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Seniors in charge 
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Is older actually wiser?!
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Why aren’t the older worse off? 

The older I grow, the more I 
distrust the familiar doctrine 
that age brings wisdom. 

 - H.L. Mencken (1922) 



Changes with age…!

Fluid intelligence declines with age 

Salthouse, 2010 

Fluid !
intelligence!

Fluid intelligence (Gf) is the ability to 
generate and transform information on the fly!
    - Seems critical for decision making!!



Decision-
making 

performance!
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Changes with age…!

Perhaps experience is compensating 

Fluid !
intelligence!

Salthouse, 2010!

Crystallized !
intelligence!

Crystallized intelligence (Gc) is a stable depository 
of knowledge acquired through culture, education, 
and life experience (Carroll, 1993; Cattell, 1971, 1987) 



Decision	  
performance 
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aGf	  ×	  bGf	  <	  0 
Nega<ve	  media<on 
(Age	  is	  a	  detriment) 

aGc	  ×	  bGc	  >	  0 
Posi<ve	  media<on 
(Age	  is	  a	  benefit) 

Compensating Cognitive Capabilities Hypothesis!
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● Financial Literacy (Lusardi & Mitchell, 2007)!

● Ability to understand financial information and decisions!

● Debt Literacy (Lusardi & Tufano, 2009)!

● Ability to understand debt contracts and interest rates!

● Temporal Discounting!
● Degree to which people discount future gains and losses !

● Related to health (BMI, smoking) and wealth (savings, mortgage choice)!

● Loss Aversion!
● Degree to which valuations of losses outweigh gains of the same magnitude!

● Related to mental accounting, numerous investing mistakes, default effects!
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Decision tasks with real-world economic consequences!

FL1. Imagine that the interest rate on your savings account was 1% per year 
and inflation was 2% per year. After 1 year, would you be able to buy more 
than, exactly the same as, or less than today with the money in this account? 

–   More than today 
–   Exactly the same as today 
–   Less than today 
–   Do not know 

FL2. Do you think that buying a single company stock usually provides a 
return that is more safe, equally safe, or less safe than the return on a stock 
mutual fund?  

–   More safe return than a stock mutual fund 
–   Equally safe return as a stock mutual fund 
–   Less safe return than a stock mutual fund 
–   Do not know 

FL3. Is using money in a bank savings account to pay off credit card debt 
usually a good or a bad idea? 

–   Good idea 
–   Bad idea 
–   Do not know 

 
 
 
 
 
 
 

DL1. Suppose you owe $1000 on your credit card and the interest rate 
you are charged is 20% per year compounded annually. If you didn't pay 
anything off, at this interest rate, how many years would it take for the 
amount you owe to double? 
–   2 years 
–   Less than 5 years 
–   More than 5 but less than 10 years 
–   More than 10 years 
–   Do not know 

 

DL2. You owe $3,000 on your credit card. You pay a minimum payment 
of $30 each month. At an Annual Percentage Rate of 12% (or 1% per 
month), how many years would it take to eliminate your credit card debt 
if you made no additional new charges? 
–   Less than 5 years 
–   Between 5 and 10 years 
–   Between 10 and 15 years 
–   Never, you will continue to be in debt 
–   Do not know 

 

DL3. You purchase an appliance which costs $1,000. To pay for this 
appliance, you are given the following two options: a) pay 12 monthly 
installments of $100 each, b) borrow at a 20% annual interest rate and 
pay back $1,200 a year from now. Which is the more advantageous 
offer? 
–   Option (A) 
–   Option (B) 
–   They are the same 
–   Do not know 



Letters 

Raven 
Numeracy 

CRT 
Numbers 

Gf 

.71*** 

.67*** 

.66*** 

.54*** 

.59*** 
Info 

Synonym 

Antonym Gc 

 

.79*** 

.80*** 

.67*** 
.73*** 

.34*** .17 

.79*** .81*** .80*** 

Inhibitory 
Control 

Stroop Flanker Spatial 1-back 

.18*** 
.12** -.003 

Gender (male) Income 
-.07 .05 

-.02 
Education 

.33*** .15** 
-.02 

 *** p < .01!
** p < .05!
 * p < .10!

Cognitive capabilities 
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Fluid 
intelligence 

(Gf)!

Inhibitory 
control (IC)! Crystallized 

intelligence 
(Gc)!

Salthouse 2004, 2010!

Cognitive capabilities by age 
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† p < .15; * p < .10; **p < .05; ***p < .01!

Decision performance by age 
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Financial Literacy 
Debt Literacy 
Discounting 
Loss Aversion 

•  Older are slightly more patient!

•  Older are slightly less loss averse!

•  Older are more financially literate!

•  Older are more debt literate!



•  Our older group was 66 on average...!
What happens for even older?!

•  We didn’t collected 30-59…!
Are middle age even better?!
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What happens over the full life course? 

Salthouse, 2010!
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Implications 

● How to accommodate elders? 

– Financial Education can help Crystalized Intelligence. 

– But Not Fluid Intelligence.  This is a challenge 

• Better Choice Architecture. 

• Lessons from Medicare Part D 

– Should there be ‘dozens of options?” 

– Can People Opt-In to a supported environment 
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Other Conversations 

● Choice Architecture in general, no-action defaults, 
specifically 

● Applications 

– Decumulation 

• Annuitization 

– What are the behavioral barriers? 

– How do people estimate longevity? 

• Claiming Age for Social Security 

– Design of Health Care Exchanges. 
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