
The Age of Reason: Financial Decisions Over the Lifecycle

Sumit Agarwal, John C. Driscoll, Xavier Gabaix, and David Laibson 

April 10, 2007

Abstract

The sophistication of Þnancial decisions varies with age: middle-aged adults borrow at lower

interest rates and pay fewer fees compared to both younger and older adults. We document

this pattern in ten Þnancial markets. The measured e ects can not be explained by observed

risk characteristics. The sophistication of Þnancial choices peaks at about age 53 in our cross-

sectional data. Our results are consistent with the hypothesis that Þnancial sophistication rises

and then falls with age, although the patterns that we observe represent a mix of age e ects

and cohort e ects. (JEL: D1, D4, D8, G2, J14).

Keywords: Household Þnance, behavioral Þnance, behavioral industrial organization,

aging, shrouding, auto loans, credit cards, fees, home equity, mortgages.

 Agarwal: Federal Reserve Bank of Chicago, sagarwal@frbchi.org. Driscoll: Federal Reserve Board,
john.c.driscoll@frb.gov. Gabaix: MIT, Princeton and NBER, xgabaix@mit.edu. Laibson: Harvard Univer-
sity and NBER, dlaibson@harvard.edu. Gabaix and Laibson acknowledge support from the National Science
Foundation (Human and Social Dynamics program). Laibson acknowledges Þnancial support from the Na-
tional Institute on Aging (R01-AG-1665). The views expressed in this paper are those of the authors and
do not represent the policies or positions of the Board of Governors of the Federal Reserve System or the
Federal Reserve Bank of Chicago. We thank David Cutler, Ulrike Malmendier, Timothy Salthouse, Fiona
Scott-Morton and participants at the Institute for Fiscal Studies and the NBER (Aging and Behavioral
Economics groups) for their comments.

1


