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Abstract

Beliefs are one component of culture. Data from the World Values Survey is available on a
subset of beliefs concerning (broadly) meritocracy and poverty that appear relevant for
economicsWe document how they vary as well as their distribution across countries. We then
correlate these measures of beliefs with economic growth and compare them with institutional
and geographical determinants of income. A strong negative relationstdpstioesn leftist
economic beliefs and growth but little evidence is found of a relationship with respect to non
economic beliefs. Finally, we briefly discuss some causal effects on beliefs. The evidence suggests
that higher country risk and more deperglenmatural resources shifts nations to a more

leftist set of economic beliefs. Overall the evidence supports the view that cultural specificities
may explain why certain institutions cannot be transplanted between nations with different
cultural historand underlines the limit to policy activism.
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1. Introduction

The role of culture on economic performance has been downplayed by eceviwmist
have traditionally chosen to emphasize the accumulation of factors of production and technical
progress as key determinants of economic performance. But culture as a determinant of economic
performance was one of the first ideas developed to @{pfasome societies grow rich. Indeed,
a distinguished tradition in social scigmaiculdy important irsociolog since the work of
Max Weber, considerediture as a key determinant of individual effort and the overall quality of
the institutions tht support market friendly excha(sge, for example, Weber (194@hjle
later work has emphasized other channels through which culture may affect economic
organization, economists have done relatively little work on the area. One possible ré&ason for th
is the lack of empirical measures of culture accepted in the profession. Meanwhile, perhaps
unconstrained by prejudice, other social scientists have continued to study these issues often
relying on survey measures across individuals of differens clitteeent years, however, the
use of survey data has become more accepted in economics to study aspects related to institutional
quality and culture, starting with work on social capital, beliefs and corruption by Knack and
Keefer (1995, 1999), Luttn{2001), Mauro (1995), Alesshal(2001)nter alia

Differences in beliefs and world outlook have been tied to cultural differences in some of
the most satisfying theories designed to explain differences in economic organization across
otherwise sindl countries. For example, many observers have wondered why America has an
economic system based on low taxes and private initiative while Europe has a system with a large
government sector and high taxes. The best explanation we have is that therenaesdif the
beliefs Americans and Europeans h@its happens to be true empirically. For example, Alesina
et a(2001) report that 60% of Americéngt only 26% of Europeari®lieve the poor are l&zy.
Furthermore, they show that countries wiesvepeople hold this belief (as well as other beliefs
that are compatible with the proper workings of a free market) also have more government
intervention. Beliefs have also been tied to institutions in the work of Greif (1994) and North
(2005). For exartgthe latter attributes a central role to the beliefs system in shaping institutional

designs, stating:

1See, for example, Piketty (1995), Benabou ahel (P002), Alesina and Angeletos (2008) alia
2 Hochschild (1981) provides an illuminating discussion. See also work by Inglehart (1990), Ladd and Bowman (1998)
and Fong (2004).



There is an intimate relationship between belief systems and the
institutional framework. Belief systems embody the internal representation

of the hunan landscape. Institutions are the structure that humans impose

on that landscape in order to produce the desired outcomes. Belief

systems therefore are the internal representation and institutions the
external mani f estat i o reytobluildihghadoundatiengor e sent at
understand the process of economic change is betlethose held by individuals

and shared beliefs that form beliefs sygstéonth (2005), pp. 77 and 119.

In this paper we develop and explore an empirical measutereftaded on the
available survey dafde focus on cultural beli¢ifat appear most relevémt economic
performanceFirst, we obtain an empirically tractable definition of gudtuethat is
internationally comparable. We also attempt to expleassess the effect of our cultural
variables on economic performance across countries. Lastly, the approach is amenable to a
discussion about causal effects. Although a full treatment of this difficult issue is beyond the scope
of this project, ways toddtify the exogenous factors in the determination of culture are

discussed.

Given the highly reductionist approach that we follow, namely one that exclusively focuses
on beliefs as the relevant expression of culture, we should at least note theoextensve
work on the subjeat Anthropolgy and Sociolog¥e discuss some of it in the next subsection
to provide background to our approach. In bhefntore modern definitions of culture follow
the work of Geertz (1973) and Keesing (1974). Theraat@seem to be an abundance of
sources concerning how to turn these general ideas of what culture is into a dimension that is
measurable and comparable across countries. Most work in the area has typically observed that a
variety of cultural elements (framgths, to language to cultural objects) can be seen as
orepresentingod societyds cul t ur ePritchard (#8960 f or m
andMalinowski (1954). A second characteristic of previous work is that it has mainly focused on
spedic cultures. Indeed, the typical approach in anthropology is to gather basic data through field
research in one or at most two societies. This means thattitoas generalizations are more
the exception than the norm. Beyond thexe seems to bile work to guideis onan
empirically fruitful definition of cultyr@though we note that our approach is consistent with the
more ambitious ideas of usimgsscultural researd¢b uncover common underlying structures
(sed_éviStrauss (1963964).2

3 Leach (197@)asa highly readable discussion of structuralistimde@s-Strauss.



The main data sourtieat we uséor the construction of internationally comparable
measures of cultuecemes froml he oWor |l d Val ues Survey and Eur
Combined World Values Survey is produced by the Institute for Social Reseandigr, Ml,

USA, and it is specifically designed for ¢rasnal comparison of values and norms. Both

national random and quota sampling were used with surveys thretgfatzcmterviews, with

a sampling universe consisting of all adult citee@asreasonably representative study can be
undertakenWeconstruct country indicators for different vathasaranternationally

comparable. These indicat@rsbuilt from the part of the das&t that appearslevant for

economic performance. Rigy these variables partlyinductive and rels bothon factor analysis

and also thdimensions that are justified theoretically in the research explaining how different
economic systems are built on beliefs (for a thorough discussion see Hod&&baitai{ar

theoretical models built by economists see Piketty (1995), Benabou (2000), Benabou and Tirole
(2003)andAlesina and Angeletos (2003), intex Alreother source of data relates to the relative
importance of different religions in differemirdtries. See for example lannaccone (1998) and
Guiso et al (2003)Veuse all available data on the development of civil society in conjunction
with thesecultural variable$he papealso providesome attempt at assessing the effemirof

cultural vaables on economic performance. The discussion in Denzau and North (1993) provides

a starting point.

Finally, it is hard to think of sources for the discussion on causal impacts oMveulture.
draw on the theoretical literature in anthropology to idiéntigre is an obvious approach. The
work of Leach (1976) and Swidler (1986) puslgvitra guide.

Therest of the paper tgganized as followSection 2 discusses the background to the
methods that we use and our data set. Section 3 analyseshibket®and ltaes that may be
important for the economyhe different distribution of beliefs across five of the main regions of
the world (United States, Europe, Africa, Asia and South America) is dekstnigéactor
analysisve alsstud/ the degee to which these attitudes share a common basis and whether there
is a coherent way of classifying tHaeatiord uses these beliefs and values to understand their
importance for determining the level of income and growth rate of ecoh@isegresnts
results that identify effects of beliefs even after controlling for three other sets of variables that
proxy for the chief competing theories about what determines economic performance: trade



integration, geography and institutions. We also expkitentne dispersion of beliefs is an

important factor. Sectidhaddresses the question of where beliefs originate from. They may not

be 6assignedd randomly across the world but i
risk characterissic and abundance of natur al resources,

views. SectioB concludes.

2. Background, Methods and Data

2.1. Some Previous Work on Culture

The term culturéypicallydescribes elements that are shared by the individuals that
constiute a particular social group: customs, symbols, systems of meaning, as well as material
objects which delimit the social group and point to what is particular to it. The study of culture is
central in social analysis, in particular because cultunalsetksfiee the logic through which
events and actions shape society and lead to social@hargfehe fundamental questions
explored through the concept of culture is the explanation of diffeoéhosv social groups
respond in particular ways téeemal or internal factors (environmental, historical, economic,
political, technological, individual creativity, etc) that affect it. This does not mean that culture
constitutes a static system, a rigid grid through which events are incorporatedtardigbape
of individuals since these events in turn also shape culture. Culture evolves and changes. In the
broadest terms, culture describes the life of a social group as a coherent whole and distinguishes

one group from another.

Culture is a very complphenomenanAccordingly, very broad definitions are unhelpful
(such aKluckhohrd s prilo@loisetdi ¢ vi ew ody cafl tluirfee acsf oa hpee
More recently, Keesing (1974) describes two general appvdaichese now discussn®sees
culture as the result of human adaptation to its environment (the materialist approach), the other

as a system of ideas.

Culture as an adaptive system puts forward
transmitted behavior patterns) that serveeol at e human communities to
(Keesing, 1974:75). It comprises the technologies, economic organization, settlement patterns,
social groupings, political organization, religious beliefs and practices that are the result of

processeof adaptation governed by the same rules of natural selection that govern biological



adaptation (see for example Megdenszonia: Man and Nature in a CounterfeitlPZigdises

based on the proposition of the biological uniformity of humarne rzettd explains difference on

the basis of adaptation to different material (external) conditions, mainly environmental,

technological and economic (organization of production). In this scheme, material conditions and

the organization of production arensag primary (following a Marxist approach), and ideational
systems are secondary or derivative. This doe
materi al conditions, but that al/l aspects of
with other categories of behavior that are ad
position is represented by the cultural materialism of Marvin HaerRige of Cultural Theory

1968). Harris proposes t ha tenvicoSments téndto pradece hn ol o
similar arrangements of | abor in production a
kinds of social groupings, which justify and coordinate their activities by means of similar systems
of val ue s Haarig d96&4¢. The endirsptoblgm with the materialist approach is that

societies living in similar environments have developed very different cultural$ystaoes.

not meanhowever, that the materialist approach is to be discarded all togethire siatural

and material environment definitely influences culture, although it may do so in a dialectic
relationship with a particular system of ideas that may not result entirely from these material

conditions.

The view of culture as an ideationdegygjives primacy to ideas, values and beliefs in
shaping the life of social groups as opposed to material conditions. This is the view that prevails
today in sociology and anthropology. Within this position Keesing distinguishes three main
approaches ttné study of culture, or three different ways of describing and understanding culture
as a system of ideas: the cognitivist, the structuralist and the interpretive. The three approaches are
not necessarily exclusive, rather they highlight different agieetshenomenon of culture as a

system of ideas.

Culture as a cognitive system is viewed as a system of knowledge that determines behavior.
Ward Goodenough expresses this view in the fo
whatever it is one hasknow or believe in order to operate in a manner acceptable to its
members. Culture is not a material phenomenon; it does not consist of things, people, behavior, or
emotions. It is rather the organization of these things. It is the form of thingsphatpve in

mind, their models for perceiving, relating,



1957:167Cultural Anthropology and LingestialsGulture, Language and,S&@dédy In this
case culture is determined by the biologicaidus of cognition, which are, presumably,

universal. This approach to culture, dubbed 0
ogrammar of culturedé comprising al/l the natiyv
pl aces: 0Fyr oomuneiltesmeonft ameani ngo (equivalent to

meaningful sound), a cultural grammar for normatively constituting the world could be disinterred:
from elementary terms for kinsfolk, plants and diseases, say to the lineamehts of sodiae 6
(Rapport and Overing 2000:52).

The cognitivist approach borrows much from the structuralist approach based on the
work of Claude LéBtrauss. FdréviStrauss, culture is a symbolic system created by the mind.
Thus, if we understand how the miratks, then we can understand how culture as a symbolic
system is constructed and how meaning is created witvm3trauss argues that all subsystems
of culture have the same underlying structure, since they are all brought into being by the
processesf the mind. Thus, language, kinship, totemism, myth, all share the same underlying
structureLéviSt r aussd® ideas derive from Iinguistics
the structure of languag@viStruass concentrated on the stfdyyth because, according to
him, myth is the most pure creation of the mind, it reflects the works of the mind in the most pure
form, it is closer to the unconscious (quote from LS). Analyzing a vast corpus of myths from
South America, he showed thatdlgments that constitute a myth (different for each particular
group) are ordered in a series of relationships of opposition and complementarity that reflect how
humans think about the world and bring order and meaning to it. This constitutes thegunderlyi
structure of the myth and of mythical thought, and is also reflected in other realths of life
kinship, art, religion, politics, econorisBice it is through the same processes of mind that all
realms of life are ordered and acquire meaning. T¢tuspare provides a pattern of
organization of different elements (derived from each particular context) that reflects a common
underlying structure. They differ at the symbolic level, given the social, material and historic
contexts particular to eadlogp, but they are similar at the structural level since the processes of
mind are universal. L&yit r aussd® i deas derive from I inguist

analysis of the structure of language.

Geertz favors a semiotic concept ofucaltbut resists the formal approach of the

cognitivists and the structuralists. Il nstead



understanding of culture: o0oBelieving, with Ma
significance he himshHs spun, | take culture to be those webs, and the analysis of it to be

therefore not an experimental science in search of law but an interpretive one in search of
meaningo (Geert z, 1973:5). Thus, he m@ltdbposes
description, which involves interpretation, of the different layers of significance. Borrowing from
the philosopher Gilbert Ryle, he calls this p
ethnography is about and what defines anthropa@ggazial science. Thus, he puts emphasis

on the particular context (both temporal and spatial) of cultural symbols rather than on the

universal underlying structure that orders culture. Meaning for Geertz lies primarily in the

symbolic context.

For Geerz, acts (e.ca wink) are signs that can only be properly understood in the context
within which they occur through othick descri
understanding the acts of peopartewiththe speci fic
i maginative universe within which their acts
Neither does structuralism bring us any closer to understanding culture, since meaning is
constructed each time through the action of indigidtuparticular contexts and not at some
abstract, deep, structur al |l evel : oO0OBehavior n
is through the flow of behaviéor, more precisely, social actidhat cultural forms find
articulation. Thefynd it as well, of course, in various sorts of artifacts, and various states of
consciousness; but these draw their meaning from the role they play (Wittgenstein would say their
oused) in an ongoing patternhefy lbiefae, tmotonfer
(Geertz, 1973:17). Culture is public because meaning is public, symbols acquire meaning in the
context of social relationships in particular moments in time and place. Meaning is permanently
being constructed within particularués; symbols are inherently ambiguous thus meaning is
never fixed. In turn, the process of construction of meaning has the ability to transform the

culture that guided the process in the first place.

This brings us to the relationship between culturactiod, an aspect of the more
general question in social theory about the relationship between society and the individual.
Cultur e , as a particularizing concept, Ocame to
developmental theories originatmthe European Enlightenment have proved less and less
compl ete and of t éroos;188F:xxi. Thedadubelofegénerél theoses of n



progress, neclassical or marxist, to explain the processes of modernization in Third World
nations pranoted a more particularistic approach to the analysis of beliefs, strategies and
institutions, the idea being that particular societies have specific logics of development derived

from their particular cultures (Ausroos, 1987).

The notion predominambwadays is that of culture as a system of ideas through which
people attribute meaning to the world around them and to their actions. The question is how does
culture translate into action? How does it guide behavior and to whai betentéiPe two
geneal approaches to the problem of the interaction between the individual and society. One,
more modern, emphasizes the capacity of the agent (the individual) to act creatively and
independently of the structural constraints represented by societycdhasnitates on the
ways that individual action transforms cul tur
favors this position since it emphasizes the view of culture as a system in constant transformation,
under a constant process of construatiavhich the individual has a prominent role. This
position has been advanced more recently through discussions about individual creativity and
i magination. The ot her, more traditional, f ol
representations¢nsmice collgdtisee an independent existence and endure over and above the
actions of particular individuals (Durkhei805) These collective representations constrain, and
even exercise coercion over, the actions of individuals, determining ibéivaliat and
ol ending to individual sd acts a certain socia
This position underlies the ovalues paradi gmod
supplying ultimate ends or values toward whiici & directed, thus making values the central
causal el ement of cultured6 (Swindler, 1986: 27

The values paradigm derives from WESe6) Weber argued that religious beliefs
reflected in the Protestant oOimlistmams®dfabtiand a mon
resulting in an oelective affinityo. I n ti me,
Protestant ethos) and in turn helped to corrode them. With modernity came the dissolution of the
religiousethos that was onceudral to capitalism. Within this line of analysis religious beliefs are
independent from capitalism as a phenomédimay are not functionally derived from the
economic structure of life as Marx proposed. There is nothing about capitalism as an economic

sysem itself that can explain the capitalist 0



Religious beliefs were a factor in the emergence of capitalism, but Weber is rot a mono
causal theorist (in the way that Marx is). What he proposes is a temporal fit between a multitude of
factors that letb the rise of capitalism. He explains the role of religious beliefs while Marx
describes the role of other factors such as class and the structure of production. Economic
systems are thus interlaced with social meaning. Weber is not as much ingx@siathq
causality as he is interested in interpreting the meaning of social action, its significance to the
actors themselves, the meaningfulness that holds together the world of the social actor. He does
not say that Protestantism caused Capitabsisijriterested in the ways that Protestantism
influenced Capitalism or the things that it can explain about it, in other words, the affinity between
t hem ( 0el eandhowhe twa phenomena work fogether. It does not mean that
Capitalism wouldot have evolved without Protestantism, it probably would have in another form
(as it did before in the case of the Florentine Merchants). One could say that Protestantism

o0shapeddé Capitalism,.

Weber was interested i n Hheiovalkes, tdéagand | i f ewor |
intentions, and the impersonal forces, rules, laws and institutions that drive the individual and
constitute a oO0Osystemo6é. I ndividuals dondt just
actions need to be meaningfuh®m. Human beings crave for meaning, their actions are
directed towards finding the ultimate meaning of life and are motivated, at least partly, by this

concern.

Weber describes four different conceptions of rationality that explains action or gives it
meaning: instrumental/functional (meand), value rationality (religious ideas, nationalism, etc),
affectual rationality (affects and feelings),
category of meaningful action). It is only passiknow which one applies in each particular
circumstance through i1 nterpretation. -eidhus, i n
rationality, what economists traditionally <ca
ofanalgi s) t hat explains action and constitutes
Values, affects, feelings and traditions are
we delve into the meaning of actions.

Various attempts have beeade since Weber to incorporate the notion of the contextual
or processual nature of culture, making space for individual, creative action. Fpsegample
Parsonsd theory of soci al aantdR arnsMelomsdistipat t er n



theory of actit®B7, especially summary chaptetf7®5) or Bour di euds theor’
habituBourdieu 1977)

2.2. Data and Empirical Approach

The main source of our data on beliefs and \aduess countriestise World Values
Survey Serigd/e use data on the first three waves 8281992, 19987). We could not use
data from a fourth wave in-0@ since the majority of our core questions were not available (and
for the smaller European Values Survey in 1999 where related quesséed #neir wording
and answer categories change significamtigtal the WV terviewed a random sample of
168,482 people in 64 natiofse gpendix contains more information aboutghivey. We use
data on a subset of the people who answeregleéliant questions. The countries in our sample

are given in Table A.

The WVS has data available on a large variety of opinions on beliefs and values (positive
statements about how the world works) and values (normative statements on how the world
should werk). Alternativelyheliefscan be thought afs the combination of the available
information with a set of more stable individual values (that condition the acceptance/rejection of
particular argument¥Ye will use the two words interchange&bthadkenge of our approach is
to select out of these opinions an appropriate set to study. We study beliefs on issues that are
economically relevant. We also select a set-eCooomic beliefs and values as a benchmark.

Thus, our study uirsalf aoumedansmicandmaeoednucu let

2.2.1. Economic Beliefs

There is a vast literagun political science discussing the nature of political beliefs (e.g.,
deTocqueville (1955), Lipset (19#8Er alissee also the discussions in RokeacB)(F¥dman
(1988), Inglehart (1990) and Zaller (1991)). Some of this work emphasizes how left right political
choices reflect the basic cleavages in society. Lipset and Rokkan (1967), for example, argue for the
importance of the religious and the classd@nomic) cleavage. A large part of the variation in
the | atter that explains party choice can be

economic questions:

(1) Beliefs concerning the role that individual needs should play in detenconieg i

(2) Beliefs concerning the role of merit in determining income, and

1C



(3) Beliefs concerning how desirable is private ownership of property.
We use five different World Values questionapture these different dimensions of ideplogy
startingwith the roleof needs as captured by attitudes towards poMemne survey questions

ask abouattitudes towards povedgd inequality. They are as follows:

la.0Why, in your opinion, are there people in this country who live in need? Here are
two opinions: whichawe s ¢ | o0 s e s t The two rglevamtroptions @&byvThey

are poor because of laziness and lack of willpower, OR 2. They are poor because society
treats them unfairty.

1b.ol n your opinion, do most poor pngopl e in
from poverty, or t her e Thetwooptiansaredl) Theyl e chanc

have a chana# (2) There is very little change.

lcoDo you think that what the government [
country is about the rigatmount |, t oo muThdoptionsarecX) oo | i tt | e?
muchor (2) About the right amoungdy (3) Too littled

Turningattention to individual beliefs concerning how desirgisleate ownership of property,

we use thanswer to the question

1d oThere is a lot of discussion about how business and industry should be managed. Which
of these four statements comes closest to your op{ilohRe owners should run their
business or appoint the manadgys;he owners and the employees should patéicipthe

selection of manage(8) The government should be the owner and appoint the managers;

@DThe employees should own the business and

Finally, we turn attention tiee role of merit in determining income (interpgeterit as
payment in proportion to individual outpdihe following question appears to addredsetets
concerninghis issue:

le dlmagine two secretaries, of the same age, doing practically the same job. One finds

out that the other earns consiéramore than she does. The bgtted secretary,

11



however, is quicker, more efficient and more reliable at her job. In your opinibn, is it

fair or(2)not fair thatonesecrety i s pai d more than the other

From (1a) we define thariable callednfair for Paomwhich equals O if the answer is category (1)
and 1 if the answer is category (2). The duNwoigsca@e , is defined similarly using (1b).
GovernméreiPoot is a variable measured on a cardiBachle based on the responses to
guesion (1c).ThevariabldBusiness Owneltstspglefined over a cardinad cale based on the
responses to (1d). Findflym the last questioid we definghedummy Fair Pay., which

equals 0 if the answer is category (1) and 1 if the answeoig (At€he extensioh indicates

that under the natural interpretation of the corresponding variable, higher values are associated
with a more left wing ideological placement.

2.2.2. Non-Economic Beliefs

It is less clear frotheliteraturediscussed at tis¢art of this chaptérowthe core set of
omoral 6 bel i efs t hacanbedescnbeRoliticalfsdientiatsnhdve argugdht ¢ h o
for the increasing importance of values that emphasize a libertarian/authoritarian dimension as
wel | aserdipalsitstmatval ues that focus on quality
See Inglehart and Klingemann (1976), Flanagan (1987), Kitscheibi{@i984eFor example, a
representative recent paper is Knutsen and Kumlin (2003) who tioeetifgntral (non
economic) values used in party chdicese are as follows:

(1) Beliefs concerning how desirable is the envirorenelug versus growth

(2) Beliefs about the importancenafral values (religious versus secular),

(3) Beliefs concerning\W desirable islidertariarversusauthoritariarype of society.
We use five different World Values questionsapure these different dimensiongnaofral
ideology startingwith ecology versus growth orientatlmeliefs. Two World Values survey
guesions appear related to thastitudesThey are as follows:

2a. OHere are two statements people sometimes make when discussing the environment
and economic growth. Which of them comes closer to your own point of view? (1)

Protecting the environment skebbe given priority, even if it causes slower economic



growth and some loss of jobs. (2) Economic growth and creating jobs should be the top

priority, even i f the environment suffers

2b. oFor the following pair of statements, pleasmélhich one comes closest to your
ownview®d T he o0 p(1) We shesuld ampkasize tradition more than high
technology, OR(2%¥e s houl d emphasize high technol og

It is not so clear how to find survey questions that help tatedypacapture the other two
dimensions of neaconomideliefs: (i.emoral valueandlibertariahauthoritariartendencies).

The question belovppears to more heavily focus on the first:

2c.0Pl ease tell me i f homo srdejustfitdiotsgmethiagn al w:
in between, using this car d(9oNewnrjustdfiable hows a
(10=Al ways justifiable. 6

The following questions appear to focus bothbentariahauthoritariarbeliefs and also

on themoraldimersion

2d. oFor the following pair of statements, please tell me which one comes closest to your
own vievg. (1)To build good human relationshifpis most important to try to
understand other's preferen®&& (2)To build good human relationshipis mast

importantto expressioe ' s own preferences clearly. o

2.0 6d |li ke to ask you about some groups th
social and political order of society. Would you please select from the following list the one
group or organizan that you like leaqil) Jewg?2) Capitalist$3) Stalinists/hard line

communists (or country equivaléd)lmmigranty5) Homosexualé) Criminalq7)

Neo-Nazis/Right extremists (or country equivalenés)

We usdg?2a)to define the variablEnviramenrt, that equal® if the respondent says that
6ecomamiwdc h and creating jobs should be the t
andequaldi f t he r esrpootnescet iinsg tthhaet ebnpvi r on(Againt s hou
the extensn L indicates that under the natural interpretation of the corresponding variable,
higher values are associated with a moseitgftideological placempeirom (2b) we define the
variable calledradition vs TechnBlagywhich traditionalists aressggned the value 1 and



technologists the value 0 (higher values here may not unambiguously reflect leftist/rightist
ideology since although conservative right wingers are often traditionalists insofar as moral issues
are concerned, technology that seellsminate nature may be rejected by lefitstsh (2c) we

define the variabléjomosexullswhich corresponds to the {€ardinal)esponse categories

givenin that question We use (2djo define the variablélolerante that equald if the

respoll ent says that o6to build good human rel ati

other's prefd&rentkhedraspdoergeails that one shou
c | e aFmally fiom (2e) we define a new variable call€dptalistd. that equals 1 if the

respondent says that they like capitalists the least and 0 otherwise.

3. Results 1: The Structure of Beliefs

3.1. Economic Beliefs

Figure 1 in the appendix shows how tie 2% and 7% percentiles of responses to each
of these gestions vary axss five major regions of the world: USA, South America, Asia, Europe
and the Former Communist Countries. We also report the results for three African countries

(Ghana, South Africa and Nigeria) in the text.

The most striking feature oktpercentiles is that for both questions (1a) and (1b) over
50% of respondents in the USA and Asia believe that people are in need due to laziness and also
that it is possible to escape poverty. By contrast over half of people in South America, Europe, the
former communist countries and Africa tend to blame unfairness of society for being in need and
believe that people have little chance of getting out of poverty. For example in the USA and Asia,
60.0% and 51.2%, respectively, of people blame lazireeasvd0.7% of form@ommunists,
77.8% of Europeans, 71.7% of Africans and 64.5% of South Americans blame an unfair society.
And whereas 70.8% of Americans and 68.8% of Asians believe that there is a chance of escaping
poverty, only 26.1% of people frame former Communist countries, 40.0% of Africans, 41.9%
of South Americans and 45.0% of Europeans believe this to be so. The results for whether the
government should help the poor show not dissimilar patterns. At one end, 60.0% of Americans
believe thathte poor are already receiving either too much help or the right amount (despite of the

relatively high level of inequality in their country). At the other end, 70.9% of Africans, 69.7% of
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Europeans, 67.9% of South Americans and 85.3 % of former Comrapaistthat they are
getting too little help from the Government.

With respect to the question of whether it is fair for an efficient secretary to be paid more
than an inefficient one, a significant majority of respondents (over 75%) across alltregjions of
world, with the exception of Europe and Africa, believe that it is fair. In Europe and Africa, 30.5%
and 29.5% of people say that it is not fair. Views on who should run businesses show a wide
spread of beliefs varying from a high degree of condsatsasiers should appoint managers,
possibly with the participation of workers in the United States (91.6%) to former Communists of
whom only 59.9% hold such a belief. In between are the Europeans, Africans, South Americans

and Asians where the proportians 86.0%, 85.0%, 79.7% and 78.0%, respectively.
3.2. Factor Analysis on Economic Beliefs

Since the same sort of people may be inclined to answer the above questions similarly, we
may be able to capture most of the variation in the answers by a smallarigblesft For
example, those people who believe that there is little chance of escaping from poverty may be the
same individuals who also believe that people are in need due to society being unfair and that the
government should do more to help thenotler words, the responses to these questions may
be highly correlated and simply reflect the o
becomes a problem when we try to identify which of these different beliefs is most important for

determiningecconomic performance (see chaptér 4).

As a first approach to address these kinds of issued,a'sihdsvs the correlation
coefficients between aflourfive variables. The combinations with the strongest positive
correlations ardnfair for PaorandNo Escapge (equal to 0.39)nfair for PeorandGovernment
helgPoot. (equal to 0.36) amMib Escape andGovernmdértig?oot. (equal to 0.32). The
correlations of these three variables Buiness OwnelshipdFair Pay. are weaker, but still
significantly positive in most cases. The exceptions are bew&sy. andNo Escape as well
as betweeRair Pay. andGovernment helplPboth of which aréweaklynegativly correlated

(equal t60.01 and0.03, respectively)

4 Formally, it introduces the possibility of mudtiinearity into regression equations that use sets of beliefs as
explanatory variables.



Second, we alseek to uncover how many independent sources of variation exist across
all our measures of beliefs by undertaking a principal components analysis. This method amounts
to finding orthogonal || inear combi mbleasthatns ( ca
can account for the maximum amount of variability in our original set of variables. Say, for
example, it turns out that two principal components can account for nearly all of the variation in
economic beliefs and if, by looking at the coeftii;ive can identify them as a
poverty/inequality component and an efficiency component. Then we can argue that there are
only two i mportant o6l atentd variables, or O0co
variations in how they answenaititude of different types of questions that are all related to
these topics. In other words, although not guaranteed, it may be that the (uncorrelated) principal
components that account for most of the variation in our set of beliefs reveal diffeyenips

of beliefs that can be given an economic interpretation.

Table 1b indicates that two factors are able to explain 56% of the total variation in
responses and three factors are able to explain 75%. Retaining two factors, we are able to obtain
thefactor loadings: that is, how much weight each factor gives to each of the five component
variablesnfair for Paoy No Escape, Governmémg?oot., Business OwnetshipdFair Paj..

Table 1c shows the factor loadings. They are:

Factorl = 0.7Unfair for Poor-L + 0.79Vo Escapel + 0.73Governmenthelp Poor-L
+ 0.27Business OwnershipL - 0.06Fair Pay-L (1)

Factor2 = 0.06Unfair for Poor-L - 0.02Vo Escape-L - 0.09Governmenthelp Poor-L
+ 0.47Business Ownershipl + 0.8%air Pay-L (2)

The firstfactor is marked by especially high loadingsfair for Paoy No-Escapge and
GovernméreiPoot. whereas the second factor is marked by especially high loaBungaess

5 The principal components are computed as follows: consider axyecimprised of a set cdnables, Xz, ..Xq

with covariance matri¥, We want to find a linear functiganhtikat has maximum variance subjeé fe& This

implies solving V-kI|=0. The maximum characteristic root Wf is the required maximum value and the
corresponding characteristic vector is the requiredWr i t e t he roots @oporfdekgehRvekl ue
and let the corresponding eigenvector&b&, .., a.. Then the O6princiogpalareommendntr
functions: = & xz=&h x  é358:h xThenV(z)=&h ik V(z)=8h \bAk ..,V(z)=8h WA k The principal
components have t hwr(z aTracelf) n grdifp) anl the variables, sre ortibgonal.
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OwnersHipandFair Pay.. Consequently we can conclude that the ecoattniitites of being
0l eftyd are composed (statistically) of two a

The first emphasizes beliedmicerningpoverty and theole that individual needs should
play in determining inconf@aptured by Factor 1). The second emphés&ese of merin
determining incomend attitudes about thesirabity of private ownership of propefgaptured
by Factor 2)The answers to our two survey questions relating to the potentially different
attributes of merit and private ownership Biesiness Owhigt. andFair Paj.) are not
sufficiently independent to allow us to identify separate factors emphasizing each of them
individually. It remains possible that finer survey questions could show that there is independent
variation amongst people over theseattributes. On the other hand, there may always remain
high degrees of overlap between them in the sense that without private ownership claims to
property it may be hard to ever create a meritocracy, making answers to questions about these two

attribues potentially always hard to distinguish.
3.3. Non-Economic Beliefs

Figure 2 in the appendix shows how the percentiles of responses to all these questions vary
across the USA, South America, Asia, Europe and the Former Communist Countries. The issue of
whethe the environment or the economy that should be given priority shows a high degree of
uniformity across the regions of the world (with the exception of Africa). In all of these regions
between 54.0% and 60.1% of people say that the environment shaeld feogity, whereas in
Africa the number is only 35.5% (perhaps reflecting the priority of development). Regards the
related question of whether it is tradition or technology that is more important, the responses
range from a relatively high proportibmericans who declare themselves to be traditionalists
(i.e., 61.5%) to a substantially lower proportion of Asians (i.e., 28.7%)c&ommeanists and
Europeans are more evenly split (54.1% and 49.4%, respectively).

The most conservative set of belefsvhether homosexuality is justifiable occurs in Asia
and Africa where 71.2% and 70. 0%, respectivel
10 scale). At the other end of the scale are the Europeans of whom only 41.0% believe this to be
so. With respect to whose preferences matter, the most selfish region of the world appears to be
South America where 53.8% believe that their own are most important. Moreover South

Americans have the highest proportion of people (i.e., 19.4%) whoapghitists (compared to



other groups). The lowest proportions are in Europe (6.2%) and, surprisingly, the former
Communist countries where just 4.3% like capitalists even |dss/gfaalinists immigrants

homosexual aiminalsand neenazi/right exremists.
3.4. Factor Analysis on NorEconomic Beliefs

In this section we test whether most of the variation in the set of responses to the
guestions on neaconomic beliefs can be captured by a smaller set of variables, using the same
methodology as used fbetset of economic beliefs. In the present case the same people who
believe, for example, that homosexuality is never justifiable may also be the ones who think that
tradition is most i mportant and othersdo prefe
cons deration. These beliefs may all reflect on
would also like to know whether the patterns in the responses reveal the existence of categories

that correspond to our priors about which questions are dskingiailar beliefs.

Table 2a shows the correlation coefficients between all these five variables. They are alll
now much weaker than the previous set. The combinations with the strongest positive correlations
are betweefradition vs TechnBlaggEnvionmeiit (=0.08), Tradition vs TechnBlagy
Tolerante(equal to @6), ToleranteandHomosexuhl$=0.06), EnvironmentandTolerante
(equal to @8 andEnvironmentandHomosexual$=0.08).The correlationsetweerthe other

variables aral relatively small.

To check how many independent sources of variation exist across our five measures, Table
2b reports that two factors are able to explain 44% of the total variation in responses and three
factors are able to explain 64%. Retainieg factors, we are able to obtain the factor loadings:
that is, how much weight each factor gives to each of the five component Vaiadiies,vs
TechnoldgyEnvironmett, Capitalisik, ToleranteandHomosexuals

Table 2c reports the factoadings the rotated factor loadings. They are as follows:

Factorl = 0.40Environment-L - 0.197radjtion vs TechnologyR + 0.83HomosexualsL
+0.4470olerance-L + 0.06Capitalists-L 3)

Factor2 = 0.0&Environment-L + 0.057radltion vs TechnologyR + 0.0940 mosexualsL
- 0.3670/eranceL + 0.93apitalistsL (4)
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Factor3 = 0.5Fnvironment-L + 0.82Tradltion vs TechnologyR - 0.16HomosexualsL
+ 0.347olerancel + 0.05Capitalists-L (5)

Factor 3 is marked by particularly high loadings orEbgtftonmentand Tradition vs
TechnoldggndFactor 2 has a very high loading on one vaiGdpéalisis. The highest
loading by far for Factor 1 is Homosexuhlsind the next highest is ©alerante All three
factors have moderately high weightingBotesince . Consequently we have a measure of
evidence thatthenenc onomi ¢ attri butes of being Ol eftyo

aspects.

One emphasizes belietscerninghe desirability of improving the environment and
ecology of the nation vsus concentrating on the economy and technology (captured by Factor 3)
whereas the other two emphabiztariarnversusauthoritariameliefs (captured by Factor 2) and
also the importance oforal \alues (captured by Factor 1). Our variablerante that
measures the extent to which we should try to understand others, appears to be correlated both
with libertarian and moral beliefs, as well as with views regarding the importance of protecting the

environment from being destroyed.

4. Results 2: Beliefand Economic Performance

4.1. Economic Beliefs and Growth

In thissection of the project we us& surveyneasurg of both economic and non
economics beliefs and values to study how they affect economic performance. We focus on both
how much the average e wf these attributes influence performance (i.e., how right or left the
populace of the nation is) and also on how much the degree of disagreement amongst people
affects performance (i.e., how different these attitudes are across the populace).

4.1.1. Crosssedion Results

We first report some craessction corelations between average (Purchasing Power Parity
Adjusted) GDP growth rates between 1980 and 1997 and economic beliefs over this period.



Cardinality of the response categories to the survey quesaisnsistiFigure 3a shows how

the GDP growth rate varies with beliefs regarding why people live in need. There appears to be a
strong negative relationship whereby those countries with low rates of growth are associated with
the (leftist) belief that pele are poor because have been treated unfairly by society (i.e., are not
lazy). A robust regression of GDP growth on the belief variable, controlling for outliers, shows a

negative coefficient dinfairfor Podr that is significant at the 1 per cengllev

Similarly, Figure 3b shows evidence of a negative link between economic performance and
leftist beliefs that there is little or no chance of escaping from poverty. The robust regression of
growth onNo Escasieshows a negae coefficient, again sificant at the 1 per cent le¥V¥lery
similar results are also found between economic performance and leftist belief that the
government is doing too little to help the poor (see Figure 3c). With respect to the last two sets of
beliefs about how businet®uld be managed (ranging from the owners to the employees) and
whether a more efficient secretary should (not) be paid more, there appear to be no obvious
relationships looking at figurese3@rosssectiorregressiosupport this view evidence. The
coefficients orBusiness OwnetshiplFair Pay. are negative and positive, respectively, although

both are insignificant.

These correlations suggest that leftist economic beliefs may be leading to lower rates of
growth. This could be occurring throughes of two mechanisms. First, people may be voting
for policies and institutions that exert greater control over the economy. Second, even after
controlling for institutions and poBs, leftist beliefs may be having a direct negative effect
independehtvhat the government (®dekemple, if people believe that it is almost impossible to
escape from poverty and experience a sense of unfairness, they may try less hard at work and be
less productive irrespective of what the government is tloithg) next section we control for
measures of institutional quality (as well as trade and geography) and also run random effects

regressions to better try to identify the impact of beliefs on economic performance.

6 For example, if there are two categories then we assign the responses the values 0 and 1, and then take the weighted
average. In thisase the average corresponds to the proportion of people in the second category. If there are three
categories then we take the weighted average over the three values: 0, 1 and 2.

7 The coefficient equals 0.12 (standard error=0.04). Number of observatiengbs4-F=0.01.

8 The coefficient equal8.06 (standard error=0.02). Number of observations=40, Prob.>F=0.01.
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4.1.2. Panel Regression Results

In Table 3ave eport the first set of results where the observations are at the-peantry
level. The standard errors have been corrected to take account of unobserved random (country)
effects. In the first three columns, more leftist economic beliefs about thefoe&somg poor
(laziness versus unfairness), the perceived likelihood of escaping from poverty and whether the
government should be doing more to help the poor are all associated with lower growth rates, at
the 1 per cent level of significance. The sgizbg effects are large. For example a one standard
deviation change in beliefs about why people arécpo@msponding tshifting 148 percentage
pointsof the populatiohis predictedo explair25.4percent of the standard deviation in growth
ratesWith respect to the likelihood of escaping from poverty, a one standard deviation change
(corresponding t494 percentage pointg the populatiohis predictedo explairl9.4percent of

the standard deviation in growth rates

Columns (%) suggest théte leftist belief about more employee/state control is
associated with significantly lower growth rates although emphasizing fairness of pay (rather than
rewards for better job performance) has a positive effect on growth rates. This latter effect could
be associated with the importance of efficiency wages (i.e., paying someone less for doing
practically the same job could lead to morale problems and declines in overall efficiency. The
economic benefits accruing to firms by avoidingiévaiage systemadbeen emphasized, inter
alia, byFehr and Kirchsteiger (1994)column (6) we regress the rate of growth on the two
factors identified in the previous section as capturing most of the overall variation in beliefs.
Factor 1 emphasizes belmdacerningoverty and theole that individual needs should play in
determining incomehereas factor 2 emphastbesrole of merit in determining incoamel
attitudes about thaesirabity of private ownership of properfshe former has a strong

(negative) efée at the 1 per cent level whereas the latter is insignificant.

Table 3b adds an additional set of country level control variables. The idea is to try to
identify whether the effect of beliefs on economic performance are occurring directly as opposed
to indirectly via their impact on trade, policies and institutions. We therefore include controls for
the initial level of GDP (to take account of convergence), colonial legal origins (which proxy for

institutional quality) and openness to trade. We als@incleca ch countryds | atit
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geography has been argued to be a key determinant of growth). Since our measure is the absolute

value of | atitude, this variable is highly <co

Column (1) suggests tleatintries that start off with relatively low levels of GDP tend to
grow faster than countries with initially high levels (i.e., they tend to converge toward each other).
Greater openness tends to be associated with higher levels of growth and afrtganlegal
dummies, the main impediment to better economic performance is socialist legal structures (the
base category if French). Socialist origins decrease growth rates by around 5 percentage points per
annum. In terms of geography, countries further aovayttie equator tend to grow faster.
Importantly, even after controlling for the above set of variables the results indicate that when
beliefs are more leftist (in the sense that being poor is attributed to unfairness rather than laziness)
there is a sidicant (at the 1 per cent level) and sizeable impact on economic performance. The
size of its coefficient remains very similar to the value reported in Table 3a (that did not contain
any controls). Similarly in column8)Ro-Escapge andGovernment Relpt. both retain
negative effects on growth, at the 1 per cent level, of almost the same magnitude to before.
However once our set of macroeconomic controls is included in cokiijne (do longer find

effects for leftists belief about more employa&/'sontrol of business and fairness of pay scales.

In the last column national growtttesare regressauh the two factors identified in
Section 2.2 as capturing (orthogonal) dimensions of economi¢HRaadtefst0.7 Unfairfor
Poot +0.79No Escage+0.7350overnméntpPoot +0.2 BusineSsvnersHip0.06-airPayL and
Factor 20.06UnfaifforPoct.-0.02No Escafe-0.0950vernmératig? oot +0.4 BusineSsvnership
L+0.8%airPayL). The first factor (about belietsncerningoverty and theole that individual
needs should play in determining ingdmase strong negative and significant effects on economic

performance whereas the second one does not.

9 We also experimented with other measures of institutional quality such as colonial origins and settler mortality (see
Acemoglu, Johnson and bBReson (2001)), civil war, freedom (i.e., political rights and civil liberties) and also
educational levels. The results on our (belief) variables of interest all remain similar.



4.2. Non-Economic Beliefs and Growth

4.2.1. Crosssection Results

Figures 4& show how the GDP growth ratesywaith our series of negconomic
beliefs. There appears to be little evidence of any strong relationships, with the possible exception
of beliefs about whether it is tradition or technology that should be emphasized. A robust
regression of GDP growth dmet belief that technology should be downplayed in favour of
tradition shows a negative and significant relatidhbliipe of the coefficients on other belief

variables achieve significance levels below the 5 per cent level.

4.2.2. Panel Regression Results

Tableda reports a set of (random effects) growth regressions on our setcafn@mic
beliefs. Apart from beliefs about the importance of tradition versus technology, none of the other
variables achieve significance below the 5 percent level. Beingralistditrthich is usually
associated with being more rightist in the sense of preferring the conservation of existing norms)
appears harmful to economic performance. This appears to be in striking contrast to the other
rightist economic belief variables. (Unfair for PdoyNo EscapieandGovernment helplBoor
that were strongly associated with higher growth rates. Consequently the regression evidence
suggests that there may be one element emiigditonservatism ideology associated with a
reucance to embrace change that can actually ho
column (6) national growth rates are regressed on the three factors identified in Section 2.4 as
capturing (orthogonal) dimensions of-eoanomic beliefs (Factbr0.4Environmelnt
0.19raditiorns Technolegy0.83Homosexuhls0.44T olerante-0.08Capitalists, Factor2=006
Environmelnt0.05T raditionsTechnoldgy0.0Homosexuhld. 36 olerante-0.9apitalists;
Factor3=0.5Environmelnt 0.8 raditionsTechnoldgy).16Homosexuhls0.34Tolerante-0.05
Capitalists). Only the third factoabpoutthe desirability of improving the environment and
ecolog versus concentrating on the economy and technloésgs negative and significant effect

on growh.

Table 4b addkeset of country level contsol'he results again suggest that growth rates

are associated negatively with the initial level of GDP, positively with openness and negatively

10The coefficient equal8.10 (standard error=0.04). Number of observati®n$rob.>F=0.01.



with socialist legal structures. (Absolute) latitude logésasiga in most of these specifications.
The main result from the previous table remains robust: a belief that tradition is more important
than technology has a negative and significant effect (at the 1 per cent level) on economic
performance. The sizeitd coefficient also stays the same. In the last column it is the third factor
(which is weighted most heavilyToaditiornsTechnolpgyat is the only one with an identifiable

impact on growtf.

4.2.3. The Dispersion of Beliefs and Growth

Up until now, we &ve sought to find a relation between average beliefs and GDP growth.
That is, we have been asking whether mosgitgfteconomic or neeconomic beliefs affect
performance (independent of policies and institutions). It is also possible that thelargher or
moments, such as measures of the dispersion of beliefs, are important. Dispersion of beliefs may
lead, for example, to uncertainty about what others believe and lead to different economic

outcomes had everyone held very similar beliefs.

This possibilit arises from a small theoretical literature that has recently examined how the
equilibria of incomplete information games varyohitiiner order beligigi.e., playetbeliefs
about other players beliefs, pladsstefs about other play@sliefs bout other playedbeliefs,
and so on). Higher order beliefs may play an important role in some economic pheimasena. It
beenreported that, following the Asian crisis, some of the investors who withdrew their capital
from Brazil, did so not becauseytbgerestimated the economic linkages between Asia and
Brazil, but because they thought others might dioseems thapparently irrelevant news
about the economyaylead some firms to reduce their investmentss{aridrecession), not
because tlyethink that the news is relevant, but bedhegehink others may think $qplied

modelers(for exampleyiorrisandShin(1998)have taken sucbkports seriously.

In Table 5a we explain growth rates with our set of aggregate level control(@Rbles
19751980 Trade: Opennlessitutions: Legal Oragid&Seography: Latjtagevell as with the
means and standard deviations of our set of economic belief variables. In column (2) both the

mean and standard deviation of leftist beliefs reg#rdilkelihood of escaping from poverty

11We also ran specifications with other combinations of controls including colonial origins, settler mortality, civil war,

level of freedom and educational levels. The coefficients on these (belief) variables remained similar.
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has a negative impact on economic performance at the 1 per cent level. However the dispersion of
other types of beliefs appears to have little effect. In the last column only the level of the first
economic factowhich is a weighted average of our three beliefs that relate to poventyqf

PodiL, No Escafe andGovernment hel@Ppisr significant (see also column (6) of Table 3a).
Consequently the evidence suggests that conflicting views, disagnee metetstial uncertainty

about what others believe with respect to economic naa¢teo$ necessarily correlated with a

nationds rate of GDP growt h.

Similarly withhespect to our set of n@tonomic attributes (see Tdilethere ionly
weak evidendadicating thamore disperse belieféect economic growth ratdbe standard
deviation of belief®lating to the importance of tradition over technolaggaregativeffect

significant at the 10 percent level.

5. Results 3: Some Causal effects on Bdge

5.1. Discussion on the Origin of Beliefs

The differences in beliefs across America and Europe reported ineA{&081) are
striking. Calling them culture pretty much implies that we are not going to be looking for the
causes of such differences. Hmwemany countries would like to imitate some of the policies
that the Americans have used in the course of their development. These findings suggest that they
need to first engineer OAmerican stydoe belief

this or are these beliefs culturally determined?

The arguments given by anthropologists (reviewed in section lla) suggest that some
features of the environment are more conducive to a certain type of beliefs than others. To
illustrate consider a societyere production depends 100% on rainfall. It is then unlikely that
people would come to believe that effort matters. In less extreme environments learning may

become mixed with culture in more subtle ways.

Prior work in this area has studied how cdopaints belief. Di Tella and MacCulloch
(2002) shows that oOopro marketo beliefs are ne
This can be observed at the individual level at one point in time, as people who see a lot of
corruption in the coury also declare to think that the government should do more to redistribute

income to the poor and other {&faining beliefs. And it can also be observed within countries



over time, as countries that experience a shock to their corruption levehietewithdeft

leaning rhetoric in later years. A simple causal interpretation is that more corruption in the country
induces people to believe less in the kind of meritocratic forces that support capitalism.
Corruption may also offend people, leading thedesire changes in the distribution of income

that arises in a capitalist system.

Another hypothesis that is backed by some evidence is that owning property may change
the beliefs that people hold. This hypothesis has long been emphasized byweopskivens.
For example, Mrs Thatcher stated

€ we also pioneered two radical policies
sector houses at large discounts to their tenants turned hundreds of thousands of
families into property owners. Alongsids,tkhe privatisation of industries with
special preference for workers and for small buyers began to turn Britain into a nation
of shareholders. Of course, ownership of assets brings risks as well as rewards. But the
transformation it effects on a socistwholly positive, because it gives people a stake
in prosperity and trains them to take control of their own lives. Thatchet?(2000).
The evidence we have available suggests the size of the effects can be quite large. For
example, Di Tella, Galiani e8uthargrodsky (2004fudy beliefs amongst squatters living in one
of Argentinads shanty towns. The key institut
owners of the occupied land accepted the occupation and subsequent reparation offered by the
state, while others challenged it in the courts. This led to an exogenous allocation of property
rights amongst the squatters. They find that there is a large difference in beliethdetween
Argentine general population émelgroup of squatters thdd not have property rights toe
small plots of land that they occapgl who aren the lowest income quintilehey find no
difference, however, betweenrtieasure of pro market belieédd by the average general

population and the squatters that lmwperty rights

In this spirit, a natural hypothesis for countries with a heavy dependence on natural
resources to consider is that very noisy income processes (or more precisely, a belief that noise

dominates the generation of income) reduce the intdnmitymarket beliefs.

One simple implementation of this idea is in the context of oil producing countries. If oil

or, more broadly, natural resources play an important role in driving GDP movements, then an

12 Convocabn Address by Lady Thatcher at Hofstra University, New York, Monday 27 March 2000.
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important component of individual income iedetmi ned by forces outsi de
control. It is hard, in such circumstances, for a person to hold on to the beliefs that sustain a truly
capitalist environment with low taxes and small degree of government intervention, such as one
maintaininghat"In general, people who put effort working end up much better, than those who do not |

effort”

A related idea is that in counttiest are more exposedgoliticaland economic risk,
hard work may end gmwingwithout rewardince it is morkkelyfor effort investments these
kinds of environments to be arbitrarily lost by unpredictable sheeksesult, it again becomes
hard for individuals to maintaitelief in the capitalism reward system. The result may be greater
public supportdr intervention to reduce exposurshocksaand compensate the losers who have
fallen behind through no fault of their oW'e show in the next section how more risky

environments are associated with shifts in the belief system of the population.

Note thd we already have evidence Welfare state institutions respond to changes in
risk. For exampl®i Tella and MacCulloch (2002 OECD data for 1972990to present
evidence consistent with the idea that benefits tend to increase when thergeachaogés to
unemploymentf Rodrik (1998) finds a positive correlation between a country's level of openness
and the amount of government consumption and argues that more open economies compensate
their citizens for the higher employment and incomdeglhave to face. The evidence comes
from regressions of social security and welfare expenditureadisnaf GDP) on openness
and terms of trade instability (see also Cameron [D87&Jla and MacCulloch995 and

Luttmer (2001) come closesbta aims by using survey data on the support for welfare spending.

5.2. Country Risk,Resource Extraction and Beliefs

Whet her beliefs and values are randomly al

due to differing personal and country charactedaticso some degree, be teStbdTables 6a

13The idea that one could explain the high persistence of unemployment in Europe when unemployment shocks lead
to increases in benefits is suggested in an influential bguBanchard and Katz (18%Hassleret al2003) study

how shocks to the income distribution affect the support bgetstal workers for a welfare state whose sole
purpose is to redistribute wealth.

14 When explaining general political ideologr@ahtation, the regression evidence suggests that older people are
more likely to declare themselves as beingwiightcompared to younger people (see Di Tella and MacCulloch
(2005)). It supports the often quoteddindAny man wh o ia&ibearmhases hedBtOandsanydnar who is aver
30 and not a Covarpesly ataituied te Wihstois Charchill (189@6), Beprges Clemenceau
(18411929) and Benjamin Disraeli (:8681).



b we report how pragsfor the level of natural resources that a country has been endowed with

(i.e., fuel exports as a proportion of GBRYJ the level of country risk shapesplé s economi c
and norecononic beliefssee the appendix for full variable definitidds)also control for a set

of i1 ndividual effects I|i ke sex, age, mar it al
distribution. To the extent that countries rely on abundant natural resmowesng wealthy

may be more associated with success in capturing rents and belonging to the elite, rather than on
working hard in competitive industridgih levels of risk may also mean that the connection

between effort and reward is |3stis may lker, forexamplgg e opl eds bel i efs on t
society they live in and also affect their desired levels of taxation attd’ hevtiitee countries

in our sample in which fuel exports represent a partitiggriyroportion of GDP (i.e., greater

than 10%) are Nigeria, Norway and Venezuela. The country with the lowest level of country risk is
Switzerland (=0.09) and the country with the highest level is (the former) Yugoslavia (=0.52).

In column (1) we explain beliefs about whether the poor are @z doeen treated
unfairly.Fuel Exportsas a positive coefficient (indicating that more fuel dependence leads to more
people ticking the unfair option) although it is not significant. Country risk has a positive
coefficient that is significant at theeb cent level, suggesting that when there is more country risk
people believe that being poor is not because of laziness or lagtoaferilA one standard
deviation increase in risk explains 11.5% of a standard deviation in beliefs about vdoether the
have been treated unfairly. This represents 5.3 percentage points of the population. The largest
coefficient of all the personal effects occurs for the unemployed, who strongly hold the view that
they have been unfairly treated by society. Intekgdtiegselemployed look at things
differentlyd that is, the poor are lazy. The coefficients indicate that unemployment leads to a 9
percentage point higher pr obab-employmegntleaistd i c ki n
a5 percentagepoimti gher probability of ticking the 061 a

The results in column (2) show similar patterns, with fuel exports again positive and
(weakly) significant at the 11 per cent level, suggesting that a greater reliance on natural resources

may lead more peoptebelieve that there is little chance of escaping from poverty. Greater

15 Collier and Hoeffler (2002) document a positive relationship between the level of primary commaodity exports (as a
proportion of GDP) and the incidence of civil war across nations using data on 46 conflicts since 1960. Rather than
emphasizing rent seekitiggy explain their result by arguing that rebels need revenues from trading, for example
diamonds or oil, to fund their movement. Otherwise they may face a binding participation constraint and fail to
overthrow the regime regardless of how strong ageid¢liances against the incumbent elite.

2€



country risk has a positive and strongly significant coefficient (at the 1 per cent level) meaning that
more people are pushed toward thenefy view. A one standard deviatioa insrisk explains
20.6 per cent of a standard deviation in beliefs about the chance of escaping from poverty. This

represents 10.1 percentage points of the population

In column (3) a higher proportion of GDP coming from exports ofatwal resource in
a countryshiftspeople strongly toward the view that the government should be doing more
helpthe poor (at the 5 per cent lev&lpne standard deviation risé-uel Exportsads to a 13
point increase in the latent variable (on a scale where the psints ared.92 and 0.22) and
explains 21.5 per cent of a standard deviation in beliefs about whether the government should
help the poorThere arehowevemo significant effects of fuel exports on the dther
economic belief variables (Basiness OwneislaipdFair Pay.) whereas more country risk

pushes people more toward the left view for Gotrernment Help-PaoidBusiness Ownetship

Table 6b reports the corresponding results for thecamomic belief variables. Column
(1) shavsa strikingly different pattern with respedtder more abundant natural resources and
greater country risk affdmliefs on whether the government should do more to protect the
environmentMore Fuel ExporesmdCountry Ridloth diminish theviewtha the environment
should be afforded more protection (i.e., make people more rightist) at the 10 per cent and 1 per
cent levels, respectivéyone standard deviation riséirel ExporgsidCountry Riséad to a
drop in the proportion of people who popt the environment of 1.9 and 4.1 percentage points,
respectively. (On average across the sample, 55.3% of people think that it should be given priority
over economic growth and jobs where the standard deviation is W7 ¥&spect to the
personatharacteristicsvhereas peopie the topincomequintileprefer more to be done to help
the environmensuggesting that it is a luxury gptitd unemployed want less done and more
priority to be given to the economy and job credflese results arsalstrikingly different
from those reported in the previous table in which the rich (unemployed) tended to give less

(more) support for the leftist economic beliefs.

There are no significant effects of fuel exports on the rest of tbearmmic belief
vaiables (i.eTradition vs TechnbldggmosexuhlsTolerante Capitalists). The effect of more
country risk on these variables is mixed. It pushes people toward the leftist view that emphasizes
technology over tradition but toward more righ@bets of intolerance toward others and that
homosexuality is not justifiable. Peesonatharacteristics again reveal that in most cases there is
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more (less) support amongst the rich (unemployed) for the leféstomamic belief. For
example, peopt the top of the income distribution tend to have more supportive views toward
homosexuals and greater | evels of respect for

capitalists the most). By contrastuthemployed express less tolerangartbothers.

Consequently the results suggest that economic aadamamic beliefs are determined
in verydifferent waysviore country risk pushes people toward morevieff economic beliefs
(in all cases except for the question of fair pay) but tmeeedightwing non economic beliefs
about the environment, homosexuality and others preferences. The results for natural resources
are suggestive of similar patterieraas abundeafuel exportpush people toward the (left
wing) economic view that thevernment should be doing more to help the poor, it has the
opposite effect on neeconomic views about protecting the environment (i.e., it becomes less of
a priority). Similarly whereas the unemployed hold stronglyntetconomic views on all
aspets of poverty (i.e., how unfair it is, the low chances of estapirigandthatthe
government should help more), they tend to hold stronghyviighhoreconomic views
regardinghe (low) priority that should be attached to the environment anchplogtance of

being tolerant.

In summary, changestire level ofiskin a natioraffect most economic beliefs (see
Table 6a) which may then in turn-bgf. f eAc th atth e nc
unemployment experience establisheslarsiransmission mechanism. With respect to non
economic beliefs the evidence suggests that they are shaped by similar factors (but in often
opposite directions, see Table 6b) although there is much less evidence that these kinds of beliefs

in turn can déct economic performance (see Tabls.4a

6. Conclusions

There are many aspects of culture. One that has been emphasized by researchers worried
about institutions is beliefs (e.g., Greif (1994), Denzau and Northiii&9&l)ain particular
the roleof economic beliefs (e.g., Inglehart (1990), Piketty (1995), &tlef2@®1)inter aljaIn
this paper we study the pattern of beliefs, documenting how-tregy ead their patterns across
regions. We then study their impact on economic perfmentanally, we discuss characteristics
of nations that cause different kinds of belief systems to &ha\evidencgathereduppors

the following:
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1. Economic beliefsam bedivided into two factors. The first emphasizes beliefs
concerning poverty anldet role that individual needs should play in determining
income. The second emphasizes the role of merit in determining income and attitudes
about the desirability of private ownership of property.

2. Non-economic beliefs have far less clear divisions.i3lserae evidence suggestive
of a factor embodying the desirability of tradition relative to technology and the extent
to which the environment should be given priority over economic growth.

3. There is a statistically significqatationship betwaeconomt beliefs and economic
performancéut little evidence otorrelations with respect to rReconomic beliefs.
When we include controls for the initial level of GDP (to take account of
convergence), openness to trade, legal origins (to proxy for indtgquaibtyd and
latitude of the country (to capture geographical effects) more leftist economic beliefs
to do with the unfairness of being poor, not being able to escape poverty and
government help for the poor all lead to lower growth rates, at theettpevel of
significance. These results indicatdefiat beliefs may have a strdirgatconomic
impact (as opposed to an indirect effect via their impact on trade policies and
institutions). One potential mechanism could be that beliefs aldtitfidhky of
escaping from poverty and (economic) life being unfair leads individuals to try less
hard at work and less hard at searching for a good job as they give up hope. The effect

is to lower overall economic performance.

It remains possible of wse that other beliefs (e.g., that the government should do
more to help the poor) leads voters to support different types of political parties.
Consequently there may also be strong indirect effects of beliefs on economic
performance to the extent thiaéy lead to parties implementing different institutional
arrangements and policy settings.

4. We also test for the importance of the dispersion of beliefs on economic performance.
There is some (weak) evidence suggesting that more disperse bpbééatalay

damaga nation in terms of its rate of GDP growth
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5. The paper also seeks to identify some of the exogenous factors affecting the formation
of beliefs (i.e., where they originate from). With respect to economic beliefs, we find
that more country righushes people strongly toward the viewtliegboor are not
lazy or lack will power, there is little chance of escaping from gbeagtyernment
should be doing more forelpoor and that employees/government should be more
involved in running busisses (i.e., all the left wing vie@sgater dependence on
natural resources has the same effect on views about government help for the poor. By
contrast these factors have strikingly different effects on eecaomomic beliefs.

For example, more coupntiisk and natural resources redioeeonviction thahe
environment should be afforded more protection (i.e., shifts people more toward the
rightist position)Country risk also tends to make people less tolerant toward other
groups.

Overall, the evehce supports the view tlzaitural specificitiemay be able texplain
why certain institutions cannot be transplanted between countries with a different cultural history
and underlines tHienits to policy activism
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8. Figures and Tables

Figure 1

Percentiles of Economic Beliefs across Five Regions of the World.
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