Taylor & Francis
e Online & !

Home » All Journals » Economics, Finance & Business P Applied Economics Letters P List of Issues
» Volume 6, Issue 4 P Prudence, risk aversion, and the demand ....

Applied Economics Letters »
Volume 6, 1999 - [ssue 4

908 33 0

Views CrossRef citations to date Altmetric
Original Articles

Prudence, risk aversion, and the demand for

life insurance

JOSEPH G. EISENHAUER & MARTIN HALEK
Pages 239-242 | Published online: 06 Oct 2010

66 Cite this article https://doi.org/10.1080/135048599353429

Sample our
Economics, Finance,

Business & Industry Journals

>> Sign in here to start your access
to the latest two volumes for 14 days

& References 66 Citations Ll Metrics &= Reprints & Permissions

Read this article

Abstract

We estimate the effect of household wealth on the demand for life insurance using
survey data from a broad cross-section of the USA. This procedure allows us to test the
Pratt-Arrow hypothesis of decreasing absolute risk aversion (DARA). Additionally, we
estimate the relative magnitude of prudence, the propensity to take precautions when
faced with risk. We find that life insurance purchases increase with wealth, and that on
average American households exhibit about 94 per cent as much prudence as risk
aversion. On the basis of this evidence, we reject the DARA hypothesis.
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