wd MICHIGAN

BUSINESS SCHOOQL

From the Department of
FINANCE

More patriotic courtries and more patriotic
regions within the U.S. hold smaller foreign
equity positions. Increased patrictism is
negatively related to foreign holdings growth.
The patriotism e.ect remains after controlling
for endogeneity and is robust to controls for
the four standard explanations for the home
bias: transaction barriers, information,
familiarity, and risk. Patriotism explains an
additional 7% of the cross-country variation
of foreign holdings. Economic, political, and
social correlates do not explain patriotism’s
e.ect on the home bias. A 10% decrease in
patriotism is associated with a rise in foreign
equity holdings of 2-4% of total country
holdings, a 29-48% increase.

WORKING PAPER SERIES

LEADING IN THOUGHT AND ACTION



Patriotism in Your Portiolio

Adair Morse and Sophie Shive”

November 11, 2003 (Veterans’ Day)

ABSTRACT

IMMore patrictic countriez and more patriotic regions within the .8, hold smaller

foreign equity positions. Increased patriotizm is negatively related to foreign hold-
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effect remains after controlling for endogeneity and is
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robust to conbrole for the four standard explanations for the home bias: fransac-
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. Economic, political, and zc

cial correlates do not explain patrictizm’s effect oo the home bias. A 10% decraase
in patrictism is associated with a rise in forelgn equity holdings of 2-4% of total

country heldings, a 20-48% increagse.
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Why do people bet on home sports teams despite unfavorable odds? Why do employees
allocate retirement savings to their employer’s stock despite having their npnan capital
mvested in the firm? And why do investors over-weight their portiolics with domestic

7

stocks? In The Kcomomics of Discrimination, Becker {1957) establishes that discrimi-
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nabion bears o cost which the free-market will be unwilling fo pay. In this paper we are
oncerned not, as Becker was, with discrimination against people, but discrimination
toward home entities. In particular, investors discriminate in favor of domestic stocks

in their porticlios.

The disproportionately large allocation of & country’s aggregate eguity mvestment

to domestic assets is known as the equity home bias. French and Poterba {1291), Tesar

and Werner (1095), and Fastor (2000} empirically docuraent, that jnvestors” domestic

holdings are guite high relative to an optimally diversified porticlio.” The CAPM pre-

-

dicls that an imvestor will hold the world market portfolic of ¢

all countries i proportion

-

to each coundry’s market capitslization (Lewis, .]_999), Taking into account returns to

uman capital, which generally follows the counfry’s fortunes, mvestors should invest

ik

aven less in their home country (Baxter and Jermann, 1837}, Country portfolios with
small domestic holdings are, howaver, simaply vot observed. [t 1s not surprising that Ohb-
stfeld and Rogoff {2000} categorize the home bias as one of “the six major international
macroeconomios puzales”. The finance and economics hiteratures give four principal
explanations for the horoe bias: the presence of transactions barriers, information asyrm-
metries between local and foreign investors, familiarity bias and unaccounted for risk
or uncertainty. A simple explanation has been omatted. Could 1t be that investors’

serdtimant toward their country explains part of the equity home bias?

Consider again the betior choosing her team, and the emplovee choosing & pension

allocation. Presumalbly, a bettor derives utility from a home victory, and an employes
enjovs secing her firm succeed. i the individual 1s risk averse, portiolic theory would
then require that the beltor put money on the opposing team, and the employes short
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the company stock, Uhis hedging is rarely chserved, and this raay be doe solaly to tack of

*Hrench and Poterba calculate that U.S., Japaness and UK. investors held 94%, 98% and 82% of
thelr portfolios in domestic agseta.



familiarity with the opposing team or other firms, which generates the ambiguity aversion

described in the psychology literature. Lovalty, however, seems iike s more plausible
cause: to scme, the thought of betting against & home feam or shorbing employer stock
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nay seem disloval, and to others, the home team and the company stock are simply
percaived as the best bel. The same pairiotism-induced lovalty can be considered for

international diversification dedisions.
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ignificance of patriotism has not previously been examined, even

though anecdotal evidence shows thal pairiotic investing 1s not s new phenomenon. In

P

the United States, the promation of government bowds using patrictic rhetori: dates
back at least tc the Civil War, when war bonds served to finance the Union effort. War
bonds are still used today. After the September 11th, 2001 terrorist attacks, Series I and
2F Treasury Bonds were renamed ‘Patrict Bonds’, and their sales rose to $6.6 billion, a
43% increase over the previcus year (Sulon, 2001}, Patriotic investing is not restricted
to government securities. After Septeraber 11, 2007, the U.S. markets vamained closad
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for & week, and much speculation ensued as to how far the indices would drop. Mass

o

nedis encouraged patriots of the country to hold on to their stocks.? The notion that
investors nught heed calls 1o patriotic bebavior has a clear implication; it seeras that

patriotism may affect markets.

This paper explores the role of patriotism in explaining the equity home hias, Our

fivpothesis 18 that more patriotic investors choose to invest more of their portiolio at
home. Since the effect of patriotism is not 1 conflict with the existing explanations of
the home bias, our aim 18 10 assess whether patriotism can significantly explain variation

oreipn equity holdings alter controlling for the eflects of exisiing theories.
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We use g palriotism score from the University of Michigan's World Values Survey.

The survey asks individuals it 53 countries whether they are proud to bhe a national

“The Boston Giobe related a story of an individual who “wondered whaf would happen 9f cvery
red-blooded American... bought a few shares of thewr faverite siock on Monday” (September 18, 20015,
A Novernher 2001 article in Money criticizes the call for a ‘pateiot rally” to prep up the market on the
day it re-opened after September 11, 2001 {Frederick, 2001). In & November, 2001 Spectrem survey of
affuent investors, 52% of respondente sald ,L N(.-!lld show their patrioli
U5, companies.

s b‘r making investments in



of their countiry. Using

et

he country average of responses to this question as a measure

of patrictisim, we show thal patriotism 1s significant in explaining the weight of foreign

ety

equities in the country’s total equity hoidings. In further tests, a i

rat difference across

survey vears shows that greater increases i

patriotism are accompanied by lower positive
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changes in foreign holdings. We find that higher palriotisim scores are associated with

iower foreign holdings in the nine U5 census regions as well.

'The significance of patriotisni remains after inclusion of controls for the other expla-

nations for home bias. We find some support for information and famibarity explans-
tions nour panel, and we find strong support for the transaction barriers explanation.
After controiling for the standard explanations for home bias, patriotism explains 7%
of the variation in foreign equity holdings. A 10% decrease in patriotism Is associated
with a rise in foreign equity holdings of 2-4% of total country equity, which in the U.S.

P

represented 260-440 bidhon dollars 1n 1996,

We perform several robustness tests. To control for possible endogeneity, we in-
strument patriotism with a religion score from the World Values Survey and document
that instromented patriotism is sigmificant in explaining foreign holdings, We find no

evidence that investors extrapolate past country returns or predict future returns. We

We find that patricts are governmental minimalists, have less income and education, and
belong to a soctal identity. Of the correlates explored, GDP per capita, the percentage

of the population with a secondary education, and the average propensity of residents to
undertake charitalile activitias can explain part of the vanation in foreign equity hold-
ne of these correlates negaies the significance of patriotism in explaining foreign
holdings. Finally, we present evidence that countries with lugher investor protection
nvest a larger percentage of their equily position abroad. Investor protection variables

do not diminish the significance of patriotism.

The remainder of the paper is crgamzed as follows, Section I discusses why mvestors’
patriotism can affect their equity holdings. Section 6 introduces the dala used in the

study. In Section L our main results are presenied showing patriotism and instrumented



patriotism significant in explaining the home bias. Section IV contains a variety of
robustness tests, including tests on the correlates, instrumented patriotism, and mvestor

protection sxplorations. The last section concludes,

I. Why Patriotism?

Appesls to patriotism sppear to influence purchasing decisions in many countries,

but to our knowledpe no study has documented the impact of patnotism on portioho

1)

selection. The explanations of transaction barriers, risk, and information asyvimetry

have not fully accounted for the magnitude the home bias. Recently, Grinblatt and
Keloharju (2001}, Huberman (2001), and Bhattacharya end Groznik (2001} find that
farniliarity might also play a role In explaining the bhome hiss, Familiarity biss s a
spacial case of ambiguity aversion, in which nvestors dislike assets when thev do not

know the distribution of returns.® Familianity biss is ambiguity aversion brought o

]

by proxumity o certain firms, independently of having mnformation about the frms’

prospects.  Huberman {2001} finds that investors prefer to invest in local telephone
companies, Grinblatt and Keloharju (2001} find that Finnish investors prefer stocks of
domestic firms, especially those firms which communicate 1n Finmsh and are operated
by Finnish executives, Although the authors hypothesize that local biaged investing

is due to familiarity biss, the results of their study are also consistent with patriotic
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vesting, Our approach is novel because we provide evidence that o hehavior in addition

to familiarity is at work in home biased choloes, The familiarity hypothaeses would predict

that knowledge of any stock’s expected return distribution, regardiess of nationality,

would make 1 attractiive to mvestors., Our hypothesis predicts that lovalty also canses

mvestors to invest at home.

Several closely related puzzles of home-focused choices can help us understand how

patriotism aftects the decision to invest, The first 18 in the sports betting market, and

e . - . - - . ; » N
*In hie 1961 experiment, Bllsberg finds that people prefer to bet on draws from an urn when they
learn that the proportion of winning halle is one half than when they do not know this proportion {and

thus the best estimate of it is one-half).

A



asset allocation.

she 1s risk averse and uti

o
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utility thecry predicts that she will hedge

a payofl in the case of a loss. Conirary o this p

their home team, even with unfavorahle odds {G

cheerves that illegal hookmakers tilb the odds agains

balance thelr bools.

A second related puozzle is the patiern of 401(k)

disproportionate amounts of their discretionary 4

s

company stock. For example, Benartzi {2001} finds

{ U(
only 16.4% of respondents believed
versified
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theory in that they fail to diversify away a firma’s unsystemal

o

employer

e ant Pt
ot stock 15 the asset most cory

thus (ignoring the

o

emaployer stock, not hold 1

The home?
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proximity to the home team and to the firm sllows 1
bution of expected returns, thus lessening ambiguity
do just that. Thus far, there has been no way o

theory and the alternate theory of investor loyalty

" paper to our knowled ckles loyal &

¥

sions, Cohen (20 '_‘!) shows that

and suggests that loyvalty Is a driving
frm. [n conglomerates, each doliar

conglomerate, and thus dibites the

“He also finds that past returns influence, but do not
extrapolate

a whole alioc
ee, e.g. Huberman and Sengmller {2002},
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ity

by betling on

70 of their discretionary contributions to Coca-Cola shares.®
that their company

401{k} allocations strongly contradict

shai‘eholderfs} 3 ratlonal agent
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Lhe tnvestor Lo

enployees invest less
force behind enaployvee mvesiment
© of investment is spread
investment in the home firm,

sast returms in thelr decisions to invest n company stocke.
ated 9% of its value to the firm stock.

Consider an amateur sports bettor.

a home viclory, expected
the opposing feam, to derive

o

srediction, individuals tend to bet on
ray and Gray, 1997} Strumpf {2003)

home teara bets 1n an ath
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portiohio sllo ns. People |

01(k} retirement assets in their own

that Coca Cola employees allocate
in Benartzi’s survey,

stock was more risky than a

Mesn- varisnee
the

tic isk.” BEven worse,

elated with the emplovees’s human capital, and

should short

be explained by famibharity alone:

understand the distri-

aversion. In fact, Boyle ef, a {2003)

\

distinguish between the familiarity

towards the home entity.

affeciing i

behavior

in their firm i 11 is o conglomerate
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In the case of patriotic

fully explain, these decisione: emp]ome*-
’1 he retirement fund of Usca-



investing, we are able {o begin to disentangle ioyalty from farmiliarity. But familiariiy
alone cannot explain why more patriotic nations invest less abroad. Why is this se? A
conntry’s residents may be more familiar with their own markets®: however, faniliarity
with a market should be independent with the strength of patrictisn. In this paper, we

- 4
i 4

show that loyslty is at least partly responsible for home bissed investient behavior.
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i

Patriotic feelings, or lovally towards s home country, can affect investment cholce
in both sieps of an investmenti decision-making process: evaluating the performance of
a security (a stock or a team) snd making a portfolio allocation decision. The effact of

iovalty in the allocation decision is addressed first. Investors may correctly estimatbe the

mean-variance characteristics of a home siock, team oy firm but are driven by loyalty to

aver-invest in i, As explained in Akerlof (1983, local layalty may bring tang

v =] ;_

iobs, improved Infrastructure,’ and tax receipts from local corporations, some

T
1
v

such as

of which may be returned to the mvestor., The following anecdote provides an example.

A central bank in an emerging moarket brought in o new director of the
pension fund department.  After studying the portfolio, the new divector
approached the head of the ¢

sirategy. The central bank head quickly rejected the plan, QXFLAHIHJ that
the fund mvestment was not to go abroad becavse the country needed capital
for growt!

virad hank with an international diversification

Allocation decisions may be influenced by lovaliy even if there is no monetary exter-

nality assoclated with such mvestment, Invesiing al home may generate ulility in the

form of the approval of others and the feeling of contributing to society, and this moay

i

recluce regret if the investmenti has low or negative refurns.
Business week captures the Septeraber 11th loyvalty investment sentiment in the following

Patriotism is e:pui Aly evident when it comes Lo the financial services sector.

Suddenly, buying stocks in & down market is » daty.®

“Or in the case of Groznik and Bhattacharya {2002)
miore familiar with partioular other counbries’ iket‘.
"Huberman {1997} shows that people m\feat a large portion of their portfolios in their local phone

, immigration may imply that residents may be

COMPAnLY.
®Diane Bradley, Business Week November 8, 2001

[



it -

In essence, lovalty enters the utility function, whether or not the home entity benefits
from the investment. Home hetting or own firm 4CG1(k) investing may generate & pride

whility o supporting the home antity

‘The second way in which loyally can affect investment decisions 13 by biasing in-

o

vestors” estimates of the risk-reward characteristics of o home investment propositior

> to Kahmeman and Lovallo’s (18935 “nside view” bias, loyal insiders may iden-
tily strongly with an crganization and may find it difficult to hold an independent view

on the expected returns to company stock. Investors may have similar trouble evaluai-

J

ing thelr home market or home team obiectively. Selective thinking caused by an inside

Ly

view could elicit either overestimation of the mean return (optimism) or underestima-

i+

tion of the associated risk {overconfidence).” Optimism can feed on itself
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e convinced that their home market 13 superior and selectively ignove contradictory
evidence!? Simularly, Heath and Tversky {1591) find evidence that overconfidence in-

creases with familiarity.!! We have outlined the importance of loyalty and the ways in

-t

which it can affect investment. In the next section we will test whether this effect exisis.

il. Data

The Appendix provides sources for all the varisbles used in the study. Patrictism
data come from the World Values Survey (WVS) conducted during twe periods, 19%0-

1992 and 1995-1997.12 Ady

Iy

its over the age of 18 were interviewed face-to-face in 53

—

y

countries. We focus on individuals’ responses to the question: “How proud are you to be

[substitute nationality/?” . Our measure of patriotism is the mesn country score. Table

Wilka and WC er ‘4(;(30} provide survey svidence that German and American students overestimate
their own country’s future performance, and Strong and Xu (2003 find this bias among fund managers
in countries s Lotlnd the world, Tesar and Werner (15895) estimate tl*at the lack of diversification due to
the homea blas could be explained by a 620 to 800 basis peind over-estimation of domestic returms,

¥Far more on helief persaverance and confirmatory hias, see Rabin (1998),

B Overconfidence is explored for example in Odean, (1998} and Barber and Odean, (2000}, The
“itusion of control” (Langer 1375}, in which pecple treat chance svente as controllable,
invegtors fo perceive lo.wer risk die to their influsnee on the cutcome.

“The survey is conducted and held by the Inter-University Consortium for
Research at the University of Michigan.

nay cause

Political and Socia
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1 iists the patriotism scores for the two survevs. Irom fhe first to the second survey,

ok

mearginally from 3.28 to 3.34.2 The 1990-1092 survey sugpests

[

{he mean score increased

that New World countries are more patriotic than Old World couniries, but the larger
1895-1997 survey resuits are more diverse witiin income and location groupings.
(e measure of forelgn equity holdings is the percentage of foreign equity in a coun-
iry’s aggregate equity portioiio. We caleulate s weight of foreign holdings relative io
o | R

total holdings (FEH) as follows:

o Foreign equily Roldings .
FEH o g1 equey g (1)

Markel camtalization 4 Foreign equity holdings — Foresgn egualy habilities

Foreign equity holdings and foreign equity Hahilities are from the IIFS database. Market
capitalization data are from the World Bank’s World Development Indicators {WDI)

.
15
i

database. While the survey inchides 53 countries, the avadability of foreign holdings

restricts our sample to 40 observations, encompassing 33 countries. Seven countries

have data for both 1991 snd 19965 In order to supplement this sample

ple, we collect
sirailar data on foreign Investroent for the nine United States Census reglons from the

1997 Survey of Consumer Finances,

3 s

‘There are four standard explanations for the equity home baas. The first is that the
presence of transactions costs limits investing abroad. We measure transactions costs
with an indicator of Capital Account Resinctions from the IMEP Erchange Arrangements

and Frchange Restrictions Annual Reports, An alternative measure of transactions cosis

is tariff and non-tariff barriers to irade from the Kconomist Intelligence Unit (EIU)

Daisbase. The index ranges from 1 (few barriers) to 5 (many barriers).
= A\ A ol

"The second commen explanation for the home bias is the lack of information ahout
foreign equities. Our measure of information 18 airline departures per capita from the
W database. We also consider other information variables such as mobile phones and

newspapers per capita from WDI as well as distance and gravity measures from Great

=)

T3Tor the conntries participating in both surveys, the average score increased form 3.20 to 3,30,
Ur results remain if we simply normalize foreign equity holdings by market capitaliz c't]OU
15 A Heclman selaction test faile to reject that country selection is independent of CDP and market

capitalization with respective p-valuee of 0.79 and 0.42.



Cirele. The third explanation for the home bias is a lack of familiarily with foreign

investment opportunities, Following the principles in Groznik and Bhattacharya (2003),
our familiarity measure is the percentage of the population that is foreign horn, taken

from the WDI database.

‘The forth standard home bias explanation is the lack of an effective diversification
benefit, The risk-reward tradeci variable is constructed as the country Sharpe ratic
miinus the rest of the world Sharpe ratic. We use five years of prior monthly returns for
market indices from Datastream. We alse caleulate simple correlations for each of these

ndices with the rest of the world.

We test whether econcrmic, political, and social correlates of pstriotism could be driv-
SUNCIIC I SR T TORNURUIROIE, SR S e G v (AT
ing our findings. Beonoric variables which are correlated with patriotism score are GDI
per capita from WD and fax revenue collections per GDE from the University of Michi-
gan’s World Tax Databage. Political correlates are two measures of political swareness

from the WVS, The pobtical measura Discuss Foittics tollows from the question “ When

you get together with your friends, would you say that you discuss political matters fre-
quently {3), occasionally {2), or never (1)77. Trust Government is derived from “Could

you iell me how much confidence you have i the government in [insert capital ci;

o great deal (4}, qurte o lot {8), not very much {2}, or none (_Z‘}:?”, Social correlates
of patriotism include percentage of rural population, ethnobnguistic fractionalization,
and charity., Rural population percentage s the percentage of populstion that lives in
rural areas, from the WD database. Ethnolinguistic fractionalization is a measure of
linguistic and ethnic group dispersion ranging from O (not very divarse} to 100 {very
diverse) from Hasterly and Kraay {1929). Charity is from the WVE question which asks
whether the respondent is en active member (3), wmactive member (2), or not a member

{1} of a recognized chardable erganization.



III. Empirical Results

‘The central finding of the papar is depicted in Figure 1, plots of pairiotism against
i - L Goar " 1 . . L 0 A [ - . 0 - .
foreign equity holdings for the two survey periods. These figures suggest a decreasing
hnear relation hetween patriotism and foreign equity holdings. As reported in column
1 of Table I, a simple regression including a duminy for the 1995-1997 survey period
shows that patriotismy 1s significant in explaining foreign investinent, with an H-square

of .21 A one-unit increase in the patrictism score s associated with a 11 percentsge

point decrease i the proportion of toreign holdings in an average country’s portfolio of

equities.

To further investigate the role of patriotism on foreign equity holding

the seven countries that are present for both survevs in our sample. Gur hypothesis is

[y—

that when patriotism rises, foreign holdings decresses more {or increases less) than in
instances when patrictismn falls. Since data constraints mhilit more formal tests, we plot

changes in foreign equity holdings against changes in patriotism. Figure 2 shows that

while there are only seven countries in the sample that have data from both surveys
foreign investment increases Jess when residents become more patriotic. !’

A, Additional U.S, Investor Evideunce

We have presented initial cross sectional and time series results showing the negative
association between patriotism and foretgn holdings, Would patriotism explain portiolic
variation within countries? To control for cross country variation, we obtain patriotism
data from the 1995-97 WVE for nine reglons in the United States and compare them

to foreign equity holdings reported in the 1997 Survey of Consumer Finances, We use

—

household income as a proxy for net worth and normalize foreign holdings by this igure,

Foreign holdings are plotied against patriotism in Figure 3. The more patriotic regions

%"The significance of patriotism holds irrespective of the clusion of potential outliers. WNo variable
has a DF Bata larger than 0.50. Cook’s distancas and DEFite measures are within reasonable limits,

" The figure also suggests thab both increasing globaliem and increasing pabriotism characterizes the
period betwaen the 1990-1992 survey and the 1985-1997 survay, Uermany is the exceptional in its large
decresse in patriotism, possibly becange of the econcmic straing from unification during the period.

i
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the lesst in foreign equilies. Evidence again supports the hypothesis thal more patriotic

mvestors are more home biased in thelr Investments.

B. Standard Explanations for the Home Bias

N

The four standard explanations proposad tor the equity home bias are transactions

1
i

barriers, information, familiarity and risk measurement.”” We briefly discuss these stan-

Iy

dard explanations and include measures for them in the estimation model.

B.1. Transactions Barriers

Transaction barriers should negatively affect foreign investroent, somewhat like a

tax paid on the absolute value of the holdings of foreign stocks (Stulz, 1981). Barriers

moay be restrictions on capital outflows or frictions in repairiation of capital gains and

|-t

dividends, The home bias iiterature generally concludes that transaction barmers are

[N

significant in impeding flows but are not economically large in explaining the biss.!?

Our principal measure of transaction barriers is the [IMEFs capital account liberal-

ization indicator variable® Columns 2 of Table Il reports that transactions barriers

are negalive and statisticslly sigrificant in explaimng foreign holdings, indicating that

transaction barriers impede outflow of funds into forelgn equities.®! When we include

-l

patriotism in column 4, both variables remain significant; the results suggest that patri-

otism explains a portion of the home bias separate from that explained by {ransactions

B}

harriers.

1A fifth argument from recent work by Rowland and Tesar {2000} is that individuals diversify hy
investing in mul Itinationals.

“See Uooper and Kaplanis (1994}, Tesar and Werner (1995}, rrunza, Hogan and Hung (2000},
G’\aaman and Riddick (2001} and [ou‘rh, Ahearpe, Grisver and Warnock (200 L)

#0me could measure barriers in terms of liberalization of capital markets {Bekaert and Harvey, 2000;
Charl and Henry, 2003}, However, iberalization studies tend to consider (unlv the opening of a rarket
to Hows from abroad, not outflows of investment. Additionally, Bekaert and Harvey's (2000} coliection
of financial liberalization dates all pre-date cur fivst survey penud 1900-1992. We seck a measure of
differential liberalization, not liberalization per se.

4 A measure of tariff and non-tariff barriers from the iU database vields similar

bt weaker resulte.

[
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B.2. Information

Brennan and Cao (1997} develop a model of internationsal equity portiolio investment
flows and show that differentisl information among investors can affect their investrnent
decisions. A number of empirical studies confirm this. There is conflicting evidence,
however, on whether information affects foreign holdings. Using Korean data from 1997-
1898, Choe, Kho, and Stolz (2000) find that domestic individual, but not institutional,
investors have a small information advantage over foreign investors. In U.5. data, Cova,
and Moskowitz (2001} show that mutual funds earn sbnormal returns when they invest in
nearby firms. Froot, O’Connell and Seasholes (2000) show that datly international fiows
can forecast future equity returns, suggesting that foreign investors may have superior

information.

In a first test, we mnvestigate whether home biased investors have superior informa-
tion ghout their home market. This is unhkely because all countries in our study are

extremely home biasad, and ali markets cannot be above aversge. indeed, we find that

the more home biased countries do not have subsequently higher five-year monthly index

1t 15 possible that investors only have an information advantage over individual stocks.
If this is true, then investors who have more information about foreign stocks are more
likely to buy them. Alrplane departures per capita is a natural measure of informa-

tion about investment opportunities in other countries. Airline departures captures

comimerce being transacted, as business travellers are usually a large fraction of airline
clientele. Additionally, in as moch as airplane departures are international, departures

captures potential occasions for learning about foreign investraent opportunities.®® Ta-

)

0
'—‘S
,;:

ple I, columns 5 and & shows that sum of market capitshzations is significantly and

positively related to foreign equity holdings. The larger the number and economic sig

b

“Mobile phones and newspapers per capita yield the similar vesnile to the resulis nsing airplane
departures. In fact, correlation is larper than (.65 among newspapers, mobile phones and airplane
departures. Gravity and distance measuras such ag the average distance betwesn & country and all
other countries, the number of contiguous countries, and the physical cize of a country ars not significant
in explaining foreign heldings. Uslng the sum of market capitalizationg of contigusus countries yislds
similar results as airplane departures.

L
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nificance of nearby countries, the more willing residents are to hold ioreign equities.

,-:._4

both

p--.l

el

==

When we add patriotism to the moc variables remain significant, suggesting

that both infermation and patriotism are important in explaining the home bias, The

resulls from column 3, however, indicate that inchision of the transactions barriers along

with the imformation variable and palriotism negale the sigmificance of the information

variable.” Our data are not sufficiently rich to identify the role of information separate

irom that of transactions barriers,
B.3. Familiarity
The home bias could simply refiect the fact that people dislike ambiguous situations,

and prefer to mvest in the familisr even without supericr information.® Heath and
Tyvarsky (1891} find that people underweipht choices of which they have difficulty un-
derstanding the distribution of cutcomes. Bhatiacharya and Groznik (2002) find ths
U5, investient in s country increases with the income of the U8 immigrant populs-
tion from that country and conclude that toumigranis prefer o mvest their couniries of

origin. interestingly, the authors find that the level of investment in {oreign countries is

]

unrelated {o language or physical distance, which should affect information scguisition.

Bhattacharys snd Grosnik's results, like Grinblatt and Kelojaru’s (2001} findings with

|
Finnish investors, are aiso consistent with the possibility that immigrants invest close

Lo home out of patriotism.

. H

{Our measure of familiarity i1s the foreign percentage of foreign-born residents of a
ntry. Table II, columns € and 7 show that it is very significant in explaining foreign
holdings, which confirms Bhattacharya and Groznik’'s results. The patrictism vanable,

however, remains significant in regressions including forelgn population. This sugpests

that above and beyond fanmuliarity, people irivest at home out of patrictism.

“hven without the inclusion of SharpeWorld, our risk measure, Airplane Departures loses its signif-
lcance in the grcucw.e of Barriers.

M jterature on familiarity is summarized by Barberie and Thaler {2 1023,

i3



b.4, Hisk

An investor may choose to nvest abroad to mitigate finsncial risk, and the benefits
to doing so may vary by country, The sxtent of these diversification benefits 1s difficult
to estimate, however, because correlations betwesn couniries tend to increase in hear

3 25 o 0t
markets,” Our risk variable s the difference between a country’s bharpe ratio and the

o

rest of world Sharpe ratio, constructed using 5 prior vears of monthly returps.®

b=}

i)
"'\"
;.4

]
-

World captures the difference in Sharpe ratio between investing at home and investing
in the world portfolio. A larger SharpeWorld would be indicative of less motivation to

N
13
!

: : LTy T £ . ; . o o o7
invest abroad, Results from this model are presented in columns 7 and 8 of Table IL

Our risk variable 1s not significant in explaining foreign holdings.

B.5, Eeonomic Significance of Patriotism

=

£ Table II brings together owr

Is patriotism econcomically significant? Column 8 ¢

~
T
i

neasures of transactions barriers, information, famillarity and risk., Clearly the variables

3

are collinear, and the number of observations is small, but we present this model to

I

highlipht the persistent significance of patriotism in explaiming the home bias. The

gression coeflicients of patriotism on foreign holdings in Table L ranges from -0.080 o

-0.132. Hence, for example, a ten percent decrease in the ohserved 1296 US. patriotism

score of 3.73 s associated with a rise in forelgn holdings from 11% to 14-16% of total

“

squity holdings, (a 27-45% increase}. Given the U8, total holdings in 1996 of §9 triflion,

this implies U.S. investors would have allocated $260 to $440 billion more 1n equities
to foreign posilions. For the mean country in our sample, similar calculations yvield an

r

. . : - . . N - LA T Bl 5 FARES i [ S T el Fat s
average rise I foreign equity holdings from 8% to 11.6-13.3% of total equity {a 30-60%

pmat e

ncrease) for & ten percent decrease In patrictism. The estimated effect of patriofism 1s

aconomically significant,

#8ee Ang and Bekasrt {2002}

2We algo construct a modified version capturing past returns to currency positions, but this variable
only increages the nolse in meagarement

T interestingly, using simple cor i"elaimm of the country index with a rest of world index yields a
significant and positive coefficient. Thiz counters portiolio theory but supports the idea that markets
may be segmeanted. [nchusion of the transactior bamor variahle negatas this significance.

14



Table 111 alse shows the estimaied change in foreign holdings for a one standard
deviation change each of the varisbles of the full model of column 8, Takie II A one-
standard deviation positive change independently in patrictism or transaction barriers

-

results in a change In the foreipn holdings percent by -3% of total equity holdings. The

)
final cohumn of Table 111 presents the change in R-Square thal cccurs when adding esch
variable o the otherwise full model, Our resulis show that compared 1o a regression of

barriers, information and risk on foreign holdings, the regression of patriotism, barrier

"

information, fsmilisrity, and risk explains 7% more of the foreign holdings varisiion

Three conclusions arise from this section. First, patrictisio is significant o explaining
the home bias, controliing for measures capturing the standard explanations. Second,

vl

the results present strong evidence for the role of transaction barriers, some evidence

H

tor the role of information and familiarity, and no evidence risk in explaining the home

bias, Third, patriotism has an economically significant effect on foreipn equity holdings.

C. Endogeneity and Instrumental Variables

We explore whether the significance of patriotism is due to endogeneity. Coudd it
1 F et o - vy e racidonta prveos Foavrontia v atrietie e o T LYY T T
be thal a country’s residents grow differentially patriotic because of varying economic

rosperity created by markets or economics? Using LIBOR as the rigk-free rate, we

"d

construct the one, three and five-vear lagzed excess market returns for esch country in
cur sarnple. In an unreported regression, we find that lagged returns do not explain the

broportion of foreign equity holdings, either by thernselves or as an offset to patriotism.

[
[

These returns also do not explain the patriotism score.

anl

fo control for the potential that an omitted economic variable 18 simultaneously
driving foreign hoidings and painotism, we mstrument patriotism with a WV5S ques-

tion asking respondents how Important religion is. Beligion 18 an appealing instruraent

for patriotista for a number of reasons, Attachment to the nation may be stronger

Forsy

or societies in which religion plays a strong role®® Religion is not an economic vari-

ZCountry loyalty is encouraged by some raligions, For example, the New Testament quotes Jesus ae
saying, "Render to Caesar the things that are Caesar’s” (Mark 12:17). In Judaism the obligation of



able. s lmportance to respondents should not be correlated with any omitted variable

that is endogenous o patriotism and foreign holdings, The correlation between religion
and patriobism is 0.57. As a first test of the appropriateness of ouwr mstroment, the

correlation between religion and the residuals of the full estimalion model of foreign

f—

wldings patriotism, barriers, information, and risk on foreign heldings 16 -0.01 and not

significantly different from zero. in the fivst stage of a 25L8 procedure, our mstrunent

significantly covaries with patriotistn with an R-Square of 0.44. The coefficient of in-

strumented painotisim on FEH i1s -0.108 with o t-stalistics of 2.61. A Hausman fest of

0
—t-
Py
R

the equivalence of the instrumented and the QLS patriotism coeflicients strongly {ail

reject the equivaience.

IV. Robustness Tests

Three key arguments arise that might threaten the robusiness of our results. First, a

covariate of patriotismn might be causing its significance in explaining the home bias. The

-
i

second robustness concern 18 that equity investment is tvpizally undertaken only by the

upper income earners. Finally, the nature of investor protection of a country might he

correlated with hoth country pride and imvestment choices {Dahlquist, Pinkowitz, Stulz

and Williamson, 2003}, We test these possibilities and find that theyv do not negate the

=]

eifect of patrictisin on the home bhias.

A, Correlates of Patriotism

Perhaps factors associated with a comuntry’s patriotism score drive the patriotism-

T ]
H i
1 i

foreign equity holdings relationship displavad in Figure 1. In this section, we consider

e
whether economic, political or social correlates of patrictism drive the home bias result.

We find that pairiciism s correlated negatively with country income, educslion and

oyalty towards one’s land ‘\ﬂ g., Jeremiah 23:7) ie written by the prophete. One of the core teachings
of K'ung Fu T=u i\(/Oﬂf'.,l(.l!l ywas Chung or lowlt) to the state,



the burden of the government. Patriotism is positively correlated with iaith in the

government and social identities,

H country-wide wealth and education are reflective of societies being roore pleasad
with the performance of their governments, wealth and education should be positively

) 3

ted to patriotism. Conversely, if more wealth, educaled people know more about

-
L"\
.
b
=

the rast of the world, wealth and education should be negatively related to patrictisn.
Partial correlations among the correlates variables and patrictisin are reporied in Table

IV, Controlling for the survey vear, palriotisin is sirongly negatively correlated with

GDP per capits and with the percentage of the population with secondary education.

Regression resulis of foreign holdings on patriotisin and either GDP or education are

reportad in Table V. Both GDFP and education can explain part of foreign holdings

bevond the effect of patriotism, but neither negates the sigmiicance of patrictism.

i o}

The burden of government s measured econornically ss tax revenue collected nor-

malized by GDE and palitically as the WVS response scare to the question: “How oftan

=

do you discuss politics at home?’. Larger tax and discussion burdens may cause resent-

L=

ment, especially i tax burdens are not accompanied with reciprocally large provigion

of services, On the other hand, high taxes and more discussions could waply a larger

role for government n residents’ daily life, and thus may be positively correlated with

patriotism. Table [V chows that higher tax burdens are ohserved with legs patrictism.

k-

In Table ¥V, howaver, neither tax burden nor discuss politics 18 significant in explaining
bl b ) x ]

the home bias in the presence of patrictism.

We proxy for the other political dimension of patrictism, faith in the government,

with the WV S responses to "How much do you trust your national government?”, [rust

<

{ povernment 1s positively relaled to patriotism, but the pariial correlation is not sig-

nificant. Thus, we do not present the insignificant results of foreign holdings on trust of

<ty

government.

i) i

inally, we consider social identity correlates with patriotisomn Individuals who have

i

important tribal, ethnic, nguistic, township, or other local organization affiliations may

Fed

wve stronger identification of themselves as members of a group. A resident’s ahility



to 1dentity with a group enhances the identification with citizenship, thus strengthening

vatrictism. Under the social identity hypothesis, ethnolinguistic diversity as well ag the

[

percentage of population that is rural, and charital tendencies should all be positively

P

correlated with patriotism.=” The sccial identity correlates are significantly correlated

with patriotism, supporting the social group hypothesis.®® We are interesied in knowing
whether any of the social Jdentity correlates is driving the significant explanatory power
of patriotisma on foreign holdings. Colurnns 5-7 of Table V present the regression resulls

of foreign holdings on patriotism, and social grogp correlaies. Consistent with sil of our

findings, none of the social identity correlates negates the significance of patriotism in

explaining the home blas. Ounly the charity is significant by itself or with patrictism in

axplaining foreign holdings.

We conclude from the correlate analysis that patriotisn: seemns to capture a number

)’J

of fundamental characteristics of 3 country’s residents. The residents of more patnotic

-
1
i

conntries are governmental minimalistic, poorer, less educated, and affiliated with social

{one of these characteristics are, however, the driving factor in why patrictism

B. Upper Income Earners

A possible concern with the measurement of patriotism results from idendifving who

invests in equities. During the bull market in the United States, only 24% of wage

carners under $30,000 &

eld stock, while 84% of Americans with income over $75,000
maintained equity portfolios {Langer, 2001}, Clearly, the divergence grows even larger
for poorer countries in which disposable income for the poorer half of the population is

iimited. Since the more affluent account for the majorty of stock holdings, 1t may be

that cur patrictism score does not capture the sentinent of upper income raspondents.

i
D
_D
fp}
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We re-run cur analysis restricting the WV responses 1o ) the upper half of

income earners i each courtry, Owr resulbs are not matenally different except that

B Our social identity lnpo hesie builds on thoughte of social capital from Coleman {1290) and Guiso,

b

Saplenza and Zingales (2000).

Mt s admittedly surprising that sthnolingusitic diversity is positively correlated with patriotism

%
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on the cross-section of investors’ coundries rather than t
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hetween

[he significance levels

s presented. We infer that we may be underestimating the

the patrictism eflect.

Protection

we consider the COIrpor: ate governance environment

Motivation for this section stems from Dahlquist, Pinkowitz,

DPSW consider the anvivonment of the rece

)l
bwd s

investment. In particular, they focus on the amount of clo

he investor protection ratings. The amoun

role of the large shareholders in the country in controlflin

that the closely held percentage measur

ket that is svailahle for outside investment.

-

the closely held onsistently positively significant

ent to that country. Additionally expropriation risk

ant positions.

he cross-seciion of

=

st he governance affects the amount of inflows

he overall outilows maay be affected by the governance at

rage measure of closely held shares for each country by using

percentage 1o ntry for all firms in Worldscope, Then we

[ & CoU

the closely held measure for o country and the rest of the

world average. Table Vil presents the result that the closely held percentage neither
incresses not decresses the foreign holdings., Closely held may have two offsetting effects.

On the one hand, the
ance, this encouraging
he)

wrward-

L

may reflect

more

o
oh

cfits of contro

vate ben

is o reflection of the investor group for a

relative percentage of closely held shares may reflect poorer gover-

more toreign investment. Conversely, the closely held measure
country., Thus, a higher closely held percentage

focusad investraent if the largest shareholders are extracting pri-
LaPorta, Lopez-de-Silanes, Shletfer and Vishny {1998} (LLSV)
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show that the conceniration of ownersiip of shares is negatively correfated to investor

“f_‘j
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<
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We follow DPSW and include first nvesior protection and then expropriation pro-
tection from EiU., We also include a measure of corruption of public officials from the

University of Goettingen and Transparency International. Table VII shows thal a coun-

try with betler investor and sxpropriantion protections and less corraption invest more

gO‘i’T..

abroad. This is inconsistent with the concept that investors flee their own poor
ernance countries and is consistent with the hypothesis that s country’s oversll invesi-
ment position s affected by private benafits of contrcl. We conclude thal governance
may indeed be Influencing the portiolio allocations of investors across countries, but this

nteresting finding does not erode any of the significance of patriotism.

To further explore the role of investor protection on portichio decisions, we explore

the legal origin of investing countries. LLSY (1998} show that common law cowntries

)

nave stronger protection for investor rights over civil law countries. Thus, if countries

with weaker protection hold less foreign holdings, possibly due to the taking of private

o

nefite, civil law should be negatively related to foreign holdings. Table VII shows that

an indicator denoting civil legal tradition is negative but not significant in explaining

by

. g . > f 5 .
foreign holdings.™ One inference is that legal origin may be a noisier measure of the

taking of private henefits than investor protector indices.

V. Conclusion

n the first (to our knowledge) study of the effect of country loyslty on investment,
we find that investors in more patrictic countries hold smaller foraign equity positions.

Supporting this finding, investors in more patriotic U.S, regions haold less foreign equity,

=

and changes in painotic behavior are negatively relsted to changes in foreign equity
*n an unreported regression, we find no significant fixed sHect among commen law, French civil law,

and other civil law,
FWe aleo consider the influence on investment decisions of a country being bank-hased. We find no
significant, effect,



holdings. This result 1s robust to controls for {ransactions barviers, risk information,
and familiarity, which our stady 1s able (o distinguish rom loyaity, Econcmic, political
and social correlates of pabrictista do not negate the significance of patrictism. Wa find

strong support for the franssction barriers explanation for the home bias in addition to

f)

patriotism. Inclusion of patriotism aceounts for 16.5% in veriation of foreign holdings,

and 3 10% decrease in patriotism is associated with a rise in forelgn equity holdings of

&

2-4% ol total country holdings, a 29-48% increase.

5

Crar results are robust to tests of endogeneity. Neither instrumenting patriotism with
the iraportance of religion nor inchuding past (or future) country index returns negates
the statistical or economic significance of our patriotism result. We aiso test for the
robustness of the patriotism variable against other measures of transactions barrers,
risk, and nformation. We find evidence that domestic mvestors im poor governance

countries choose to invest si home, possibly to take advantage of private benefits of

candral. None of the robustness tests of endogeneity, aiternative measures and corparate

Pt H

governance negates the effect of patniotism on the home bias.

ap 1

D'wo implications can be drawn from our study. The frst is that “patriotic’ hehay-

Y

ior appears to have a large part in explaining the phencmenon that manifests itselt
in the home team bias, the 401(k) investment allocations, and the equity home bias.
The second implheation of this study is that policies abmed ab reducing the home hias
may be less successtul in countries where investors prefer not to mvest abroad because
they are patrictic. Patrictism results in a winner’s curse in the sense that the person

T
l

est, bidder in any auction. The

valuing a stock most highly will vltimately be the higl

citizens of a country will likely be the highest bidders for their own country’s assets,

P

hus possibly driving up the price (and capitalization) of their own market. In a more

genaral equilibrium setiing, people imvest disproportionately at home, but a portion of
this over-investment is oifset by the home biased choices of other countries. This may

push prices upward in more patriotic countries, and downward in less patriotic coun-

T
i
1

tries. As in Barberis and Thaler (2002}, however, price distortion does not necessarily

Holding domestic equities may ente

Wi 31
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function. Thus, if cne were to hold the mean-variance eificieni portfolio in lieu of the
home bias portfoho, one’s utility may be lower. Prices may be unaffected if there exists g
sroup of deep pocketed arbitrageurs who are not affected by patriotism and vnderstand
the market capitalization bisses caused by countries” home biases. They can take short
{long} positions in & country if domestic home biss dominates {is subsumed by} the biss

of foreign investors choosing not 1o invest n that country.

‘The effect of patriotism may alsc explain the home bias in conswmer producis. Lewis
{1999} finds that the egaity home biss and the home biss in consumption are linked.
Concurrently, Bennett and Young’s (1999} theovetical model suggests that optimal port-
folios should be blased towards equities in commodities that attract a large share in
its consurnption expenditure.®™ An interesting future stream of research will explore

whether the effect of patrictism on the equity home hias comes via consumption cholces,

and whether patriotism has the potential to affect prices.

33 This is controversial: Uppal's {1993} theoretical model suggests thai it is unlikely.
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Table 1
Patriotism Scores Across Countries
The Patriotism Score is from the World Values Survey and refers to the average
answer for high income residents of a country to the question: "Are you proud to be
[insert nationality]?" It ranges from 1 {not proud) to 4 (very proud).

First Survey: 1990-1992
Patriotism
Country Score
USA 3.73
South Africa 3.55
Canada 353
Austria 345
United Kingdom 3.38
Argentina 3.38
Spain 328
Denmark 3.27
Ttaly 3.25
Sweden 3.22
France 3.18
Finland 3.17
Belgium 3.07
Netherlands 2.93
Germany 2.75
Average Patriotism
Score 3.28
Average Number of
Observations 1837
Second Survey: 1995-1997
Patriotism
Country Score
Venezuela 3.92
South Africa 3.77
USA 373
Peru 3.75
Australia 370
Turkey 3.70
Poland 3.63
India 3.63
New Zealand 3.61
Spain 3.55
Slovenia 3.51
Argentina 3.44
Chile 142
Finland 3.35
Sweden 3.34
Bulgaria 3.32
Armenia 3.21
Moldova 3.10
Russia 2.95
Switzerland 2.92
Estonia 2.88
Japan 2.85
Lithuania 2.81
Latvia 2.78
Germany 2.55
Average Patriotism
Score 334
Average Number of
Observations 1353

B
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Table V
Regressions Showing the Patriotism Result is Not Driven Solely by Correlates

OLS estimates for regressions of foreign equity holdings on patriotism score and significant patriotism correlates. Foreign holdings is
the percentage of a country's total equity holdings abroad, from IFS data. Patriotism is from the World Values Survey. GDP/Cap is
GDP (in millions} per capita from World Development [ndicators. Education is the percentage of the population with a secondary
education from the WDI database. Rural is the percentage of rural population. Discuss refers to the World Values Survey question of
how often an individual discusses politics. Enthneling is the enthnoliguistic dispersion from Easterly and Kraay (1999} Charity is a
World Values Survey question asking whether the individual participates in charitable activities. Significance at the 10%, 5% and 1%
levels are indicated by *, ** and *** respectively. T-statistics are in parentheses.

1 2 3 4 5 6 7
Patriotism 0,086 ** 0085 # {132 % 0,100 ** (1088 ** 0168 *#* {112] *##

{2.36) (1.81) (1.82) (2.28) (2.06) (2.51) 2.74)
GDPiCap 6.37] *t*

(343)
Education (0,002 #*

(2.66)
Taxes/GDP (.445
(1.56)
Discuss 0.010
(0.10)
Rural 1056
(0.43)
Enthnoling 0.000
(0.25)
Charity (157 *+
(2.09)

Survey Dum Y Y Y Y Y Y Y
Obs 38 36 A 35 38 28 33
R 042 .35 0.44 (.26 (.23 033 0.35
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Table VI

Patriotism and the Role of Corporate Governance for Foreign Holdings

OLS estimates for regressions of foreign equity holdings on the patriotism score and corporate
governance measures. Foreign holdings is as a percentage of a country's total equity holdings,
calculated from IFS data. Patriotism is from the World Values Survey and is an increasing index from
1 to 4. Closely is the average percentage of closely held shares for all Worldscope country firms minus
the average closely held percentage from the rest of the world. Investor protection and expropriation
risk are from EIU; both of these measures are increasing in better protection. Expropriate is from the
EIU database. Corruption is the Tranparency International Index increasing i corruption form 1 to 10.
CivilLaw is from LaPorta et al {1999). Significance at the 10%, 3% and 1% levels are indicated by *,

*% and *** respectively. T-statistics are in parentheses.

Dependent Variable: Foreign Equity Holdings

3 4 5 6 7
Patriotism -0.200 #*s -0.143 wxs -0.156 ## -0.120 ##* -0.140 **

(3.09) (2.77) (2.97) (2.82) (2.58)
Closely 0.013

(0.08)
InvestProt 0.037 ==

(2.48)
ExpropriateProt 0.074 #=
(2.05)
Corruption -0.023 wxx
(3.55)
CivilLaw -0.044
(1.01)

Survey Dum Y Y Y Y Y
Obs 28 32 32 37 40
R? 0.34 042 0.38 0.45 0.23
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Appendix: Data sources

proud, 2: Not very proud, 1: Not at all proud. The raw scores are
originally | for high and 4 for low patriotism, but we subtract them
from 5. Other survey variables are subtracted from 5 as well when thug
8asss interpretation.

33

Variable Notation Definifion and Source Mean S8fD Min Max
Bank vs. Market BANK Demirgue-Kunt and Levine (1999}, Rankings are an average of 039 078 203 0.66
sconomic ratios and a high score represents a more bark-based count|
(we inverted the original scale for ease of mterpretation).
Barriers BARRIERS IMF Capital Account Restrictions from the Exchange Arrangements | 045 051 000 100
and Exchange Restrictions Annual Reports.
Chanty CHARITY WVS:"Now I am going to read off a list of voluntary organizations; L20 017 L03 181
for each one, could you t&ll me whether you are an active member, an
inactive member or not & member of that type of organization? [....]
Chantable organization.” 3: Active member, 2: Inactive member, 1
Not a member.
Corruption CORRUPT University of Goettingen and Transparency International. A compositd 312 215 092 7.50
indsx measuring the corruption of public officials. Range from 1 (mot|
orrupt} to 10 (very corrupt).
Discuss Politics DISCUSS WVS: "When you get togather with vour friends, would vou say you | 197 015 L60  2.30
discuss political matters frequently, occasionally or never?” 3:
Frequently, 2: Occasionally, 1: Never.
Diversification Benefits DIV BEN Datastream. Caleulated as vanance of country mdex mmus covariancd 0.09 033 -L0s 077
of the country index with the world market index.
Ethmoliguistic Fractionalization |[ETHNOLING  Easterly and Kraay (1999). Measurs of limguistic and ethmic group 314 262 10 880
dispersion ranging from 0 (not very diverss) to 100 (very diverse).
Expropriation Risk EXPROPRIATE Egonomic Intelligence Unit (ETUY Country Indicators Database
Financial Risk FINRISK Harvey: http://www duke.edu~charvey/ Index of financial sector risk| 58.5 67 514 773
rangmg from 0 (low nigk) to 100 (high risk). For 1995 only.
Foreign Equity Holdings FEH IFS Databass. Foreign equity holdngs divided by total equity heldby| 0.0 0.11  0.00 0.38
country residents, dafined as country market capitalization plus
residents' foreign equity holdmgs mimus domestic squity holdings of
foreigners.
Foreign Equity Holdings - U.S. |FEH-US Survey of Consumer Finanoe (1997). Foreign equity holdings for 9 0.05 002 002 0.09
U.S. Census regions divided by average region income.
GDP per Capita GDP/CAP World Development Indicators. 16219 11657 392 41841
[mparts [MPORTS ULN. Comtrade Datebase. Imparts divided by GDP. 2232 1173 759 5971
[nequality INEQUALITY  Theil Index from the Univerity of Texas at Austin, 35.5 52 270 486
Legal Origm LEGAL ORIGIN TaPaorta et al (1999}, Indicator for civil law countries. 019 039 00 L0
Natural Distance NDISTANCE  Great Circle, Average distance from a counfry to 141 other countries, | 1252 190 681 14.03
Newspaper Circulation NEWSPAPER  Waorld Bank World Development Indicators Database. Circulation of| 2318 15372 0.1 578.0
daily newspapers per 1000 people.
Patriotism PATRIOTISM  How proud are you to be [insert nationality]? 4: Very proud, 3: Quite | 318 052 137 3.92




Religion

Percentage of Rural Residents

Sum of Market Capitalizations

Taxes/GDP

Trust of Government

Tariff and Non-Tariff Barriers

Televisions per capita

Violent Crime

RELIGION

RURAL

SumMktCap

TAXES

TRUSTGOV

T NTB

TV

CRIME

Please say, for each of the following, how important it is in your life.
[...]Would you say Religion is... 4: Very important, 3: Rather
important, 2: Not very important 1: Not important at all

World Development Indicators. Percentage of population that live in
rural areas.

Surn of dollar market capitalizations of adjacent countries (x 10*-12)

Gross tax reciepts divided by GDP. From World Tax Database,
University of Michigan Office of Tax Policy Research

WVS: "When you get together with your friends, would you say that
you discuss political matters frequently (3), occasionally (2), or never
(1)?" and "Could you tell me how much confidence you have in the
govermnment in [insert capital city]: a great deal (4), guite a lot (3), not
very much (2), or none (1)?

FIU Database. Barrier index ranging from 1 (few barriers) fo 5 (many
barriers).

EIU Database. Televisions per capita.

World Competitiveness Yearbook (1995). Murders, violent crimes
and robberies per 100,000 people in 1993.

362

25.8

046

0.09

2.20

2.28

0.39

105.0

0.50

0.04

0.08

0.75

0.1e

75.0

291

35

0.00

0.00

1.84

1.00

0.10

2.7

4.65

539

3.00

0.40

2.83

4.00

0.74

2725
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