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Table 8: Instrumenting the Patriotism Score 
2SLS specification. Ethnoling is ethnolinguistic fractionalization from Easterly and Levine (1997), and captures the 
size of the group with which individuals in a country may identify. Belongcultural is the WVS score to the question 
``Tell me whether you are an active member, an inactive member or not a member of an art, music or educational 
organization?'', a measure of social identification at a community level. Countrysize is country size from the WDI 
database captures the squared kilometer land mass size of the country, again a measure of how close people feel to 
their nationality. Domestic Holdings % denotes the percentage of a country's holdings that are invested domestically. 
A country's aggregate equity portfolio is calculated as the market capitalization plus foreign equities held by 
residents minus domestic equities held by foreigners. Covariance-Adjusted Home Bias%  is the error term taken 
from the regression of domestic holdings on covariance of the market with the world market. CAPM Home Bias%  
is calculated as the difference between the optimal CAPM foreign country weight in the portfolio and observed 
holdings of foreign holdings. Barriers is an indicator of Capital Account Restrictions from the IMF Exchange 
Arrangements and Exchange Restrictions Annual Reports. The Sharpe ratio is constructed using five years of prior 
monthly returns for market indices from Datastream Info 1 is the sum of contiguous countries market capitalization. 
Info 2 is the one-year ahead returns on the country index. Familiarity is the percentage of the population that is 
foreign born, taken from the World Development Indicators (WDI) database. Patriotism is the patriotism score from 
the World Values Survey, detailed in Table 1. P-values are in parentheses and clustered by country. *, **, and *** 
signify significance at the 10, 5, and 1 percent levels. 
 
First Stage Coefficient p-value  
IMF Barriers 0.109* (0.06)  
Sharpe Ratio 0.190 (0.23)  
Info 1: Contingent Mkt  -0.014 (0.31)  
Info 2: Future Returns 0.039 (0.69)  
Familiarity: Foreign Pop -0.002 (0.38)  
Ethnoling 0.016 (0.61)  
Belongcultural -0.032 (0.42)  
Countrysize 0.030 (0.54)  
Ethnoling*Countryize 0.182*** (0.00)  
Belongcultural*Countryize 0.087*** (0.00)  
F – Statistic 8.11 (0.00)  

Second Stage CAPM Home Bias 
Covariance-Adjusted 

Home Bias Domestic Holdings % 
Instrumented Patriotism 24.28** 13.96* 14.01* 
 (0.02) (0.08) (0.08) 
IMF Barriers 1.89 3.73 2.12 
 (0.68) (0.29) (0.56) 
Sharpe Ratio -1.84 -2.28 1.49 
 (0.85) (0.79) (0.83) 
Info 1: Contingent Mkt  1.93*** -0.419 0.26 
 (0.01) (0.39) (0.62) 
Info 2: Future Returns 0.667 -2.11 0.66 
 (0.91) (0.64) (0.89) 
Familiarity: Foreign Pop -0.218 -0.743*** -0.54** 
 (0.53) (0.01) (0.05) 
Observations 60 50 60 
R-squared 0.544 0.593 0.511 
 
 
 
 





Figure 1. Cont’d: Residuals of Domestic equity holdings % against patriotism.
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(d) ISSP question 1: “How close do you feel to your
country?” Y =
42.3 + 20.5X tβ = 2.79 R2

adj = 0.254
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(e) ISSP question 2: “How much do you agree that
you would rather be a citizen of [insert country]?”
Y = 83 + 0.98X tβ = 0.11 R2

adj = −0.052
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(f) ISSP question 3: “How important is it to feel
a member of your country?”
Y = 4.6 + 35.2X tβ = 3.11 R2

adj = 0.303
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(g) ISSP question 4: “Would you support your country
even if it is in the wrong?”
Y = 67.0 + 14.7X tβ = 3.9 R2

adj = 0.416

Figure 2. Plot of domestic holdings against the country scores of the four ISSP
patriotism variables. Each plot suggests a negative linear relation between domestic
holdings and patriotism.
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Figure 3. Evidence that varying patriotism within a country affects foreign
holdings propensities. Patriotism data is from the 1995-97 WVS for nine regions in
the United States and domestic equity holdings are reported in the 1997 Survey of
Consumer Finances. We use household income as a proxy for net worth to
normalize domestic holdings. The nine U.S. Census regions are:

1. New England Division: CT, ME, MA, NH, RI, VT

2. Middle Atlantic Division: NY, NJ, PA

3. South Atlantic Division: DE, DC, FL, GA, MD, NC, SC, VA, WV

4. East South Central Division: AL, KY, MS, TN

5. West South Central Division: AR, LA, OK TX

6. Midwest: East North Central Division: IL, IN, MI, OH, WI

7. West North Central Division: IA, KS, MN, MO, NE, ND, SD

8. Mountain Division: AZ, CO, ID, MT, NV, UT, WY, NM

9. Pacific Division: AK, CA, HI, OR, WA
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