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1 Introduction

Economic policies that foster individual decision-making regarding savings and retirement, policies such as 401(k) plans and partial privatization of Social Security, increase wealth differences among those who make goods decisions and those who make bad decisions as well as among those who had good luck and those who have bad luck (Surowiecki, 2004). In a society characterized by increasing risks, how does financial luck affect individuals’ willingness to redistribute wealth through donations? 

Recent work by Alesina, Di Tella, and MacCulloch (2004) shows that, in the US, perceptions about social mobility make the rich averse to inequality because they believe their status might be precarious and fear they might fall behind. Thus, people who have had luck in finances and believe their wealth can be partly attributed to good fortune might fear experiencing bad luck in the future and might be more likely to donate to charitable organizations to redistribute income. This paper seeks evidence of the importance of financial luck in giving. Using micro-data from the 2000 U.S. Survey of Consumer Finances
 (SCF), a Tobit model is estimated. The results suggest that financial luck increases charitable giving even after controlling for income, wealth, and relevant socio-demographic variables.

Although the literature on charitable giving is extensive, the importance of financial luck has not yet been examined. Many papers have analyzed the influence of the tax code and disposable income, for example, Boskin and Feldstein (1977) and Clotfelter (1980, 1985). Auten and Joulfaian (1996) examine intergenerational effects and show that the parents of wealthier children contribute more to charities. Andreoni and Scholz (1998) find some evidence that interdependence of preferences matter within socio-demographic groups. Andreoni, Brown, and Rischall (2003) find that men and women have different preferences towards giving. Consistent with the “warm-glow” argument discussed by Becker (1974) and Andreoni (1990), MacGranahan (2000) shows that religious beliefs and social esteem also influence giving. 

The paper is organized as follows: Section 2 discusses the data and empirical model. Section 3 presents results and Section 4 concludes.

2 Data and the empirical model

This study uses micro-data from the 2000 U.S. Survey of Consumer Finances (SCF). It is common practice in empirical analyses of giving to limit the sample to households with income above some lower limit (Clotfelter 1985, Andreoni and Scholz, 1998). This study excludes observations with income under $10,000, leaving a sample of 3,669 households.
 

The dependent variable is the log of donations (excluding political organizations). The independent variables include the logs of “price” of donations (PRICE), income (INCOME), debt (DEBT), and assets or wealth (WEALTH). The price of contributions is calculated as 1 minus the relevant tax rate for households that itemize and 1 minus half the tax rate for non-itemizers (Andreoni and Scholz, 1998). The 2000 rate schedules are used to impute tax rates for couples and singles based on total income. Although tax rates should be based on taxable income, the SCF does not include enough information on deduction and exemptions to calculate taxable income. As a result the control for “price” is likely to be a poor measure of the true “price” of donations.
To control for socio-demographic characteristics of the respondents, a dummy variable equals one if the respondent is married (MARRIED) and a dummy is equal to one if the respondent is employed in the manufacturing sector (MANUFACTURING). The age of the respondent and quadratic and cubic terms for age are also included (AGE). Although the SCF does not ask respondents whether they believe they deserve their good luck in finances or not, saving habits and level of education can control for individuals’ conscious efforts to accumulate assets. Thus, the variable COLLEGE equals one if the respondent has college education and the variable SAVE equals one if the respondent says the household saves every month. 
Regarding the respondents’ perception of financial luck, the SCF asks respondents whether they consider themselves lucky in finances relative to other people of their generation in a 1-5 scale. Comparisons of mean net worth by level of luck reveal that net worth of households that strongly agree to the statement that they are lucky is on average almost $12,000,000 more than the net worth of other households. Mean comparisons also show that difference in net worth among individuals who “Somewhat agree,” “Neither agree nor disagree,” “Somewhat disagree,” or “Strongly disagree” are statistically insignificant. Thus, rather than using the scale variable, LUCK takes on the value of 1 for households who strongly agree and 0 otherwise.
Table 1 presents summary statistics for the dependent and independent variables. SCF respondents are on average wealthy although there is considerable variability in wealth. Average donations are $57,141.8 with almost 58 percent of the respondents donating to charities. Forty-two percent of the respondents strongly agree they have been lucky in finances. Although the proportion of lucky individuals increases in the top percentiles of the total income distribution, the proportion is never above 84 percent and actually falls to 78 percent for those in the 99-percentile (those whose total income is $12,300,000 or more). Almost 90 percent of the individuals in the sample save regularly and more than half have college education. Average sample age is 48 years.
The dependent variable is censored. SCF asks how much a household contributed during 2000 if contributions of money or property were equal to or above $500. Therefore, contributions of less than $500 are coded as zeros. Since Ordinary Least Square (OLS) regression is in general inconsistent when the dependent variable is censored, a standard Tobit models is estimated. 

3 Results

Table 2 presents results for the Tobit model. Financial luck has an economically and statistically significant positive effect on giving. The coefficient indicates that financial luck increases mean log donations by almost .44, an increase of about 9 percent in the mean of log donations. The coefficient is statistically significant with a p-value equal to .017. The finding is consistent with the hypothesis that, after controlling for income and wealth, people who have been lucky in financial matters may feel compelled to give to charities more than individuals who have not been particularly lucky.

Regarding the effect of saving regularly, the results indicate that saving increases mean log donations by .7, an increase of 14 percent in the mean of log donations. The finding that saving has a positive effect on donations after controlling for income and wealth may be due to the fact that individuals for whom saving is a virtue may also think of contributing to charities as a virtue. Everything else equal, college-educated and married individuals donate more while respondents who are employed in the manufacturing sector donate less. Finally, although the partial effect of age on donations is positive for all individuals in the sample the relationship is non-linear and reaches a minimum at approximately 89 years. 

The estimated elasticity of donations with respect to wealth is 1.11. Thus, a 10 percent increase in accumulated income, wealth, in an 11.1 percent increase in giving. The coefficient is statistically significant (p-value below .001). Income elasticity falls in the range of previous studies (.24 to 1.31, Andreoni and Scholz [1998]) and is strongly significant. Everything else equal, the estimate indicates that a 10 percent increase in income results in a 5.3 percent increase in giving. The estimate of price elasticity falls outside the range of estimates of previous studies (-.42 to -1.34, Andreoni and Scholz [1998]). This is probably due to the fact that tax rates (and hence price of donations) are not based on taxable income but, for lack of data, on total income.
4 Summary

This paper uses micro-data from the 2000 Survey of Consumer Finances (SCF) to examine the relationship between financial luck and charitable giving.  After controlling for relevant socio-demographic variables, income, and wealth, financial luck is found to increase donations. To the extent that experiencing luck in finances is an economically and statistically significant determinant of donations, economic policies that increase the risk borne by individuals by, for example, shifting savings from Social Security to the stock market can have significant effects on the future of charitable organizations and the redistribution of wealth.
Table 1: Descriptive Statistics (N = 3,669).

	
	Mean
	Standard Deviation
	[Mean Log, St. dv.]

	DONATIONS ($)
	57,141.83
	482,724.4
	[4.99, 4.52]

	LUCK ( = 1if strongly agree lucky in finances) 
	.42
	.49
	

	PRICE ($)
	.80
	.09
	[.59, .05]

	INCOME ($)
	697,799.1
	3,618,536
	[11.55, 1.58]

	WEALTH ($)
	274,386.3
	1,828,481
	[9.00, 3.03]

	DEBT ($)
	231,994.2
	1,532,614
	[8.48, 4.82]

	AGE
	48.23
	14.53
	

	MARRIED
	.66
	.48
	

	SAVE ( = 1 if save every month)
	.86
	.34
	

	COLLEGE ( = 1 if college education)
	.52
	.50
	

	MANUFACTURING ( = 1 if employed in manufacturing sector)
	.14
	.35
	


Table 2: Regression Results from Tobit Model, Dependent Variable is LogDONATION

	
	Coefficient
	Standard Error

	LUCK
	.439b
	.184 

	LogPRICE
	-3.753b
	1.810

	LogINCOME 
	.486a
	.095

	LogWEALTH
	1.111a
	.070

	LogDEBT
	.009
	.018

	COLLEGE
	1.811a
	.185

	SAVE
	.700a
	.272

	AGE
	.479a
	.148

	AGE2
	-.0076a
	.003

	AGE3
	.00004b
	.00002

	MARRIED
	.811a
	.197

	MANUFACTURING
	-.753a
	.240

	Constant
	-26.893a
	2.864

	Statistic (p-value)
	χ2 = 2675.03
(<.0001)
	

	Pseudo R2 
	.156
	

	Observations
	3669
	


a Significant at the 1 percent level. b Significant at the 5 percent level. c Significant at the 10 percent level.
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� The Survey of Consumer Finances (SCF) is sponsored by the Federal Reserve Board and the U.S. Department of the Treasury samples. The survey samples a cross-section of U.S. residents to study the financial decisions of households and it may over-sample wealthy individuals. 


� The results are robust to using other reasonable lower limits.
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