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Abstract: This is book review of “Cultural Finance, A World Map of Risk, Time and Money” edited
by Thorsten Hens, Marc Oliver Rieger and Mei Wang. This book review’s focus point is on how
“Cultural Finance, A World Map of Risk, Time and Money” develops, based on the book’s content, in
the current studies of prospect theory preferences in 53 different countries. The book review starts
with a literature review on studied research in “Cultural Finance, A World Map of Risk, Time and
Money”, follows with short summaries of each chapter, and finally sums up its practical implication.
This book greatly demonstrates the greatest care and thoroughness regarding the growth of cultural
finance.
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1. Introduction

The content of “Cultural Finance, A World Map of Risk, Time and Money” regards an
emerging field called “cultural finance” where behavioral finance is driven by individual
biases, and risk and time preferences in different cultures. It has been proven that risk and
time are central to the understanding of economics. Therefore, the prospect theory used is
the behavioral model of decisions under risk by Kahneman and Tversky (1979). Data is
collected using a global-scaled survey called INTRA (International Test on Risk Attitudes)
through one of the authors’ worldwide network of colleagues in 53 different countries from
2007 to 2012 all over the world. This overall concept sharpens how cultural finance works
in our current literature review.

2. Book’s Contents

The first section highlights the time dimension. The key findings of few first chapters
are whether people from different countries with distinct cultural backgrounds have
different financial time preferences.

This book tapped into the global-scale survey perspective. First, all 53 surveyed
countries manifest hyperbolic discounting patterns, and it is shown that heterogeneity tends
to be higher in shorter time horizons, which appears to be consistent to the pattern reviewed
by Frederick et al. (2002). Second, more developed countries have less time discounting and
culturally closer countries tend to have more similar levels of time discounting. In addition,
other described cultural characteristics including Gross Domestic Product, inflation, and
economic growth rate by cultural perspectives (Hofstede 1991) considerably contribute to
the difference in time discounting. For instance, higher levels of Uncertainty Avoidance are
linked to more hyperbolic discounting while higher levels of individualism and Long-term
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Orientation are linked to a greater willingness to wait for a larger payoff. Finally, nations,
which tend to wait for higher returns, tend to have a faster rate of time measured from
field research.

With regards to how cultural value correlates with time preferences, there are three
important cultural dimensions discussed regarding the relationships with time preferences:
Individualism, Uncertainty Avoidance and Long Term Orientation. However, all three of
these dimensions appear to have no relationship with time preferences. Theoretical predic-
tions conducted from the effects of wealth, growth rate, and financial market accessibility
are first derived based on a two-period intertemporal problem, then cross-country data
on time discounting (Wang et al. 2016) took place to test whether those predictions held.
The results show that participants from nations with higher economic condition, proxied
by GDP per capita, and the lower level of economic condition are more willing to wait to
earn better returns. In addition, the inflation rate has only one effect on the one-month
waiting tendency instead of longer time periods. Furthermore, the result, which shows
that a higher growth rate induces higher discounting, confirms the predicted effects of
proposed model. Lastly, when it comes to free market access, the conducted results support
the authors’ model of time preferences without access to financial markets. However, there
are two remaining points that can be further discussed, specifically the lack of monetary
incentive in the survey and the impossibility in extricating the sophisticated interactions
between time preferences and all three economic factors.

When it comes to refugees versus university students, Syrian refugees have signifi-
cantly lower levels of patience and purchasing power compared to participating university
students. The results show that the difference has nearly nothing to do with cultural dis-
tinctions but is more driven by self-selection. On the other hand, Deole and Rieger (2020)
shed more light on the topic when comparing time preferences of Chinese students in
China and those abroad. The results reveal that students studying in foreign countries are
more patient than domestic Chinese students. The possible explanation is that migration
motifs and self-selection play an important role. However, living conditions of refuges and
students is also a factor of the disparity.

The second dimension worth-mentioning is risk. To analyze if there is an international
distinction between risk preferences and its correlation with economic condition and
cultural dimensions, a comprehensive survey of attitudes towards risk in 53 nations was
used. The diversity of nations allows researchers to determine whether the cross-country
variation of risk attitudes exhibits systematic pattern and can be foreseen using cultural
factors. In addition, by following a core notion of the well-known theoretical framework,
the Prospect Theory, in differentiating risk attitudes in the gain and loss domains, the
authors’ main findings can be summarized as follows: participants from wealthier nations
(based on GDP per capita) are more risk averse in gains but tend to be more risk seeking in
losses. Higher uncertainty avoidance shows the correspondence that people are likely to
be more risk averse in gains but more risk seeking in losses. Finally, there is an observable
difference in gender. In particular, men are less risk averse in gains in general. The
survey, which can be considered as the largest international reference, has pointed out
coherent effects from both economic and cultural factors on risk preferences as earlier
discussed by the Hofstede dimensions. In addition, beside the major effect of culture on
risk preference, risk aversion in gains and risk-seeking behavior in losses are two globally
essential features of risk behavior. Based on these findings, several applications have been
conducted, including the works of Breuer et al. (2012) and Rieger and Wang (2012).

It is important to explain the mechanism of loss aversion and risk aversion. Overall,
loss aversion is related to risk aversion, but they differ from each other. Loss aversion has
been a powerful tool to explain decision-making biases that contradict basic anticipated
utility theory including the endowment effect, the status quo bias, and buying-selling
price gaps (Camerer 2000, 2005). However, the degree of loss aversion generally varies
(Schmidt and Traub 2002; Vendrik and Woltjer 2007; Tanaka et al. 2010) and it mainly
depends on psychological factors and emotion (Ariely et al. 2005; Lerner et al. 2004;
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De Martino et al. 2010; Novemsky and Kahneman 2005; Sokol-Hessner et al. 2009). It has
been proven that loss aversion can be simultaneously affected by both emotion regulation
and cultural factors. This chapter combines both streams of literature to test if systematic
and predictable cultural differences exist in loss aversion.

Concomitantly, we also observe differences in genders. Gender plays a significant
role in any culture, and the gender differences that impact risk and time preferences are
no exception. According to Eagly (1987), the distinction in preferences between men and
women tend to be smaller when women experience more freedom and equality. However,
the opposite appears to be true based on the works of Falk and Hermle (2018) and Hardelauf
(2019). In addition, regarding loss aversion, it has been discovered that female subjects
have a stronger trend. On the other hand, the gender effect is not robust and conflicting in
several research.

The last section which should be highlighted is financial markets. First and foremost,
we summarize the perspective of loss aversion. Benartzi and Thaler (1995) and Barberis
and Huang (2008) have conducted a myopic loss aversion, which aided this book’s authors
in predicting distinction in time discounting among different nations causing different
equity premiums. Their results recommend that differences in time discounting could
justify some of the differences in equity premiums. It is claimed that differences in time
discounting are not the only explanation for differences in equity premiums. Thus, finding
results can provide some encouraging empirical data, indicating that this model can
explain the equity premium conundrum at least in part and can also be used to provide
empirical evidence for other market behavioral finance issues that are otherwise difficult
to investigate. Second, ambiguity aversion will be followed. Ambiguity aversion has
been proposed as a possible explanation for large equity premia. In their study, they
gathered empirical data on equity premia and ambiguity aversion on a cross-country
basis and found that ambiguity aversion increases the equity premium. Finally, there
is a link between one of Hofstede’s cultural characteristics, uncertainty avoidance, and
the equity premium, which appears to act through ambiguity aversion as a mediator.
Concomitantly, one of the most well-known puzzles in finance is the equity risk premium.
It was firstly discussed by Mehra and Prescott (1985) when they found that during the
previous 90-year period, the U.S. stock market had witnessed much larger historical
average returns compared to the average returns of short-term debt. The only possible
given explanation was by a much larger level of risk aversion. Following this finding is
extensive research trying to provide other possible explanations regarding this puzzle, and
two of the most convincing theories are extracted from work on myopic loss aversion
Benartzi and Thaler (1995); Barberis and Huang (2006) and work on ambiguity aversion
Chen and Epstein (2003); Barillas et al. (2009); Gollier (2011). Most surveyed countries are
affected by both ambiguity aversion and information uncertainty. In addition, countries
that have low degree of ambiguity aversion tend to have a stronger effect of information
uncertainty. It is very important to explore a cross-country analysis regarding behavioral
foundations of corporate dividend policy. A panel analysis has been conducted across
43,000 firm-years in 29 countries and it shows a connection between dividends and patience,
loss aversion, and ambiguity aversion. Many research papers had been working on the
same topic including Brockman and Unlu (2009) (dividend payouts), Drobetz et al. (2010)
(cash holdings), and Acharya et al. (2011) (capital structure). Nevertheless, those papers
have failed to explain why they rely on firm-level or country-level clustering. Based on
finding results using smaller standard errors, the authors conclude that patience, loss
aversion, and ambiguity aversion are more significant with firm-clustered standard errors.
In addition, those factors all have high practicality for the determination of cross-country
differences. As a result, the study was successful in showcasing that loss aversion and
ambiguity aversion are positively associated with dividend payouts. On the other hand,
patient investors prefer lower dividend ratios.
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3. Conclusions and Readership

The following are some of the reasons why this book is highly recommended. First,
the book content has a substantial correlation with the global differences in time and risk,
referring to financial decision making and financial markets. The book mainly consists
of published academic journals from the last decade alongside first-time published jour-
nals. Furthermore, the book’s writing approaches and language are succinct and concise,
allowing readers to grasp broad finance-related ideas at low effort. In addition, the book’s
structure is well built, clear, and easy to follow. Finally, the book’s target audience is
provided a great range of high quality, relevant, and inspiring research works. The book
content can be tremendously beneficial to the following groups of readers. First, current or
future students that are interested or have been studying finance-related courses. While
providing a broad range of knowledge regarding international and cultural differences to
students, all levels of financial scholars may find this book extremely helpful in doing their
research. Second, policymakers and government officials all over the world can use this
book as a reference since it has done an international-scale survey and deep analysis.

Thorsten Hens, Marc Oliver Rieger, and Mei Wang have provided us a useful textbook,
especially for those who are intensively working in cultural and behavioral finance. The
book is accessible and conveys both technical and practical perspectives that are obviously
useful for application-oriented researchers and policy-makers in their decision making.
Therefore, this book should be put on the shelf to broaden views.
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