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Smoking and Long Term Savings 

• Our project relates and contributes to the literature of time preference, life 
expectancy, smoking, and long term savings decisions. 

 

• We investigate the possibility of different time preferences of smokers in 
the context of long term savings. 

 

• Our investigation relies on unique proprietary data from an insurance 
corporation in Israel. 

 

• We suggest that smokers experience self-illusion regarding their own life 
expectancy. 
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Why is it Interesting? 

• Smoking is considered to be the most significant preventable risk to 

human health, (Wang (2014)). 

• Smoking is responsible for 20% of total mortality in the US since the 

1990s, (Mokdad, Marks, Stroup and Gerberding (2004)). 

• One should ask: 

– Why do people smoke?  

– Do smokers have different characteristics?  

– What is the relation between smoking and financial decisions? – long 

term savings decisions 

 

• We exploit a special feature of pension insurance policies in Israel 

as an interesting test case for smokers’ financial decisions. 
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Smokers Life Expectancy 
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Theory of Smoking and Time preferences 

• One explanation for smoking is that smoking behavior could be explained 
by differences in time preference (e.g. Becker and Murphy (1988), Lipkus, 
Barefoot, Williams and Siegler (1994), Daugherty and Brase (2010)). 
Specifically by, present preferences reflected in higher subjective 
discount rates. 

 

• Smoking as a proxy for present preferences (Munasinghe and Sicherman 
(2006), Huston and Finke (2003) and Scharff and Viscusi, (2011)).  

 

• Ongoing academic debate regarding the exact relationship between 
smoking and time preference (e.g Fuchs (1982), Adams and Nettle (2009) 
and Harrison, Lau, and Rutström (2010)). 

6 



The Annuity Puzzle 

• Concerns that are related to time preference and individual 
choices are also related to long term saving decisions. 

 

• One of the long standing puzzles with regard to long term 
saving choices is the “Annuity Puzzle”: annuities have 
substantial value and under a set of assumptions, retirees 
should generally use annuities to increase their consumption 
in retirement. However, empirical work finds little evidence of 
the purchase of annuities (Benartzi, Previtero, and Thaler 
(2011)). 
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Theory of Smoking and Annuities 
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Data 

• Our investigation relies on unique proprietary data from 

an insurance corporation in Israel. 

 

• The data covers the decision of 18,860 retirees between 

the years 2009-2013. 

 

• The data includes 1,556 retirees with accumulations 

above 500K NIS. 
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Descriptive Statistics 
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* Client with accumulation of over 500K NIS. 



Smokers Prefer Annuities 

• 61% of smokers chose full annuities, where only 

47% of non-smokers chose this option. 
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* Clients with accumulation of over 500K NIS. 



Smoking and Medical Condition 

• (𝟑)𝒚𝒂𝒏𝒏

= 𝜶 + 𝜷𝟏𝒎𝒂𝒍𝒆 + 𝜷𝟐𝒓𝒆𝒕𝒊𝒓𝒆𝒎𝒆𝒏𝒕_𝒂𝒈𝒆
+ 𝜷𝟑𝒚𝒆𝒂𝒓_𝒅𝒖𝒎𝒎𝒊𝒆𝒔 + 𝜷𝟒𝒕𝒐𝒕𝒂𝒍_𝒂𝒎𝒐𝒖𝒏𝒕 + 𝜷𝟓𝒅𝒊𝒗𝒐𝒓𝒄𝒆𝒅
+ 𝜷𝟔𝒘𝒊𝒅𝒐𝒆𝒓 + 𝜷𝟕𝒎𝒂𝒓𝒓𝒊𝒆𝒅 + 𝜷𝟖𝒔𝒊𝒏𝒈𝒍𝒆
+ 𝜷𝟗𝒑𝒖𝒓𝒄𝒂𝒉𝒔𝒆_𝒂𝒈𝒆 + 𝜷𝟏𝟎𝒏𝒐_𝒐𝒇 _𝒑𝒐𝒍𝒊𝒄𝒊𝒆𝒔 
+ 𝜷𝟏𝟏𝒑𝒆𝒓𝒄𝒆𝒏𝒕_𝒑𝒐𝒔𝒕_𝟐𝟎𝟎𝟖 + 𝜷𝟏𝟐𝒔𝒎𝒐𝒌𝒆𝒓
+ 𝜷𝟏𝟑𝒎𝒐𝒓𝒕𝒂𝒍𝒊𝒕𝒚_𝒊𝒏𝒄𝒓𝒆𝒂𝒔𝒆
+ 𝜷𝟏𝟒𝒑𝒓𝒐𝒇𝒆𝒔𝒔𝒊𝒐𝒏𝒂𝒍_𝒊𝒏𝒄𝒓𝒆𝒂𝒔𝒆 + 𝝐𝒊 
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Optimism About the Consequences of Smoking Activity 

on Health and Life Expectancy – a Survey 

• To investigate life expectancy perception by individuals in 
Israel, during March 2015, we obtained the results of an 
online survey of 1000 Israeli residents who were 50-70 
years old.  

 

• Our survey consisted of questions related to life 
expectancy estimations, demographic questions, long 
term savings decision choices and self-health 
assessment. 
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Survey Design – Life Expectancy Perception 

• In your opinion, what is the current life expectancy in Israel (each 

respondent for their own gender)? 

 

• Do you expect your own life expectancy to be lower, identical or 

higher than the average life expectancy you have mentioned above?  
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Survey Data 

• 963 respondents. 

• Average age – 58. 

• 40.1% male. 

• 73.4% married. 

• 17.4% smoking. 
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Main Results 

• 57% of smokers believe that they will live as average. 

• 22% of smokers believe that they will live more than average. 

• Median and mean of smokers responses are to live as average. 

• The results hold for different robustness tests. 
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Conclusions 
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• In contrast to theory, in our sample ,we do not find evidence that 
smokers prefer the present, as they do not choose the lump-sum 
option when retiring.  
 

• Our conjecture to our findings is that smokers do not perceive 
themselves as having a shorter horizon, meaning that smokers 
experience self-illusions regarding their life expectancy.  
 

• Smokers might be over optimistic regarding their subjective life 
expectancy. This seem to affect their long term savings choices. 

  

  



Q&A 

39 


