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Summary

Using panel data for the Netherlands, we find that wealth holdings of
the elderly are very unevenly distributed. Furthermore, the inequality
increases with age, which indicates different rates of accumulation
{(or decumulation) across wealth levels. This divergence in behaviour
depending on wealth holdings points to a strong bequest motive. The
presence of a bequest motive is confirmed by subjective information
obtained from a new and unique panel, the VSB-panel, that we exploit.
For most elderly the level of assets is so low that it probably mainly
serves to satisfy a precautionary motive. Subjective information in the
VSB-panel shows that precautionary motives are indeed quite strong
among the elderly. For the vast majority of the elderly social security
and pensions are absolutely essential to maintain a decent standard
of living.
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1. Introduction

There is considerable interest in the savings behaviour and wealtl
holdings of the elderly, for obvious reasons. First of all, the in
creasing percentage of elderly in developed economies makes thei:
wealth position of particular interest from a policy perspective. I
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the elderly have not saved enough (either through asset ac-
cumulation or pensions) to sustain themselves in old age, this may
have dramatic consequences for society as a whole. A second reason
to be interested in the savings behaviour of the elderly is that it
provides a prima facie test of the life cycle hypothesis.

In this paper we use Dutch data to shed light on these issues.
Our findings are the following: wealth is very unevenly distributed
among elderly households and decumulation of wealth does not
take place until a very old age. These two facts are interrelated.
For most households asset holdings are so small that they could
only finance consumption for a few months. Hence, these assets
probably serve more as a buffer for adverse shocks than as a source
of consumption. Consumption is mainly financed through social
security and pension income. For the group of households with
considerable asset holdings we find that the house is a very
important component. Here we also find little evidence for de-
cumulation. These observations suggest an important bequest
motive for the wealthier households.

The importance of a bequest motive is further investigated on the
basis of subjective data from a new and unique data set we are using.
It appears that particularly among the rich, people report bequest
motives as a reason to save money, even at advanced age. Also, we
find that particularly among the elderly precautionary motives play
a role; this motive gains importance if wealth holdings are lower.

The organization of this paperis as follows. In Section 2 we provide
some institutional background about the Netherlands needed to un-
derstand the empirical analysis. There we also provide a description
of the data used in this study. In Section 3 we look at the wealth
accumulation of households in more detail. Although we use panel
data throughout, we use the data in three different ways. First we
only consider a cross section to illustrate the level and distribution of
wealth holdings. Next we construct synthetic cohorts to disentangle
age and cohort effects. Finally we exploit the panel nature of the data
to eliminate possible biases due to differential attrition of different
wealth groups. In Section 4 we consider savings on the basis of the
VSB-panel. The variable used is self reported savings. Here we find
that next to the “usual” variables, also psychological variables like
patience and a self reported bequest motive affect the level of
savings. Section 5 concludes.

2. Some background information

2.1. INSTITUTIONAL DETAILS

The Netherlands is a country with a high saving rate. For instance,
during the eighties household savings amounted to approx-
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imately 14% of disposable income. Most of this saving (ap-
proximately 11% of disposable income) is in the form of so-called
“contractual saving”, i.e. pension funds, life insurances, etc. Other
or “free” saving amounts to approximately 3% of disposable income.
Everyone in the Netherlands is covered by a general old age
pension (AOW) starting at the age of 65. For the most part, the
level of benefits is independent of other income but does depend
on household composition. For a couple the level of benefits is
equal to the minimum wage (approximately Dfl. (Dutch Guilders)
18000 per annum after tax), while a single-person household
receives 70% of the minimum wage. In addition, the vast majority
of employees (80%) are covered by an occupational pension scheme.
In general, if the employer offers a pension scheme, participation
in such a scheme is compulsory. In Pensioenkaart van Nederland
(1987) (Pension Map of the Netherlands or PN, 1987) it is estimated
that 99-4% of the pension schemes is of the defined benefit type,
whereas the remaining 0-6% is of the defined contribution type.
More than 72% of the pension benefits are defined on the basis of
final pay. While the pension schemes are funded, the social security
system is pay-as-you-go. Combining the effects of the general old
age pension and the private (employer provided) pension brings
the following before tax replacement rates: approximately 19%
receive at least 80% of final pay, 20% receive between 70 and 79%
of final pay, 27% receive between 60 and 69% and 34% receive less
than 60%.1f Note, however, that the after tax replacement rate
tends to be higher than the before tax one. For example, Keeser
(1990) shows that if the before tax replacement rate is 70%
the after tax replacement rate becomes as high as 90%. This
phenomenon can be explained by the progressivity of the tas
system and the fact that retired persons do not pay social securit;
premia.

In addition to the general old age pension and the occupationa
pension schemes, two other institutions need to be considered
the disability scheme and the various early retirement schemes
Approximately 800000 workers in the Netherlands receive dis
ability benefits. Some studies have indicated that for many peopl
the disability scheme is effectively a combination of unemploymen
insurance and early retirement.

2.2. DESCRIPTION OF THE DATA SETS
In this paper, we examine saving and wealth by using micro dat

from two Dutch data sets: the Socio-Economic Panel (SEP) an

1 See PN (1987).
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the VSB-panel.t The SEP is a survey administered by the Central
Bureau of Statistics (CBS) for a panel of approximately 5000
households. The SEP is representative of the Dutch population,
excluding those living in special institutions such as nursing homes.
The first survey was conducted in April 1984. The same households
were interviewed in October 1984 and then twice a year (in April
and October) until 1989. Since 1990 the survey has been conducted
once a year in May. In the October interview, information is
collected on socio-economic characteristics, income, and labour
market participation. The April interviews contain information
about socio-economic characteristics as in the October interviews,
but rather than gathering data about income, from 1987 onwards
the April questionnaire includes questions on a wide range of
assets and liabilities. For the purpose of this paper, we examine
data from 1987 to 1991.

The VSB-panel has been devised by researchers at the CentER
for Economic Research at Tilburg University and has been sup-
ported by the VSB foundation. The sample consists of a panel of
approximately 3000 households and is divided into two parts. One
part, which is composed of approximately 2000 households is
representative of the Dutch population, whereas the second part
of 1000 households oversampled the rich households.} The ques-
tionnaire is divided into five main parts and information is collected
on the following: “Health and income”, “Accommodation and mort-
gages”, “Household and work”, “Assets” and “Economic psychology”.
In this paper, we use the information contained in the Economic
psychology part.

3. Wealth holdings of the elderly

3.1. WEALTH HOLDINGS FROM CROSS-SECTIONS

We restrict our attention to households whose head is at least 50
years old.§ Given the importance and coverage of the social security
system, it is important to consider first not only liquid and total

t For a detailed decription of the SEP, see Alessie, Lusardi, and Aldershof
(1994).

$ Only households with income greater than 105000 guilders are considered
in this part.

§ From 1990 on, the SEP does not collect information on the assets and
liabilities of the self-employed. In order to have comparable figures across years,
we have also excluded the self-employed from our samples.
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net worth,} but also social security and pension wealth.} Social
security and pension wealth are the actuarially discounted sums
of current and future social security and pension income that
households receive after age 65. In Table 1 we present the dis-
tribution of all these wealth measures for different age groups in
1989. The first thing to note is that there is substantial hetero-
geneity in the holdings of liquid and total net worth in these age
groups. Standard deviations are big and the mean of both liquid
and total net worth is well above the median, indicating that the
distribution is skewed to the right. Mean financial wealth is higher
for the elderly (above 70) than the younger households, while the
median is lower. This indicates that wealth inequality is greater
among old households than younger ones. Similar results apply
for total net worth, since we can see that the mean decreases at a
lower rate than the median. Since the mean and median of the
distributions give such different information we will present them
both in most of the analyses that follow.

Without presenting a table we mention that there is also a group
of households below the median that approach retirement with
negative or little wealth, as little as Dfl. 1000. This group is
disproportionately represented, in particular in the age group 50
to 64, by singles, in particular single women, and by households
with low education. We found that less than 1% of the households
with a head who is at least 65 years old has negative net worth.
This percentage is much higher for the younger age groups.

The importance of housing in the composition of wealth is
apparent by comparing median liquid and total net worth. Housing
is a very important wealth component for the households with a
head younger than 65. For this age group median net worth is
much higher than median financial wealth, in particular for the
age group 50-54. However, this difference is much reduced after
age 70, housing does not play a major role in the portfolio of
non-wealthy elderly households. While the importance of housing
should not be understated, homeownership, particularly among
the elderly, is much lower in the Netherlands than in the U.S.

1 We will use the terms liquid net worth and financial net worth in-
terchangeably, as referring to total assets minus debt, excluding housing. (Total)
Net worth is defined as the sum of financial net worth and net housing equity.

1 Pension and social security wealth are not directly observed in the SEP.
However, information is collected on labour market history, marital status, family
composition and other important factors that allow us to impute these measures
from the SEP. See Alessie, Kapteyn and Klijn (1994) for a detailed description of
the calculation of pension and social security wealth and the assumptions needed
to perform those calculations. Note, however, that in order to perform these
calculations, we need to exclude the households for which the information neces-
sary to calculate pension and social security wealth is not available. Therefore,
the sample we used to construct Table 1 is restricted to a relatively smaller
number of observations than in other samples, i.e. 1162 observations.
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Sheiner and Weil (1992) report, for example, that the home-
ownership rates of the households older than 64 is approximately
74% in the U.S., while in our sample the homeownership rate for
the same group of households is only 29% in 1991.

Both financial wealth and total wealth are substantially lower
than social security and pension wealth. In particular, social se-
curity wealth represents a critical part of the wealth holdings of
the elderly. Although median pension wealth is much smaller than
median social security wealth, it is still a bigger component in the
portfolio of median elderly households than private net worth. Not
surprisingly, social security wealth is the most evenly distributed
wealth measure. In this case, means and medians are similar and
the median is actually above the mean (except for the age groups
75-79 and 80+). Note that every person older than 65 in the
household receives a social security benefit (AOW). While there is
a relatively flat rate for social security benefit, which depends
mainly on family composition, the pension benefit depends on
wages and on work history (see Section 2). Consequently, pension
wealth shows a more skewed distribution than social security
wealth, even though the level of skewness is smaller than in
the case of net worth. In our sample approximately 25% of the
households do not have pension wealth, but only social security
wealth. These households are usually the ones with little or no
work history and they are heavily concentrated among singles and
are mostly women. Female labour participation is very low in the
Netherlands. Also, while married women may benefit from the
longer work history of their husband, single women are more likely
to rely on social security only. -

3.2. WEALTH PROFILES FROM COHORTS

While Table 1 shows that median net worth declines with age, we
cannot infer from these figures whether the elderly are de-
cumulating wealth, as predicted by a (simple) version of the life
cycle model. The figures confound the age and cohort effects and
it may be highly misleading to look at one cross sectional dis-
tribution only. It is possible that older cohorts are simply poorer
than younger ones (for example because of lower wages and lower
initial wealth) and we need to take this fact into account.

Given that we have 5 years of wealth data in the SEP (from
1987 to 1991), we can consider the wealth holdings of different
year of birth cohorts. Even though this does not exploit completely
the panel aspect of the data set, it allows us to account for cohort
effects. In Table 2(a) we consider mean and median liquid and
total wealth holdings of households who are 50 or older in 1987
(therefore born before 1937) and we consider households of the



R. ALESSIE, A. LUSARDI AND A. KAPTEYN

300

‘[[09 9WIes dY3 Ul UBIPIW J0 UBSUI 9Y)} Y}IM PRIBIO0SSE J0LIe PIBPUB)S SY) ST U0 PUOISS 3} ‘SISQUINU 0M) SUTBIUOD [[80 B JSASUSYM
JHS oY} uo paseq SUOIIB[MOED UM() :90JN0g

IN8744 L¥PT 6I6LT S9€6 99-¢ Le¢g LG9¢ 8651 LOZ8 LE9Y

a6LE0 10390 PLEZT 0099 28999 GCESIY 961 9¢T 0086 0099 68898 18892 198 o1t +08
LTV  LPE8C €6GET 6L8ET €27 68¢ L6883 8CIC 698L G006

év16°0 9LL80 LLSLT 00691 SFPGL LBLIB L'8G ¢ve 09T TIT LEEET 91988 8908F 10T 091 6LGL
LTTE 6808 SGE€E0T 00%6 LT'g a1-¢ 9131 8¥31 0y  00LE

€860 £6386'0 PPePT 098P CQOL6L PeP 1L e:Le 86 0086 1866 2L¥2E 16992 861 113 ¥.-0L
8063 80LG 83801 T¥06 9LG Gl LOVI g€8¢1 8199 ages

80LL0 L9690 0vE8T 8I09T 916%6 09S06L 995 8LE 9LGGT L8BIT €S10¥ S6898 99 992 69—99
¥198 gg16 1796 09¢8 06°G 16¢ 88¥¢  86¥1 1485 8EEE

66,50 86000 829.L8 T1988€ ELITIT PE8¥6 998 €0¥ L9L0Z 000ST S€00S OPEES 9LZ 98% 909
€366 6867 82001 L089 183 rdyd a6l Lav1 ¥0S ¢l6g

¥6L0°0 ¥600-0 T6186 €88LG 08LSOT SEVS8L ey 90¥ TICLT S8LET11 9BI6E ¥68¥%C G6C €83 69—99
16801 ¥LEG 1116 o¥¥9 olg 66T 8981 8LGT ovLe 9861

$000°0 01000 08€%9 9020 009111 929%L 6'1S 6'9%F GLIBT O000TT 8S29E G9961 992 6.3 ¥809

Y14om Yiam 1661  L86I 1661  L86I I661  L861 I66I  L86I I661  L861 1661 L86I 403X

1N 1oUDULT
uUDIPIY uvapy UDIPIJ uvapy
82104 SUODI3$QO 1861
(sanyoa-d) uvipaw YLI0Mm 2N drys.taumo swog Y1]DaMm 1DWUDUL] Jo oN u1 a8y

K11yonba 3531 wns yuvy

8340400 A142p1a Jo y3wam (j010UDUY) UDIPIW PUD UDApY (B)Z TIEV],



SAVING AND WEALTH HOLDINGS OF THE ELDERLY 301

same year of birth cohorts 4 years later in 1991. We restrict our
attention to liquid and total net worth, since both social security
and pension wealth are outside the choice set once the head
(and the partner) are older than 65. Furthermore, these wealth
measures are annuitized and therefore not bequeathable (apart
from some special cases, where widows can continue receiving the
pensions of their husband even after his death).

From Table 2(a), we see that median and mean (liquid) net worth
of the group of households whose head was younger than 65 in
1987 has risen much faster between 1987 and 1991 than the cross-
section wealth age profile (see Table 1) would suggest. For the
older cohorts there is not a particularly clear pattern, and the
reported statistics to test whether medians change between 1987
and 1991 do not indicate significance. So we find neither evidence
of accumulation nor of decumulation.

Note that it is still difficult to correctly interpret these findings.
Many problems need to be addressed before we may attach any
interpretation to the data. First, there may exist differential mor-
tality across households. As some authors have mentioned, wealthy
households tend to live longer and the group of households we
observe, for example after age 70, may be disproportionately rep-
resented by these households.f In this case, we may be led to
incorrectly reject the predictions of the life cycle model. Similarly,
if rich elderly are less likely than poor elderly to live with their
children or enter nursing homes (in this case they would drop out
from the sample), older households may be heavily selected into
the high wealth group.}

3.3. WEALTH PROFILES FROM PANEL DATA

To address these problems, we exploit the panel feature of the data
set and consider only the households which are in the data set
both in 1987 and in 1991.§ Table 2(b) shows that for the older age
groups in 1991 mean and median liquid net worth and total net
worth tend to be lower in the panel data set than when accounting
for cohorts. In contrast to the argument in the preceding subsection,
we see by comparing Tables 2(a) and 2(b), that rich households
are more likely to drop out of the sample in the panel analysis
than poorer households. This attrition can be explained by the
fact that non-responses tend to be more likely among the richer

i See Hurd (1989, 1990) and Attanasio and Hoynes (1995).

i See also Borsch-Supan (1992).

§ If the head of a household changes during the 5-year period, it is still treated
as belonging to the same cohort it belonged to in 1987. As a result of this
convention, some of the changes observed may be the result of household com-
position changes.
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households, who hold a more diversified portfolio and have to fill
in many questions on their assets and liabilities.t The use of panel
data is of critical importance for this analysis. Table 2(b) shows
that mean liquid net worth increases rather than decreases as the
households age. Median liquid net worth remains roughly constant
for the older cohorts (except for the 70~74 and 80+ cohorts, where
there is a tendency for the median to decrease). For the cohorts in
the age group 70-74 and 75~79 in 1987, the absolute increase in
mean total net worth is smaller than the increase in liquid net
worth, which implies that mean housing equity decreases over
time. Indeed, we do observe a decrease in home ownership, which
goes from 26-8 to 23-5% and from 30-9 to 23-8% for the two groups,
respectively. Venti and Wise (1989, 1990) also show that in the
U.S., the decrease in homeownership happens very late in the life
cycle, but the decrease in homeownership appears to be much
lower than in the Netherlands. Median net worth of the 70-74
cohort decreases by 18% during the 4-year period, while median
liquid net worth only decreases by 4%. Also, contrary to Table 2(a)
in which the panel feature of the SEP dataset is not exploited,
Table 2(b) seems to indicate that the median household in the
70-74 cohort decumulated wealth mainly by reducing their home
equity.

Finally we notice that the median of changes in financial or total
wealth do not always show the same direction as the change in
the median of the distributions of financial and total wealth. For
instance, for the 70-74 cohort the median financial wealth is DAl.
9500 in 1987 and DAl. 9092 in 1991, yet the median change in
financial wealth shows an increase of Dfl. 429.

To understand what happens to the wealth holdings of elderly
households it is obviously important to pay attention to the evol-
ution of their incomes. Our data shows that mean and median
pension income remain fairly constant over time, except after age
80 where median pension income decreases somewhat from DAfl.
17964 to Dfl. 15348. However, median income per equivalent
adult} remains fairly constant for this group, which implies that
the drop in pension income is mainly due to the fact that in some
households one of the spouses died between 1987 and 1991.

T For an analysis of the data selection and the evaluation of non-response
rates, see Alessie, Lusardi and Aldershof (1994) and Alessie and Zandvliet (1993).
Even though the attrition may leave us with a selective sample, if the simple life
cycle model Holds, we should observe decumulation as the head of the household
gets older.

} The CBS equivalence scale used is almost the same as the equivalence scale
used in the AOW and most occupational pension schemes.
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3.4. WEALTH PROFILES AND FAMILY COMPOSITION

So far, we have not accounted for family size in making our
comparisons across time. There is some theoretical work which
explains why saving is intimately related to family composition.
Browning (1994), for example, emphasizes that the household is
composed of individuals who may have different propensities to
save. For instance, it is well known that on average men marry
younger women and that the life expectancy of women is higher
than that of men. Women may have an incentive to save more.
Since we classify the household by using the age of the head of
the household, we may be disregarding this effect.

Without presenting any tables we briefly describe how wealth
holdings of single and multi person households evolve over time.
Both financial wealth and net worth is much lower for the single
person household. Homeownership, in particular, is very low for
the 65-74 cohort: it is 14% in 1987 and it goes to 11% in 1991.
Mean housing equity decreases by DAl. 7770, going from Dfl. 24 350
to D1l. 16 659 in 1991. Given the fact that housing prices increased
considerably between 1987 and 1991, this change in housing equity
is potentially explained by those single person households who
sold the house. However, the elderly median single household is
typically not a home owner, and consequently median financial
wealth and median net worth are almost equal. Furthermore, both
income and the median wealth to income ratio are rather low for
this group of households. The latter has a median equal to 0-30.
For multi-person households the median financial wealth to income
ratio is about twice as high. Even this is of course not terribly
high, as it would imply roughly that for the median household
liquid wealth could finance consumption for not much more than
8 months. Therefore the fact that the median household does
not decrease his/her small amount of wealth, cannot easily be
interpreted as evidence against the life cycle model. It seems
reasonable to assume that the remaining wealth serves as a buffer
against future contingencies.

3.5. WEALTH PROFILES AND HOME OWNERSHIP STATUS

Given the fact that in the Netherlands only a small fraction of the
elderly households own a house, it is interesting to look separately
at the wealth profiles of the majority of the Dutch elderly house-
holds, namely the renters. In the panel we condition on whether
households were renters or home owners in 1987. The first thing
that stands out from Table 3(a) is the low level of mean and median



305

SAVING AND WEALTH HOLDINGS OF THE ELDERLY

‘[[90 9WBs 9Y} Ul UBIPSW JO UBSWI oY) Y}IM PIYBIO0SSE JOLIS PABPUR)S S} ST SUO PUOIIE 3} ‘SISUINU 0M) SUTBIUOD [[90 B JSASUSYM
JAS UO paseq SUOTIB[NI[8D UM() :92aNog

618  9%91 Lg¥ 28t $022  6ILT 16972  99LZ L20Z  6ILT  8¥T  99L3
g9%L0 06690  €81— 3281 O¥3— 03—  €8FPL 09LL TL991 68891 8969 O09LL 898ST 68€9T 98 +6L
0sv €239 ory 6006 #9861 €631 1668  ¥968 ¥eeT €631 669  LETD
8¥26'0 OLLLO  SIT 76 002 2908 1609 16L9 SYL6I %961 1609 16L9 SLYLI QIPST GIT  ¥LOL
¥ 1961 99g €Ll ST9T  12¥1  G%9€ 1382 gI9T TP B9¥E  91LZ
0000'T #8980 16 882 (A1 6812 0086 0008 0883% T1¥00Z 0086 0008 LPEIZ BOZ6T SET  69-99
90L  BLIZ L99 €661  OL61 9I8T TOLE L86%  OL6T 9961  LO¥E  968%
3LIP0 €9LT0  THY  FLST L9 91€Z  6SITI O008TIT ¥PLLSZ 66833 6STII OLLIT $2S%3 60233 131 ¥#9-09
19 0668 969 6¥2¢ 1991 €391  633E€1 Lesy 199T €291  8LEL  6LLY
8¥800 #2800  ¥6L  SQLIEI YLL 1089  ¥OLL 26¥9 TLBTIE 96981 FOLL 26¥S  ¥9T¥Z B98LT 03T 69-99
8171  8IL3 2911 668C  9BIe  668C G89E  ¥ITT ge0e  TLTZ 8963 9003
96000 86300 0195 L690T vWhZ 1908 LEBOT #6529 09983 €9631 9006 ¥639  2€861 TILLIL ¥6  ¥50S
yuom  yjpoam 1661  L86I  I661  L86I 1661  L86T  I661  L86I 403%
1N potouvul]
uDpayy UDOW  uDIpal]  UDIW umpapy uvapy untpapy uvapy
suonyoa
(sampa-d) uvrpow ~485Q0 /861
&mjonba 3521 uSis yuom U yipoam porouvuY yom 1N Yjpam JrUDUL] JooN wady

(s18£)puD 12uDd) S43jUaL JO Y VoM ((DOUDUY) uDIPIW PUD uvaly (B)g TIAV],



306 R. ALESSIE, A. LUSARDI AND A. KAPTEYN

net worth of renters.t The median wealth to income ratio is well
below one, given that median total income of households older
than 65 is approximately Dfl. 20 000. By looking at the median
change in net worth in Table 3(a), we note that up to the 70-74
cohort, at least 50% of the households do not dissave. On the other
hand, the amount of savings is very small. For the oldest cohort,
the median change in net worth is only slightly negative. As before,
this amount of wealth would last a household only a relatively short
period. It seems reasonable to assume that for most households
the remaining wealth mainly serves as a buffer against adverse
circumstances, in other words the money is held for precautionary
reasons. We return to this issue in the next section.

In Table 3(b), we summarize the wealth age relationship of those
elderly households who were home owners in 1987. For this group
of households, the housing equity is the dominating asset in their
portfolio. For example, in 1987 median financial wealth among the
home owners in the 65-74 cohort was Dfl. 25000, while median
housing equity was about five times that amount, namely
DAl. 130 000. Although financial assets play a relative minor role
in the portfolio of elderly home owners, they hold more liquid
wealth than renters. Both mean net worth and mean financial
wealth increased between 1987 and 1991 for all cohorts older than
50. However, median net worth and median housing equity among
home owners in the 656—-74 and 75 plus cohorts decreased in that
period. Table 3(b) shows that a part of this decrease may be
attributed to the fact that some elderly households who were
owners in 1987, have sold the house. Using American data Sheiner
and Weil (1992) also find that elderly home owners reduce their
housing equity as they age and that the reduction in housing
equity is related to two important events in life: widowhood and
death. They find that the reduction in housing equity that occurs
at the time of widowhood partly explains the age profile of housing
wealth found in the data.

We have investigated for three different years of birth cohorts
(65-65, 65~74 and 75 +) and for four groups (single or multi person
households in 1987 and 1991) the ownership rates in 1987 and
1991, and the transition rates from owning to renting and vice
versa. Not surprisingly, the elderly renters almost never buy a
house in their old age. Only the transition from owning to renting
is of importance to understand the decline in home ownership rate
which took place between 1987 and 1991. We have tried to relate
transitions from ownership to renting to changes in family com-
position (including death of a spouse) and to age. Although we

1t Note that, even for renters, there remains a difference between financial
wealth and net worth. The reason for this (small) difference is due to other real
estate (and associated mortgages) that households can own (see also Table 2).
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seem to see a pattern where older cohorts may have a higher
tendency to move to a rented dwelling, the small number of
observations has made it impossible to say anything definitive
about what the main factors are behind these transitions.

It is useful to sum up what we have observed so far. There is
little indication of substantial decumulation. Means seem to grow
a bit faster (or fall a bit less fast) than medians. This hints at an
increase in inequality among the elderly with age. One explanation
for this would be a bequest motive as modelled by Hurd (1989),
where the extent of decumulation will be inversely related to net
worth. Furthermore, for most households net worth is so low that
it can hardly be used for income smoothing. Rather, the amount
of wealth left would seem to be just enough for precautionary
reasons. To investigate the two explanations (bequest motive and
precautionary motive) given for the observed patterns of wealth
holdings among the elderly, we now turn to a new source of
evidence, the VSB-panel.

4. Savings
4,1. HOUSEHOLD SAVINGS IN THE VSB-PANEL

As we mentioned previously, the VSB-panel is composed of two
parts: a data set representative of the Dutch population, and a
sub-sample where rich households are oversampled. We will use
both samples in the analysis of the importance of bequest and
precautionary motives. We have to say, however, that due to non-
response rates for some questions and the process of editing and
cleaning of the data, the final representative sample does not
quite reflect the population of Dutch households. In particular,
households with low incomes seem to be underrepresented.

We use the information about saving, which is embodied in the
economic psychological part of the VSB questionnaire. In this part,
households are asked to report whether they have saved in the
past 12 months and we can therefore examine in this data whether
the elderly dissave. Consistent with the previous figures from the
SEP data, many households 60 or older have indicated that they
continue to have positive saving. The amount saved, which in the
psychological part of the VSB data is observed in brackets rather
than as a continuous variable, indicates that for the large majority
of the elderly households (i.e. households with a head (respondent)
60 or older), who continue to have positive savings, the amount
saved is either less than Dfl. 3000 or between Dfl. 3000 and DAl.
10000. Savings are not concentrated in the sub-sample of rich
households. While a higher proportion of households in this group
than in the representative sample have indicated that they saved
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in the past 12 months, in the latter sample as well more than 50%
of the sample of the elderly households have indicated they saved.
Apart from saving in the past, households are asked whether they
plan to save in the future. This question allows us to examine
whether savings tend to persist among the elderly. The evidence
indicates that not only many elderly households reported to have
saved in the past 12 months, but they also plan to continue saving
in the future.

The questionnaire has quite a few questions about motives to
save.} The two most important ones among the elderly are the
motive to have some savings to cover unforeseen expenses as a
consequence of illness or accidents (we will call this the pre-
cautionary motive) and a bequest motive. For most motives re-
spondents could indicate on 7-point scale (from “very unimportant”
to “very important”) whether a particular motive was considered
important. For the elderly (household head 60 or older) the mean
score for the precautionary motive was equal to 5-09. In the light
of the discussion regarding Tables 3(a) and 3(b), it is of interest to
compare mean scores for this variable for renters and home owners.
We find a mean score equal to 5-28 for renters and a mean score
equal to 4-95 for home owners. The difference is significant at the
10% level (t=1-85). This is consistent with the suggestion that a
precautionary motive is particularly relevant for households with
low wealth. As we have seen, wealth of renters is substantially
lower than that of home owners.

Regarding bequests, two important facts emerge from the data.
Approximately one third of the representative sample and half of
the rich households sub-sample have indicated that they have
thought about leaving a bequest. The percentages are higher among
the elderly. While thinking about a bequest does not necessarily
imply leaving one, this information at least indicates that bequests
are present in the minds of Dutch households. The other relevant
fact is that- when asked about the amount of the bequests, a very
large proportion of households, both in the representative and the
sub-sample of the rich, have indicated large amounts for the
bequests. For the households in the representative sample, who
have indicated they have thought about leaving a bequest, the
median amount is Dfl. 150 000 while the mean is Dfl. 223 551. In
the sub-sample of rich households the values are Dfl. 350 000 and
DAl. 477 098 respectively. For the households whose head is 60 or
older, a bigger proportion have indicated the bequest motive and
the median and mean are Dfl. 190000 and 267 807 for the rep-
resentative sample and Dfl. 500 000 and Dfl. 528 538 for the rich

t Thirteen motives are listed and they range from children’s education, to
buying a house or durables, to precautionary motives and additionally there is a
lot of information about bequests.
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households. The amount of the bequest is relevant per se, but can
be better understood when considering the assets that households
have indicated they would like to bequeath. Many households have
indicated cash, but a big proportion, in particular in the sub-
sample of the rich, have indicated the house among the assets to
leave as a bequest. Among the elderly, there is a higher proportion
of households who have indicated the house as a bequest than in
the total sample.

Another useful feature of the bequest data is that, among the
recipients of the bequests, the partner is indicated as often as
the children. Among the elderly, the children are indicated more
frequently among the recipients of the bequest. Also, a non-neg-
ligible share of households, in particular in the representative
sample, have indicated charities and such institutions as recipients
of their bequests.

4.2. SAVINGS, HOUSING AND P:EQUEST

We present hereafter two sets of regressions, where we investigate
whether the reported motives can explain the actual behaviour of
the elderly. In the first set of regressions, we examine which
variables can explain savings. In the second set of regressions, we
investigate more closely the bequest motive.

We perform an ordered probit regression where the dependent
variable is represented by the amount of saving, reported in
brackets, that the household has done in the past 12 months. In
Table 4, we present results for the total sample and for the elderly
only.f We find that savings decrease as the respondent} in the
household gets older. The household saves more if the partner is
present and when the main respondent is a male although this
effect is not significant in the elderly subsample. It also saves more
if the respondent holds a university degree. These results are
consistent with the findings of other empirical studies on saving.§
Furthermore, consistent with the predictions of the life cycle-
permanent income model, savings move in anticipation of expected
income changes. The survey reports information on the expected
percentage change in income in the next 5 years. The regression
coefficient corresponding to this variable is negative and is sig-
nificantly different from zero for the total sample, indicating that
some savings are done to smooth future expected income decreases.

1 In our estimation procedure the elderly are defined to be those households
whose head (respondent) is at least 60 years old.

1 In most cases (2200 out of the 2300 households) the head of the household
is the respondent, while in the remaining cases the respondent is the partner.

§ See the review of the evidence in Browning and Lusardi (1995).
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TABLE 4 Household savings and bequest

Variables Total sample Elderly only

Represent. and Represent. Represent. and Represent.
rich household sample rich household sample

Age —0-009 —0-009 —0-015 —0-011
(0.001) (0-001) (0-009) (0-010)
Male 0-127 0-126 0.082 0.060
(0-059) (0-069) (0-148) (0-161)
Partner is 0.291 0.351 0-435 0-522
present (0-061) (0-067) (0-136) (0-151)
University 0-112 0.186 0-243 0-288
degree (0-059) (0-092) (0-152) 0-192)
Expectations —0-001 —0.002 —-0-0053 —0-009
of Y changes (0-0007) (0-0007) (0-0038) (0-004)
Long horizon 0-213 0.160 0-435 0-327
0.072) . (0-095) (0-196) (0-216)
Patient 0.402 0.375 0-265 0-164
(0-045) (0-057) (0-105) ©-117
Bequest 0-180 0-225 0-177 0-280
(0-048) (0-062) (0-110) (0-118)
Rich 0-603 0-568
household (0-053) (0-148)
sub-sample
No. of obs 2278 1500 454 375
Log likelihood  —3330.76 —2028-63 —607-61 —467.84

Standard errors in parentheses.
Source: VSB panel.

While many elderly have indicated that they expect their income
to remain the same in the next 5 years, some elderly report
that they expect their income to decrease in the future. This is
reasonable, in particular if we consider the loss in annuity income
which is associated with the potential death of one member in the
family. The regression coefficient corresponding to the variable
indicating the change in income in the next 5 years remains
negative for the old households as well, although the significance
is weak. We have also considered two other variables which are
provided in the data set and can be of importance for savings. One
is the planning horizon of the household and consistent with
intuition, households with longer horizons save more. We have
used this variable for the elderly too. In this case, the planning
horizon can also indicate the remaining lifetime. We find that the
elderly with longer horizons tend to save more in their old age.
The other variable, called Patient in Table 4, is a self-reported
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measure of attitude towards spending and saving which can proxy
for the degree of patience and/or thriftiness. Consistent with in-
tuition, thrifty households and thrifty elderly tend to save more.
We find that savings are very sensitive to income. We find even in
the raw data that a high proportion of rich elderly report to have
saved in the past 12 months. The amounts saved are also higher
than in the representative sample of the elderly households.

An interesting feature of these regressions is that the households
who have thought about leaving a bequest save more. This is the
case for the total sample and it holds also in the sample of the
elderly.

Given these findings, we investigate in more detail the bequest
motive for the elderly only. We use here both the information on
whether or not the respondent has thought about leaving a bequest
and the planned amount. In Table 5, we present the empirical
findings. We estimate a probit regression for the bequest variable,
while we perform a tobit for the desired amount of the bequest.
Two important variables emerge from Table 5. First income is a
strong determinant of the bequest motive. This result is very
robust and was noticeable even in the raw data. The second is
homeownership. The elderly who own a house are more likely to
report a bequest motive. These findings are consistent with the
simple statistics reported before. Many households have indicated
the house among the assets to leave as a bequest and their
expectations may conform to their actual behaviour. Note also that
bequests are positively related with age. This provides again some
indication why the elderly do not dissave as they age. As for saving,
we find that households who have longer planning horizons and
are more patient or thrifty are also more likely to have a bequest
motive. This result is consistent with extended life cycle models
that take bequests into account.

The only outcome which seems to be counterintuitive is that the
dummy for children has a negative coefficient in both the probit
and the tobit. Since at the time of the analysis the wealth data
were not available yet for analysis, we suspect that the children
dummy may pick up a negative influence of the presence of children
on wealth accumulation; the negative sign would then indicate a
positive effect of wealth on a bequest motive, rather than a direct
negative effect of the presence of children. We should also note
that the effect of children becomes less negative for households
with a higher income (cf. the interaction effects).

5. Concluding remarks

The picture emerging from our analysis can be summarized as
follows. Wealth holdings among the elderly are very unevenly
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TABLE 5 Bequest motive

313

Probit regressions

Tobit regressions

Represent. and Represent. Represent. and Represent.

rich household sample rich household sample
Constant —1.336 —0-867 —1059 864 —894 364.3
(0-870) (0-908) (313 188) (324 274-5)
Age 0-022 0.014 11 268.2 8581-6
(0.012) (0.013) (4263.2) (4422.6)
Male —0.344 —0-285 —25962.0 -—-38610-2
(0-186) (0-195) (66349.0) (692579
Partner —-0.191 —0-265 —74396.2 —42629-2
is present (0-170) (0-182) (60374.3) (63804.0)
University 0-253 0-230 46980-3 —16754.5
degree (0-202) (0-245) (64993.5) (81860-2)
Long 0.442 0.369 3131469 262 148.5
horizon 0-257) (0-270) (82854.1) (B7747-7)
Patient 0.248 0-318 731396 110862.9
(0-131) (0-142) (47416.3) (51716.9)
Home 0.610 0.635 375526.6 381 783.8
owner (0-141) (0-145) (65304-3) (55198-2)
Y>28 000 —0-274 —0-244 —43208.9 288504
&<43 000 (0-357) (0-360) (130210-9) (125215.0)
Y>=43000 -0.070 —0.228 79122.3 -—-12688.5
&<80 000 0-342) (0.358) (119752.8) (123766-9)
Y>=80000 0-003 0-392 305580-3 304602-8
0-411) (0-513) (136691-1) (160098.-8)
(independent) —0.906 —-0.877 —281417.6 —268 869-2
children 0.271) 0-274) (107888.7) (104 383-3)
yes/no
(CHILD)
(Y>28 000 0-789 0.753 258051-9 235057-6
&<43 000)*CHILD (0-415) 0-417) (156911-4) (150324)
Y> =43 000)*
0-832 0-955 264 3472 351826.6
(0-381) (0-400) (137695-1) (141 966-3)
Rich household 0-632 192873.6
sub-sample (0-232) (70364-2)
No. of obs 454 375 454 375
Log likelihood —262.57 —225.13 —3306-47 —2350-27

Standard errors in parentheses.
Source: VSB panel.

distributed. After the age of 65 the median household does not
seem to accumulate or decumulate significant amounts of wealth
anymore. Only at rather advanced ages do we see some de-
cumulation. In itself this cannot be taken as strong evidence
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against the life cycle hypothesis. For most elderly, the wealth
holdings are so low, that the remaining wealth can be seen as a
buffer for adverse shocks. This is consistent with the finding in
the VSB-panel that among various possible motives to save the
elderly attach a great deal of significance to a precautionary motive.
However, there is a second important motive, namely the bequest
motive. The bequest motive is particularly predominant among
the well-to-do elderly and appears to provide a significant ex-
planation of savings of large portions of the elderly.
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