuada(]

V Puedq

SOpNIY sosnodg o[e[y pue o[ewW,] usomiaq diysuorye[oy] 9y [, :6 o[qel

42



3 3
¥ kk o kkk

‘dHOS 9Y3 JO oaem €0 O} WOIJ Paure)qo ST UOIYRULIOJUT UOISI[DI [[Y SHUOPISOI JO JoquuNU pue ‘UoIdol o)
Jo uoryrisodurod 98k pUR IOPUSL) :OPN[OUL S[OIJUO0D [RUONIPPY "A[PA10adsal ‘[oas] jueored-(T pue ‘-G ‘-T e 20URIYIUSIS 9)eOIPUT

{[oA9] pIoyesnoy oY} je SULI)SN]D I0] MO[[R S}9)oRIQ UI SIOLID PIEpUR)S JSNQOY 'S9PewI)se GrJ() ole SUWN[OD [[e Ul

sjuaIdIe0)) ‘uosiredwod Jo oses I0j UreSe UMOYS ole pue ‘§ pue g so[qe], Jo (g) uwnjo)) wolj uoye) oIe (¢) pue (1) suwnio))
ul s)nsoy -ofeloAr oY) JO UOIIRNO[RD WOIJ P[IYd 9y} sepnjoxe pue ojdures JHOS F00 [[1J oY} U0 peseq si(uordaisgunupiouwr
-ney) Uor3al oY) UT SYSLI o3R) 0} SSOUSUI[[IM 9FRIOAY ‘DPOZIPIRPUR)S OS[R oIt PUR ‘9[RdS JUI0d-USAS[ S} UO POINSeIUW OS[R oIv
se[qeLIeA YsLI A10jeue[dXy] ‘pozIpIepue)s sI pue ‘(sysul oye) o) Sulfim A[oje[durod) uey 03 (SYSLI axe) 0y Sur[imun Apje[duros)
0197 WOIJ d[eds JUI0d-USAS[e UR WO SYSLI 9B} 0} SSOUSUI[[IM [RISUSS oInseswl (g) pue () suwn[o)) Ul o[qelIeA juspuadep oY J,

¥1°0 €10 g0 110 poxenbs-y
93¢ 9.2°¢ LT8¢ 138'¢ SUOTJRAIIS| ()
SOA ON Sox ON S[OI}U0D [RUOTIIPPY
[268°0] [re9o] [9¢s°0] [L19°0]
+829°T~ e PLE T 20%°0- LSY°0- Jue)SuO))
[£00°0] [€00°0] [€00°0] [£00°0]
2000 €00°0 200°0- €00°0- (wo) 101Yey JO WS
[c00°0] [£00°0] [€00°0] [€00°0]
100°0- 100°0- 200°0- 200°0- (u) Tor30ur JO IO
[c00°0] [c00°0] [¥00°0] [700°0]
£00°0 7000 200°0~ 100°0- (s1eak) ToTyy JO 08
[S00°0] [c00°0] (0070 [00°0]
800°0 800°0 #x0T0°0 +x0T0°0 (s1eak) 1oTy0TI JO 98
[c00°0] [£00°0] [€00°0] [€00°0]
700°0 $00°0 #%%600°0 #%%600°0 (wo) prryp jo ySroyg
[¥00°0] [¥00°0] [¥00°0] [%00°0]
+%x810°0- +x+€10°0" +x+L10°0" +x+L10°0- (sreok) pryy jo o8y
[1€0°0] [z50°0] [150°0] (16070}
10°0 €10°0 +++€€T°0" +4+8CT°0" o[ewdy Ji |
[610°0]
#%x760°0 (rueuoduwios Tedoutid) 9sniy [euoi3al oSeIoAy
[210°0]
#xx6L0°0 [eIoUL3 UL SYSLI k) 09 SSOUSUI[[IM [RUOLIDI 9SRISAY
[020°0] [020°0] [020°0] (02070}
##xGST°0 ##x0GT°0 #+xx9ET°0 sxxGVT°0 [eIDUOS UL SYSLI 9[) 0} SSOUSUI[[IM S IT)R]
[120°0] [020°0] [610°0] [610°0]
*xxkx666 0 *xx08C°0 *xx6V1°0 *xx8GT°0 [eIoUSS Ul SYSLI 9B) 0} SSOUIUI[[IM S JOYJOIN
¥) (€) (@) (1)

quouodwoy) redoutig) Isniy, s prry)

[eIoU3 U SYSLI oY} 0} Ssouul[[im S P

:9[qerrea juapuada(]

SOPNIIY [RUOISY JO 0[0Y AT, (0T °[qeL

43



CESifo Working Paper Series

for full list see www.cesifo-group.org/wp
(address. Poschingerstr. 5, 81679 Munich, Germany, office@cesifo.de)

2245 Anne van Aaken, Lars P. Feld and Stefan Voigt, Power over Prosecutors Corrupts
Politicians: Cross Country Evidence Using a New Indicator, March 2008

2246 Hans-Christian Heinemeyer, Max-Stephan Schulze and Nikolaus Wolf, Endogenous
Borders? The Effects of New Borders on Trade in Central Europe 1885-1933, March
2008

2247 Johannes Becker and Clemens Fuest, Tax Competition — Greenfield Investment versus
Mergers and Acquisitions, March 2008

2248 Giorgio Bellettini and Hubert Kempf, Why not in your Backyard? On the Location and
Size of a Public Facility, March 2008

2249 Jose Luis Evia, Roberto Laserna and Stergios Skaperdas, Socio-Political Conflict and
Economic Performance in Bolivia, March 2008

2250 Bas Jacobs and A. Lans Bovenberg, Optimal Taxation of Human Capital and the
Earnings Function, March 2008

2251 Jan-Egbert Sturm and Timo Wollmershauser, The Stress of Having a Single Monetary
Policy in Europe, March 2008

2252 Guido Schwerdt, Labor Turnover before Plant Closure: ‘Leaving the Sinking Ship’ vs.
‘Captain Throwing Ballast Overboard’, March 2008

2253 Keith E. Maskus and Shuichiro Nishioka, Development-Related Biases in Factor
Productivities and the HOV Model of Trade, March 2008

2254 Jeremy Edwards and Sheilagh Ogilvie, Contract Enforcement, Institutions and Social
Capital: the Maghribi Traders Reappraised, March 2008

2255 Imed Drine and Christophe Rault, Purchasing Power Parity for Developing and
Developed Countries. What can we Learn from Non-Stationary Panel Data Models?,
March 2008

2256 Scott Alan Carson, Health, Wealth and Inequality: a Contribution to the Debate about
the Relationship between Inequality and Health, March 2008

2257 C.A.E. Goodhart, The Regulatory Response to the Financial Crisis, March 2008

2258 Stefan Bauernschuster, Oliver Falck and Stephan Heblich, The Impact of Continuous
Training on a Firm’s Innovations, March 2008

2259 Michael Grimm and Stephan Klasen, Geography vs. Institutions at the Village Levdl,
March 2008


http://www.cesifo.de.)/

2260 Fwu-Rang Chang, Property Insurance, Portfolio Selection and their Interdependence,
March 2008

2261 J. Atsu Amegashie and Marco Runkel, The Paradoxes of Revenge in Conflicts, March
2008

2262 Hans Jarle Kind, Marko Koethenbuerger and Guttorm Schjelderup, Efficiency
Enhancing Taxation in Two-sided Markets, March 2008

2263 M. Hashem Pesaran, Til Schuermann and L. Vanessa Smith, Forecasting Economic and
Financial Variables with Globa VARs, March 2008

2264 Volker Grossmann, Entrepreneurial Innovation and Sustained Long-run Growth without
Wesak or Strong Scale Effects, March 2008

2265 Robert S. Chirinko and Huntley Schaller, The Irreversibility Premium, March 2008

2266 Andrea Galeotti and José Luis Moraga-Gonzalez, Platform Intermediation in a Market
for Differentiated Products, April 2008

2267 Torben M. Andersen and Michagl Svarer, The Role of Workfare in Striking a Balance
between Incentives and Insurance in the Labour Market, April 2008

2268 Harald Badinger, Cyclical Fiscal Policy, Output Volatility, and Economic Growth, April
2008

2269 Thomas Aronsson and Erkki Koskela, Outsourcing and Optimal Nonlinear Taxation: A
Note, April 2008

2270 Gary E. Bolton, Claudia Loebbecke and Axel Ockenfels, How Social Reputation
Networks Interact with Competition in Anonymous Online Trading: An Experimental
Study, April 2008

2271 Nikolaus Wolf, Scylla and Charybdis. Explaining Europe’'s Exit from Gold, January
1928 — December 1936, April 2008

2272 Michael Funke and Marc Gronwald, The Undisclosed Renminbi Basket: Are the
Markets Telling us something about where the Renminbi — US Dollar Exchange Rate is
Going?, April 2008

2273 Thor Olav Thoresen and Annette Alstadsader, Shifts in Organizational Form under a
Dual Income Tax System, April 2008

2274 Helge Berger and Volker Nitsch, Too many Cooks? Committees in Monetary Policy,
April 2008

2275 Yin-Wong Cheung and Eiji Fujii, Deviations from the Law of One Price in Japan, April
2008



2276 Michael S. Michael, Sgja Lahiri and Panos Hatzipanayotou, Integrated Reforms of
Indirect Taxes in the Presence of Pollution, April 2008

2277 Bas Jacobs, |Is Prescott Right? Welfare State Policies and the Incentives to Work, Learn
and Retire, April 2008

2278 Burkhard Heer and Alfred MaufRner, Vaue Function Iteration as a Solution Method for
the Ramsey Model, April 2008

2279 Jarko Fidrmuc and Christa Hainz, Integrating with their Feet: Cross-Border Lending at
the German-Austrian Border, April 2008

2280 Kristof Dascher and Alexander Haupt, The Political Economy of Regional Integration
Projects at Borders where Rich and Poor Meet: The Role of Cross-Border Shopping and
Community Sorting, April 2008

2281 Katrin Assenmacher-Wesche and M. Hashem Pesaran, A VECX* Model of the Swiss
Economy, April 2008

2282 Christophe Rault, Robert Sova and Ana Maria Sova, Modeling International Trade
Flows between CEEC and OECD Countries, April 2008

2283 Timo Boppart, Josef Falkinger, Volker Grossmann, Ulrich Woitek and Gabriela
Waiithrich, Qualifying Religion: The Role of Plura Identities for Educational
Production, April 2008

2284 Armin Falk, David Huffman and W. Bentley MacLeod, Institutions and Contract
Enforcement, April 2008

2285 Axel Dreher and Stefan Voigt, Does Membership in International Organizations
Increase Governments Credibility? Testing the Effects of Delegating Powers, April
2008

2286 Xavier Freixas and Bruno M. Parigi, Lender of Last Resort and Bank Closure Policy,
April 2008

2287 Regina Dionisius, Samuel Muehlemann, Harald Pfeifer, Glnter Walden, Felix
Wenzelmann and Stefan C. Wolter, Cost and Benefit of Apprenticeship Training — A
Comparison of Germany and Switzerland, April 2008

2288 Francesco Daveri and Cecilia Jona-Lasinio, Off-Shoring and Productivity Growth in the
Italian Manufacturing Industries, April 2008

2289 Mikael Priks, Do Surveillance Cameras Affect Unruly Behavior? A Close Look at
Grandstands, April 2008

2290 Marianna Belloc and Daniela Federici, A Two-Country NATREX Mode for the
Euro/Dollar, April 2008

2291 Nicolas Treich, The Value of a Statistical Life under Ambiguity Aversion, April 2008



2292 J. Atsu Amegashie, Socially-Tolerable Discrimination, April 2008

2293 M. Hashem Pesaran and Andreas Pick, Forecasting Random Walks Under Drift
Instability, April 2008

2294 Steven Brakman, Gus Garita, Harry Garretsen and Charles van Marrewijk, Unlocking
the Value of Cross-Border Mergers and Acquisitions, May 2008

2295 Eric O’'N. Fisher and Kathryn G. Marshall, The Structure of the American Economy,
May 2008

2296 Claudia M. Buch and Martin Schlotter, Regional Origins of Employment Volatility:
Evidence from German States, May 2008

2297 Helmuth Cremer, Philippe De Donder, Dario Maldonado and Pierre Pestieau, Taxing
Sin Goods and Subsidizing Health Care, May 2008

2298 Reinhilde Veugelers and Frederick van der Ploeg, Reforming European Universities:
Scope for an Evidence-Based Process, May 2008

2299 Jon H. Fivaand Lars J. Kirkebgen, Does the Housing Market React to New Information
on School Quality?, May 2008

2300 Tina Klautke and Alfons J. Weichenrieder, Interest Income Tax Evasion, the EU
Savings Directive, and Capital Market Effects, May 2008

2301 Harald Badinger and Peter Egger, GM Estimation of Higher Order Spatial
Autoregressive Processes in Panel Data Error Component Models, May 2008

2302 Jan K. Brueckner, Slot-Based Approaches to Airport Congestion Management, May
2008

2303 Soren Blomquist, Vidar Christiansen and Luca Micheletto, Public Provision of Private
Goods and Nondistortionary Marginal Tax Rates, May 2008

2304 Dan Anderberg and Alessandro Balestrino, The Political Economy of Post-Compul sory
Education Policy with Endogenous Credit Constraints, May 2008

2305 Tomer Blumkin, Yoram Margaioth and Efraim Sadka, The Role of Stigma in the
Design of Welfare Programs, May 2008

2306 Vesa Kanniainen and Paolo M. Panteghini, Tax Neutraity: Illusion or Reality? The
Case of Entrepreneurship, May 2008

2307 Thomas Dohmen, Armin Fak, David Huffman and Uwe Sunde, The Intergenerational
Transmission of Risk and Trust Attitudes, May 2008



	Abstract



