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Financial Planning Horizon: A Measure of Time Preference or a 
Situational Factor?
Eunice O. Hong,1 Sherman D. Hanna2

Many researchers have examined the influence of the financial planning horizon variable in the Survey of Consumer 
Finances and the Health and Retirement Study.  The question asks respondents to choose the most important time period 
for saving and spending decisions. These researchers have assumed that the variable reflects the time preference of 
respondents.  However, it is also possible that the variable reflects respondent situations.  To examine whether the variable 
is situational or is a measure of a persistent preference, we used the 1992-2007 U.S. Survey of Consumer Finances 
datasets and examined the relationship between household characteristics and the financial planning horizon.  After 
controlling for demographic and economic variables, the estimated planning horizon shows a hump shape along with age 
that peaks at age 43.  The results suggest that the financial planning horizon variable is a situational factor rather than 
measuring a constant time preference. 
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Introduction
The U.S. Survey of Consumer Finances (SCF) and the Health 
and Retirement Study (HRS) contain a question that intends to 
capture the respondent’s financial planning horizon.   Authors 
of previous studies using this financial planning horizon 
variable have explicitly or implicitly assumed that the variable 
reflects time preference, but none of the authors have provided 
any justification for the assumption.  People have different 
time horizons for planning their financial decisions, but it is 
not clear whether the different financial planning horizons 
reflect time preferences or situational variables.  Ersner-
Hershfield, Garton, Ballard, Samanez-Larkin, & Knutson 
(2009) suggest that people have different time horizons 
because they have different self-continuity.  Thus, higher 
future self-continuity leads to higher saving in the future.  In 
economic models of household decision-making, time horizon 
depends on the discount rate; a higher discount rate will lead 
to a shorter time horizon and a lower discount rate will lead to 
a longer time horizon.  Economists typically assume that the 
personal discount rate is constant over time, and assume that 
the time preference is stable.  Most normative studies (e.g., 
Gomes & Michaelides, 2005; Hanna & Kim, 2014) assume 
that time preference is constant over the life cycle and for 
different types of households.  Frederick, Loewenstein, and 
Donoghue (2002) reviewed empirical estimates of annual 
discount rates based on actual or hypothetical choices people 
made, and found a large range, from negative rates (valuing 
the future more than the present) to rates more than 100% per 

year, although it is not clear that the behavior or responses 
in these studies really reflect time preference as defined in 
normative economic models.

The standard normative approach can be illustrated in a 
lifecycle model without uncertainty (e.g., Freyland, 2004), 
with the utility of future consumption discounted by a constant 
rate.  What personal discount rates would imply particular 
planning horizons?  Assume that a planning horizon is based 
on the maximum length of time for which the utility of 
future consumption is valued at more than 50% of the utility 
of consumption today.  With discrete time periods, we can 
calculate that at a discount rate of 1% per year, the utility of 
consumption 70 years from now would be valued at about 
50% of the utility of consumption this year, so a person with a 
low discount rate might have a long planning horizon.  As the 
discount rate increases, the time period for the value of utility 
to drop below 50% decreases, so, e.g., for a discount rate of 
10% per year, the utility of consumption seven years from 
now would be valued at 51% of the utility of consumption 
now, and for a discount rate of 50% per year, there would be 
a value of only 44% on the utility of consumption two years 
from now.  If instead we assume that the planning horizon is 
based on the maximum length of time for which the utility of 
future consumption is valued at 90% or more of the utility of 
consumption today, that would be consistent with a discount 
rate of 1% per year. (Calculated by authors, assuming annual
rate of discounting at rate d, for N years, using a standard 
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formula: PV = (1+d)(-N).  So, e.g., for an annual discount rate 
of 1% for 10 years, the present value of $1 to be received 10 
years from now = 1.01(-10) = 0.905.)  For a discount rate of 
10% per year, the utility of consumption one year from now 
would be valued at 91% of the utility of consumption now.  
For a discount rate of 50% per year, the utility of consumption 
three months from now would be roughly 90% of the utility of 
consumption today.  Therefore, if a financial planning horizon 
variable is a proxy for time preference, a short financial 
planning horizon would imply a very high personal discount 
rate, and a long financial planning horizon would imply a 
relatively low personal discount rate.  However, it is plausible 
that responses are situational.  In standard normative models 
of saving (e.g., Yuh & Hanna, 2010), the optimal amount 
of saving or dissaving varies by the household’s situation, 
for instance, by current income relative to future expected 
income, even when the personal discount rate is assumed to 
be constant over time.  A household should save when current 
income is above normal income, and perhaps dissave when 
current income is below normal income, and no assumption 
of changes in time preference is needed to obtain these results 
based on normative economics models.  The presence of a 
dependent child reduces optimal saving or increases optimal 
borrowing, even if the decision-maker’s personal discount rate 
is constant (DeVaney & Hanna, 1991; Hanna & Rha, 2000).  

Our objective is to see whether or not it is plausible that the 
financial planning horizon variable in the SCF dataset reflects 
time preference.  If the financial planning horizon variable 
reflects time preference, according to the assumptions of 
eminent economists, it should not vary much with situational 
variables.  We review research studies that have used the 
financial planning horizon variable as an explanatory variable, 
and discuss how the studies interpreted the effects of the 
variable on financial behavior.  We also review two studies 
that have used the SCF horizon variable as a dependent 
variable.  We then present descriptive and multivariate 
analyses of the financial planning horizon variable, using 
SCF datasets, and conclude that the variable seems to reflect a 
household’s current situation more than time preference. 

Literature Review
A classical term for “time preference” refers to the marginal 
rate of substitution between current and future consumption 
(Becker & Mulligan, 1997).  Typically, studies in economics 
journals assume that individual’s discount rate is constant over 
time, and can be characterized by a single parameter.  The 
Discounted-Utility (DU) model introduced by Paul Samuelson 
(1937) proposed that a person’s intertemporal preference, 

which refers to time preference, can be represented by a single 
discount rate that is consistent over time. 

As a proxy for time preference, some researchers have used 
the financial planning horizon variable available in two public 
datasets, the SCF and the HRS.  The Survey of Consumer 
Finances (SCF) includes a financial planning horizon variable, 
X3008.  The SCF question asks, “In planning (your/your 
family’s) saving and spending, which of the time periods—the 
next few months, the next year, the next few years, the next 
5 to 10 years, or longer than 10 years—is most important 
to you/your family?”  We found ten studies that included 
the SCF financial planning horizon variable.  Most of the 
articles treated the financial planning horizon variable as one 
of the independent variables, although two studies treated 
it as a dependent variable.  Table 1 shows ten studies using 
the variable as an independent variable in analyses of SCF 
datasets, and Table 2 displays the two studies that used it as a 
dependent variable. 

The studies using the financial planning horizon variable as 
an independent variable had a variety of dependent variables 
(Table 1).  Some researchers were interested in the relationship 
with saving behaviors (Bhargava & Lown, 2006; Fisher & 
Montalto, 2010; Rha, Montalto, & Hanna, 2006) while others 
were interested in credit card behaviors (Kim & DeVaney, 
2001; Rutherford & DeVaney, 2009) or retirement saving 
choices (Malroutu & Xiao, 1995; Munnell, Sunden, & Taylor, 
2001).  All of the studies concluded that the financial planning 
horizon is positively related to having recommended financial 
behaviors.  For instance, Fisher and Montalto (2010) found 
that having a long financial planning horizon had a positive 
effect on the likelihood of saving.  Similarly, Rha et al. (2006) 
found that having a longer financial planning horizon had a 
positive effect on the probability of saving.  Rutherford and 
DeVaney (2009) and Kim and DeVaney (2001) concluded that 
households with shorter financial planning horizons were more 
likely to be revolving credit card users.  Malroutu and Xiao 
(1995) found longer financial planning horizon households 
were more likely to have adequate income for retirement and 
Munnell et al. (2001) concluded that employees with a shorter 
financial planning horizon were less likely to contribute to a 
401(k) plan.  

We found only two studies that included the financial planning 
horizon variable as a dependent variable (Table 2).  James 
(2009) was particularly interested in whether or not renters 
and owners have different financial planning horizons, and 
concluded that renters had shorter financial planning horizons 
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Study, Dataset Dependent Variable Assumptions Findings Interpretation
Fisher and Montalto 
(2010), 2007 SCF

Household saving be-
haviors

By following the pros-
pect theory, saving ho-
rizon of households will 
differ. Saving horizon 
may play a large role in 
both short-term sav-
ing and general saving 
habits.

Medium and Long sav-
ing horizon had a posi-
tive significant effect on 
the likelihood of saving.

Individuals make con-
sumption and saving 
decisions by varying 
time horizon rather 
than basing on lifetime 
income. Therefore, there 
is a need of change for 
consumers focusing on a 
longer time period.

Griesdorn (2009), 2004 
SCF

Self-employment status Self-employed house-
holds may have a dif-
ferent planning horizon 
than other households, 
that is, having longer 
planning horizons due 
to the length of time 
required for business 
growth and profitability.

Contrary with the hy-
pothesis, self-employed 
households are more 
likely to have a shorter 
planning horizon com-
pared to household with 
a 5-10 year planning 
horizon.

Self-employed house-
holds might have shorter 
planning horizon due to 
rapid economic busi-
ness cycle changes or 
constant need to focus 
on short-term business 
issues or perceived 
insecurity.

Rutherford and DeVaney 
(2009), 2004 SCF

Convenience usage of 
credit cards

Planning horizon is 
measured as a spontane-
ous impact as previous 
thoughts and delibera-
tion on the time span are 
involved. Households 
with longer planning 
horizons for saving and 
investing will more 
likely to be convenience 
users of credit cards.

Households with plan-
ning horizon more than 
5 years were more likely 
to be convenience us-
ers compared to 2 to 4 
years. However, results 
were not significant for 
households with less 
than 2 year horizons.  

Households with a 
long-term horizon are 
more likely to plan their 
consumption based on 
their available income 
without incurring credit 
card debt. 

He and Hu (2007), 2004 
SCF

Household portfolio 
choice

There is a positive cor-
relation between the 
proportion of wealth 
invested in risky assets 
and the investment 
horizon.

Household with longer 
planning horizon hold 
more stocks.

Household planning 
horizon has a significant 
and positive effect on 
household risk-taking 
behavior.

Bhargava and Lown 
(2006), 1998 and 2001 
SCF

Meeting the guidelines 
for emergency funds

Households with longer 
planning horizon will 
more likely to meet the 
guidelines. 

Compared to households 
with planning horizon 
more than 5 years, those 
with less than 5 years 
were less likely to meet 
the guidelines. 

Variable capturing fi-
nancial behavior has im-
plications for financial 
educators and planners 
in terms of educating 
consumers.

Rha et al. (2006), 1998 
SCF

Potential for saving If households are ratio-
nal, saving decisions 
will be based on objec-
tive factors and each 
household’s time prefer-
ence. Planning horizon 
variable here was used 
as a proxy for personal 
discount factor.

Longer planning hori-
zons had positive effects 
on the probability of 
saving. 

Not mentioned.

Table 1. Studies that treated saving horizon as independent variables using SCF
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Study, Dataset Dependent Variable Assumptions Findings Interpretation
Wenzlow et al. (2004), 
1989, 1992, 1995, and 
1998 SCF

Wealth-Health relation-
ship

Saving horizon variable 
is a proxy for the indi-
vidual discount rate and 
confounds the relation-
ship between health and 
wealth.

Households with shorter 
time preferences are 
more likely to report 
poor health than those 
with longer time prefer-
ences. Moreover, when 
excluding the time 
preference variable, 
there is a little change in  
wealth-health relation-
ship 

Saving horizon variable 
cannot explain the caus-
al relationship between 
wealth and health.

Malroutu and Xiao 
(1995), 1989 SCF

Preretirees’ perceptions 
of having adequate 
retirement income

Planning horizon for 
saving is an objective 
factor that is measuring 
saving behavior.

Preretirees who planned 
to save within the next 
five years were more 
likely to perceive having 
adequate income for 
retirement compared to 
those without any plans.

Not mentioned

Kim and DeVaney 
(2001), 1998 SCF

Outstanding credit card 
balance among credit 
card revolvers

Time horizon is re-
lated to time preference. 
People who strongly fa-
vor the present over the 
future are more likely to 
borrow money so that 
household’s level of 
debt is positively related 
to higher rate of time 
preference. 

Having a longer 
planning horizon is 
negatively related to the 
likelihood of being a re-
volving credit card user 
compared to those with 
less than 5 years.

Not mentioned.

Munnell et al. (2001), 
1998 SCF

Participation and contri-
bution to 401(k) plan

There is a positive 
relationship between 
planning and saving. 
Short planning horizon 
is associated with lower 
taste for saving and a 
smaller probability of 
participating in a pen-
sion plan. 

Employees with less 
than 5 year planning 
horizon are less likely to 
provide for their retire-
ment than those with a 
longer horizon. 

As employees tend to 
have short planning 
horizons due to misin-
formation, giving them 
accurate information 
about work patterns, life 
expectancies, expected 
Social Security benefits 
could make them more 
forward-looking in their 
planning.

Table 1 (continued.) Studies that treated saving horizon as independent variables using SCF

to the economic concept of time preference, and a shorter 
financial planning horizon indicated higher time preference 
(higher discount rate) and a longer planning horizon indicated 
lower time preference (lower discount rate).  For instance, 
Kim and DeVaney (2001) suggested that people who have 
a high time preference (strongly favor the present over 
future) will have a higher level of debt.  Rha et al. (2006) 
justified including the financial planning horizon variable by 
explaining that households’ saving decisions are based on 
time preference so that the SCF financial planning horizon 
variable was used as a proxy for the personal discount factor.  

than owners.  This study regarded having a short financial 
planning horizon as a barrier to home ownership, and judged it 
as a problematic situation.  He and Hu (2007) mentioned that 
various household characteristics, except for age, were related 
to the financial planning horizon, and foreseeable expenditures 
were negatively related to it, meaning that an existence of 
foreseeable expenditures shortened the financial planning 
horizon. 

All of the studies we reviewed explicitly or implicitly assumed 
that the SCF financial planning horizon variable corresponded 
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Similarly, Wenzlow, Mullahy, Robert, and Wolfe (2004) stated 
“We include measures of time preference for saving in our 
analysis as a proxy for the individual discount rate…” and 
then describe the SCF financial planning horizon variable.  
However, they offered no justification as to why the SCF 
financial planning horizon variable was a good proxy for an 
individual’s discount rate. The Health and Retirement Study 
(HRS) dataset includes the same financial planning horizon 
question that is in the SCF, and a number of researchers have 
used the variable (Beri, 2012; Khwaja, Sloan, & Salm, 2006; 
Picone, Sloan, & Taylor, 2004; Smith, 1995).  As with the 
studies using the SCF datasets, the authors assumed that the 
HRS financial planning horizon variable represented time 
preference.

Is it appropriate to consider the SCF and HRS financial 
planning horizon variables as true indicators of time 
preference?  If financial planning horizon variables reflect only 
preferences, then many economists (e.g, Stigler & Becker, 
1977) would start with the assumption that it was relatively 
stable over time for an individual, and did not change with 
circumstances.  The studies we reviewed that used the SCF 
or the HRS financial planning horizon variables explicitly or 
implicitly assumed that the variables were good proxies for 
time preference.  To test this assumption, further analyses 
are required such as examining the relationship between 

household’s situational variables and the financial horizon 
variable.  This motivated our study, investigating the effect of 
household situational variables on financial planning horizons.

Methodology
Data
In order to conduct statistical analysis for the financial 
planning horizon variable, we used Survey of Consumer 
Finances (SCF) datasets, based on a cross-sectional survey 
conducted every three years since 1983, and sponsored by 
the Federal Reserve Board.  The purpose of this survey is 
to collect the U.S. household financial information such 
as income, assets, liabilities and investments as well as 
socio-demographic information. In order to have a large 
enough sample size for robust estimates of effects, we used 
a combination of the 1992 through 2007 datasets, for a total 
sample size of 25,889. We did not add in the 2010 SCF dataset 
for the analyses presented in this article as 2010 was very 
different from the other survey years because of the Great 
Recession. But our analysis using only the 2010 SCF dataset 
produced generally similar results, and would not change our 
conclusions.
	
Variables
In our study, the SCF financial planning horizon is the 
dependent variable.  The original horizon variable (X3008) is 

Study, 
Dataset

Independent 
Variables

Assumptions Findings Interpretation

James (2009), 
2004 SCF

Renters and owners work At multiple points in the 
process of creating and 
sustaining homeowner-
ship, individuals must 
exchange current costs 
for future benefits. An 
individual with a higher 
discount rate will be less 
likely to complete the 
transition to homeowner-
ship.

Renters have sig-
nificantly shorter plan-
ning horizons than 
owners.

SCF results could reflect 
unobserved financial 
constraints, but results 
showed that self-reported 
financial planning time 
horizons all point to higher-
time discounting. As the 
homeownership transition 
involves decisions to delay 
current consumption in 
exchange for future benefit, 
a higher discounting will 
be a barrier.

He and Hu (2007), 
2004 SCF

Household characteristics, 
foreseeable expenditures

Households report their 
planning horizon based on 
both investment horizon 
and preference on risk-
perceiving frequency. 

Planning horizon is 
related to various 
household character-
istics except for age. 
Foreseeable expendi-
tures are negatively 
related to planning 
horizon

Risk-perceiving horizon 
has stronger effect than 
investment horizon when it 
comes to planning horizon 
of a household.

Table 2. Studies that treated saving horizon as dependent variables using SCF
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categorized into “next few months,” “next year,” “next few 
years,” “next 5-10 years,” and “longer than 10 years,” but we 
recode these categories to “0.3,” “1,” “3,” “7,” and “15.”  As 
recoded numbers were arbitrary, we conducted a sensitivity 
analysis by using categories that were coded into “0.5,” “1,” 
“5,” “7.5” and “17.”  The regression results were very similar 
to the results shown in Table 5.  Independent variables in our 
study are household characteristic variables, which are proxies 
for household situational characteristics.  The independent 
variables include survey year, age, marital status, education, 
race/ethnicity, presence of child, income, current income 
compared to normal income, home ownership, employment 
status, and health status.  Among independent variables, 
marital status, race/ethnicity, education, current income 
compared to normal income, employment status and health 
status are measured as categorical variables.  Survey year is 
included in our explanatory variables to see if there are any 
time trends.  We also included age and age-squared to allow 
for nonlinear effects of age on financial planning horizon.  
Marital status is defined as four dummy variables: married, 
partner, single male, and single female.  Respondent’s highest 
level of education is categorized into less than high school, 
high school, some college, and bachelor degree or higher.  
Race/ethnicity of the respondent includes White, Black, 
Hispanic, and other, a group that is largely Asian or Pacific 
Islander (Hanna & Lindamood, 2008).  In order to allow for 
nonlinear effects, the natural log of income and of net worth 
was used in the regression.  For values of zero or negative 
values, the log of 0.01 was used.  Presence of child and home 
ownership were binary variables, coded as 1 if “yes” and 0 
if “no.”  Current income compared to normal income refers 
to whether current income is higher or lower compared to 
what would be expected in a normal year, containing three 
categories.  If respondent’s current income is higher than their 
normal year, they are in the “income higher” category.  On 
the other hand, if current income is lower compared to normal 
year, they are in the “income lower” category.  If the income 
remains the same, then they are in the “normal” category.  
Employment status is composed of salary worker, self-
employment, not working, and retirees.  Health status differs 
depending on the respondent’s perception of health: excellent, 
good, fair, and poor health.  For the multivariate analysis, 
the reference categories for categorical variables were 2004 
survey year, married, no home ownership, less than high 
school education, White, no child, normal current income, 
salary worker, and excellent health categories.  

Analysis
We analyzed the distribution of the dependent variable of our 

study, which is the recoded SCF horizon variable, and for 
descriptive purposes we found the mean level of the recoded 
horizon variable for each category of most of our independent 
variables.  We weighted the descriptive analyses but did not 
weight the multivariate analysis (Lindamood, Hanna, & Bi, 
2007).  We ran an Ordinary Least Squares (OLS) regression 
analysis of the recoded financial planning horizon variable 
on socio-demographic variables and survey year.  Since the 
original dependent variable is categorical, it is plausible that 
an ordered logistic regression (logit) is more appropriate than 
the OLS regression method.  For this reason, we compared the 
results for Ordered Logistic and OLS regression, and found 
similar results.  Most of the effects that were significant in the 
OLS regression were also significant in the logit.  Therefore, 
we present the OLS regression results because interpretation 
of the magnitude of effects is easier. (The ordered logit 
regression results are available from the authors upon request.)
  
Because of the imputed values for missing data, significance 
tests may be biased unless Repeated-Imputation Inference 
(RII) procedures are used (Lindamood et al., 2007; Montalto 
& Sung, 1996), we used RII procedures to obtain more valid 
estimates of variances and significance levels both for the 
means test in descriptive analyses and in the regression.  
Lindamood et al. (2007) noted that use of weights for 
multivariate analyses of SCF data is controversial, but 
unweighted analyses are better for hypothesis testing.  Nielsen 
and Seay (2014) discussed the issue of considering complex 
sample structure in datasets such as the SCF. The SCF contains 
bootstrap weights to account for the complex structure, as 
well as population weights.  Nielsen and Seay (2014) found 
only one article analyzing SCF datasets that used the bootstrap 
weights (Yao, Ying, & Micheas, 2013).  The Yao et al. (2013) 
article did not mention the controversy about weighting SCF 
multivariate analyses.  We present unweighted RII regression 
results, but none of our conclusions would change with a 
weighted analysis using bootstrap and population weights. 
(Results of a weighted analysis using bootstrap and population 
weights are available from the authors upon request.)

Results
Descriptive Results
Table 3 shows the distribution of the original SCF financial 
planning horizon variable from the 1992 to 2007 datasets.  The 
midpoint and most typical response was “the next few years” 
with 26% of responses, although over 20% gave the “next 
few months” as a response. Only about 14% gave a horizon of 
“next year” or of “longer than 10 years.”



190 Journal of Financial Counseling and Planning Volume 25, Issue 2, 2014

Table 4 shows the mean recoded horizon by categories of most 
of the independent variables and also contains significance 
levels for means tests.  There are significant differences among 
different horizons by most of the household characteristics 
used in this study.  There was only a small change over time, 
with 2001 having a mean horizon of 5.2 years, and 1992 and 
2007 both having mean horizons of about 4.8 years.  The 
mean horizon was 4.1 years for households under 30, and 
the highest mean was for households aged 40-59 (5.7 years), 
and the mean horizon was only 3.5 years for households aged 
70 or over.  Married households had longer mean horizons 
(5.5) than other types of households including partner (4.5), 
single male (4.7), and single female (3.9).  Homeowners 
(5.5) had longer horizons than renters (3.7), and the mean 
horizon increased with education.  Those who had completed 
a post-bachelor degree had the highest mean horizon, 6.0, 
which was 1.5 years more than the mean for households with 
less than high school degree.  The mean horizon was higher 
for households with white or Asian/other respondents than 
for households with black or Hispanic respondents.  As both 
income and net worth increased, the mean horizon increased.  
Households in the 90th percentile of income had a mean 
horizon of 7.5 years, over 4 years longer than those in the 
lowest 10th percentile.  Households in the 90th percentile of 
net worth had a mean horizon of 7.2 years, 3.7 years longer 
than those in the lowest 10th percentile.  Households with a 
dependent child under the age of 18 had a slightly longer mean 
horizon than those without one.  Households in current income 
higher than normal category had a longer mean horizon than 
those with current income about normal, and about 1.2 years 
longer than those with income lower than normal.  Self-
employed households had a longer mean horizon (5.8 years) 
than households with a retired (3.7 years) or out of work head 
(3.6 years), and even higher than salary workers (5.3 years).  
The mean horizon differed depending on assessment of the 
respondent’s health, with the difference in mean horizons 
between excellent and poor health status being 2.7 years.

Multivariate results	
The OLS regression analysis is shown in Table 5.  Most of 

the household characteristic variables, including respondents’ 
age, marital status, education, race/ethnicity, presence of child, 
income, net worth, home ownership, and health status had 
significant effects on the financial planning horizon.  There 
was not a substantial time trend, but as with the descriptive 
results shown in Table 4, households in 2001 had a longer 
horizon than those in 2004.  The combined effect of both age 
and age-squared implies that as age increases, the horizon 
increases until age 43, then decreases, a pattern illustrated in 
Figure 1.  At the mean value of other variables, the calculated 
horizon at age 43 is almost one year higher than at age 20.  
The horizon at age 67 is about one year lower than at age 
43, and the horizon at age 77 is about two years lower than 
at age 43.  Most of the effects in the regression are similar to 
the descriptive results in Table 4.  For instance, single male, 
single female, and partner households had shorter financial 
planning horizons than married households.  Education was 
positively related to the financial planning horizon, except 
that those with a high school degree were not significantly 
different from those who had not completed high school.  
Blacks and Hispanics had shorter financial planning horizons 
than Whites, while there was no difference between Whites 
and Asian/others.  Those with lower income than normal had 
a shorter horizon than those with normal income.  Households 
with at least one child under 18 at home had a shorter 
horizon than those who did not have any children.  The log 
of income and the log of net worth were positively related to 
the financial planning horizon.  Home owners had a longer 
horizon compared to renters.  Respondents who reported poor 
health had a shorter financial planning horizon than those 
with excellent health.  Unlike the descriptive results in Table 
4, employment status had small, mixed effects, with self-
employed having a longer horizon than employees, but other 
differences were not significant.  

Discussion and Implications
Discussion
Researchers who have included the financial planning 
horizon variable in their studies have explicitly or implicitly 
assumed that it is an indicator for time preference, but none 

Category Percent of Total Responses
Next few months 20.46
Next year 13.84
Next few years 25.91
Next 5 to 10 years 25.49
Longer than 10 years 14.3

Table 3. Distribution of SCF Financial Planning Horizon Variable, 1992-2007 Datasets

Notes: Results are weighted to reflect population of U.S. households.
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Category % Mean Sig. Level
All households 100 4.91
Survey year 1992 15.1 4.78 0.2816

1995 16.6 4.79 0.3845
1998 16.6 4.91 0.0629
2001 17.2 5.28 <0.0001
2004 17.5 4.83
2007 17.1 4.82 0.9180

Age of respondent <30 14.8 4.09
30-39 20.4 5.26 <0.0001
40-49 21.8 5.69 <0.0001
50-59 16.3 5.60 <0.0001
60-69 12 4.80 <0.0001
>69 14.7 3.46 <0.0001

Household type Married 51.6 5.54
Partner 6.6 4.52 <0.0001
Single male 14.3 4.69 <0.0001
Single female 27.5 3.93 <0.0001

Home ownership No 33.2 3.70
Yes 66.8 5.51 <0.0001

Education Less than high school 16.76 3.49
High school 33.97 4.55 <0.0001
Some college 18.01 4.93 <0.0001
Bachelor degree 31.26 6.04 <0.0001

Racial/ethnic status White 75.7 5.23
Black 12.8 3.77 <0.0001
Hispanic 7.8 3.54 <0.0001
Asian and other 3.7 5.02 <0.0001

Presence of dependent 
child<18

No 56.3 4.77
Yes 43.7 5.08 <0.0001

Current Income <10,937 10.0 3.17
10,937≤ income < 44,220 40.0 3.94 <0.0001
44,220≤income< 78,158 25.0 5.29 <0.0001
78,158≤income <12,7603 15.0 6.27 <0.0001
127,603< 10.0 7.49 <0.0001

Net worth <43 10.0 3.44
43≤net worth<92,110 40.0 4.05 <0.0001
92,110≤net worth< 285,498 25.0 5.23 <0.0001
285,498≤net worth<727,039 15.0 6.12 <0.0001
727,039< 10.0 7.15 <0.0001

Current income compared 
to normal year

Higher 9.2 5.58 <0.0001
Lower 17.5 4.33 <0.0001
Same 73.3 4.96

Table 4. Mean Financial Planning Horizon by Categories of Independent Variables
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of them justified this assumption.  In order to test whether 
this assumption is reasonable, we regress the SCF financial 
planning horizon variable on household characteristics.  
We hypothesize that if households’ characteristics were 
significantly related to the financial planning horizon, this 
indicates that the financial planning horizon variable is not 
a good proxy for time preference.  Our regression analysis 
confirms that demographic variables of respondents are 
significantly related to the financial planning horizon, 
implying that the SCF variable is situational.  While standard 
economic models regard time preference as exogenously 
given, our interpretation is that the financial planning horizon 
variable in the SCF and HRS datasets may reflect situational 
factors, and does not depend only on respondent’s time 
preference.  

It is plausible to think that one’s financial planning horizon is 
situational rather than only an indicator of a permanent time 
preference.  For instance, a person who is saving for a down 
payment to buy a home might have a short time horizon, but 
the same person after the home is purchased might then have a 
long time horizon, for instance, for retirement.

It is possible that some of the patterns indicate persistent 
differences over time, for instance, individuals who do 
not highly discount future benefits might be more likely 
to complete education beyond high school.  It is also 
possible that those who discount the future less are likely 
to have higher incomes and net worth than those who do 
not.  However, the patterns (see Figure 1) related to age and 
many of the other characteristics seem to suggest that the 
SCF horizon variable is not a time preference, and supports 
the conclusion that it is situational.  For instance, having 
current income lower than normal is related to having a 
shorter horizon, and it does not seem plausible that this 

would change one’s time preference.  Is it plausible that the 
decrease in the financial planning horizon between 2001 and 
2004, both in the means in Table 4 and in the regression in 
Table 5, indicates a change in time preference, or a change in 
situational considerations of the financial planning horizon?  
It is possible, as James (2009) suggested, that a more future-
oriented time preference would make it more likely for some 
to become homeowners, but in our regression (Table 5), we 
are controlling for age, income, education, net worth, and 
presence of a child under 18.  Perhaps part of the effect of 
homeownership on the financial planning horizon is that 
renters who would like to buy a home in the next few years 
might have a short financial planning horizon in terms of 
saving for a down payment.  For similar reasons, it is plausible 
that those with a child under 18 have a shorter financial 
planning horizon because of the demands of having a young 
child.   

Limitations and Implications for Future Research
Limitations.  Our analysis has two limitations.  The first 
limitation is that the analysis does not demonstrate that the 
financial planning horizon variable is not related to time 
preference, only that it is related to many household situation 
variables such as age and presence of dependent children.  
It is difficult to judge whether some significant effects are 
related to situational differences, for instance, the shorter 
planning horizon of households with Black and with Hispanic 
respondents could be related to fundamental differences 
in time preference, but following the recommendation of 
Stigler and Becker (1977), we prefer to think of the racial/
ethnic differences in planning horizon as reflecting past and 
expected situational variables that we do not control in our 
regression.  The effect of education is more problematic for 
our conclusion, as it is plausible that more future-oriented 
individuals are more likely to finish degrees, so that the effects 

Category % Mean Sig. Level
Respondent’s job status Self-employed 13.83 5.77 <0.0001

Salary worker 56.01 5.29
No work 3.94 3.55 <0.0001
Retired 21.81 3.72 <0.0001

Respondent’s health status Excellent 29.72 5.79
Good 46.48 4.93 <0.0001
Fair 18.15 3.97 <0.0001
Poor 5.65 3.11 <0.0001

Table 4 (continued.) Mean Financial Planning Horizon by Categories of Independent Variables

Notes: Significance test is for mean difference from reference category for each variable. Bold is the reference category used in the 
mean test. Analyses weighted by population weight adjusted to reflect sample size; RII technique is used.
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Variable Coefficient Standard Error P-value
Intercept -1.163 0.152 0.002
Survey year (2004)
     1992 -0.076 0.105 0.471
     1995 0.181 0.101 0.074
     1998 0.083 0.101 0.409
     2001 0.315 0.100 0.002
     2007 0.132 0.1 0.186
Respondent’s age
     Age 0.150 0.012 <.0001
     Age squared/10000 -17.322 1.115 <.0001
Marital Status (married)
     Single male -0.277 0.099 0.005
     Single female -0.500 0.087 <.0001
     Partner -0.599 0.134 <.0001
Respondent’s education (less than high school)
     High school 0.140 0.108 0.194
     Some college 0.446 0.119 0.000
     Bachelor degree 1.069 0.112 <.0001
Race/ethnicity (White)
     Black -0.675 0.107 <.0001
     Hispanic -0.999 0.132 <.0001
     Asian and other -0.286 0.159 0.072
Presence of Child -0.320 0.069 <.0001
Log (income) 0.232 0.018 <.0001
Log (net worth) 0.087 0.008 <.0001
Current income compared to normal year (normal)
     Income higher 0.112 0.095 0.237
     Income lower -0.307 0.083 0.000
Home ownership 0.873 0.088 <.0001
Respondent’s employment status (Salary worker)
     Self-employment 0.219 0.076 0.004
     Not work 0.339 0.175 0.053
     Retired 0.129 0.111 0.243
Respondent’s health status (Excellent health)
     Good health -0.583 0.068 <.0001
     Fair health -0.876 0.098 <.0001
     Poor health -1.320 0.164 <.0001

	 Notes: Reference category in parentheses. Unweighted data; RII technique is used.

Table 5. OLS Regression of Financial Planning Horizon on Household Characteristics and Survey Year

dataset that can serve as proxies for time preference, for 
instance, smoking.  Khwaja, Silverman, and Sloan (2007) 
found that smoking was related to respondent planning 
horizon, but the relationship to estimates of time discounting 
was not significant. Therefore, use of the financial planning 

of education on the planning horizon may indicate that the 
planning horizon does to some extent reflect differences in 
time preferences.

There are few variables in the Survey of Consumer Finances 
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horizon variable in the SCF and HRS datasets as a proxy for 
time preference may seem reasonable.  However, our results 
suggest that the financial planning horizon variable is related 
to situational variables, so it does not seem to be a very good 
proxy for time preference, especially in terms of the usual 
specification by economists for time preference.
The second limitation is that our analysis is only for a 
combination of the 1992-2007 SCF datasets.  We did obtain 
similar results in an analysis of the 2010 SCF, but we have 
not performed an analysis of the financial planning horizon 
variable with HRS datasets. 

Implications for Future Research.  Repeating our analysis 
with other SCF datasets and with HRS datasets might be 
useful, though many of the effects we obtained seem robust, 
so that we expect a similar analysis, e.g., with the 2013 SCF, 
would produce similar results.  Qualitative research might 
provide more insights into the reasons for short financial 
planning horizons.

If a researcher thinks the financial planning horizon is 
an appropriate variable that needs to be included as an 
explanatory variable, one of the methods that should be 
considered is using structural models such as path analysis.  
Blalock (1964) mentioned that a relationship that is direct 
in one theoretical system may be indirect in another.  Path 
analysis is a statistical technique that tests the causal 

relationship among the variables specified in the model.  It is 
an extension of multiple regression that allows us to examine 
more complicated relations among the variables by estimating 
the magnitude and strength of effects within a hypothesized 
model (Lleras, 2005).  This method is useful as regression 
techniques can be used that control for all of the variables 
in the equation, while the strength of the relationship of the 
interest can be tested (Blalock, 1971; Olobatuyi, 2006).  Also, 
path analysis tests the fit between two or more causal models, 
and allows for finding the model that best fits the data (Lleras, 
2005).

By using the path analysis approach, a financial planning 
horizon variable can be included as an explanatory variable 
in the model with less bias in the estimates due to causality 
issues.  Wärneryd (1999) suggested that time horizon is a 
robust covariate of saving behavior, which should be included 
in saving models.  However, the true meaning of the financial 
planning horizon variable was not clearly discussed by 
previous researchers using SCF or HRS datasets.  For future 
research, we suggest that careful interpretation of the financial 
planning horizon variable is required by adopting more 
sophisticated methods.

Implications for Financial Educators and Advisors
Financial educators and advisers should consider a 
household’s financial planning horizon in terms of possible 

Figure 1.  Calculated Pattern of Horizon by Age

 Notes: Based on combined effect of age and age squared shown in Table 5, at mean values of other independent variables.
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situational factors, such as needing to save for a down 
payment for a home, or other particular goals. Having a short 
financial planning horizon when the most important goals are 
long-term might be an indication of having a high discounting 
of the future, but ascertaining the goals and needs of the 
household may be complex. For instance, a worker with a 
government defined benefit pension plan might feel that her 
long term financial goals are already taken care of, and might 
instead focus on short-term goals.  Then focusing on a short-
term goal does not necessarily mean that the worker highly 
discounts the future.  Rather, household’s financial planning 
horizon is more related to situational factors, which may vary 
depending on household’s goals.

Practitioners should be careful in interpreting research that 
has used simple single equation estimations of effects of 
household attitudes that might be dependent on household 
situational factors.  Based on our conclusion that the financial 
planning horizon variable may reflect situational factors, and 
not just time preference, future studies using this variable as 
an explanatory variable should use more complex models.  
Assuming that the financial planning horizon variable reflects 
time preference and ignoring possible structural patterns 
may make other independent variables appear to have non-
significant effects.  For instance, both Fisher and Montalto 
(2010) and Yuh and Hanna (2010) used the same dependent 
variable with the Survey of Consumer Finances, but Fisher 
and Montalto (2010) included the financial planning horizon 
as an independent variable, but Yuh and Hanna (2010) did not 
include it.  Age and education variables were not significant in 
Fisher and Montalto’s (2010) study but were significant in Yuh 
and Hanna’s (2010) study.  This may be due to the complex 
nature of the financial planning horizon variable.  
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