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A SURVEY OF CULTURE AND FINANCE.

Abstract

Over the past years an interest in Culture hagasad among financial scholars. We provide
a survey using financial research-articles witheaplicit focus on Culture and relying on a
systematic screening of 21 academic journals imrkge and beyond. While we can identify
three financial topics at large, we note an ovetmimg diversity of approaches in the way
culture is conceptualized and operationalized, wherissue is not simply shunned. We stress
a number of directions in which culture-researchFimance can be extended further,
including richer conceptualizations of culture,thar consideration of existing wisdom from
adjacent disciplines, greater reliance on qualagvidence and further investigation on the
consequences of embededdness in Finance, eachiadf pdovides ground for surveys, and

theoretical developments.

Our main contributions are threefold. We undertime importance of disciplinary inbreeding
in the way culture is operationalized in finandiesearch today; the current methodological
toolkit, embedded in the neoclassical paradigmriBam, 1995), may be insufficient to deal
effectively with culture processes. Further venuray need to adapt the mainstream
methodological toolkit accordingly. Second we swygmplementindackwarddefinitionsof
culture with reliance on groups’ characteristicel azonceptualization of culture-finance
mechanisms rather than departing fromhat culture i8 (or should be). Last, we attract
attention to complementarities and divergences ®&&havioral Finance. In particular culture-
research presumes varying forms of rationalityfotsus on collective norms should provide
an interesting angle of approach for future redeacomplementary to that of Behavioral

Finance.

Overall, it may be no coincidence if a culture rest is rising at a time Zingales (2000) calls

for a re-foundation.



A Survey of Culture and Finance

“If one tries to transgress the borderlines of maual cultures, one piece of
intellectual luggage that has to be left at homthes division of labor among
social sciences as it has been developed in EumogeNorth America in the
past hundred years [...] Academic inbreeding andnakation in the West
have led to extensive production of irrelevant sieons [...] Cross-
cultural social sciences therefore can not but bess-disciplinary”.
Hofstede (1994: ix)

The appeal of culture-concepts in financial redeascnot only recent, but it is gaining a
larger audience. For instance the studies by Sw¥illiamson (2003) and by Grinblatt &
Keloharju (2001), relating respectively cultureitwestors’ protection and to stockholding,
are now largely acknowledged by the financial comityd. In particular Stulz & Williamson
(2003: 314) emphasize their general belief thatucellis very important for the study of
financial phenomena. Ramirez & Tadesse (2007: 8 rtbe growing importance of
references to national culture indices in the foianand economic literatures at large. Some
authors go further; DeJong & Semenov (2002: 2) ssfgghat a specificctltural view
should be developed, in part to compete with @ and financeapproach that has
blossomed since La Porta, Lopez-de-Silanes, Sehl&ifVishny (1997, 1998). Breuer &
Quinten (2009) suggest the establishmentifltural Finance” as an autonomous discipline.
Simultaneously, Cultural biase$ have been mentioned in Behavioral Finance asyessl
1997 (Shiller, 1999: 1) and they are currently gastosely considered (Statman, 2006, 2008).
Yet, in Finance, neither any review, nor any caesiscultural framework has been proposed

to date.

1 Google-scholar’s citation index is at 306 citatidar Stulz & Williamson and 268 for Grinblatt & Keharju. The citation
index for ISI-Web of Science [EBSCO] respectivelyrats at 49 [37] and 76 [55] (Octobéh 1



In this paper, we survey culture-related reseandhe financial arena. To be all-inclusive, we
start with papers that were brought to our attentnd to be systematic we screen peer-
reviewed academic journals in Finance. In a secondd screening, we use all references to
extend our screening-base to relevant journals djacant fields and in particular in
management and International Business, carefullgluding topics that are not strictly

financial to maintain our focus.

Obviously we should start with a definition of Guk. However a primary observation from
the survey is that articles often provide no défani of culture. When they do, there are not
only large discrepancies in definitions but thexalso little consistency in the way culture is
understood and operationalized across the ranfjeawicial topics. The atomization of social
sciences is apparent (Hofstede: here in exergug)tamakes it hard to adapt a framework
from adjacent fields without extensive scholarshigfact our survey shows that there are few
systematic efforts to implement culture-relatedcapts or variables in financial research to
date, with one exception: the literature using dacgoss-national culture indices, which is
derived from Hofstede’s seminal research and thetsubsequently call thelimensionalist
literature’ (Vinken, Soeters & Ester, 2004). A brief outliree provided in appendix 1 for

those unfamiliar with this line of research coneelmvith National Cultures Indices.

The dimensionalist literature has indeed extengibelen used by financial scholars (Breuer
& Quinten, 2009) but it has hardly found its wayoipeer-reviewed financial journals. This
framework is well established in International Buess or Marketing. However, recent
International Business reviews emphasize how itamifruitfully complemented or extended
and sometimes its validity is questioned (see aghipeh). Outside International Business or
Marketing, such as in economics or sociology qoestg the overall usefulness of this

approach is more generally the rule (Mc Sweene§220



Therefore we complete our review by a synthesisw@goint to a number of directions to
extend culture-research in Finance. First existingdom organized around four competing
views of culture should be further imported fromjaaeént disciplines, discussed and
integrated into financial research. In fact, sonesearchers have developed extensive
knowledge in economics (for instance about societat), in political sciences or economic
sociology (for instance about religious influence oational institutions). Second, the
fuzziness of culture should be taken seriously, arethods should be adapted accordingly
including greater reliance on conceptual reasorang qualitative evidence. So, while
Zingales (2000) calls for @e-foundation he suggests the introduction of new methodologies
into Finance. Much of culture research in adjaatstiplines, and not least in sociology,
fosters combined methodologiesanverging evidencg’ Third, we argue, still following
sociological wisdom, that culture-research in ficarshould not start with ex-ante views on
culture, but rather it should focus on conceptuatiats on hovsomenorm characterizing the
action within aspecificgroup to aspecificpurpose is relevant. Hence, the definition of unat
should comebackward[author’s terminology] and be intimately relatedthwa conceptual
model on how the collective norms or thgrdup-behavior influence financial decision-
making or financial structures. This is to be casted with the usual way to proceed in
Behavioral Finance when research starts from thstification of behavioral biases, such as
those characterized by Kahneman & Tversky (1978rtR, the institutional embededdness
of many financial issues should be considered éurthith extent reliance on findings from
economics, sociology, political or management smen So for instance dimensionalist-
research has emphasized serial-correlation of maticulture indices with a broad number of
economic, socio-political and financial outcomesisTseems largely ignored within the
financial literature and particularly in tHaw and financeperspective (Aoki, 2001: chapter

11; Stulz & Williamson, 2003).

The organization of the survey is somewhat probtemarovided the large discrepancies
noted in the existing literature. Therefore we paeva preliminary methodological section
summarizing our survey-process and the ensuinggecaration-efforts. In particular, we

briefly present how financial topics emerged and k@ be categorized further to provide



homogeneity for a meaningful review (section 1). @éery on with the survey, combining

homogeneous culture views within broad financigids and start with research focusing on
studies relating tanternational trade and investmettiat view culture as familiarity across

national boundaries (section 2). Next we consideemt additions to the investigation of the
home bias in stockholding and how collective priorBuence stock-market participation,

should these priors be nationality-based or deriveoh other sources (section 3). Then we
review all articles that implement a dimensionalistv of culture, showing how these articles
generally relate to common financial themes (seddip In the following section we decided
to review two series of two articles that shouldréndeen included in sections 2 and 4
respectively. Each pair of articles deals with it financial topics, uses comparable
methods, but refers to very different culture-cquse illustrating the complexity and

disciplinary-dependant aspect of culture-reseanctinance (section 5). Finally, we turn to a
discussion, proposing directions for further depetents of culture-research within finance
(section 6) and examining potential links with Bebaal Finance (section 7). Then, we

conclude (section 8).

1. METHODOLOGY

1.1. Screening and Identification Process

To provide a systematic account of culture and féeawe focus on peer-reviewed academic
journals of the finance category 1 & 2, as ideatlfiby the French national committee for
research (CNRS, “section 37, 2007, list in tabje To this we add 5 journals, bringing the
count to 21 financial journals. Using the EBSCOatlaise, we screen all titles and abstracts

within these reviews, looking for the words ‘cubtyr‘cultural’, ‘religion’ or ‘language’, as

2 We include insurance-specific journals as theyirrkided in CNRS-section 37. They provide few addiil insights and
don’t modify conclusions. Additions to CNRS-sect®hcategories 1 & 2 are mainly category 3 incluBianque &
Marchés’, ‘Finance, Controle, Stratégie’, the ‘Jmirof Business’, the ‘Journal of Applied Probaliland the ‘Journal of
International Money and Finance’. Note that therdaliof Business used to be categorized as a fnesearch journal in
CNRS-section 37 (2004- category 1)



the latter two words are frequently used as proxeesculture. This provides us with a

baseline of 63 articles.

This initial search ends with a large number oicke$ presenting no interest for our review.
Definitions of culture are very broad. Specificalfgur main categories of meaning can be
retained, only one of them being of potential iegtrto us, societal meaningsof the word
culture (other meanings categories andture as general knowledget ‘education; ‘culture

as art and culture as incell culture). While excluding three meaning-categories, wk sti
need to restrict our attention to come close tortrege of concepts related to societal or
national cultures. So, we screen manually our b&d&8 articles, bringing the count down to
17 articles. The main filters are the anecdoticafste word “culture” in the abstracts or the
use of culture in connection to specific contegtg;h as technical-, managerial- or corporate-

cultures. Table 1 summarizes this process.

[Please insert table 1 here]

As our purpose is to be systematic as well amallisive, we include a number of papers that
are not yet published or not published in finang@airnals. We pay attention to finance
scholars with an interest in culture and include iftstance papers by Charreaux (2004),
DeJong & Semenov (2002), Kwok & Tadesse (2006)sGusapienza & Zingales (2007) and

we add other papers that were bought to our atiesin an ad-hoc basis.

We systematically exploit the base of articlesjmgpprecisely the context in which the word
“culture”, and related words, appear, checking nexfees, looking up bibliographies for
culture-related works. We include any additionalrkveelevant to our survey. Through this
process we identify ‘trust’ as another key-word avelscreen again all financial journals for
this word (title screening). Additionally, as fir@mresearch-articles were identified in non-

financial journals, we screen these journals togjofrnals in adjacent fields) carefully



focusing on topics that can be considered as Igtrictancial. Overall, we identify 35

research-papers dealing directly and explicitlyhvaitilture.

Last, building on a review entitledCtiltural Financé) that was proposed after original drafts
of this survey (Breuer & Quinten, 2009), we add dipirical articles to our database,
bringing the count to 45 articles. We note the stbess of our procedure as 9 of the added
articles are working papers using a dimensionaligtroach (mostly recent and hence never
cited in our base pre-additions), while thé"iticle was published early in the Journal of

International Business Studfes

[Please insert table 2 here]

1.2. Categorization process

All identified articles are presented in table 2e \dategorize our base of articles in a number
of ways. First, we check whether the paper is eggdjrdescriptive, conceptual or theoretical.
We distinguish conceptual from theoretical artickes in Finance, the latter are often
coinciding with mathematical modeling. Second wéenibe main topic of interest for each
paper, identifying 16 key topics, four of them lpispecific to the 4 conceptual pagers
Third, we look for a precise definition of cultur@nd whether a definition is provided at all.
Additionally we count occurrences of culture-retht@ords, we identify references to the
dimensionalist literature, we note the context imch culture-words are used, and we check

whether they are part of typical expressions. Foune check whether the focus is cross-

3 So outside our focal period that was restrictedrtizles published after 2000 for the JIBS (prodittee sheer volume of
work related to culture in this journal). Furthetails ion these additions are provided in secti@n

4 Let us single out four specific papers relatingotar specific topics. We categorize these fourgrams ¢onceptual Three
papers are surveys and explore topics that spasstite boundaries of financial research. Theyesumanagerial
incentives and agency theory (Baker & alii, 1988)ture in economics (Guiso & alii, 2007), and calgie governance
(Charreaux, 2004). The fourth paper is an histogaak-study on the complementarities between stasutd collective
behavioral norms or cultures (Greif, 1994). Giviea breadth and depth of coverage of these founpaihey contribute to
cross-disciplinary research rather than to spefiifancial topics, and their analysis is postpotikkthe discussion section
where we reflect on the nature of culture researdfinance, and the relation with culture-reseanchdjacent fields.



national, as the survey shows that culture is oftemtioned in relation to nations. Last, we

identify some of the main proxies used for culture.

1.3. First results: the national culture puzzle

Only two clear and consistent results emerge aféessifying according to issues investigated.

First, an explicit culture-interest in financiakearch is recent indeed (table 3).

[Please insert table 3 here]

Second, the only commonality between all theselasgiis the methodological focus on cross-
national comparisons. All of the empirical papersour database (but two) feature cross-
national comparisons, either directly (34 papayshased on aggregations (US vs. non-US in
two cases, Asian vs. non-Asian in one case), brbstsed on specific nation-based regional

differences within a country (Finnish vs. Swedislaicase).

[Please insert table 4 here]

This commonality in empirical focus reveals a sgraommon thread across the board: the
investigation of cross-national differences, nagioculture being one of the key dimensions
that can be retained and the focus of the dimeaBsgiriterature. Besides, note that finding
the true drivers for cross-national differencedimancial structures are at the heart of the
dispute between théaw & finance La Porta & alii (1997, 1998) andocio-political
approaches(Roe, 2006; Rajan & Zingales, 2003; Pagano & Vql#005) to financial
development and to corporate governance. Cultughtmelate in some way to this ongoing
debate and in fact proponents of both schools hefeered to cultural elements at some point
(La Porta & alii, 1997) either to discard them (Bkav, Mcliesh & Shleifer, 2007) or to show

that collective norms or cultural elements are $amppntary to socio-political explanations



(Coffee, 2001; Roe, 2006: chapter on Sweden incogait). In any case this explains DeJong
& Semenov (2002) call for a cultural approach ameu@r & Quinten (2009)'s suggestion that

Cultural Finance should be established autonomously

The importance of countries in some key financil@mpomena has been known for some time.
Stulz (2007: 1596) calls it thecOuntry puzzfeand he exemplifies how countries have a
significant empirical effect while no theory propssa rationale for this country-effect. Hence
a key issue with existing culture-research is ihaackles in combination two theoretical
conundrums, the one related to the challenges afitgatively implementing culture-research

and that of the country puzzle.

As a complication, much research in human sciere®b in particular in economics or
sociology questions (DiMaggio, 1997: 267) or evascards (Mc Sweeney, 2002) the
relevance of national cultures and the validitynational culture indices. A general point
often brought forward is that structural (Zuckerm@004) or network influences (Dijelic,
2001) can dominate culture effects. In the manageénierature itself, debates about the
validity of this procedure have been formulatedlyedAdler & Graham, 1989) and are
ongoing about the need to balance culture-soumaasy, 2008), methods for culture-research
(Au, 1999) or both (Earley, 2006; Leung & alii, B)Q_enartowicz & Roth, 1999; Smith,

2006).

Last, we need to mention that a number of authmsrefer to national cultures as powerful
forces point at the same time toward the countingainfluence of global cultures (Inglehart,

1997; Leung & alii, 2005; Shiller, 1999).

10



1.4. Deriving homogeneity for a meaningful survey

Overall, two topics stand out, including signifitamumbers of articles: the analysis of
international investmeni&ebt, equity, investment, and acquisitions - &Bgys included) and
of stockholdings (or of the holding of other financiastruments- 8 papers included). The
other ten topics, that include about one articleheappear at first overwhelmingly diverse
(list in table 3). However, they all bear a relatio two interrelated themes. The first pertains
to the functioning of financial macro-structure$opic 3” in the table), including the
functioning of stock markets, their developmeng tluality of corporate governance across
countries or the importance and role of banks ireemnomy. The second is cross-country
comparisons of corporate finance practices in agges(topic 4” ). The latter topic include
average capital structure determinants, dividenlitips, cash holdings, and most of these
papers are mentioned by Breuer & Quinten (200915).as a stream in cultural finance

interested in “corporate finance”.

On most criteria, this base of articles is charage by a large heterogeneity, with about half
the articles coming from peer-reviewed journaldimance, about half of them provide no
definition of culture at all, and just fewer thamlthof the papers use a dimensionalist
reference from cross-cultural psychology. As a ltesue need to categorize topics further
down to be able to derive sufficient homogeneitydaneaningful revie Table 5 presents a

synthetic picture of the changes operated in thedassification of articles and table 6 provide

a sense of the homogeneity achieved after thisatipar

® For the sake of clarity, we include papers retatmM&As and FDIs (topic 1, section 2), that hamanagement angle of
approach in section 4. Section 4 deals with alkepsythat do not belong to the first two topics, drdrns out that they are
all concerned with explaining macro-financial stures through a reference to national culture slicdimensionalist’
reference). Section 5 is concerned with two pdisapers dealing respectively with a wide rangéraincial exchange
measures and with the cultural antecedents todiablaws (further justification provided as appriape). Two papers
consider the drivers for life-insurance consumptfollowing ‘financial-marketing’ angle and theyeashifted to the
discussion section, while a third one is reallyrigyto explain a macro-financial pattern (life-inance development) though
a dimensionalist approach (shifted to section 4)

11



[Please insert table 5 & 6 here]

2. TOPIC 1 - CULTURE AS CROSS-NATIONAL FAMILIARITY BRE EDS

INVESTMENT AND TRADE

2.1. Topics and positioning

Papers reviewed in this section are all publishedinancial journals. Incidentally they
contribute to a research-stream in the adjaceit 6é trade-economics, which investigates
the determinants of bilateral trade-flows througjratity models”. These models focus
traditionally on relative size of trading partneasd geographical proximity. They were
expanded to includep$ychological geograpfiyamong other determinants of trade flows
(Portes & alii, 2005, 2001). This research addesbe importance of information for
economic exchange, and it associates geographiwahputy with cultural affinity through an

ability to reduce the informational frictions hinttey trade. However, if the empirical testing
of culture-related proxies is relatively new, copitel references tacultural similarity” or to

“psychic distanceWere proposed as early as the 50’s (Beckermar)195

Apart from an early paper by Srivastava & GreerB@)9ocusing on trade per se, papers here
investigate a range of financial investment flowsaggregate and across countries. Topics
include international credit(2 papers)foreign capital sourcing(ie. listing in a foreign
country, 1 paper)payments on the interbank mark&tpaper)aggregate flows of M&AE2

papers) orof FDIs (1 paper).

12



2.2. Culture concepts

Focusing on occurrence and treatment of cultui@edl concepts, only two papers have
occurrences higher than 10 times and in most diwe®ccurrence is related to a specific
expression, Cultural distancé in Mian (2006), ‘geographic, economic, cultural, and
industrial proximity” in Sarkissian & Schill (2004). The situation isgar for papers with a
lower frequency of occurrenceCultural similarity’ is common to three papers, while
“cultural and, or institutional similaritie’s “geographical and cultural proximity “cultural
and institutional linkagéand “culture proximity can be typically found in one or another
paper. These expressions convey the idea thatndestdbetween countries has many
complementary sources, culture being only one @thMoreover, as no definition of culture
is ever provided, the precise mechanism by whidional cultures relate to cross-country

proximity and influence trade is left undefined.

2.3. Proxies and methodological issues

The proxies used confirm that proximity is conseterns a generic force across the range of
sources, and a number of discrepancies confirmcililaiire remains a fuzzy notion, while its
relation to national institutions is problematie particular all papers use similarity in
language, but for Mian (2006), who uses ethnicior{@gsian vs. non Asian). While many
papers use geographical distance in combinatidaniguage assess a genewcltural and
geographical proximity Srivastava and al. (1986) distinguish clearlyltwal from
geographic proximity. They stress that geographistadce iscomplementingcultural

similarity.

Moreover, these inconsistencies extend to the muresf institutional proximity Sarkissian

and Schill (2004) use law famstitutional proximityand a combination of former colonial ties

13



and language focultural proximity Subsequently, they discuss cultural and institsi
proximity separately, even though they insist thgeographic, economic, cultural, and
industrial proximity” are faces of the same familiarity issue. It is noehy to mentiorthat
colonial ties are generally used in the law & fioamapproach to provide a rationale for
institutional variation (antecedent to legal orjgi®o while Sarkissian and Schill use legal
origin as a proxy for national institutional segfjrthey use the variable generally provided as

an antecedent to legal origin as a proxy for threatsée competing with institution, culture...

In contrast to this latter paper, Gande and ali0O&) or Rosati & Secola (2006) combine

culture and institutions together and analyze tireoconcert through common proxies.

Overall, no study makes a clear conceptual distincbetween institutional and cultural
sources for cross-national proximity, and it isleac when variables are used at face value or

as proxies.

2.4. Conclusion

In short culture is understood here asltural proximity across nations and it is assimilated
with a range of proximity-sources, including langaa customs (religion), geographic,
institutional and economic proximity. Focarelli amdl (2008) even consider economic,
cultural and geographic proximity in combinationey use three proxies to assess the general
proximity combined across its sources: languagstadce and the importance of bilateral

trade

Generally research delves on the quantitative impéchis proximity and foregoes the
mechanisms linking proximity to international exnbga; there is no model to explain why
familiarity across countries matters to foster ¢ésaénd in particular there is no clear

distinction betweeimstitutional andcultural linkages. There is no reflection on the nature of

14



the variables, their role and the mechanism rejate ones to the others. Language is most
consensual as a proxy, reflecting the beliefs that cultural and institutional influences
operate through information exchanf&miliarity breeds investmefit Sarkissian and Schill
(2004) explicitly emphasize that they did not imtdn distinguish cultural from institutional
linkages while they believe it to be a promisingeliof research. They reflect a belief within
this research thatgfeater psychological tolerant&omes as a complement to information

exchange, but there is no scientific pursuit of thie of analysis yet.

3. TOPIC 2 - THE DETERMINANTS OF STOCKHOLDINGS: THE HO ME BIAS,

NATIONAL CULTURES AND INVESTORS’ SOPHISTICATION AND PRIORS

3.1. Topics and positioning

Five articles were included here and one has bbéted to the section dealing with the
dimensionalist literature. Two articles stem fromahcial journals and one is a financial
book. The fourth article is recent working papeys Guiso, Sapienza & Zingales (2007).
None of the articles features a definition of crdiueven though the latter provide
sophisticated and detailed evidence on trust, iatiom to culture. Two articles mention
culture only briefly: while Grinold, Rudd & Stefdlk989) refer to ‘culture’ only once (in the
abstract), Guiso, Haliassos & Jappelli (2001; 20@®htains a few occurrences of ‘culture’,
often as part of the expressitequity culture” and always in connection to cross-national

comparisons.

Generally, these papers build on a stream of relemvestigating the determinants of
stockholding, and in particular the home-bias peiznmely that stockholders tend to hold

less foreign stocks than they rationally shouldefféh & Poterba, 1991; Karolyi & Stulz,

15



2003). Early on it was known that countries plagesignificant role in the decomposition of
the variance of international portfolios (Grinold aii, 1989). This stream of research has
long acknowledged the importance of countries, aidrences to national cultures are not
unusual; so for instance Karolyi and Stulz mentiafture once in the body of their paper, as
one of four reasons why foreign investors coulddmadvantaged (along with distance,
language and time-zone differences). In fact refegs to culture are not rare in this stream of

literature, but they were anecdotic until Grinb&tKeloharju (2001).

3.2. National culture (Finnish vs. Swedish origins)rifluences stockholdings, but it is

mediated by investor’s sophistication

Grinblatt & Keloharju (2001) is a primary source g number of citations they receive
indicates. They investigate the importance of itmés native cultures -understood here as

their ‘nationality of origin’ (Swede vs. Finnish)rftheir stockholding patterns.

The paper by Grinblatt & Keloharju (2001) does potvide a definition of culture. They
"classify the culture of the firm based on the nand native language of the CEQ83
Finnish, 14 Swedish firms in their sample). Cultheze overlaps with ethnicity or nationality,
but unlike in the precedent section, language asnidire are operationalized separately: the
language of the company is that of the annual tspgomost are in English and, or multiple
languages), and the culture of the company is afhdhe CEO. For investors, culture and
language overlap and are those of the majoritiienhiometown of the investor. So the authors
provide a test of the relative importance of larggjaculture and distance for the nature of the

stocks that investors hold in their portfolio, shegvthat culture matters.

Most importantly, they show that a culture-influens moderated by distance and training:

the effect disappears for large distances (foams for companies that are nationally known,

16



or that are registered on the capital city’s stotkket) and it disappears for savvy and
institutional investors. This underlines a specHgpect of Culture: not every citizen in a
given country is subject to the same cultural iefice, and national culture’s influence on
behaviors can be individually circumscribed througlucation, experience or other

circumstances.

3.3. National cultures and countervailing cultural influences

Almost all the empirical literature in our survegctises on cross-national comparisons,
implicitly emphasizing the importance of nationaltare as a differentiating factor. However
a number of additional and important sources foltu€C& must be considered, often

countervailing, limiting or cancelling national turles influence.

Relating to socio-economic classes, Guiso & allO® note in introduction the scarcity of
information on the pattern of stockholdings acrosgions, and yet the importance of
international variations. They emphasize in paléicthat a new équity culturé has arisen in
the last decade, but that it has not penetratedoalb-economic classes equivalently. They
provide details on important variations in the khaddings of middle-class households as the
‘equity culture’seems to have progressed further down the sooioeeaic classes in the

U.K. or the U.S. than in Italy, Germany or France.

In another paper, Guiso & alii (2007) focus on wmealindividuals and investigate, within
socio-economic class cultural priors, that influerstockholding. They investigate different
components of the trust as expressed by individaald defined as the perception of the risk
of being cheated) and they show that both ‘germsdli and ‘personalized’ trust are

significant determinants on stock-market partigggatand on average portfolio. They provide
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specific evidence for the U.S., Netherlands anty s well as a cross-country comparison

based on a well-known trust-related question etd¢thfrom the World-Value Survey.

Both papers emphasize the importance, even padtemiraacy of other culture sources in
comparison to the abstract notion of national cekueven though it seems that cross-country
differences persist even after controlling for #hesocio-economic and other cultural
elements. Moreover, culture dynamics as emphadizrdyh the idea of a rising ‘equity
culture’ complicates further culture analysis a tountry level. This points toward particular
care when dealing with national cultures, as witointry variance and specific sub-groups

must be tracked down and accounted for.

3.4. Conclusion

Overall this section provides more questions thaswars in relation to culture-research. A
large and ancient stream of research provides ev&éhat countries matter for explaining
stockholding patterns of both professionals andviddals. Grinblatt & Keloharju (2001)
show, in a very specific context, that culture baplanatory power at the national level, for
explaining these patterns, but they emphasizethiminfluence is moderated by a number of
other variables. Hence culture-research here exiesplrather the limits in the use of
‘national cultures’ as explanatory variables andstitesses the importance of contrasting
national sources of culture with other sources such as egerethnicity, socio-economic

background, education....
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4. TOPICS 3 - NATIONAL CULTURES AS ANTECEDENTS TO FINA NCIAL

ISSUES (DIMENSIONALIST APPROACHES)

In this section we review articles using a dimenalist approach (see earlier comments for a
definition) in three steps, focusing on the ar8cige could identify that deal with macro-
financial issues or that overlap with one of the wther topics dealt with earlier (sections 4.1
& 4.2). The third section considers the recent syrby Breuer & Quinten (2009) on

“Cultural Finance” and comments on important addisi provided by that survey.

4.1. Financial macro-structures at country-levels carelate with national culture indices

Papers in this section are grouped according toigffoy co-authorship, and incidentally by
source of publication. They are considered in twnganized around three networks of co-
authorship. While all papers share a number oflarities in content, form and methods, they
propose little cross-reference outside their grotipis reflectsconsistent but separate

research efforts.

Three papers published in the ‘Journal of Inteorati Business Studies’ and a working paper
deal with the cultural antecedents of macro-finahghenomena, including the average
corporate capital structure (Chui & Lloyd & KwokPp@2), national financial architectures
(Kwok & Tadesse, 2006), national life insurance stonption (Chui & Kwok, 2008) and
corporate cash holdings (Ramirez & Tadesse, 20@7)erms of operationalization of the
culture concepts, the most recent paper is basescbwartz indices, while others are based
on Hofstede indices. Moreover, three papers proemeeptual frameworks to address the
issue of causality between the culture, in the waig operationalized, and the financial
outcome. While Kwok & Tadesse’'s framework is an pgddon of Hofstede’s initial

framework (1980), Chui & alii’'s framework is a ndvaroposition to capture the linkages

19



between cultural dimensions of mastery and harnamdycapital structure decisions made at
the executive and corporate levels. Ramirez & Tselgwovide a discussion relating the
culture index they implement, uncertainty avoidamveh risk aversion under various modes
of operationalization that have been observed @tguling research efforts. Importantly, all
these frameworks tackle the precise nature of tbehamnism flowing from culture to finance,

or potentially in reverse. Kwok & Tadesse provideamclusive test for reversed causality,
using an instrumental variable approach, that nigisgly similar to the one used in the

working papers featured in 5-2.

Two papers by de Jong and Semenov (2002, 2006)agoaber by De Jong (2002) have
strong similarities in focus and methods to theeding papers. As previously, the emphasis
is on determinants of broad macro-financial patestock market development, ownership
concentration across countries and the relatiowdsst central bank independence and price
stability. Culture is operationalized with referento Hofstede’s indices in all cases. As
previously, conceptual frameworks are proposeddtiress the mechanisms from culture to

the financial outcome with consideration of thesadity issue.

Two papers from the Journal of Auditing and AccaugtResearch are in the similar vein,
and use Hofstede’s indices as well. They investigadtitutional correlates for the quality of
business information, specifically the quality etaunting standards (Kimbro, 2002) and the
accuracy of market-analysts’ forecasts (Clement &4 2003). Their focus is on aspects
relating to the quality of cross-national corporg@vernance mechanisms rather than on
broad macro-financial patterns. Conceptually, Cleinée Rees provide a specific approach to
the way culture alters individual and organizatidmehavior in specific business contexts. It
modifies the efficiency of analysts’ forecasts, hatt the individual level (mediating the

variables known to associate with individual accyjaand at the level of firms (modification
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of the brokerage firm’s average accuracy). It isemmrthy that their sample features an
overlap between legal origin, individualism withmations and macro-financial patterns

country-wise (market- vs. bank-based system).

The second paper associates corruption indices aoitimtry-types (based on individualisms
scores). In contrast to previous contentions, thbas find that the negative link usually
found between individualism and corruption is méegtiaby the quality of monitoring and

economic development. When monitoring, accountingndards and development are
controlled for, the correlation between individgali and corruption is reversed, and turns

positive.

Overall research efforts surveyed in this sectiaengplify the quantitative relevance of

national culture indices drawn from the dimensi@tditerature, and principally drawn from

Hofstede (1980) and Schwartz (1994). These reseaffdrts attract attention to the

importance of combined methodologies and emphasizeneed to propose grounded and
applicable conceptual models of culture’s consegeen Finance, that include not only
frameworks to link culture indices, behaviors amdifcial outcomes but also methodological
refinements including tests for causality, instrataé variable approaches or models of
cultural interaction. In particular the two papbysRamirez & Tadesse (2007) and by Kimbro
(2002) emphasize how a culture connection candwwand a previously known relationships
between two variables such as between multinaitgnand precaution cash-holdings
(Ramirez & Tadesse) or corruption and individuali@@mbro). We note that none of these

papers referring to the dimensionalist view of utdtwas published in a financial journal.
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4.2. International investments: the relevance of natinal culture indices

The three papers in this section belong to the fagic examined in section 2, but they are
similar in focus and methods to a large number esfearch-articles in the management
literature. One paper by Payne (2007) is exclugiVeescriptive”. It reviews the nature of
Hofstede’s research-work in the managerial fieldptovide finance-practitioners with a
synthesis on his line of research. The two empgipeapers by Outreville (2008) and by Conn,
Cosh, Guest & Hughes (2005) implement a culturatadice index, referring to the
dimensionalist literature for definition and opévatlization. Specifically the former paper
investigates the determinants of international mexglecided by UK firms while the latter do
so for international mergers within the insuranodustry. Both include as an exogenous
variable acultural distance indexlerived from Kogut & Singh (1988), a refinementtbé
initial Hofstede’s national culture indices discedsn Harzing (2004) and Siegel & al (2008:

appendix).

4.3. “Cultural Finance™ confirming the strength of dimensionalist reseach within

finance research and outside finance journals

The publication of a survey by Breuer & Quinten@pafter the initial edition of our own
survey completes it and stresses first the streoigtiur own survey-methodology, second the
relative importance of the dimensionalist appro@aclsome finance scholars, third the current
methodological focus within this approach, fourthe tstrong current methodological
inbreeding in financial research, an inbreeding pimavides insight on why Breuer & Quinten

call for the ‘establishment of cultural finance as an autonondisesiplin€'’.

Breuer & Quinten (2009) provide a list of 21 emgatiresearch articles focusing on culture

and organized around two key research-themesrporate finance (capital structure,
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dividend policy, corporate governancexhd ‘portfolio and risk managementThe bulge of
their review relates to dimensionalist approacmetuding 16 references. Other references
include 2 articles referring to other approaches alneady included in this review (Stulz &
Williamson, 2003 and Grinblatt & Keloharju, 200lgessections 3 & 5) and 3 articles
focusing on cross-country variance in momentuntesgias and profits (Griffin, Ji & Martin,
2003), or capital structures (Stonehill & Stitzdl969; Sekely & Collins, 1988). It is
noteworthy that the first and second articles domention any of the culture-words, while
the latter (Sekely & Collins) does, providing a nty-grouping approach. In all three cases,
this confirms the conflation between theuntry puzzleand current culture-approaches in
finance (mainly derived from dimensionalist appites; ie. the use of national culture

indices).

Among the 16 mentioned dimensionalist referencedy @ne was published, but in a
management journal while its focus is overlappingmanagement (studying M&As, see
footnote 3). Six references were already includedur base and none of the 9 additional
references can be traced back to our database. prbisdes a successful test for the
methodology we followed and incidentally it confsnmour assertion that until recently

dimensionalist research-efforts in finance havenlmeasistentbutseparate

Further, Breuer & Quinten (2009) survey comes tymel assess the relative strength of
dimensionalist research efforts in finance. We agWladge that unlike Vinken & alii (2004)
they do not use thedimensionalist label that was proposed at the conference in dtol
however they provide significant evidence on treotitical and empirical antecedents of this
approach across disciplines and in Finance todaghé&r, they provide an extended outline of
the importance of values within this framework. Agoihal research work we add to our

database (noted by ° in table 2) include Andersaai&2007), Beugelsdijk & Frijns (2009),
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Breuer & Salzmann (2008), Chang & Noorbakhsh (20D@&sender & alii (2007), Chui & alii
(2007), Fidrmuc & Jacob (2008), Pirouz (2004), Skealii (2008). The list of topics in table
6 reflects these inclusions. It adds to the rarfg®mics considered the cross-comparison of
corporate finance patterns to that of macro-finainigsues (section 4.1 here). The general
focus remains on understanding the cultural antstetb general embededdness of finance

within the institutional and economic frameworkscofintries.

Last, we note that our earlier remarks on methagioé focus, mechanisms and causality

(section 4.1) apply to most of these articles apteamized in Breuer & Quinten (2009).

5. FEATURING SIMILAR EFFORTS WITH DIVERGENT CULTURE VI EWS:

DIMENSIONALIST VS. OTHER REFINED VIEWS

The preceding sections establish that there iscbdbgersity and a lack of consistency across
efforts to implement culture-research within FinanThis section will illustrate further the
contrast between economic vs. managerial rootsutilire-research within finance as it
features two pairs of articles conducted on idahtiopics by scholars from various
backgrounds on two financial topics earlier consdein sections 2 (financial aspects of

international trade) and section 4 (antecedentsamfro-financial structures).

5.1. Culture as an antecedent to legal statutes

Licht, Goldsmidt & Schwartz (2005) and Stulz & WAainson (2003) investigate the
antecedents of investors’ rights, as initially ¢@di (La Porta & alii, 1997, 1998), criticized
(Spamann, 2006) and accordingly refined (Djankowlig 2007; Djankov, La Porta, Lopez-

de-Silanes & Shleifer, 2008).
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Investor’s rights, along with legal origin, haveebeextensively used in thaw and finance
approach to investigate a number of financial isssganning from the quality of corporate
governance, to the development of financial markatsd beyond (La Porta, Lopez-de-
Silanes, Pop-Eleches & Schleifer, 2004). This stre&research considers investor’s rights as
exogenous and provides policy recommendations imsexguence. In this context the two
papers reviewed in this section intend to demotestieat investor’s rights are correlated with
very enduring and stable socio-cultural charadiesiswhich casts doubt on the ability to
change law on the book with effective consequemitisout paralleling culture change.
Methodologically, this implies that the question$ potential reverse causality and

endogeneity are explicitly addressed.

Both papers provide extensive definitions of cu@iwdetailed review about aspects of culture
that are relevant to their purpose, and they cateekuccessfully culture proxies with
investors’ rights, mainly creditors right for St8zWilliamson (2003), both rights for Licht
& alii (2005). While the formers use two variablies culture, religion and language, they
note that the first variable has to be taken a¢ femlue and they provide extensive scholarly
references drawn from the fields of economics, enun sociology, legal, economic and
religious history. In contrast, they note that $eeond variable they use, language, proxies for
‘world-views’ or world-system and they , oppose lderiew from English- and Spanish-
speaking countries, the former standing for tAeglo-Saxon’world-view.. Licht & alii
(2005) on the other hand test the whole range tbme indices drawn from both Hofstede
and Schwartz, arguing thatdtional culture profiles’as captured by the combinations of the
culture-index scores bear a relation to the legsiesns, including legal styles, acceptance of

litigation, enforcement, etc.
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5.2. Investigating culture’s consequence on Internabnal Investment and trade:

unpacking the nature of the mechanism

Two recent working papers intend to unpack the@mand nature of cultural similarity that
fosters tconomic exchange(Guiso & alii, 2007) andihternational investment(Siegel &
alii, 2006). Together, they investigate a wide engf capital flows between nations,
including ‘international tradé&, “debt flows, “equity exchangés*international portfolio
investmerit “mergers and acquisitiongnd “foreign direct investmehtThey strongly differ
form other papers studied in section 2 in a nunabavays. First, they intend to unpack the
source of relatedness between nations, separatingemgraphical, institutional or cultural
sources. Second, they extend the range of topieg téckle at once, investigating three
endogenous variables each. Third, they providelddiasophisticated and critical definitions
of culture. Fourth, they propose new methodologgatance for the treatment of culture-
related concepts in Finance, in particular withpees to causality and the use of instrumental

variables. To that extend they both provide a neblagical leap forward.

Their respective approach of culture is differi@gliso & al. use a precise and short definition
of culture that is structured and operationalizesuad three key aspectspriors”, “social
constraints” and ‘preference¥’. They characterize culture as the stable aspeictddfidual
frames of reference (stable priors, and prefergnaed context (stable social constraints).
They operationalize it through interpersonal trushich they do not define but rather
categorize aspersonalizet] “ mutual, or “generalized trust, much in line with other papers

mentioned earlier. They provide an extensive dsomson how trust relates to individual

culture as opposed to rational expectations (tdesived from repeated and successful

® As such they are in line with the economic litarat and in particular with North (1990) who comsilculture as a key
dimension of economic phenomena, but substanticdssheanteceden®f the informal constraints observed to constraint
economic action. They relate to Williamson (2009nell. He actually defines culture from its inharstability (‘order of
millennid’). Subsequently, he excludes ‘culture’ or ‘embeditess’ from institutional and economic analyzing.
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interpersonal exchange). As such the bulge partheir culture-related discussion and
methodological refinements relates to the differ@rponents of trust, cultural and rational
ones. In contrast, Siegel & al. refer to a synthetilex developed in the field of cross-cultural
psychology and known aggalitarianism. They don't provide a definition of culture, but
instead, they define the component they use, agalitism, and provide a number of
references on the strength and robustness of ¢aisnaposition of culture drawn from cross-

cultural psychology.

Both papers spend most of the discussion not afinition of culture, but on the relation of
their operationalized variables (respectively tarsi egalitarianism) and the ways it relates to
individual behaviors, processes of interaction, dhe financial outcome. Both provide
extensive references and discussions rather tmaplesidefinitions. Guiso & al. provide a
detailed assessment of the relative cultural anatioeal components of trust and they
propose a two-step procedure to untangle the v@gomponents of trust. In a related paper,
Siegel & alii (2008) investigate further the deteramts of only one of the three kind of
international investments flows, FDIs. In thisdatpaper, they provide extended references to
why egalitarianism relates to individual and cdilee decisions in terms of foreign
investment. They include two case studies as gaheoconceptual evidence on how culture

matters for investment.

Methodologically, both papers provide a new appnpaombining conceptual and qualitative
elements to the more usual quantitative proceedifigey both propose an instrumental
variable approach to test robustness and assesalitaletween culture and capital flows.
Culture, respectively trust and egalitarianismsugcessfully instrumentalized through the
same three instruments in the two papers: the nuofbgears countries were at war across

centuries, ethnic fractionalization within the coynand commonality in dominant religion,
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sources are either identical or similar. It iskéty that these authors should have similar

results with this instrumental variable approachilevthey use different culture-concepts.

6. DISCUSSION - SYNTHESIZING ACROSS THE HETEROGENEITY OF

REFERENCES TO FIND A WAY FORWARD

6.1. Beyond the heterogeneity of culture referenceshree main approaches to date?

Many references have been provided on the dimealssbrtonceptualization of culture and
its critiques. Some of the recent financial papeksewed in this survey provide alternatives
that are grounded in ancient and recent acaderhmasship and in particular in economics,
economic sociology, political sciences, as opposedhe managerial anchoring of the

dimensionalists.

Culture is defined as the main national religion $tulz & Williamson (2003) with
antecedents in economic sociology (Weber, 19304)9%nd anchoring in economics (Lal,
1999). Guiso & alii (2007) or Sapienza, Toldra &gales (2007) focus on trust, and while
they don’t delve on culture per se, they provideegive and sophisticated operationalization
of trust with antecedents in political sciencesr(idad, 1958; Putnam, 1993) and anchoring

in economics (Arrow, 1972).

While the literature presented here seem to opfusse conceptions of culture, the precise
nature of the relation between these various cdagemains an open debate that span largely
across human sciences, and beyond sole financlalasship. For instance Stulz &
Williamson (2003) provide a discussion on how Pstatetism relates to decentralization and
individualism, with a suggested relation to sodiétast. Further they show how the religious

spirit and the related norms interact with natiomatitutions to foster the development of
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cross-national differentiation. With relations hetpotential reverse connection, both Guiso &
alii (2007) and Sapienza & alii (2007) remind us hww religious people have differential

trusts level.

Relating to national culture indices, we noted iearthe interesting coincidence between
Guiso & alii (2007) and Siegel & alii (2006) resultVhile they refer in sociological terms to

antagonistic views of culture (constraining vs. ldimg views), they successfully

instrumentalize their cultural proxy, respectivétyst and egalitarianism, through the same
three instrumental variables and with the sameesscdCould social trust and egalitarianism
be in some way structurally related? Similarly R&ani& Tadesse (2007) relate Hofstede’s
uncertainty avoidance to a number of cultural gritwat are common in economics of finance

and that could bear a relationgeneralized trust

In sum the potential congruence or overlap betvibese approaches remain to be explored
further. Additionally the relation to dimensionalimpproaches should be meditated,
particularly so as almost no dimensionalist redeaftort has found its way into financial

journals yet. The International Business Literajumavides some balanced analysis relating to

the relative merits and weaknesses of this valasgsd approach (Earley, 2006).

6.2. Grouping countries and preliminary methodologicdremarks

A convenient solution to overcome the nationalunagltpuzzle is to group countries according
to profiles. In management, researchers who hatieized “cultural distancé approaches

propose regional groupings (Shenkar, 2001, Rone&shé&nkar, 1985). Of course, a question
arises on the way to group countries and whethegthuping will be consistent across time

and across the nature of the financial issue bemgidered.
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Hall & Soskice (2001) go further and studyafieties of capitalism” They propose an index
based on a dichotomy between contractual vs. oslatieconomies, a distinction that echoes
historical evidence provided by Greif (1994). Graifalyzes the co-emergence of cultures,
organizations, trade routes and the endogenousagperent of law among the Genovese and
Maghribi traders in the 10th to 13th centuries. éy kesult is that the Maghribi traders,
belonging to a more collectivist culture, extengively on reputation and intra-group trade
to limit opportunism. On the other hand, Genoveseldrs, from a more individualistic
background, need a legal framework to control jgpartunism, and hence law is developed

actively to support trade and limit opportunism.

Debates in the field of corporate governance ilaist the consequences of institutional
embeddedness at national levels. A general digimcian be made in the financial literature
between approaches that consider differences irrgance structures rather as a matter of a
degree in efficiency. These approaches are exeaetpliy thelaw and finance approacflLa
Porta & alii, 2004). Other approaches see diffegsnin kind, implying different systems with
different sets of relationships between financiatiables and their institutional correlates in
aggregate (Shleifer & Vishny, 1997, Charreaux 2004)s difference in kind is sometimes
attributed to a banks vs. market orientation (May®90; Levine, 2002; Demirgt¢-Kunt &
Maksimovic, 1998), which correlates with Hofsted#tuare indices (Kwok & Tadesse, 2006).
In the socio-political tradition, comparability ass systems is limited (Romano, 1993) and
equilibrium situations are primarily driven by exapus historical shocks (Rajan & Zingales,

2003). Overall, this brings us toward proponentsavhparative thinkingnethods.

In adjacent disciplines, comparative studies armarmon, and are a primary way to contrast
varieties of capitalism. They generally rely ondduadinal studies andhick descriptions

(Redding, 2005; Guillén, 1994 for instance). Guille Suarez (2005) provide a synthesis of
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five varying traditions of institutional analysis international management. One relates to the
dimensionalistand three relate to thgocio-political and faw and finance’traditions in
financial research. The fifth approach pertainsdmparative authority and business systems

It favors a kind of method that is rarely featunedinancial journals.

In any case, this points to methodological limitghe current financial toolkit drawn from an

historically close association with the neo-clasisparadigm (Brennan, 1995)

6.3. Culture(s): culture as a process, from a definibn toward a conceptualization

In one of the empirical papers in the databasen@&u& Palmer (1984) investigate a number
of “behavioral biases” that condition the developinef life-insurance markets country-wise;
they consider ttaditional work ethic, fatalism, socialization gegence, religion salience,
and assertivene$sas individual drivers for life-insurance consumopt and market
development. The notions ddssertivenessor ‘religion salience’attract particular attention
and they are indications that cultures really nmatte specific contexts and in the way they
are ‘put to use’ by various groups or individudulfure as a process’). The reification of
culture across broad social groups and in partico&ions has drawbacks, as mentioned
earlier and recently echoed by a call to balang¢erdirand intra-national culture variance
(Tung, 2008). Another drawback is what Klep (20P1) characterize aslabeling exercise
Specificity in definition is required and it impigorecision in definition through appropriate
methods and an understanding about specific befahetements that are relevant, how they
derive from a specific culture(s), how they relatelividually and in aggregate to the
investigated outcome. So we suggest that cultureitiens should be derived backward from

the examination of financial issues and the rolgrotips in their emergence or functioning.
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Further, a key requirement is the homogeneity efgioup with respect to the type of culture
that is measured and the way it interacts with fthancial issue being investigated. In

particular this point is repeatedly stressed inlifegature that criticizes the use of Hofstede
indices. Similarly some researchers suggest fogusimthe intra-group variance as much as

on their mean to derive meaningful measures oticest (Au, 1999).

Accordingly we suggest shifting attention away frime range ofubstantivedefinitions that
are possible to considering culture agracessuniting a group of men and women in some

precise way around some specific substantive cterstics to be definéd

6.4. Culture in context: institutions, embeddedness

The embedded nature of some financial phenomemasiao much of the identified research
pieces in the survey. In fact, much knowledge reenlrollected on institutions in economics,
sociology, political sciences, management and @r@nanalysis could draw on this

knowledge to bring its own research agenda further.

For instance authors within the dimensionalistrditere have extensively investigated the
importance of serial correlations at the countryeleacross a range of domains. There is
evidence of serial correlation of national culturedices with varieties of capitalism
(Schwartz, 2007), with the rule of law, corruptiondemocratic accountability (Licht & alii,

2007), with economic, demographic and politicalistures (Schwartz, 2004).

The debates, around the law and finance approackheo precise nature of the mechanism
driving the observed serial correlation betweerallegriables and a range of financial issues

appear in a new light when contrasted with existinggdom derived from adjacent

" DiMaggio (1994: 28)’s advice is thaio‘establish a cultural effect, one must meet twiitions. First, one must
demonstrate that individuals or collective actorshwsome specific kind of culture behave differetiitin others without it
[...] Second, one must demonstrate that such difte®do more than mediate structural or materidliefices [...]"
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disciplines. So, a number of authors attract attenvn collective, normative or behavioral
elements relating to law. North (1990) remindshet enforcement is of primary importance.
Greif (1994) shows how historically legal systemseege as a complement to trading systems
rooted in specific social cultures. Aoki (2001: ptex 11) shows how the law on the book is
mediated by collective systems of belief and ergstiehaviors. Stulz & Williamson (2003:
314) quote Merryman (1985: 2)iie legal tradition relates the legal system to ¢éure of

which it is a partial expression”

We suggest to separate the analysis of financslies depending on the underlying
embeddedness-mechanism at work, for instance whetiee financial outcomes being
investigated depends on demand & offer on a spetiéirket, on contracting mechanisms, on
path-dependency, on complex mechanisms involvibfyimg and legislating or still whether
it is the result of a longer maturation processimita nation. Depending on these elements,
the nature of the cultural framework at work and tay it interacts with the institutional
context will differ, the nature of conceptual evide relating to culture will change and the

required methodologies will be different.

6.5. Culture and finance: preliminary methodologicalnotes

What are the methodological consequences? Thisfaebker doubt on the possibility of
developing culture-research in finance without @ptoalizing on the type of culture that is
referred too, the ways it is referred to, the reeahomogeneity of use within a group. This
emphasizes the salience of the discussion provige@uiso & alii (2006, 2007) about the
trade-offs to be made in definition, empirical x&lace and methodological design for
culture-research in Finance and Economics. Thidi@m@n extension of the type of methods

used in financial research, involving in particutpralitative approaches (case studigisick
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description8), conceptual analyzes dfounded theory conceptual analyzing, contrasting
modeling or theoretical properties to real-worldcimenisms) or still the inclusion of non-
continuity as a mode of approach (for instance &#&isalii, 2007:10 note thatgame theory
has ‘produced its own backlash’ in terms of logicahsistency and deductive rationaljty
we are thinking about other methods as well, asliméed diversity approachof Ragin,

2000....)

We noted earlier the potential importance of lamgjmal methods or thick descriptions for
some of the cultural approaches in finance. Aok)O@® insists on the importance of
conducting synchronic and diachronic analysis imalba: in other terms to complete
longitudinal one-country studies with cross-counsyd panel data. If nations provide a
recipient for prolonged institutional maturationtivimultiple equilibriums resulting from
historical paths of development, then comparisonstrhe made across kinds of systems and
this difference in kind implies investigating bothe dynamic structure of change within

countries per se and in comparison.

Further, we suggested that culture concepts shbeldperationalized backward from the
issue at stake, with a careful examination of thdeulying mechanisms at work. So some
articles reviewed here focus on specific aspedisted to cultures, which are precisely
defined. These aspects encompiasst (Guiso & alii, 2007),egalitarianism(Siegel & alii,

2008), religious beliefs(Hilary & Hui, 2007), mastery/harmonyChui & alii, 2002). Most

importantly, these articles relate precise and atpmral definitions to specific conceptual
models outlying the mechanisms linking individuatiions, individual behaviors, collective

behaviors and the financial outcomes in aggregate.

Culture-research in finance is dwarfed with methogdizal problems. These problems are

often technically transparent, such as the omitietiable bias, causality issues,
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heteroskedasticity, over-specification... Yet theye aempirically and conceptually
overwhelming in the context of embeddedness. ResyltRamirez & Tadesse (2007) or by
Kimbro (2002) come as an illustration of the impore of delineating the conceptual
mechanisms as well as the relation between vasgaduhel proxies. On the other hand, the
focus needs to be somewhat shifted from dheice of institutional proxies at large, to the

evaluationof their empirical significance.

7. EXTENSION: BEHAVIOURAL FINANCE AND CULTURAL BIASES

While reviews on Behavioral Finance by Baker, Rikb&cWurgler (2005) or by Shefrin
(1999) do not consider Culture, nor mention anyturatrelated words, Shiller (1999) or
Greenfich (2005) link culture and behavioral bias&dditionally, Charreaux (2005, 2002)

suggests an overlap between the two lines of relsear

7.1. Rationality, lack of rationality and sources forlogic in action

As derived from the reviews just mentioned, Behalidinance is mainly concerned with
explaining irrational behaviors in financial deoisimaking. Shefrin mentions that a key
element in definition relates totHe errors made” by managers, errors derived from
“cognitive imperfections or emotional influencefaker & alii note that this research

replaces the traditional rationality assumptionstiwpotentially more realistic behavioral
assumptions Both definitions emphasize lack of rationalitys @& departure-point for

Behavioral Finance studies.

In contrast culture research does not imply irraldy. Seminal works exemplify strong

logics in action. Durkheim (1968 [1912]) insists systems of integrated beliefs, while Weber
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(1978 [1922]) underline the co-existence of varyiogns of rationality, deductive, inductive,
teleological- and value-rationality. In the thirevrew on Behavioral Finance, Shiller defines
the purpose of Behavioral Finance asnderstanding anomalies in financial marKets
shifting focus away from errors in individual bel@vto anomalies in aggregate patterns
(offer and demand, collective behaviors). Shillates further that dne difficulty [with
cultural biases is] that of disentangling the ‘raial’ reasons for the imitation of others from

the purely psychological ones”.

This emphasizes two key differences, a first on¢apeng to the potential logic in action at
the individual level. So while Behavioral Finanse doncerned with a lack of rationality,
culture-studies emphasize different and potentiedigiflicting sources for logical individual
behavior. In particular, value-rationality as dexdvfrom Weber is central to many researchers
with an interest in culture. Indeed, the primacyvafues is utilized to derive indices of
national culture in the dimensionalist literatuxénken & alii, 2004) or in political sciences
(Inglehart, 1997). Emotion-research in organizalobehavior and motivation-research in
sociology and social psychology build on similangnds (McClelland 1953). Breuer and
Quinten (2009: 2-8)’s proposal to establish Cultlmance as an autonomous discipline

clearly builds on this ancient and strong traditisee figure 1 and table 1 in particular).

7.2. Individual consistency or inconsistency and behaor

Additionally, “cognitive imperfectionsare generally considered relatively stable actioss
and personalities, implying that under identicahichl conditions in experiences, the same
imperfections will be reliably observed (Kahnemai€ersky, 1979). There is consistency in
the behavioral biases across persons and time,tlaadindividual consistency lead to

inconsistency in social outcomes, and errors oleskon markets.
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In contrast, Culture is what is referred to, tofatiéntiate varying human behaviors across
groups under similar conditions. So culture is wblaéracterizes the deviation in general
behaviors within a given group compared to otheugs. A key difference is the nature of
the scientific methods retained, clinical and ekpental designs being common in
psychology, while most of culture studies focus experiencesn vivo, or observations
(anthropological methods, grounded theory). Moreow®urces of cultural homogeneity
within existing societies and nations can be agmdcational gap), religion, gender, social
status, ethnicity, etc. Each of these groups c@pat a variance in cognitive schemes and
behaviors, implying inconsistency in cognitive Stla¢a across persons, potentially time, in

contrast to the reliability of psychological biaseisially detailed by Tversky & Kahneman....

7.3. Mental schemes in individual vs. collective beli#ors

Another key difference between behavioral finanoe eulture studies is the focus of interest.
Behavioral finance centers on individuagisychewhile culture research focuses on groups;
DiMaggio (1997) emphasize that culture isupra-individual”. In the dimensionalist

literature, an explicit distinction between indivad and cultural levels of analysis is made
(Schwartz, 1994). Schwartz (1999) provides differsets of measures for individual and

collective values.

While the relation between “cognitive errors” arsehavioral biases” is relatively direct at
the individual level, the relation from culture itedividual and collective behaviors is more
complex. For instance DiMaggio (1997) emphasizeisingdtion between common and
collective beliefs: culture can be understota$ an aggregate of individual beliefs or
preferences, or as shared representations of iddadi beliefs” (p. 272). In Organizational

Behavior, the Globe project departs from a distomcbetween the individual perception of
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the groups’ beliefs as thmodal valuesss. themodal beliefsthe world can be vieweds it
is’ or ‘as how it should be(House & alii 1999 p. 14). Shiller (1999) mentiddslture in two
ways, both as an element of national differentrat{explaining different cross-national
financial structures), and as a “global culturer, element of world-wide homogenization.
Doing so, he stresses the importance of culturagdathe fluidity of culture-dynamics and

the differentiation between the observation of @bra and their cultural determinants.

Chiefly, culture-research and behavioral finanaespnt different angles of approach and they
entail strong complementarities. Building on the#spective contribution to propose an
integrative framework is promising. However, a nembf key differences in focus, methods

and assumptions must be considered which is betywnsicope of the present survey.

8. CONCLUSION

Provided a growing interest for culture in Finamecel the absence of a survey, we collected
papers and conducted a systematic screening ed @hd abstracts in 21 financial journals.
Building on this knowledge base, we searched foditewshal references in texts and
bibliographies, and used them to expand our sangeto adjacent disciplines, selecting
papers with a financial focus. Broadly, we can tdgma large number of issues relating
culture and Finance, with two specific topics imthg a significant number of papers,
‘international investmentand Sstockholdings’.Other papers deal with a range of topics

relating mainly to financial macro-structures, gamaace patterns or financial laws.

Overall the dual relation to both fields of managetand economics is inescapable and there
Is strikingly little overlap in the ways culture dgalt with across sides. When definitions are
provided, they are mostly drawn from the dimendlishditerature and they mirror research

efforts in Management with similarities in defiitis, variables and quantitative proceedings.
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These references characterize the group of papersacro-structures’ as well aa few
papers in other sub-topics; they have barely foteir way yet into financial journals. A
subsequent review by Breuer & Quinten (March 2@@8ifirms these insights, and the call to
establish tultural finance” as an autonomous discipline may reflect the ldchancity of
orthodox financial approaches to this line of asmsly This confirms the strong atomization

and disciplinary inbreeding.

Other culture-references in our database are mositynating in financial journals. They
generally overlap with either international tradmmomics or financial economics, or still
with the exploration of thecbuntry puzzlein financial research. Papers here provide mostly
no definition of culture, and while some proxieg aoutinely used, in particular language,
geographic distance or nationality, their relatiorculture itself as a research variable is left
undefined. There is little consistency in the wayiables are measured, which variables act
as proxies, the way institutions interrelate witlitere and other key characteristics within
countries. The general perception is that countliesnatter for financial analysis and that

institutional, cultural, geographic and economiglitees contribute strongly.

Overall the survey shows that providing a defimtaf culture has been mostly avoided when
it was not derived from a dimensionalist referer\tet there seem to be a long-lived interest
for culture explanations within many subjects imafice, sometimes with an intuitive appeal
of cultural explanations dating back to the 50’searlier. Beyond the dual relation to both
adjacent disciplines of economics and managemgdi#,‘indigenous’thinking has been done
on culture studies in Finance. Stulz & Williamsompaper (2003) is one of the few papers
published in financial journal to provide detail@ad conceptual discussions about culture and
its relevance for Finance, with extensive acadereference to related disciplines. Yet,

surprisingly, they stress that they intend to adeathe idea that tdture matters for
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Finance”, rather than investigatenvhy it does” (ibid, p. 4) Other such enterprises can be
identified on a case by case basis, including anteworking paper by Guiso & alii (2007)

that provide extensive discussion on why trust laysr with culture and how it is related to

investing in stocks. Some other promising effors stemming from the Behavioral Finance
field (Statman, 2006) and further writing at thindee of the discipline, in economics (Guiso
& alii, 2007; Aoki, 2001), or in sociological ana¢d@omic history (Greif, 1994) attests of

breadth of specific approaches to culture. Ovénal confirms recent theoretical perspectives
on culture research in international business armghrozational theory (and in particular

Baskerville, 2003; Earley, 2006 or Leung & alii,(&). At the same time this illustrates

Hofstede’'s assurance thatrbss-cultural social sciences therefore can not be cross-

disciplinary’.

Directions for future research are in line withghan the international business research, a
field that is more advanced for culture-researcht has drawn from a plurality of paradigms
for decades. First, they relate to the potentiafuother importing and confronting existing
wisdom from adjacent disciplines as outlined earlgecond, the fuzziness of culture should
be taken seriously, and methods should be adaptadingly including greater reliance on
conceptual reasoning, qualitative methods and agimg evidence Third, we argue that
culture-research in finance should not start wikkarte views on culture, but rather it should
focus on conceptual models on heamenorm characterizing the action withinsaecific
group to aspecificfinancial purpose or situation is relevant. Hertbe, definition of culture
should come Backward” [terminology proposed by the authaghd be intimately related
with conceptual models on how the norms influerinaricial decision-making or financial
structures. This is in line with conceptualizatidosused orlayers of culturglLeung & alii,
2005) and compatible with a wider range of pos#idrom those departing from national

culture indices, to those considering finance amemics as a cultural systems (DiMaggio,
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1994: 46 for an outline). However, this brings theden of defining culture and culture’s
relevance to each research-piece, this requirdgajivee and conceptual approaches (Earley,
2006), and this attracts attention on intra-groapgance of norms (Au, 1999; Lenartowicz &
Roth, 1999; Tung, 2008), should the group be basedations, professions or individual
characteristics (gender, age, education, etc.k Jiggestion to favor ‘backward definition’ is
of course not exclusive to dimensionalist approache is clear in either Earley (2006) or

Leung & alii (2005).

This focus on norms, on the groups from which theyderived, and the mechanisms that are
set into motion, provides an interesting angle ppraach for finance and further theory
building is needed. For instance we suggest thgtpalogy could specify how financial
subjects can be related to specific methodologieglds culture-wise. It is to be noted that
culture-approaches are not entirely consistent existing principles that have prevailed in
Behavioral Finance and exploring the relationshiphier is promising. It attracts attention on
the potential for discontinuity in management ooremmics (norms can brutally vanish, this
entails jumps in modeling). Further when free-ridgradually win over norms these norms
can progressively become empty shells and lose ohganizing power asystems of shared
beliefs’ (Aoki, 2001; Greif, 1994). We would like to clos@ a famous citation by MacKay
emphasizing at the same time the logic and cotisttwole of informal norms (culture) and
the potential contradiction with individual psyctied rationality*Men, it has been well said,
think in herds; it will be seen that they go macherds, while they only recover their senses

slowly, and one by one.” (Mackay, 1852: viii).
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TABLE 1

2 = P
£ 5 @
- - 8 s - 3 T 5 ¢

- g s T 5 ¢ g S55 8% % %

g £ 8 8§ g & §8efg g Le¢d gl

5 3 s E £ E § 9255 £ 82 5 g8

3 & g 2 2 ° o 5388 32 3 53 35 53
Journal of Banking and Finance Finance & 5 5 2 1 1 0 0 0 0 0
Journal of finance Finance 3 4 4 1 0 0 0 0 1 0 0
Journal of Risk and Insurance Finance 3 8 3 5 2 1 0 0 0 1 0 0
Journal of financial economics Finance 2 2 2 0 0 0 0 0 0 0 0
financial management Finance 1 20 1 19 | 18 2 0 4 0 4 4 4
Journal of Business Finance and Accounting Finance 1 4 3 1 0 0 0 0 0 0 0 0
Journal of Portfolio Management Finance 1 7 7 6 3 1 0 1 1 0 0
Review of financial studies Finance 1 1 1 0 0 0 0 0 0 0 0
Banque & Marché Finance 0 0 0 0 0 0 0 0 0 0
Controle Finance Stratégie Finance 7 7 7 2 0 2 0 1 0 2
European Finance Review® Finance 0 0 0 0 0 0 0 0 0 0
Finance Finance 0 0 0 0 0 0 0 0 0 0
Geneva risk and insurance review Finance 0 0 0 0 0 0 0 0 0 0
Journal of corporate finance Finance 0 0 0 0 0 0 0 0 0 0
Journal of Financial and Quantitative Analysis Finance 0 0 0 0 0 0 0 0 0 0
Journal of Financial intermediation Finance 0 0 0 0 0 0 0 0 0 0
Journal of Risk and Uncertainty Finance 2 2 2 2 0 0 0 0 0 0
Mathematical Finance Finance 0 0 0 0 0 0 0 0 0 0
Journal of Business Previously in Finance 1112 | 4 8 7 4 0 2 1 0 0 0
Journal of International Money and Finance Macro-economics 1 1 1 0 0 0 0 0 0 0 0
TOTAL / Finance 17 74 11 63 46 15 ] 8 2 8 4 6
Other journals
Journal of economic perspectives General 1 12 12 | 11 3 5 0 2 1 0 0
Journal of political economy General 1 12 12 | 11 2 8 0 1 0 0 0
International Review of Law and Economics Law & economics 1 4 4 3 0 1 0 0 1 0 1
Journal of Accounting, Auditing & Finance Accounting 2 5 1 4 2 1 0 0 0 0 0 1
Journal of International Business Studies International Business | 3 146°%
TOTAL / Related 8 27 6 14 0] 3 2 0 2

Additions

IJBGE 1
W orking papers & seminars 9

TOTAL 35 107 12 95 73 21 17 8 5 10 4 8
Methodological note: search executed as of August 1st. 2008 on titles and abstracts (EBSCO) for the w ords culture, cultural, religion & language
°now 'Review of Finance'

“Selecting financial topics rather than excludinf non-financial ones.

* book review , court decisions, discussion on an article...

** no directrelevance for finance: societal studies, biology, anthropology, history ...

*** including technological, financial, economic, government, union cultures as w ell as credit-culture, payment-culture, safety-culture & 'Southern-culture' (US
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5 —
g ; Swreol 2
= x Aprcach phblicaton A =
Anderson & diie 2007 Int. dversificaion by Ivestors 3 emprical Wrkg. Paper yes yes ye
Baker,Jersen & Murphy 188 J Review - ircerties ad the NA caceptal Relaeddsc. no 5 o no
aerncyvtheay
Beugelsdj k& Fiijns® 2008 WP Stoc k-hdding [home hias] 2 4 * emprical Wrkg.Paper yes 98 yes yes
Breuer& Sazmam °© 2009 WP CGovemarncesystems 3 4 emprical Wrkg.Paper yes 139 yes yes
Browre & Kim 193 JR Lifednsurance holdng 2 2 ° emprical Finacid no 10 yes no
Burett & Palrer 184 JR Lifednsurance holdng 2 2 ° empirical Finacid no 6 yes no
Eit;gilgefeﬁer & 2007 WP Eamings Management[inagg.] 4 4 emprical Wrkg.Paper yes 113 yes yes
Chang & Noorbakhs he 2008 WP CashHoldng[in agg ] 4 4 emprical Wrkg.Paper no® 60 yes yes
Charreaux 2004 WP Review - Capade Govemance NA cacepttal Wrkg.Paper yes 20 rl. no
Chui & Kwok 2008 JBS Lifeisurance hddngfinagg] 2 2 4 * emprical Reladeddsc. yes 91 yes yes
Chui, Uoyd & Kwok 2002 JBS Captal Structure [in agg ] 4 4 emprical Relaeddsc. yes 68 yes yes
Chui, Titman& Wei ° 2008 WP Momentum pofits in agg ] 3 4 emprical Wrkg.Paper no® 76 yes yes
Clement &Rees 2003 JAAF Mak et andysis 4 4 emprical Relaeddsc. yes 51 yes yes
Conn &dii 2005 JBFA Int. investment [M&AS] 1 2 4 * empirical Finacid yes 24 yes yes
Delorg 2002 WP Inflation and independence 3 4 emprical Wrkg.Paper yes 76 yes yes
DeJong & Semenov 2002 WP Stock-Maket Develogoment 3 4 emprical Wrkg.Paper yes 76 yes yes
DeJong & Semenov 2006 1IBGE Owrership pattems 3 4 emprical Relaeddsc. yes 41 yes yes
Fidmuc& Jacab °© 2008 WP Dividerd policies [in agg] 4 4 emprical Wrkg.Paper yes 116 yes yes
Focarelli & Pazzdo 2008 JBF Int. investment [M&AS] 1 1 2 emprical Finacid no 6 yes no
Garde& Pasley 2003 JFE Irtl. invest mert [Intl. credif] 1 1 2 emprical Finacid no 6 yes no
Geasm &alii 2005 JBF Int. investment [M&AS] 1 1 2 emprical Finacid no 10 rl. no
Goldbeg & dii 2005 JMF Intl. investmert [FDIs] 1 1 2 emprrical Finacid no 1 rl no
Gref 194 JPE Endogendty oflav &cutue  NA caceptal Relaeddsc. yes 145 rmo no
Grinblat & Keoherju 2001  JF Stock-oldng 2 1 3 empirical Finacid no 29 rl. no
Grimold& dii 189 JPM Stock-oldng 2 1 3 emprical Finarcid no 1 yes no
Guiso, Halliassos & Jappdli 2000 Book Stock-oldng 2 1 3 descipive Finacid no 3 yes no
Quiso, Saperza & 4dngges 2004 WP Ind. wezgzerr;i;oommc 1 inpair 5 * emprical Wrkg.Paper yes 55 yes no
Guiso, Saperea & 4ngdes 2007 JEP Review - Cture and ecoromics NA caceptal Relaeddsc. yes 87 rl. no
Quiso, Saperza & 4dnggles 2008 WP Stock-+oldng 2 1 3 enpiicd Wrkg.Paper no 2* no no
Hilary & Hui 2007 WP Inve stment NA emprical Wrkg.Paper no 17 no no
Kimbro 2002 JAAF Accounting standads 3 4 emprical Relaeddsc. yes 26 yes yes
Kwk & Tadesse 2006 JBS Finarcid achtectue 3 4 emprical Reladeddsc. yes 79 yes yes
Licht,Gddsmidt & Schwartz 2004 IRLE Inestors' potection 3 inpair 5 ** emprical Reldeddsc. yes 174 yes yes
Mian 2006 JF Intl. invest ment [Intl. credit] 1 1 2 emprrical Finacid no 27 el no
Qutreville 2008 JRI Intl. investmert [FDIs] 1 2 4 * emprical Finacid yes 27 yes yes
Paynre 2007 FM Intl. investmert [FDIs] 1 2 4 * descipive Finacid yes 40 el yes
Piowz ° 2004 WP Stock mark et vdatility 3 4 emprical Wrkg.Paper nd® 73 yes yes
Ramirez & Tadesse 2007 WP Cash hddngs 4 4 emprical Wrkg.Paper yes 96 yes yes
Rosati & Secola 2006 JBF Irtl. investmert [intebak market] 1 1 2 emprical Finacid no 6 yes no
Sarkissian & Schill 2004 RFS Ind. inestrrent [Captd sourcing 1 1 2 emprical Finacid no 11 yes no
Sekdy & Cadllins © 188 JBS Captal Structure [in agg ] 4 4 emprical Relaeddsc. yes 51 yes 1o
Shao, Kwok & Guechami ° 2008 WP Dividerd policies [in agg] 4 4 emprical Wrkg.Paper yes 55 yes yes
Siegd Licht & Schwertz 2006 WP Ind.inestrrent [Int. inestment] 1 inpair 5 ** emprical Wrkg.Paper yes 112 yes yes
Siivasta\a & Geen 186 B Intl. invest mert [ Trade] 1 1 2 emprical Finacid no 21 yes o
Stulz & Williamson 2003 JFE Inestors' protection 3 inpair 5 * emprical Finacid yes 75 yes mo

°addtions provided by Breuer& Quinten (009)sr eview of Cutual Firance. Theyprovdean additonof21empiicd pepers, 8 dwhich were dready
included in our daabase 10 pgpers gpea here maked with an () ad 3 papers have not beenretare d either because they had no occurence o culture-
relaed wards (Griffin, Ji & Martin, 2003; Stonehill & Stitzdl, 1969)or because they shoud nat be included fdlowing curindusionruesoul ined ealier
(Weber, Sherkar & Raveh, 199%6)

“predse dfintions are povided a nore specifi ¢ levels, such as for indvidualism, collectivism, etc.

“2 couts o culture only, this excludes courtso n tust Definition of ‘culture na provided (trust considered inst ead)
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TABLE 3a - Date of publication for the 45 articles ¢ ontained in the database

12

10 1

Number of pagers

1997

1998

1999
2000
2001
2002
2003
2004
2005
2006
2007

= Financial joumals [houmals in related disciplines o rking papers

TABLE 3b — Publication dates for papers ...

...without a dimensionalist ...with a dimensionalist

approach approach
ol Bol
: :
5835993358580 68 | SHA4EAUIEUGBHESE

= Financial joumals

[houmals in related disciplines

51

Lo

rking papers



Table 4: litle homogeneity, but for the methodolog ___ical focus

There is some homogeneity on methodological focus, but there is a tension between dimensionalists and
non-dimensionalist approaches
The dimensionalist approach has hardly found its way into financial journals

Dimensionalist reference? Cross-country comparisons? Is there a definition?

Anunoo-sso 1)
Q fejws

Anunooassold
0} fejlwis

— l= L
s g2 3 g8 28 3= 38 5 5
g = S5 8o 3o 3o D B
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Note:the base line is 41 artic les asthe count excludes ‘conceptual papers aswell as 4 papers that are not treated in sections 2 to 5 (topic 1 to 4)

Table 5: homogeneity resulting from the re-classific___ation process

Section 5 purposefully features two pairs of articles on identical subjects with extended culture-
references (two related working papers and two related journal articles)

Whatis the source of Is a definition Reference to cross-
the paper?

provided? cultural psychology?

yes | yes

o

B X

Q@

T

=10

o
n %) %) n %) n n %) n %J %) %)
@ @ @ @ o) @ @ & @ ® @ @
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*This ndude 3articles focusing on M&As and FDIs** | a common themeto financial and strategy-research
**Thisincludes one paper from 1988 (JIBS) thatfea tures country grouping s very similar to that of Hofs tede or Schwartz, a method
common to the dimensionalists and other approaches
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TABLE 6 — list of topics and re-categorizations

I Section 2 —topic 1 (1st part): international trade & investments I

strade flows (1)
sinternational credit (2)

foreign capital sourcing (i.e. listing 1) [ -Mergers & acquisitions* (1)§ (dimensonalist ref erencd)

spayme nts on the inter-bank market (1 . _ g
«cross-country investme nt flows (1) s el ROl iy (Z)J

*Mergers & acquisitions (2)

‘international investment’ and ‘economic exchangé?¥

Articles
I Section 3 —topic 2 (1st part) : stockholdings and the home b I considered in
pairs
«Stockholdings * (5) Life insurance holdings* (3) (dm\‘fgs;q)gﬂ':
. refined culture-
Section 4 -Dimensionalist approach: macro-financial issues andross- approach)
country comparisons in aggregate
eaggregate capital structures (2) +5
*stock-market development(1) ~aggregate comorate cash holdings(2) remm——_
-qatlo n_al ownership p_atterns(l) -aggregate dividend policies (2)
*financial macro-architecture(1) saggregate earnings manage ment (1)
*Inflation&central bank independence (1) smarket analysis (1)
eInternational diversification (1) scorporate governance (1)
*Momentum profits (1) sinvestment behaviors ° (1)
*Stock market volatility (1)
eaccounting standards (1) investors’ protection * (2)

Section 5 .Reflecting on 2 pars of article

Legend: *paper shifted from a secton (*) to another (**) paper postponed to the discussion section (s.6 ), including the reviewing conceptual paper
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APPENDIX 1: DIMENSIONALIST LITERATURE: A BRIEF OUTL INE

This label is proposed by Vinken & alii (2004) toacacterize large-scale surveys intending to
develop ‘national culture indices’ and it origineten Hofstede (1980, 1991, 1997, 2003.).
Triandis (2004) provides an account on how Hofstedetellectual heritage influenced
psychologists at the turn of the 90’s and gave oo the rise of a new discipline known
today ascross-cultural psychologyThe ‘dimensionalist’ view involves the use of Htic
indices derived from national surveys on individ@add, or collective values. Smith &
Schwartz (1997) insist on the importance of théimtiion between these levels and Hofstede
(1994) insists that the scores to be used arendotidual scores, but national averages across
all national individuals. The introduction alongthkvisections 1.3, 4 and 6.4 of this paper
provide some specifics on debates pertaining touse of these indices, their relation to

economic, political and other societal variablesvall as further references to critiques.

A large number of surveys and meta-studies oflifeisature exists (recently Kirkman, 2006).

A specific operationalization aggregates the caltdlifferences across indices into a single
score for‘cultural distance’ across pairs of nations (i.e. summing up squaitdrehces
across the 4 culture indices as initially proposgdKogut & Singh, 1988; criticized in

Shenkar, 2001; a recent review is provided in Si&gadii, 2008: appendix).

It is unclear if Vinken & alii would include the Gbe project within the ‘dimensionalist’

label, and we suppose they would not, due to thdrceersy between R. House and G
Hofstede. However, we use this label for convereenben talking about all these efforts to
describe national cultures synthetically throughitral indices, and we mean to include all

large-scale surveys based on expressed values.
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Payne (2007)’s article included in our databasecritess in detail Hofstede’s indices:
individualism/collectivism, power-distance, uncarntg avoidance and masculinity / feminity.
Breuer & Quinten (2009), among others, providedditon details on Schwartz’s indices the

second mostly used index across this database.

Recent International Business reviews emphasize ih@an be fruitfully complemented or
extended (Au, 1999; Earley, 2006; Lenartowicz & HRdt999; Leung & alii, 2005; Smith,
2006; Tung, 2008). Its validity is sometimes quastd in than field (Adler, 1989; d’Iribarne,
1997; Baskerville, 2003) and beyond (Mc Sweeney)22@nd ensuing exchange with

Hofstede in the same journal later in 2002).
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APPENDIX 2: ILLUSTRATING DIVERSITY IN CULTURE DEFIN __ITIONS.
Drawing inference from the sample of definition®ypded below and drawn from articles

cited in this study, culture is associated with fb#owing list of concepts:aesthetics
assumptions, beliefs, belief systems, categorizstioodes of conducts, cognition, concepts,
convention, customs, discourse, doctrine, ethogressive symbols, facts, identities,
ideologies, institutions, knowledge, language, mailte culture, meanings, models,
motivational goals (values), norms, pattern of skhngpinformation from the environment,
practices, prejudices, priors, recipes, represeptad, rituals, role definitions, rules,
schemata, self-definitions, shared attitudes, sigssippositions, standard operating
procedures, social institutions, strategies, stylesymbols, tools, tradition , unstated
assumptions, values, shared values.

Only values, norms or beliefs seem to carry geitgrtérough their frequency of occurrence.

International Management

Hofstede, | Culture | 'Collective programming of the mind [...] distinguishithe members of one human

1980 group from anothér(p. 21)

Hofstede, | Culture | 'Social mind

2001

Hofstede, | Culture | 'Culture is to society what memory is to individudtisncludes what has worked in
2004 the history of the society -tools concepts, idelelmgnorms, values, prejudices,

standard operating procedures, unstated assumptmaitern of sampling informatio
from the environment- that most members of theegotgach to the next generation.
This teaching is done by example or explicitly..."

—

House & Culture | “We define culture as shared motives, values, tglidentities and interpretations of
alii, 1999 meanings of significant events that result from wam experiences of members of
collectives and are transmitted across age and geioan”

Organizational theory

Scott, 95 Institutional “Scott distinguishes among three main instituticrzatiers, namely
carriers cultures, social structures and routiriefin Guillen, 2004)

Cross-cultural psychology

Licht, Culture ‘Definitions of culture abound, but the common denator of all the

Goldschmidt & definitions is that culture represents shared valaad beliefs "

Schwartz, 2007

Schwartz, 1999 Cultural vs.| "The explicit and implicit value emphases that cletedze a culture are
individual imparted to societal members through everyday axea® customs, laws
values norms, scripts and cultural values (Bourdieu, 19¥&rkus & Kitayama,

1994)"

Schwartz, 2004 Culture: "The rich complex of meanings, beliefs, practicgsit®ls, norms, and

values values prevalent among people in a society. Thegiieg value emphases$

in a society may be the most central feature dficell.. These value
emphases express shared conceptions of what isagabdesirable in the
culture, the culture ideals

Schwartz, 2004 Culture: "Note that | refer only to value dimensions. In ieoduction | argued
values vs. that these are particularly significant dimensidos comparing cultures
other because they affect so many different aspectieoBut other dimensions
sources of cultural difference, such as the tightness askness of nhormative
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systems, holistic vs. analytic styles of thougbgirde of emotional
expressiveness, and time perspective, are alsoriengop. 71

Siegel, Licht & Culture "Social players interact with partners assumedtiare the same priors

Schwartz, 2006 (beliefs) and to be guided by similar sets of nadkbnal goals (values)"

Triandis, 1996 cultural "The patterns of shared attitudes, categorizati@esf-definitions, norms,

syndromes | role definitions, and values...”

Sociology

DiMaggio, | Culture processes | "Shared cognition, values, norms and expressivésigh

1994 "Representations of culture as a toolkit or repedd...rather than] the

latent-variable view of culture as coherent, intagd, and ambiguolis

Jepperson | culture's Culture's dimensions ordered fromedst conscious to more expressive

& dimensions [identical paragraphs in original]:

Swindler, “Codes, rules, schemata, models

1994 Identities, practices, recipes, strategies, normadiies

Convention, custom, tradition

Symbols, signs, rituals

Knowledge, discourse, representations, doctrineglioigy
Ethos, style”

Jepperson | Institutionalization | “Some cultural elements are more institutionalizeahtlothers, i.e.. more

& of culture linked to other cultural elements, more embodiestémdardized routines

Swindler, and formal organizations, more taken for grantedigfsires of the

1994 environment [...these forms of culture that arehgealed in forms that

require less by way of maintenance, ritual reinforent and symbolic
interaction than the softer realms we usually thirilas culture”

Political sciences

Inglehart Culture "A culture is a system of attitudes, values, anovkadge that is widely shared

(1997) within a society and is transmitted from generatiomgeneration. While human
nature is biologically innate and universal, cukuis learned and varies from on
society to another. [...] By culture, we refer to subjective aspect of a society'
institutions: the beliefs, values, knowledge, akitlssthat have been internalized
by the people of a given society, complementinig ¢éxérnal systems of coercio
and exchange. This is a narrower definition of erdtthan is generally used in
anthropology, because our purpose here is empiacallysi$ p.15

Inglehart Culture "The more central and early learned aspects ofuraltire resistant to change,

(2997) stability both because it requires a massive effort to chammyeral elements of an adult's
cognitive organization, and because abandoningomast central beliefs
produces uncertainty and anxiety. In the face dfugimg shifts in socioeconomic
conditions, even central parts of culture may lamsformed, but they are more
likely to change through intergenerational poputatireplacement than by the
conversion of already socialized adlils 15

Economics

Aoki, 2001 | Institutions | "Self-sustaining system of shared beliefs... In ofdebeliefs to be shared by th
agents in a self-sustaining manner and regardethbyn as relevant to the
consequences of their choices, they must haveasuivst bases”

Aoki, 2001 | Culture "The basic nature of social capital in the sociatleange domain may remain
relatively robust over time, which roughly corresps to what is normally
referred to as a cultural pattern..."

Greif, 1994 | Institutions | Ihstitutions -the non-technological constraintslarman interactions- are
composed of two interrelated elements: culturaidfel(how individuals expect
other to act in various contingencies) and orgatiaas (the endogenous human
constructs that alter the rules of the gam@)'Aoki, 2001)

North, 1990| Culture Institutions have three dimensi they consist of informal constraints, of form
constraints and of the enforcement of these canstraCulture is the antecedent
of informal constraint: Where do informal constraints come from? They come
from socially transmitted information and are paftthe heritage that we call
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culture'.

Culture provides "customsraditions and codes of condutts

Culture is of major importance for economic phennaethe formal rules make
up a small (although very important) part of thersaf constraints that shape
choices; a moment's reflection should suggest tthegpervasiveness of informal
constraints”

Williamson,
2000

Embedded-
ness

There aréfour levels of social analysis [...] the top levelthe social
embededdness level. This is where the norms, csistoanes, traditions, etc. are
located. Religion plays a large role at this lev&lthough Level 1 analysis is
undertaken by some economic historians and oth&akscientists... level 1 is
taken as given by most institutional economistéie concept of embededdness
both at the level of society and in the contexdirafoing network relations, has
been advanced to help explicate these issues (@edten, 1985). The vast
literature on culture (Paul DiMaggio, 1994) is alpertinent. Neil Smelser and
Richard Swedberg discuss these and related isaubgir introduction to the
Handbook of Economic Sociology, where they obgbatedifferent kind of
embededdness -cognitive, cultural, structural aalitipal- should be
distinguished, and conclude that the concept ofezfdbdness remains in need ¢
greater theoretical specificatidrp. 596

=4

Finance

Guiso,
Sapienza &

Zingales 2006

Culture

Providing ariarrow definition of culture®;

“those customary beliefs, values, and social caists that ethnic, religious and
social groups transmit fairly unchanged from gerierato generation’[with
reference to the Webster dictionary]

Breuer &

Quinten, 2009

Culture,
values

"Culture may be understood as a complex entityoghitions, shared by the
members of a social group. The focal point of ignitions is (core) values,
which are assumed to steer individual behavior"

Desender,
Castro &
Escamilla de
Leon, 2007

Culture

"Culture refers to the complex of meanings, symlawid assumptions about what
is good or bad, legitimate or illegitimate that wartles the prevailing practices
and norms in a society (Bourdieu, 1977). Value easph are the essence of
culture seen this way. They are the implicitly mplecitly shared, abstract ideas
about what is good, right, and desirable in a soci@Villiams, 1970). They justify
and guide the ways that social institutions (etlge, family, education, economic,
political, religious systems) function, their goalsd modes of operation. Social
actors (e.g., organizational leaders, policy-makdirsn managers) draw on thes
cultural value emphases to select actions, evalpatgle and events, and explain
or justify their actions and evaluations"

(1]

Schiller, 1997

culture

The concept of culture central to sociology andwal anthropology ever since
the work of Taylor (1871), Durkheim (1893) and Wedt847) is related to the
selective attention that the human mind exhibitere is a social cognition,
reinforced by conversation ritual and symbols tisatnique to each
interconnected group of people; to each natiodrior social group .... the array
of facts, suppositions, symbols, categories ofghbthat represent a culture have
subtle and far-reaching affect on human behavior"

Sekely &
Collins, 1988

Culture

"While there is a great deal of discussion and delmver exactly what constitutes
culture, most definitions include the followingraknts: social institutions, belief]
systems, aesthetics, language, and material culttirg this last element, which
includes a society's economic structure and teagical capabilities that
probably is most closely related to the capitalisture tendencies of a society.
Specific areas most likely to influence capitalisture include the different legal
and tax systems, which give rise to differencgsaperty rights across cultures.
However, the potential impact on capital structigeot limited to the material
portion of culture. There are a number of othepests of a society's culture
which also could impact on the financial structofea firm"
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