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| — Introduction

There are several definitions for the meaning sfitiations in the academic literature, the
most common and accepted one was formulated byaNmstitutions are the rules of the
game in a society or, more formally, are the hugpndelised constraints that shape human
interaction” (North, 1990, p.3Researchers have made different attempts to ige¢stthe
interaction between the quality and efficiency afious types of institutions in a country
and the country’'s economic performance (Acemogdhindonet al., 2004). Institutions,
like the legal and the financial system, have bieeessantly investigated. Within this
framework, emphasis has been put on the relatiprtiveen the legal institutions and the
financial system as essential factors in creatimy@nhancing overall economic growth in
that country (La_Porta, Lopez-De-Silamtal., 1998). However, the link between the legal
institutions and the financial system is still sevhat controversial. Whereas some studies
have shown a positive relationship between impr@rénof the legal institutions and

improvement of the financial system other studeegeot demonstrated this association.

The present study has two major goals. The finstsaio offer more evidence to the
relationship, if any, between a country’s legaltitnons and that country's financial
system. Specifically, the data offered here shat tihe performance of a country's legal

institutions affect the willingness to invest morneyhat country.

A second aim is to provide empirical evidence tiedple of different gender, age, political
traditions, and professional experience reactmiffdy to legal institutions in deciding how

to invest.

The remainder of this paper is structured as fdlo@ection Il provides details of the
survey; Section Il describes and explains the dathmethod used to design the empirical
findings; Section IV reviews the results and aredythem; and Section V gives some

concluding remarks.



Il — The Survey

A. Subjects

A sample of 1,362 subjects participated in the ystuldventy one additional subjects
participated but were excluded because they didintitate their demographic details.
Their average age was 22.30 years; the youngestwgesars old and the oldest 62 years
old. 619 subjects were from the United States oEAca and 722 from Brazil.

B. Survey Design

The survey instrument collected the following denapdic details of the subjects: country
the survey was applied; academic program in whiehsubject was enrolled; year of the
school program for the subject; professional expee; legal experience; business

experience; age; and gender.

The survey instrument put the subjects in the jpositf an employee in a company that
offers consumers credit through the credit cardjshiy rental, car loans and general
lending markets. Subjects were informed that thepaoy wanted to expand its operations
into a new country (country A or country B) withethim of maximizing profits and were

asked to recommend in which of the two countriesdbmpany should expand its retail
operations. The subjects did not know the idemtitycountries A and B. The survey

instrument provided the subjects with informatioegarding the bureaucracy, legal

institutions, and the financial system of the twaortries (Appendix 1).

The survey was randomly distributed in three différversions. Each subject answered
only one version:

First version

All the information provided for country A and B wee statistical characteristic of
bureaucratic, legal, and financial institutionghs United States and Brazil. Country A had
the United States’ statistical characteristics, andntry B had the Brazilian statistical

characteristics.



Second version

All the information provided for country A and B wee statistical characteristics of
bureaucratic, legal, and financial institutiongted United States and Brazil. However, the
guantitative measures related to the quality of ldgal institutions of county B was
improved in 50%. Thus, country A had the Unitedt&tastatistical characteristic and
country B had the Brazilian statistical charactirigziith 50% improvement in the legal

institutions.
Third version

All the information provided for country A and B wee statistical characteristic of
bureaucratic, legal, and financial institutionstleé United States and of Brazil. However,
the quantitative measures related to the qualittheflegal institutions in county A were
reduced by 50%. Thus, country A had the UnitedeStatatistical characteristic with 50%

reduction in the legal institutions, and countrip@l the Brazilian statistical characteristics.

The categories and the sources of the countridstnmation, provided to subjects, are

divided and showed below:
Bureaucratic and Technical information

1. Time involved in launching a commercial or indwadtfirm with up to 50
employees (World Bank, 2007).

2. Inflation rate. US (The Us Misery Index, 2007). BrgBanco Central Do Brasil,
2007)
Developed/Developing Country (United Nations, 2007)
Legal System Origin: Common Law or Civil Law (Natioaster.Com, 2005)

Legal Ingtitutionsinformation

1. Time to contract enforcement by the evolution efike of goods from the moment
the plaintiff files the lawsuit until actual paymelVorld Bank, 2007).

2. Time spent by litigants and courts to collect artmma check (Djankov, Poréa
al., 2002).



3. Time spent by litigants and courts to evict a téfiannon-payment of rent
(Djankov, Portet al., 2002).

4. World Bank index of lending and bankruptcy lawenfirO “least friendly” to
lenders to 10 “Most friendly to lenders” (World Bar2007).

Financial System information

1. Interest rates for Mortgage interest. BréBiinco Central Do Brasil, 2007). United
States (Hsh Associates Financial Publishers, 2007).

2. Interest rates for Personal Credit. Brazil (Baneot€al Do Brasil, 2007). United
States (The Federal Reserve Board, 2007).

3. Interest rates for Car loans. Brazil (Banco Cerd@Brasil, 2007). United States
(The Federal Reserve Board, 2007).

4. Interest ratefor Credit Card. Brazil (Banco Do Brasil, 2007).itéd States (The
Federal Reserve Board, 2007).

C. Procedures

Subjects were recruited from five different univiées, one in the United States of America

and four in Brazil, respectively from:

» The College of Law and Department of Economichiefniversity of Illinois
in Champaign, lllinois;
» The College of Law, Department of Economics, Acd¢pand Business of the
Universidade de S&o Paulo in Ribeirdo Preto;
» The College of Law of the Universidade de Sao Peu&ao Paulo;
* The College of Law of the Fundacéo de Ensino OgtBdastos;
» The College of Law of the Fundacéo Getulio VargaSao Paulo;
» The College of Law, Department of Account and Bes#of the UNI-FACEF
Centro Universitario de Franca.
Versions 1, 2, and 3 of the survey instrument weesented in a random order in class
rooms at the end of a regularly scheduled clasaglefts in the classes were asked to

participate in the survey and all students at tlesscroom had the opportunity to



participate. Responding to the versions of the esutook approximately 12-17 minutes.

Each student answered only one version of the gurve

Variations of the Survey’s VersionsTable 1

Table 1 presents the variations in the legal im#tihs of each survey version. Version 1 preseriginal

statistical characteristic of legal institutions tof United States (A) and of Brazil (B). Versionp&esents
improvements of 50% in the original statistical relwéeristic of legal institutions of country B. $&n 3
presents deterioration of 50% in the original statkl characteristic of legal institutions of ctynrA.

Version_1 Version_2 Version_3

(original (Legal Ins. (Legal Ins.
data) Country B Country A
50% better)  50% worse)
Country Country Country
Information A B A B A B

Time spent by litigants and courts to
evict a tenant for non-payment of rent (in49 120 49 60 74 120
days).

Time to contract enforcement from the
moment the plaintiff files the lawsuit 300 616 300 308 450 616
until actual payment(in days).

Time spent by Iltlgants_and courts to 54 180 54 90 81 180
collect a bounced check (in days).
Degree to which collateral and
bankruptcy laws facilitate lending (index 7 2 7 3 3.5 2
score).




[l — Data and Method

A. Data

Table 2 gives an overview of the data providedheysurvey.

Descriptive Data.Table 2

Table 2 presents descriptive statistic. It dessrithe gender, country of origin, professional eigpee, and
school program of the subjects.

United States Brazil
Gender Female Male Female Male Total
258 361 306 416 1341
Law 105 137 134 144 520
Pfgg;?; Undergrad 152 222 112 199 685
MBA 1 2 60 73 136
Legal 66 85 39 65 255
Fgfg‘;?feigggl Business 71 129 87 148 435
None 125 166 160 200 651
1 94 111 103 144 452
Versions 2 77 124 114 137 452
3 87 126 89 135 437




B. Method
I will use the following methodologies to analyzg data:
Method 1

Table 3 shows some descriptive statistics and gesvian overview of how people
differently react to changes in the legal insting of the different versions of the survey
instrument. Table 3 basically tells us how manydknand male in the United States and
Brazil choose country A or B.

Method 2

Next, | provide empirical evidence that the perfante of a country’s legal institutions
affects people’s willingness to invest their moriaythat country. | use the data set
developed from the survey described in the prevemgions to estimate two logit type

models to analyze the dédta:
Equation (1):

P(y =1|x)=a, +a,YofE+ a,LExp+ a,BExp+ a, Age+ a,Country+ a,Gender+ a,D_Q2+a,D_Q3+u

2 Wooldrigdge explains that a linear probability motie simply an application of the multiple regriss
model to a binary dependent variable. A binary ddpat variable is an example of a limited dependariable
(LDV). An LDV is broadly defined as a dependentiaile whose range of values is substantively aetti A
binary variable takes on only two values, zero@mal’ (Wooldrigdge, 2006).

Ott and Longnecker extend this explanation asviolftn may research studies, the response variaalg be
represented as one of two possible values. These#ponse variable is a binary random variabladgadn the
values) and 1. For example..., a bank wants to determhich customers are most likely to repay then.
Thus, they want to record a number of independaribes that describe the customer’s are mordy liice
repay their loan. Thus, they want to record a nunadbeéndependent variables that describe the custem
reliability and then determine whether these véemlare related to the binary variable, y = 1 & tlustomer
repays the loan and y = 0 if the customer failefmy the loan” (Ott and Longnecker, 2001).
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Equation (2):
P(y=1|x)=a, +a,YofE+ a,LExp+ a,BExp+ a;Age+ a,Country+ a,Gender+u

Where the dependent variableis Invest (Invest in country 1 = Brazil or investing in
country 0 = US) which has only two possible valuesinvest money in country B or not
invest money in country B. The independent varialtdE is years of education and
indicates the subject's years of educatidime independent variableExp is Legal
Experience and indicates the subject's months g&llexperience The independent
variable BExp is Business Experience and indicates the subjestiaths of business
experience The independent variabl&ge indicates the subject's years of adgehe
independent variabl€ountry is a binary indicator in which 1 indicates that @euntry of
the subject was the United States of America aindi@ates that the Country of the subject
was Brazil.The independent variableenderis also a binary indicator in which 1 indicates
that the subject was a male and 0 indicates teasubject was a female. The independent
variableD_Q2is a dummy variable created to control for theedéhces between version 2
and version 1The independent variable Q3is also a dummy variable created to control
for the differences between version 3 and versionThe last termu is simply an

independent and identically distributed error.

According to my hypotheses, factors such as ydagdurcation, legal experience, business
experience, age, political tradition and gender affgct whether people decide to invest
their money in country B. Because my outcome végigbbinary (either people choose to
invest money in country B or do not choose to ihwesney in country B), | used a logit

model to analyze the data.

3 Another important point is to choose between logidel or probit model. | ran exercises using botdels
and they are not qualitatively different for my bys#s. “Neither the logit model nor the probit mbdee linear,
which makes things difficult. To make the modekhn, a transformation is done on the dependerdbiariln
logit regression, the transformation is the logitdtion which is the natural log of the odds. lokptr models, the
function used is the inverse of the standard nowoatulative distribution (a.k.a. a z-score). Inlitgathis

difference isn’'t important: both transformations agually good at linearizing the model; which goe use is
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| use the first logit model represented by equafijnto analyze if the treatment (i.e., the
different versions of the survey) had a statidiyameaningful effect on the likelihood that a
subject would choose country A or Country B. Theref the results from the equation (1)
may offer evidences to the correlation, or lackoetween a country’s legal institutions and
that country’s financial systerfil expectedd Q2 andD_Q3to be significant, showing

that subjects were sensible to the quality of digall institutions.
Method 3

In addition to exploring whether changes in a cotmtiegal institutions are related to the
decision to invest in that country, method 3 alsuvigles empirical evidence that people of
different gender, age, political traditions, anafpssional experience differently decide
how to invest. Using only survey subjects’ resperfsem Version 1 | ran a logit regression
with equation (2). | compared the predicted prdhigs of people of different gender, age,
political traditions, and professional experienzéntvest money in country B (B = Brazil =
1) or not invest money in country BResults from my comparing predicted probabilities

show how these personal characteristics influemaestment decision.

a matter of personal preference. Both models needave diagnostics done afterwards to check that th
assumptions of the model have not been violateth Bethods use maximum likelihood, and so requioeem
cases than a similar OLS model. Unlike logit modgtsl don't get odds ratios with probit models gineral,
the logit coefficients are larger than the probigfficients by a factor of 1.7. However, this roféen does not

apply when an independent variable has a high atdraror (lots of variability)” (UCLA 2007)

* STATA 10 was the statistical package used for magagnalyzing, and graphing data.

5 All the information provided in Version 1 for camn A and B are real data for the United States Brazil
collected from different fonts (World Bank, FedeReserve Board, Central Bank of Brazil, etc.). Véh&rhas

the United States’ data and B has Brazil's data;

1C



IV — Survey’s Results and Analysis

Results and Analysis of Method 1

The survey instrument asked each subject to degidgther to invest money either in
country A or country B. Subjects did not know tlaeritity of countries A and B. The
survey instrument, however, used the actual statistharacteristics of bureaucratic, legal,
and financial United States’ institutions for caynf and Brazil's actual institutions for
country B. Based on the answers of the subjectedted the variablénvest. Table 3
presents the results of how people in the UnitedeStand Brazil decided to invest in the
different versions (1, 2, and 3) of the instrunm=ntvey.

11



Decision to Invest, Gender, Country, and Versionsf&urvey Cross Tabulation.Table 3

Table presents descriptive statistic. It descritms people of different gender and different copudecided to
invest.

Investment (frequency)

Country A Country B Total
Female Male Female Male
Versions of 1 69 63 25 48 205
survey
Instrument 2 39 47 38 77 201
applied in
the USA 3 47 48 40 78 213
Versions of 1 52 57 51 87 247
survey
Instrument 2 42 29 72 108 251
applied in
Brazil 3 42 42 47 93 224
Total 291 286 273 491 1.341
Investment (percent)
Total
Country A Country B
Versions of 1 64 36 100
survey
Instrument 2 43 57 100
applied in
the USA 3 45 55 100
Versions of 1 44 56 100
survey
Instrument 2 28 72 100
applied in
Brazil 3 37 63 100
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The descriptive statistic stated in Table 3 shdwed there was a shift in the amount of
subjects that chose to invest in country A or Btha different versions of the survey
instrument® The number of subjects that chose to invest imirglB is proportionality

bigger in versions 2 and 3 than in version 1. ®higt indicates that the treatment was
effective to change the decision to invest of thbjects and hence was a valid
experimental design. The significance of the treatinin the decision of the subjects is

mathematically tested in method 2.

6 See, supra subsection b.Survey design.
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Results and Analysis of Method 2

Table 4 describes the results of Equation (1) uaiidpe survey’s data together.

Effects of the Treatment.Table 4

Table 4 presents logistic regression results. Bdl tlata used to construct the variables is fromsthrgey
described above. The dependable variablenvestment that is the probability of investment in Brazil. &§h
independent variables are Years of Education, LEgpkrience, Business Experience, Age, Countrydéen
Dummy Questionnaire version 2 and Dummy Questioenadrsion 3.

Dependent Variable
Probability of
Investment in
Brazil

YofEdu 1.11
Legal_Experience -0.75
Business_Experience 0.42
Age 151
Country 5.00**
Gender 5.35%*
D _Q2 5.66**
D_Q3 3.95**
Constant -3.28**
Model Statistics
Observations 1326
Pseudo R? 0.0528

* significant at 5%; ** significant at 1%

The coefficient of Dummy Questionnaire version 2 (@) and Dummy Questionnaire
version 3 (D_Q3) that are statistically significand positives tell us that the treatments are
“meaningful interventions” and that people invesbrenin country 1 (Brazil) after the
changes in the legal institutions. The Dummy cogdfits also show us that improvements
in the Brazilian's legal institutions had a strongéect on subjects’ decision to invest than

the deterioration of the United States’ legal mn&ttns had. One explanation for the

14



difference in the effects of the survery’s versidrmnd 3 could be that the difference in the
guantitative measures related to the quality ofléigal institutions of county A and B is
smaller in version 2 than in version 3. For examitie information on the time spent by
litigants and courts to evict a tenant for non-pagimof rent (in days), in the survey's
version 1 the difference between country A and Blisin version 2 is 11, and in version 3
is 46.

The coefficient of Country variable that is statslly significant tells us that the survey’s
subjects from different countries (Brazil and UditStates) “differently” decide how to

invest.

The coefficient of Gender variable that is statédty significant tells us that the survey’s

subjects of different genders “differently” deciulaw to invest.

Table 4 does not tell us how individual variableteiiact with the institutional climate
represented by the treatment (i.e., it does nowdimw years of education affects people

investment decision).

To analyze the effect of changes in the legaltinttins more carefully | use a model that
explicitly quantifies the differences between tleesions of survey instrument. This model
shows how individual variables moderate the degis® invest as we move from one

treatment to another (or as we compare one treatmanother).

| will start showing and analyzing the effect oéttieatment 2 (Version 2) and treatment 3
(Version 3) on the likelihood that a subject wodltose country A or B and | will do it in

the following steps.
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Sep A

| ran the logistic regressions for versions 1, @ anThe results are presented in Table 5.

Logistic Regression Results of Versions 1, 2 andBable 5

Table 5 presents logistic regression results. #dl data used to construct the variables is from the
survey described above. The dependable variabtevéstment that is the probability of investmenBirazil.
The independent variables are Years of EducatiegalExperience, Business Experience, Age, Cowantdy
Gender.

Dependent Variable
o @ @
. Version 2 Version 3
Version 1 Invest
Invest Invest

Years of Education 1.27 0.74 -0.14
Legal Experience -0.36 0.57 -1.38
Business Experience -0.31 0.6 -0.18
Age 0.04 2.32* 0.01
Country 4.13** 2.92* 1.58
Gender 3.01* 2.92** 3.40**
Constant -2.04* -2.19* -0.04
Model Statistics
Observations 447 447 432
Pseudo R 0.0460 0.0558 0.0270

* significant at 5%; ** significant at 1%

Sep B

Using results of the logistic regression of versibnand version 2 | predicted the
probabilities of investment in country B for spéxifiven values of Years of Education,
Legal Experience, Business Experience and Age.
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SepC

| calculate the difference between version 2 andier 1 PQZ(I =1 x)— PQl(I =1 X) of

the predicted probabilities of investment in courr for some specific given values of

Years of Education, Legal Experience, Business Bapee and Age.

The following figures visually demonstrate the €i#fnce in probabilities in function of a
specific variable when all other variable are canstResults helped to draw the following
inferences.

Treatment Q_2 and Q_1

N'.\‘\’\.

12 14 16 18
Years of Education

—8— USF.Treat. Q_2-Q_ 1 —4&— USM.Treat. Q_2-Q_1
———— BRF.Treat. Q_2-Q_1 —+—— BRM. Treat. Q_2-Q_1

Figure 1

Figure 1 illustrates the difference in probabiﬁtiPQz(l =1 x)—PQl(I =1 x) for some

specific given values of Years of Education wheprioned the legal institution of country

B (Brazil). Figure 1 allows us to make the follogiimferences:

First, the difference in probability is positiveglues are above ze(rd’Q2 -PFy >0 ) The

positive difference indicates that for any levekdfication people invest more in country B

when we improve the legal institutions of country B
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Second, the difference in probability is decreasiitty the years of education, that is, the
probability of investing in country B is smallerrfpeople with more years of education,

maintaining everything else constant.

Third, when comparing the effect of the treatmeirg.,( improvements in the legal
institutions of country B in Questionnaire vers@yfor subjects of different countries with
specific given values of years of education we okesthat the difference in probability of
investment of United States’ subjects is biggemthiae difference in probability of
investment of Brazilian's subjects. This differemegorobabilities of investment leads us to
infer that the effect of treatment was more effectio United States’ subjects than to
Brazilian's subjects for any given values of yeafreducation, maintaining everything else

constant.

TreatmentQ 2 and Q_1

T T
10 20 30 40 50
Legal Experience

(@

—&— USF. Treat. Q_2-Q_ 1 —4A— US M. Treat. Q_2-Q_1
——o— BRF.Treat. Q 2-Q 1 BRM. Treat. Q_ 2-Q 1

Figure 2

18



Figure 2 illustrates the difference in probabiﬁtiPQz(I =1 x)—PQl(I =1 x) for some

specific given values of Legal Experieheehen improved the legal institution of country
B (Brazil). Figure 2 allows us to make the follogiimferences:

First, the difference in probability is positivealues are above ze(rd:’Qz -PFy >0 ) The

positive difference indicates that for any levelledal experience people invest more in
country B when we improve the legal institutionsofintry B.

Second, the difference in probability is increasiith the months of legal experience, that
is, the probability of investing in country B isegtter for people with more time of legal

experience, maintaining everything else constant.

Third, when comparing the effect of the treatmeis.,( improvements in the legal
institutions of country B in Questionnaire vers@yfor subjects of different countries with
specific given values of legal experience we olesdimat the difference in probability of
investment of United States’ subjects is biggemthiae difference in probability of
investment of Brazilian's subjects. This differemegorobabilities of investment leads us to
infer that the effect of treatment was more effectio United States’ subjects than to
Brazilian's subjects for any given values of legaperience, maintaining everything else

constant.

" Legal Experience was measured in months. Subjlegal experience could be any type

of legal internship or work related.
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Treatment Q_2 and Q_1
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Business Experience
—®— USAF.Treat. Q_ 2-Q 1 —&— USAM.Treat. Q 2-Q 1
——— BRF.Treat. Q_2-Q 1 BR M. Treat. Q 2-Q 1
Figure 3

Figure 3 illustrates the difference in probabiﬁtiPQz(l =1 x)—PQl(I =1 x) for some

specific given values of Business Experiénagnen improved the legal institution of

country B (Brazil). Figure 3 allows us to make thkowing inferences:

First, the difference in probability is positiveglues are above ze(rdDQZ -PFy >0 ) The

positive difference indicates that for any levebakiness experience people invest more in

country B when we improve the legal institutionsofintry B.

Second, the difference in probability is increasivith the months of business experience,
that is, the probability of investing in countryi greater for people with more time of

business experience, maintaining everything elastaat.

8 Business Experience was measured in months. $sitesiness experience could be any

type of work related to business.
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Third, when comparing the effect of the treatmeis.,( improvements in the legal

institutions of country B in Questionnaire vers@yfor subjects of different countries with
specific given values of business experience wergbghat the difference in probability of
investment of United States’ subjects is biggemthiae difference in probability of

investment of Brazil's subjects. This differencepirobabilities of investment leads us to
infer that the effect of treatment was more effectio United States’ subjects than to
Brazilian's subjects for any given values of busgexperience, maintaining everything

else constant.

Treatment Q_2 and Q_1

q: -
00_ -
(\! -
o
e
T T T T T
20 25 30 35 40
Age
—=8— USAF. Treat. Q_2-Q_1 —4A— USA M. Treat. Q_2-Q_1
———— BRF.Treat. Q_2-Q_1 BR M. Treat. Q_2-Q_1
Figure 4

Figure 4 illustrates the difference in probabiﬁtiPQz(l =1 x)—PQl(I =1 x) for some

specific given values of Age when improved the légatitution of country B (Brazil).

Figure 4 allows us to make the following inferences

First, the difference in probability is positiveglues are above ze(rd?’QZ -Py >0 ) The

positive difference indicates that for any levebge people invest more in country B when
we improve the legal institutions of country B.
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Second, the difference in probability is increasimith the years of age, that is, the
probability of investing in country B is greaterr fpeople with more years of age,

maintaining everything else constant.

Third, when comparing the effect of the treatmeirg.,( improvements in the legal
institutions of country B in Questionnaire vers@yfor subjects of different countries with
specific given values of age we observe that tfferdnce in probability of investment of
United States’ subjects is bigger than the diffeegin probability of investment of Brazil's
subjects. This difference in probabilities of invaeent leads us to infer that the effect of
treatment was more effective to United States’extbjthan to Brazilian's subjects for any

given values of age, maintaining everything elsgstamt.
SepD

| repeated all the association done between vegsamd 1, but now using versions 3 and 1.
Using results of the logistic regression of versibnand version 3 | predicted the
probabilities of investment in country B for spéezifiven values of Years of Education,
Legal Experience, Business Experience and Age.ldulkeded the difference between
version 3 and version ]PQS(I =1 x)—PQl(I =1 X) of the predicted probabilities of
investment in country B for some specific givenued of Years of Education, Legal

Experience, Business Experience and Age. Resufisho draw the following inferences.
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.25 Treatment Q_3 and Q_1

2
5]
A+
.05
0 -
T T T T
12 14 ) 16 18
Years of Education
—8— USF.Treat. Q 3-Q 1 —*— USM.Treat. Q 3-Q 1
° BRF.Treat. Q 3-Q 1 —+—— BRM. Treat. Q 3-Q 1
Figure 5

Figure 5 illustrates the difference in probabiﬁtié’QS(l =1 x)—PQl(I =1 x) for some

specific given values of Years of Education whetederated the legal institution of

country A (USA). Figure 5 allows us to make thddaing inferences:

First, the difference in probability is positivealues are above ze(rd3Q3 -Fy, >0 ) The

positive difference indicates that for any levelyefirs of education people invest more in

country B when we deteriorate the legal institutidcountry A.

Second, the difference in probability is decreasiitty the years of education, that is, the
probability of investing in country B is smallerrfpeople with more years of education,

maintaining everything else constant.

Third, when comparing the effect of the treatmeést,(deterioration of the legal institutions
of country A in Questionnaire version 3) for sultgeof different countries with specific

given values of years of education we observe that difference in probability of
23



investment of United States’ subjects is biggemtliae difference in probability of

investment of Brazil's subjects. This differencepimbabilities of investment leads us to
infer that the effect of treatment was more effectio United States’ subjects than to
Brazilian's subjects for any given values of yeafreducation, maintaining everything else

constant.

Treatment Q_3and Q_1

2
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Legal Experience
—®— USF. Treat. Q_3-Q_1 —4&— US M. Treat. Q_3-Q_1
—— BRF.Treat. Q_3-Q_ 1 —+—— BR M. Treat. Q_3-Q_1
Figure 6

Figure 6 illustrates the difference in probabiﬁtiPQS(l =1 x)—PQl(I =1 x) for some

specific given values of Legal Experience when ritatste the legal institution of country

A (USA). Figure 6 allows us to make the followimjarences:

First, the difference in probability is positivealues are above ze(rd’Q3 -PRy, >0 ) The

positive difference indicates that for any levelledal experience people invest more in

country B when we deteriorate the legal institugioficountry A.
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Second, the difference in probability is decreasifth the months legal experience, that is,
the probability of investing in country B is smallier people with more time of legal

experience, maintaining everything else constant.

Third, when comparing the effect of the treatmest,(deterioration of the legal institutions
of country A in Questionnaire version 3) for sultgeof different countries with specific
given values of legal experience we observe tleadifierence in probability of investment
of United States’ subjects is bigger than the diffiee in probability of investment of
Brazil's subjects. This difference in probabilities investment leads us to infer that the
effect of treatment was more effective to Uniteat&t’ subjects than to Brazilian's subjects

for any given values of legal experience, maintajréverything else constant.

Treatment Q_3and Q_1
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Figure 7

Figure 7 illustrates the difference in probabiﬁtiPQ3(I =1 x)—PQl(I =1 x) for some

specific given values of Business Experience whetertbrated the legal institution of
country A (USA). Figure 7 allows us to make thddaing inferences:
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First, the difference in probability is positiveglves are above ze(rd?’Q3 -Py >0 ) The

positive difference indicates that for any levebakiness experience people invest more in

country B when we deteriorate the legal institugiohcountry A.

Second, the difference in probability is increasivith the months of business experience,
that is, the probability of investing in countryi8 greater for people with more time of

business experience, maintaining everything elastaat.

Third, when comparing the effect of the treatmest,(deterioration of the legal institutions
of country A in Questionnaire version 3) for sultgeof different countries with specific
given values of business experience we observe thigatdifference in probability of
investment of United States’ subjects is biggemthiae difference in probability of
investment of Brazil's subjects. This differencepirobabilities of investment leads us to
infer that the effect of treatment was more effectio United States’ subjects than to
Brazilian's subjects for any given values of busmexperience, maintaining everything
else constant.

Treatment Q_ 3and Q_1
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Figure 8
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Figure 8 illustrates the difference in probabiﬁtiPQS(I =1 x)—PQl(I =1 x) for some

specific given values of Age when deterioratedlégal institution of country A (USA).
Figure 8 allows us to make the following inferences

First, the difference in probability is positivealues are above ze(rd3Q3 -Fy, >0 ) The

positive difference indicates that for any levebge people invest more in country B when
we deteriorate the legal institutions of country A.

Second, the difference in probability is constanthwhe years of age, that is, the
probability of investing in country B is steady f@eople with more years of age,
maintaining everything else constant.

Third, when comparing the effect of the treatmeim.,( deteriorations of the legal
institutions of country A in Questionnaire versi®nfor subjects of different countries with
specific given values of age we observe that tfferdnce in probability of investment of
United States’ subjects is bigger than the diffeecin probability of investment of Brazil's
subjects. This difference in probabilities of inveent leads us to infer that the effect of
treatment was more effective to United States’ettbjthan to Brazilian’s subjects for any

given values of age, maintaining everything elsgstamt.
Results and Analysis of Method 3

Using results of the logistic regression of versibhl predicted the probabilities of
investment in country B for specific given valuésrears of Education, Legal Experience,
Business Experience and Age.

% Seetable 5, column (1).
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Figure 9

Figure 9 illustrates the probabilities of investmen country B (PQI(I =1 x)) for some

specific given values of Years of Education. Fig@rallows us to make the following

inferences:

First, the probability of investment in country 8increasing with the years of education,
that is, the probability of investing in countryi®greater for people with more years of

education, maintaining everything else constant.

Second, when comparing female and male for sametrgothe probability of investment
in country B is greater for males than for femaiedependently of the years of education,

maintaining everything else constant.

Third, when comparing Americans and Brazilians,ghabability of investment in country
B is greater for Brazilians than for Americans,dpdndently of the years of education,

maintaining everything else constant.
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Figure 10

Figure 10 illustrates the probabilities of investiinagn country B(PQl(I =1 x)) for some

specific given values of Legal Experience. Figueallows us to make the following

inferences:

First, the probability of investment in country B decreasing with the months of legal
experience, that is, the probability of investingountry B is smaller for people with more

months of legal experience, maintaining everytlalsg constant.

Second, when comparing female and male for sametrgothe probability of investment
in country B is greater for males than for femaleslependently of the time of legal

experience, maintaining everything else constant.

Third, when comparing Americans and Brazilians,grebability of investment in country
B is greater for Brazilians than for Americans, épdndently of the time of legal

experience, maintaining everything else constant.
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Figure 11

Figure 11 illustrates the probabilities of investm@ country B(PQI(I =1 X)) for some

specific given values of Business Experience. [Eiglk allows us to make the following

inferences:

First, the probability of investment in country 8decreasing with the months of business
experience, that is, the probability of investingountry B is smaller for people with more

months of business experience, maintaining everytbise constant.

Second, when comparing female and male for sametrgothe probability of investment
in country B is greater for males than for femaladependently of the time of business

experience, maintaining everything else constant.

Third, when comparing Americans and Brazilians,ghabability of investment in country
B is greater for Brazilians than for Americans, épdndently of the time of business

experience, maintaining everything else constant.
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Figure 12

Figure 12 illustrates the probabilities of investm@ country B(PQI(I =1 X)) for some

specific given values of Age. Figure 12 allowsasgiiake the following inferences:

First, the probability of investment in country 8increasing with the years of age, that is,
the probability of investing in country B is greafer people with more years of age,

maintaining everything else constant.

Second, when comparing female and male for sametrgothe probability of investment
in country B is greater for males than for femalieslependently of the years of age,

maintaining everything else constant.

Third, when comparing Americans and Brazilians,gt@bability of investment in country
B is greater for Brazilians than for Americans, dpdndently of the years of age,

maintaining everything else constant.

The difference in the willingness to invest of sy'¢ subjects from different countries
(Brazil and United States) may have been causedhbéydifference in the cultural
environment that subjects live. Subjects from Brawy feel more comfortable to invest in
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a hypothetical country that is more closely relatedhe real world that they live. The
“inefficiency” of the legal institutions of count® (Brazil) may not have been a significant
problem to them when comparing to the opportunitprofit provided by country B. On
the other hand, survey's subjects from United Statay have been afraid of the insecurity
provided by legal institutions in country B. Althghy the profit in country B could be
bigger than in country A, subjects preferred toestvin a hypothetical country that was
more closely related to the real world that theg.li

The difference in the willingness to invest of @y'¢ subjects of different genders may
have psychological causes. The psychological titezssuggests that women and men may
differ in their self perception and this differenc®gy affect economic decisions (Beyer,
1990) A rational survey's subject only chooses to investountry A or B if the expected
gain exceeds the transactions costs in his ornkemerception (Beyer e Bowden, 1997). A
subject may overestimates the precision of therimédion provided to him or her and
thereby the expected gains of investing in couAtryr B. There are studies showing that
people may even invest when the true expectedanetignegative and that men are more
overconfident than women (Barber e Odean, 2001& p$ychological literature gives
support to the results of my survey. Although, #swot my intention to find differences in
the willingness to invest between men and women,fimys follow the finds of the
majority of the psychological literature. My findshow that gender is a meaningful

characteristic of the survey's subject and that imgast more in country B than women,

everything else equal.
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V — Conclusion

Based on the results of method 1 and 2 it is plessibinfer that the performance of a
country’s legal institutions affects people’s williness to invest their money in that
country. These results offer evidences about threelation between a country's legal
institutions and that country’s financial systemy Wesults generally corroborate the
findings of the Law and Finance field, albeit wihrvey data. The results indicate that
there may be a positive relationship between imgmmnt of the legal institutions and

improvement of the financial system.

The results of method 3 suggested that peopleffefelit age equally decide how to invest
while people of different education, legal expetign business experience, political

tradition and gender differently decide how to stve
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Appendix 1

Demographic Details

University

What is your primary degree program?

[JJD LOMBA [JJID/MBA [JUndergrad Other

What year are you in at your school programh2[12[ 131415

Have you had any legal or business professiondtingexperience?] Yes

If yes, how many months? Legal Business

Your age is: (years)

Please indicate your gended:Female ot 1 Male

Please read the hypothetical case below and thswveascenarios 1.

Hypothetical Case

[1No

Imagine you work for a company which offers constgmeredit in the form of

credit cards, housing rentals, cars loans and gkleziding markets. Your function in this

company is to advise where the company should ekipametail operations. The company

wants to expand its operation into a new countit Wie aim of maximizing profits with

balanced risks and benefits. You can only choasa fwwo countries (Country A and B).
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Scenario 1: Assuming the following information regarding theréaucracy, the legal

system, and the financial system of countries A Brate accurate, which country would

you recommend the company to expand its retailatipgs? After reading the information

below and considering the risks and benefits of eacintry, please make your choice:

Information

Country A

Country B

Time companies similar to your company have spent

to evict a tenant for non-payment of rent:

49 days

120 days

Rates of return companies similar to your comp
have had on investing in residential home Ig
(mortgage interest):

any
ans 6.2%/year

13.7%lyear

Legal system origin: Common Law Civil Law
Time companies similar to your company have spent
to enforce contract from the moment the plaintiéfsf 300 days 616 days

the lawsuit until actual payment:

Rates of return companies similar to your comp
have had on investing in consumer car loans:

any 7.9%lyear

32.3%lyear

Country:

Developed

Developing

Time companies similar to your company have sj
to collect a bounced check:

pent 54 days

180 days

Rates of return companies similar to your comp
have had on investing in consumer personal loans

a_mylz.S%/year

57.2%lyear

Inflation rate:

3.24%lyear

3.84%lyear

World Bank index of lending and bankruptcy lay
from 0 “least friendly” to lenders to 10 “Mo
friendly to lenders”.

VS,
stIndex score of 7

Index score of

NJ

Rates of return companies similar to your comp

have had on investing in consumer credit card toans

any 15%/year

93.8%lyear

Time companies similar to your company have been

involved in launching a commercial or industriairfi
with up to 50 employees:

5 days

152 days

Overall you would invest in L] Country A or L] Country B

36



