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1.  Introduction 

There exist tremendous differences in households’ precautionary savings and indebtedness across countries.1 

These differences are important as only small changes in aggregate savings rates can affect a country’s growth 

path and large-scale household debt can imperil an economy’s financial stability. But why do they exist? 

Typically, these disparities are attributed to different institutional environments varying across countries, such 

as different tax systems or degrees of law enforcements. As these attempts have only been partly successful in 

explaining the observed differences, an emerging strand of the literature asks to what extent they reflect 

differences in “cultures” (e.g. Caroll et al. (1994)) that share common sets of preferences, beliefs and norms 

(Fernández (2011)).  

So far the literature has analyzed the relevance of cultural factors using cross-country comparisons (e.g. 

Christelis et al. (2013), Bover et al. (2014)) and exploiting financial decisions of immigrants to a country (Caroll 

(1994), Haliassos et al. (2014)). While the first strand of the literature faces the problem of convincingly 

disentangle country-specific institutional from cultural factors, the second strand faces multiple sample 

selection issues that arise when comparing different immigrant groups with each other and with the 

nonimmigrant population (Bauer and Sinning, (2011), Sinning (2011), Piracha and Zhu (2012)). Besides, in both 

strands of the literature it remains unclear which of the beliefs and preferences that are common within 

cultural groups are relevant for the observed differences in the financial decisions.  

In this project, I exploit within-country variation of historically determined language group (German vs. 

French/Italian) and religious group memberships (Catholic vs. Protestant) to identify the effect of culture on 

households’ financial decisions (savings and debt taking). Hereby, I am able to isolate cultural differences of a 

representative sample of the population from differences in institutions, geography and climate. Besides, I test 

two channels – time preferences and trust in the counterparty of financial contracts – that are assumed to be 

most likely relevant for the observed differences.   

2.  Data & Methodology 

To analyze these research questions, I employ survey data from the Swiss Household Panel (waves 1999 until 

2012). This survey includes a wide range of socio-economic household characteristics such as income, the 

employment status and the exact location of each household. Furthermore, it includes characteristics of the 

person responsible for the management of household finances ("household head") (age, gender, education 

etc.), her preferred language spoken (French, Italian or German), her religious views and variables that have 

been shown to be good proxies for time preferences (e.g. past tobacco & alcohol consumption) (e.g. Sutter et 

al. (2013a)).  I complement these data with detailed information on language and religious regions within 
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 Documented by e.g. Christelis et al. (2013), Bover et al. (2014).  



Switzerland. Furthermore, I complement these data with proxies for social capital varying on the municipality 

level (as suggested by Guiso et al. (2004)). 

To estimate the effect of language (religious) group membership on individual household financial decisions, I 

intend to apply a fuzzy regression discontinuity design. Hereby, the distance to the language (religious) border 

serves as an instrument for language and religious group memberships. I estimate the effect on precautionary 

savings and payment arrears. In order to further validate the exclusion restriction, I plan to also control for 

socio-economic personal and household characteristics such as age, income and employment status.  

To investigate the potential channels relevant for the observed cultural differences, I complement the main 

analysis with three further empirical exercises. First, I test the existence of discontinuities of proxies for time 

preferences (past tobacco and alcohol consumption) and social capital (blood donation and electoral 

participation) at the language (religious) border.  Second, I exploit the panel dimension of the panel by showing 

that households, in the run-up of financial distress, spend more on consumption relative to income compared 

to similar households. Third, I provide descriptive evidence on the relevance of time preferences by showing 

that households being in financial distress are more likely to have taken debt for consumption purposes.  

3. Contribution to the existing literature 

This project contributes to several strands of the existing literature. First, it contributes to the literature on how 

membership of cultural groups affects economic attitudes and outcomes. Being religious has been found to 

affect individuals’ attitudes toward trust, cooperation and thriftiness (Guiso et al. (2003), Renneboog and 

Spaenjers (2012)).  In particular, the literature suggests substantial differences between Catholics and 

Protestants with respect to the demand for leisure and government intervention (Basten and Betz (2013), 

gambling attitudes affecting portfolio choices (Kumar et al. (2011)) and thriftiness and risk aversion 

(Renneboog and Spaenjers (2012)). Also the membership of a specific language group has been shown to affect 

economic outcomes: the individual savings decisions (Chen (2013)), demand for social insurance (Eugster et al. 

(2011)) and unemployment duration (Brügger et al. (2009)). 

Second, by analyzing the channels at work, my project contributes to the literature on how behavioral 

characteristics affect personal financial decisions: The growing literature on how language syntax affects 

intertemporal preferences and the corresponding savings decisions (Chen (2013), Sutter et al. (2013b)) and 

how present biasedness can lead to excessive borrowing and overindebtedness (Meier and Spengler (2010), 

Gathergood (2012)).  

Last, it contributes to the literature on how social capital affects households’ financial decisions: the decision 

on using formal and informal credit (Guiso et al. (2004) and the decision on holding stocks (Guiso et al. (2008), 

Georgarakos and Pasini (2011)).  



4. Project output, schedule and resources 

The results of this project will be presented in a working paper by February 2015 which will be submitted for 

publication in a top-field Economics or Finance journal. I plan to present the results at leading finance and 

economics conferences2 in 2015. To disseminate my results in policy circles and the general public I will post 

summaries of the results on VOXeu.org. I apply for a moderate travel budget for conference attendance. The 

University of St.Gallen will cover salary and overhead costs. 
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6.  Budget 

 

  
Allotment Estimated costs (USD) 

Six conferences to present preliminary work3   

     Flight (economy class (overseas), 6 times * 900 USD)  5’400.00 

     Conference fees (6 times * 300 USD)  1’800.00 

     Overnight stays at conference hotels (6 times * 3 nights * 180 USD)  3’240.00 

 
10’440.00 
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 The working paper will be submitted to the conferences of the American Finance Association, American Economic 

Association, European Finance Association, European Economic Association, Financial Intermediation Research Society, 
38th Annual NBER Summer Institute (Household Finance), Boulder Summer Conference on Consumer Financial Decision 
Making, European Conference on Household Finance.  
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