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When two individuals will have a different point when facing the same investment 

scenario is what makes Prospect Theory suitable to analyze how culture 

affects financial decision-making in the context of portfolio creation. 

The idea of a delta parameter (Crawford 
and Ostrom, 1995, 2005) is aimed at explaining the 

internal valuation that individuals 

conduct when assessing the costs and benefits 
associated with a decision

Culture is a powerful force driving decision-making, as it has 
the potential to  shape cognitions, attitudes, perceptions, and actions. Individuals are 

prone to internalizing regulation and policy interventions differently.

Our theoretical inquiry uses prospect theory as a point of departure and introduce the 

delta parameter as a monotonic and symmetric of the value 
function::

𝑉 𝑥 = ൞
𝑥𝛽 𝑖𝑓 𝑥 ≥ 0

−𝜆 −𝑥𝛽 𝑖𝑓 𝑥 < 0 𝑉 𝛿𝑥 = 𝛿𝛽𝑉 𝑥

We test the model empirically by using data from Hofstede’s Culture Compass (2001), a framework that is 

widely used to operationalize culture. Given that culture (and cultural change) is expected to be time-invariant, it 

is reasonable to expect that differences between countries have remained stable over time. we focus on: 

(1) Uncertainty avoidance, used as proxy to operationalize probability weights (i.e., the beta parameter) 

-The higher the punctuation, the less prone to uncertainty people are, therefore more risk averse; 

(2) individualism/collectivism dimension, used as proxy to operationalize the delta parameter - The 

higher the number, the less collective society is and therefore, individuals tend to be more risk seeker.

beta parameter appears to be shaping the value function, indicating that probability weights will vary across nations depending upon their tolerance towards uncertainty. 

The value functions tend to accept unstable environments and therefore highly individualistic 
investors prefer high risk and high return assets to bonds. (Diez-Estebán et. al. 2017)

There are points of discontinuity, which indicates that culture starts to impact more greatly 

when losses are more severe. the same dynamics can be verified, but in a minor magnitude.. 

investors who dislike uncertainty prefer bonds to riskier assets (Diez-Estebán et. al. 2017)

we claim that culture influences an individual’s internal valuation of probable gains and losses, which ends up affecting how risky or uncertain situations are approached. The 

simulation suggests that the cultural background of an individual modifies the shape of the decision function. Even if traders have the same degree of risk aversion/tolerance, 

cultural differences will result in different trading decisions. 
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