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Individualism and Momentum around the World

Andy C.W. Chui ; Sheridan Titman ; K.C. John Wei
Hong Kong Polytechnic University ; University of Texas at Austin ; HKUST

2010 The Journal of Finance
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THE ROAL SWEDISH ACADEMY OF SCIENCES

THE JOURNAL OF FINANCE « VOL, LXV, NO. 1 « FEBRUARY 2010

Individualism and Momentum around the World

élR' hard H. Thal
Univerly o Chicsgs, ANDY C.W. CHUI, SHERIDAN TITMAN, and K.C. JOHN WEI*

Chicago, IL, USA
for hans bidrag till beteendeekonomi” ﬂg
: ABSTRACT
WWWINEWSTEN

)

“for his contributions to behavioural economics

9 October 2017 © Kungl. Vetenskapsakademien

This paper examines how cultural differences influence the returns of momentum
strategies. Cross-country cultural differences are measured with an individualism
index developed by Hofstede (2001), which is related to overconfidence and self-
attribution bias. We find that individualism is positively associated with trading
volume and volatility, as well as to the magnitude of momentum profits. Momentum
profits are also positively related to analyst forecast dispersion, transaction costs, and
the familiarity of the market to foreigners, and negatively related to firm size and
volatility. However, the addition of these and other variables does not dampen the
relation between individualism and momentum profits.
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Individualism & Collectivism

PAEIEFR LI FEHofstede NAEMIESHNE | DEHES , TAENEGER , DEEME , SIF=E
M EERY

» Individualistic cultures ( NMAENX L)
* FESAHERAIRE
& BN BISFHSARAE

& T[RESHUIE B(S(overconfidence) , IEE R (overoptimism)LAKR BEIARREE ( Self-
Attribution Bias )

> Collectivistic cultures ( E£(AF N 3Z1t)
* KREFRNBAFRTER
¢ BEENHTERIMNG , SHARE—H , FE2ESZHAETEA
& HERARZERFNE , N ARBIRMBEBAEE T 2=
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United States

in comparison with China and Japan

o2

2788
80
68
52
54
46
42
30 26 54
2[: I I I
Power Individualism | Masculinity Uncertainty Long Term Indulgence
Distance Avoidance Orientation

| B United States B China Japan |
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/ %HEFIEZF [FEIFTIE skt
» Time period : 1984.2-2003.6
» Number of Countries: 41

> Individualism Index: #Zf& Hofstede’ s Individualism Index EFrEEZ7 /3 top 30%, Middle
40%, bottom 30% , TEGHENIZE N AENXUSHEER

» Monthly Return : Datastream International ( excluding U.S. ), CRSP ( U.S.)
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o ARG EHE - 61°R

* Wiz (winner and loser portfolios )
o BB/ AR IR EHRERAI30%AIRRE (W)
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Returns on Momentum Portfolios ( &

“'v —
[FEIFEET ) sapse il

ZNAEXNIEDE )

Panel A: By Country

Country Winner (W) Loser (L) W Minus L

Argentina 0.559 (0.66) 0.483 (0.42) 0.076 (0.12) LZAFEEETE .

Ansgtralia 1,639 (3.60) 0.564 (1.18) 1075 (4.76) =1 EXRER :

Austria 1.126 (2.84) 0.501 (1.27) 0.625 (2.70) i 5 2 e = (e 2L
Bangladesh 3.171 (2.81) 1.494 (15T} 1.677 (2.75) — 25NMNERBEEN=EW G
Belgium 1.723 (5.90) 0.830 (2.82) 0.893 (5.50)

Brazil 1548 (1.43) 1.088 (0.84) 0.459 (0.96) el = B e N
Canada 1.823 (5.10) 0.478 (1.18) 1.345 (6.29) > R=m18W&m1.764% , =INHL
Chile 2.129 (3.76) 1.136 (2.00) 0.993 (3.50) o/  s-—ros o P
[China 1,233 (0.98) 0.976 (0.80) 0.257 (0.92) | 1.677% , #F8=1.582% , INEX
Denmark 1.235 (3. 871 0.273 (0.79) 0.062 (4.29) 1.3459

Finland 1.457 (2.58) 0.480 (0.68) 0.977 (2.62) : 0

France 1.819 (4.91) 0.877 (2.20) 0.942 (4.68) . 2 5 ey = L

Germany 1.218 (3.93) 0.225 (0.59) 0,993 (4.41) > BEEEREREERE

Greece 2,352 (2.50) 1.767 (1) 0.585 (1.49) s —=
Hong Kong 1.583 (2.65) 0.B11 (1.24) 0.772 (3.18) > REXK. &5, BA. HEIE
ndia TOGT (Z.18] U810 (0.54] TI38 (2017 sen S

indonesia 0.917 (0.76) 0.781 (0.54) 0.136 (0.30) WAk, (BEAREE

Ireland 1.342 (3.13) 0.458 (0.98) 0.884 (3.06) S o Ly

Israel 0.851 (1.08) 0.531 (0.63) 0,320 (1.19) > XEMER@EEEILE

Italy 1.309 (3.06) 0.405 (0.89) 0.904 (4.47)

Japan 0,883 (2.04) 0.922 (1.91) —0.039 (—0.18)

Forea 1.257 (1.65) 1.594 (1.83) —0.337 (—0.81)

Malavaa TEZT{I.76] T3Z9{TaT] s T 26T 58
Mexieo 1.181 (1.6T) 0.488 (0.62) 0,693 (2.00)
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Panel A: By Country

Country Winner (W) Loser (L) W Minus L
MNetherlands 1.758 (5.56) 0.928 (2.63) 0.831 (4.40)
New Zealand 2.148 (4.52) (.566 (1.05) 1582 (5.01)
Norway 21211490} 1075{2.27) 1046 {3.77)
Pakistan 1189 (1.38) 0.729 (0.72) 0.461 (1.05)
Thilippines 0.823 (0.96) 0.450 (0 43) 0.372 (0.68)
Rland 1141 (1.16) =0.623 (-0.60) 1.764 (3.33)
Portugal 0.806 (1.94) 0.4598 (1.00) 0.308 (0.93)
Singapore 1.064 (1.81) 0.921 (1.25) 0.143 (0.47)
South Africa 1.640(3.15) 0.604 {1.15) 0.936 (3.29)
Spain 1035 (2.44) 0.410 {0.80) 0.625 (2.24)
Sweden 1499 (3.60) 0.787 (1.48) 0.711(2.27)
Switzerland 1.285 (4.06) 0.465 (1.45) 0.819 (4 .39)
WAL 0347 (0,391 0.549 {057} —ﬂ?ﬂ?[—ﬂflﬁu
Thailand 1739 (2.19) 1.260 (1.36) 0.479(1.10)
Turkey 3.044 (2.18) 3.458 (2.43) =0.414 {=0.96)
United Kingdom 1708 {4.92) (.576 (1.56) 1132 (7.08)
United States 1.523 (4.36) 0.735 (1.78) 0.788 (3.44)
Average 1.476 (16.38] (.798 (8.58) 0.678 (8.54)
Panel B: All Countries
Hortfolio Formed Method Period Winner (W)  Loser (L) W Minus L
Country-average 1984:02-2003:06  1.680 (5.B84) 0.955 (3.06) 0.725 (7.35)
Composite 1984:02-2003:06  1.371(4.72) 0.851 (2.46) 0.519 (3.49)

"v —
[FEIFEET ) sapse il

> country-average: 41 MEZRW-LET
30%MNRmZR . [530% MAHIZR

> composite: 41PN ERTEREREEE
HEF . 1M EREIB0% W | [/F30%
xR, FSTERNFTERKEKFIE
ERmRES | xR

> *EIRMIEIEREmSERERL , 55!
790.725%%00.788%
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Returns on Momentum Portfolios ( :

Portfolio Formed Method Index on Individualism Winner (W) Loser (L) W Minus L
Panel A: Country-Average Portfolios

Country-average Low 1.628 1.241 0.387
(4.30) (2.96) (2.80)

2 1.693 1.004 0.689

(5.22) (2.90) (5.91)

High 1.748 0.707 1.041

(6.14) (2.27) (7.93)

High minus low 0.120 —0.534 0.654

(0.39) (=1.53) (4.30)

Panel B: Composite Portfolios

Composite Low 1.465 1.343 0.122
(3.60) (2.89) (0.74)

2 1.266 1.028 0.238

(3.61) (2.69) (1.58)
High 1.538 0.837 0.701

(4.90) (2.12) (3.29)
High minus low 0.073 —0.507 0.579

(0.21) (—1.28) (2.61)

> FoiBcountry-averageir 2

composition , 41MERERIMAEANAE
SRISHER | MBS RIS

> PAEMNBHIERIEZR , HalE W
B, TAENREEXNRESR |, 2RI
LUHESR#91.04% A9z

> DPAEXRERRENEIEN B BEIER
RE
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Momjs = a, + Pilndvj + Fjy1 + Ajyve + Mjtys + €5, SZFHFama-Macbeth [5]13

som - Bt FEN RIS Fy : RRER BRI
a ;. FEEHEREE v, PEEHRETE
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Firm Characteristics
Variables

market trading volume (TN)

average dispersion in analyst
forecasts in a country (Disp)

the average volatility of the
individual stocks in a market (V)

the volatility of the growth of cash
flows (Cfvol)

the median firm size in a country
(S2)

average number of analysts
following each stock in a country
(Ana)

‘v —
[EIZFEEE L sapsril

SR RBIR KR

Cross-section & time series
(monthly)
Source: Datastream

Cross-section & time series
(annual).
Source: I/B/E/S

Cross-section & time series
(monthly).
Source: Datastream

Cross-section & time series
(annual).
Source: Datastream

Cross-section & time series
(annual).
Source; Datastream

Cross-section & time series
(annual).
Source: I/B/E/S
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B. Financial Market Development

SUGHERER |, oo Market Development SRR SR

Cross-section

S5thEEEEEMAIES  Familiarity to foreign investors (Lang) Source: Chan, Covrig, and
Ng (2005)
Cross-section

AGNTVAIUEE S Index on capital flow restrictions (Control) Source: Chan, Covrig, and
Ng (2005)

the ratio of the market capitalization of the Cross-section & time series
o b0 FE stocks comprising the S&P-IFC investable index (monthly).
BRI to/the market capitalization of the stocks Source: S&P Emerging

comprising the S&P-IFC global index of j (Open) Markets Database

Cross-section & time series
(annual).

Source:Beck and Al-
Hussainy (2006)

NS LA the ratio of total private credit to GDP (Credit)
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C. Institutional Quality

Cross-section
Source: La Porta et al. (2006)

RERAZ BN

LRBIRIF

BIEEY

BUaXBETEE]

RETIZR DA

The prevalence of Insider trading (insider)

investor protection Index (Protection)

corruption index (Crp)

political risk index (Political)

transaction costs of trading stocks (Trane)

“'v —
[EIZFEEE L sapsril

Cross-section
Source: La Porta et al. (2006)

Cross-section and time series
(monthly)

Source: International Country Risk
Guide (ICRG)

Cross-section and time series
(monthly)

Source: International Country Risk
Guide (ICRG)

Cross-section
Source: Chan, Covrig, and Ng (2005)
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Panel A: Panel B: Panel C:
Behavioral Market Institutional Panel D:
Models Development Quality Comprehensive

Intercept 5.974(4.95) 0.385(1.41) —1.891(—-1.96) 3.501(2.90)
Induv | 0.015(4.29) 0.014(5.24) 0.019(6.24) 0.015(4.44) |
ILnTN —0.158(-1.01)
LnDisp [0.181(1.64) | 10.205(1.94) |
LnV | —0.839(—4.60) | | —0.651(—3.97) |
Cfvol —0.005({—-0.52)
LnSZ [—0.305(—=2.69) | | —ﬂ.EE{H—S.QTH
LnAna 0.163(1.22)
Credit —0.162(—0.93)
Lang 1.330(1.92) 1.944 (2.65)
Open —0.412(-1.05)
Control —0.008(—0.30)
Insider —0.099(—=0.54)
Crp 0.066(0.65)
Political 0.003(0.18)
LnTran | 0.4051(3.16) | 0.295(2.33)
Protection —0.070(—=0.28)
Fy 6.10(0.00) 2.0300.09) 2.09(0.07) 8.4000.00)
Fy 82.55(0.00) 5.97(0.00) 8.24 (0.00) 12.64(0.00)
Min. no. of countries 28 15 17 17
Max. no. of countries 39 37 33 26
Med. no. of countries 26 34 32 35

starting date

January 1992

January 1987

January 1987

January 1987
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1
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SERT_BRWES (REHE ) SERT_ERWE (SHE)

-0.023852 -0.012649
0.110452 0.115980
-0.032678 -0.028172
-0.037757 -0.032340
0.016600 0.006527
-0.085404 -0.085650
-0.064084 -0.065578
-0.096272 -0.104701
0.024435 0.015831
0.016136 0.008589
-0.098577 -0.097694
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MERT_RRWE (SR) | HEET_52E (REHEMY

0.004884

0.006845

-0.012671
-0.014647
-0.012667
-0.049785
-0.048635
-0.085523
-0.007048
-0.015848
-0.081305

%, 20025352
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