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Abstract
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of loss aversion in the course of human history can be traced to the adaptation of individuals to
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Exploiting variations in the degree of loss aversion among second generation migrants in Europe
and the US, as well as across precolonial ethnic groups, the research establishes that consistent with
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1 Introduction

The intriguing phenomenon of loss aversion has been central for the understanding of human behavior
in the past few decades. The predisposition of individuals to view asymmetrically losses and gains has
been documented in a wide range of experimental and empirical evidence (Tversky and Kahneman,
1991; Kahneman et al., 1991; Benartzi and Thaler, 1995) and its remarkable implications has been

I Nevertheless, despite the importance of

established in the economic, political and social arenas.
this phenomenon for the understanding of human and social behavior, and conceivably comparative
economic development across globe, the origins of loss aversion and the variation in its intensity across
regions and societies have remained largely obscured.

This research explores the origins of loss aversion and the variation in the prevalence of this im-
portant trait across regions, nations, and ethnic groups. It advances the hypothesis and establishes
empirically that the evolution of loss aversion in the course of human history can be traced to the adap-
tation of individuals to the asymmetric effects that climatic shocks had on reproductive success during
the Malthusian epoch; an era in which adverse climatic conditions could have brought individuals to
extinction.

The study develops an evolutionary theory that captures the fundamental asymmetry that the
Malthusian environment has generated with respect to the attitude of individuals towards gains and
loses in productivity, and thus with respect to the evolution of loss aversion. In light of existing
evidence that resources per capita during the Malthusian era where in the proximity of the subsistence
consumption constraint, lineages of individuals who were subjected to significant adverse transitory
productivity shocks during this period had become extinct, while lineages of individuals who had
experience transitory favorable climatic conditions had a larger reproductive success only temporarily
(Ashraf and Galor, 2011; Vollrath, 2011; Dalgaard and Strulik, 2015).

In view of the constraining effects of the subsistence consumption constraint during the Malthusian
epoch, individuals who were characterized by loss aversion would have chosen safe agricultural practices
that would assure their subsistence consumption while minimizing the risk of catastrophic realizations
that would inevitably make their dynasties extinct. In contrast, individuals who had not assigned

asymmetric weight to gains and loses may had favored riskier agricultural practices that were associated

'For instance, Jervis (1992), Levy (1996), Barberis and Huang (2001), Genesove and Mayer (2001), Shalev (2002),
Fisher and Montalto (2011).



with higher expected return as well as higher expected extinction.

In a Malthusian environment in which climatic shocks are aggregate in nature, individuals who
were engaged in risky agricultural practices would have likely been affected by a catastrophic climatic
realization that could have brought them to extinction. Hence, in an environment characterized
by aggregate productivity shocks the trait of loss aversion, and the associated choice of the safer
production mode, would have been favored by the forces of natural selection and would have dominated
the population in the long run. However, in a Malthusian environment characterized by greater climatic
volatility, holding the aggregate nature of the shock constant, although the trait of loss aversion would
have still maximize the survival probability of each individual, some loss-neutral dynasties would
have experienced a sequence of unlikely realizations of optimal climatic conditions, and thus would
have generated a significantly higher reproductive success and would have ultimately dominated the
population in the long run.

The theory generates two fundamental testable predictions about the climatic origins of the ob-
served predisposition toward loss-aversion. It suggests that individuals, as well as societies, that are
originated in regions of the world in which climatic shocks tended to be spatially correlated, and thus
aggregate in nature, would be characterized by greater intensity of loss aversion. In contrast, descen-
dants of regions of the world that were characterized by greater climatic volatility will tend to exhibit
a higher degree of loss-neutrality.

Exploiting variations in the degree of loss aversion among second generation migrants in Europe
and the US, as well as across precolonial ethnic groups, the research establishes that consistent with
the predictions of the theory, individuals and ethnic groups that are originated in regions in which
climatic conditions tended to be spatially correlated, and thus shocks were aggregate in nature, are
characterized by greater intensity of loss aversion, while descendants of regions characterized by greater
climatic volatility have higher propensity towards loss-neutrality.

The empirical analysis is conducted at different layers that are designed to establish the robustness
of the findings in distinct samples and units of analysis, exploiting variation across individuals and
ethnic groups, based on the European Social Survey (ESS), General Social Survey (GSS), World Value
Survey (WVS), the Ethnographic Atlas (EA), and the Standard Cross Cultural Sample (SCCS). In
particular, the analysis exploits: (i) variation in loss-aversion across second-generation migrants in the

US as well as Europe, accounting for time-invariant host country fixed effects, potentially confounding



geographical characteristics of the migrants’ countries of origin, as well as migrants’ individual char-
acteristics such as, age, gender, income and eduction; (ii) variation in loss-aversion across individuals
within each country, accounting for a wide range of potentially confounding geographical character-
istics, regional fixed effects, as well as individual characteristics, such as age, gender, income and
eduction; (iii) variation in loss-aversion across precolonial ethnic groups, accounting for potentially
confounding regional fixed effects, geographical characteristics as well as ethnographic characteristics
such as the intensity of agriculture, settlement structure, the use of the plow.

In light of the predictions of the theory, the prevalence of loss aversion is linked to intertemporal
climatic volatility as well as special correlation in climatic conditions. A-priori one could have captured
these climatic characteristics using either temperature or precipitation. However, as established in the
empirical section, while productivity in the Malthusian era is significantly correlated with various
characteristics of temperature, it is orthogonal to the corresponding measures of precipitation. Thus
the proposed hypothesis is examined based on the impact of measures of intertemporal temperature
volatility, as well as spatial correlation in temperature on the intensity of loss aversion.? In particular,
following the methodology of Durante (2009), these measures are constructed based on the monthly
database over the period 1900-2000, using the 0.5° x 0.5° resolution of the Climatic Research Unit
(CRU).3

Variations in the prevalence and the distribution of loss-aversion across individuals is captured
by a variety of newly introduced measures of the intensity of loss aversion. Exploiting the ESS,
GSS and the WVS, the degree of loss aversion is captured by individual’s ranking of potential job
characteristics. In particular, preference for job security over other characteristics such as salary and
promotion opportunities are used as a proxy for loss-aversion. Importantly, since conceivably a layoff
is typically only a transitory phenomenon, preferences for job security over higher salary does not
simply represents the trade-off between potential gains and loss of income, and thus risk aversion,
but rather the reluctance of individuals to lose something that is in their possession, and thus loss
aversion.

Differences in the prevalence and the distribution of loss-aversion across ethnic groups are captured

2Loss aversion is indeed affected by the various measures of temperature rather than by the corresponding measures
of precipitation.

3Potential concerns about changes in climate over the course of human history that is relevant for the evolution of
loss aversion, appears are largely misplaced. As established in the empirical section, climatic volatility climatic volatility
and temperature spatial correlation over the past 100 year period are highly correlated with the corresponding climatic
characteristics in the past 2000 years.



by two ethnographic characteristics reported by the EA and the SCCS. In particular, loss aversion is
captured by parental preferences for sleeping in closed proximity to their infants; an overly cautious
behavior driven by the fear of losing a child during his sleep, despite the low probability that is
associated with this event. Alternatively, loss aversion is captured by the prevailing types of games
played by members of an ethnic group. In particular, loss-aversion among members of the ethnic
group, is captured by the prevalence of games that are predominantly strategy-based, rather than
those governed by chance.

The first part of the empirical analysis explores the effect of intertemporal temperature volatility
and temperature spatial correlation on the preferences of second-generation migrants in Europe and
the US for job security versus salary and other characteristics, as reported by the ESS and the GSS.
In line with the predictions of the theory, the analysis establishes: (i) a statistically and economically
significant adverse effect of temperature volatility in the parental country of origin on the degree of
loss aversion among second-generation migrants, and (ii) a statistically and economically significant
positive effect of temperature spatial correlation in the parental country of origin on the degree of
loss aversion among second-generation migrants. Moreover, consistent with the proposed theory that
underlines the role of intergenerational transmission in the evolution of loss aversion, the estimated
effects of temperature volatility and spatial correlation in the parental country of origin (rather than
those in country of residence) on loss aversion, capture the culturally-embodied, intergenerationally-
transmitted effect, rather than the direct effect of geography. Furthermore, the findings are robust
to the inclusion of country-of-birth fixed-effects, and for accounting for the potentially confounding
effects of a wide range of geographical characteristics at the parental county of origin, the years elapsed
since the parental country transitioned to agriculture, and a range of individual characteristics, such
as age, gender, education and income.

The results are further robust to a large number of placebo and robustness tests. In particular, the
analysis suggests that intertemporal temperature volatility and temperature spatial correlation have
no effect on the valuation of job characteristics that are orthogonal to the loss aversion (e.g., salary
vs. promotion). Moreover, these climatic conditions do not have an effect of other cultural traits of
second generation migrants such as, long term orientation, obedience, altruism, and attitudes towards
equality, and gender roles.

The second part of the empirical analysis focuses on the effect of temperature intertemporal volatil-



ity and spatial correlation on the variation in loss-aversion across individuals within each country, as
reported by the WVS. These results further support the proposed theory. They establish a statisti-
cally and economically significant negative association between temperature volatility and degree of
loss aversion among individuals, and a statistically and economically significant positive association be-
tween temperature spatial correlation and loss aversion, as captured by their preferences of job security
versus other characteristics. The findings are robust to the inclusion of country-of-birth fixed-effects,
and for accounting for the potentially confounding effects of a wide range of geographical character-
istics, as well as individual characteristics, such as age, gender, education and income. Importantly,
the results are unaffected qualitatively if one adjust the climatic variables for the ancestral compo-
sition of the contemporary population, reinforcing the hypothesized intergenerationally-transmitted
and culturally-embodied nature of the effect.

Finally, the empirical analysis explores the effect idiosyncratic and aggregate components of cli-
matic shocks on the degree of loss aversion across precolonial ethnic groups. In particular, it establishes
a statistically and economically significant negative association between temperature volatility and loss
aversion and a statistically and economically significant positive association between temperature spa-
tial correlation and loss aversion, as reported by the EA. Moreover, placebo tests, establishes that the
this climatic conditions are not associated with a wide range of other ethnographic characteristics,
such as, sex taboos, political integration, inherited property rights, gender roles in agriculture, attitude
towards premarital sex and belief in the evil eye. Thus, in line with the proposed theory, this evidence
suggests that the hypothesized evolutionary process had matured already in the precolonial period.

The research represent that first attempt to shed light on the geographical origins of loss aversion
and the distribution of this trait across the globe. Moreover, it contributes to the understanding of the
evolution of preferences (e.g., Bisin and Verdier, 2001; Galor and Moav, 2002), and the biogeographical
roots of preferences (e.g., Alesina et al., 2013; Galor and Ozak, 2016; Giuliano and Nunn, 2017) and
comparative economic development (e.g., Diamond, 1997; Ashraf and Galor, 2011, 2013; Spolaore and
Wacziarg, 2013; Mayshar et al., 2016).

2 An Evolutionary Theory of Loss Aversion

This section advances an evolutionary theory that captures the critical role of climatic forces in the

evolution of loss aversion in the course of human history. The theory suggests the contemporary



distribution of the intensity of loss aversion across individuals can be traced to the adaptation of their
ancestral populations to the climatic forces that affected their productivity during Malthusian era.

The model captures the fundamental asymmetry that the Malthusian environment has generated
with respect to the attitude of individuals towards gains and loses in productivity, and thus with
respect to the evolution of loss aversion. In light of existing evidence that resources per capita during
the Malthusian era where in the proximity of the subsistence consumption constraint, lineages of
individuals who were subjected to significant adverse transitory productivity shocks during this period
had become extinct, while lineages of individuals who had experience favorable climatic realization had
a larger reproductive success only temporarily (Ashraf and Galor, 2011). Hence, in view of constraining
effects of the subsistence consumption constraint during the Malthusian epoch, individuals who were
characterized by loss aversion would have chosen safe agricultural practices that would assure their
subsistence consumption while minimizing the risk for catastrophic realizations that would inevitably
make their dynasties extinct. In contrast, individuals who had not assign asymmetric weight to gains
and loses may had favored riskier agricultural practices that were associated with higher expected
return and higher risk of extinction.

In a Malthusian environment characterized by aggregate productivity shocks, individuals who
were engaged in a risky agricultural practices would have eventually affected by catastrophic climatic
realization that would have become extinct. Hence, in an environment characterized by aggregate
productivity shocks the trait of loss aversion, and the associated choice of the safer production mode,
would have been favored by the forces of natural selection and would have dominated the population in
the long run. However, in a Malthusian environment characterized by idiosyncratic shocks, although
the trait of loss aversion would have still maximize the survival probability of each individual, some
dynasties of individuals, who had not assigned asymmetric weight to gains and loses, would have
experienced a long and (and very unlikely) realization of optimal climatic conditions. Hence, these
few loss-neutral dynasties would have generated a significantly higher reproductive success and would

have ultimately dominated the population in the long run.

2.1 The Basic Structure of the Model

Consider an overlapping-generations economy in a Malthusian stage of development. In every time

period the economy is populated by a continuum of two-period lived individuals who are identical



in all respects except for their degree of loss aversion. Loss Aversion is transmitted within each dy-
nasty with alteration. Individuals have access to two production modes. A safe mode that generates
subsistence consumption and a risky one that is associated with a higher consumption in a favorable
climatic state and consumption below subsistence (leading to extinction) in an adverse climatic state.
Individuals allocate their disposable income between consumption and fertility, while facing a subsis-
tence consumption constraint. Thus, in line with the one of the main characteristics of the Malthusian
epoch, richer individuals have higher reproductive success and the effect of loss aversion on the choice

of the production mode affect the composition of loss aversion in society.

2.2 Production

In every time period two production modes are feasible in the economy: a safe mode and a risky mode.
The safe mode of production is associated with hunting, gathering or the cultivation of crops that are
largely insensitive to climatic conditions (e.g., roots and tubers), while the risky mode of production
is associated with the cultivation of crops that generate higher expected yield but are more sensitive
to climatic conditions (e.g., cereal).

The yield generated by individual ¢ of generation ¢ using the the safe mode of production, ¥;,, is

independent of the climatic conditions and is constant across individuals and generations.

S

Yit = Y, (1)

where the yield under safe mode of production, g, exceeds the subsistence consumption constraint (i.e.,
g > ¢). In particular, in line with the dominating characteristics of the Malthusian epoch, this yield
permits each individual to satisfy the subsistence consumption constraint and their fertility rates are
at the replacement level. Hence, in the absence of technological progress, if all individual would choose
the safe mode of production, the economy will be in a Malthusian steady-state where consumption is
constant at the subsistence level and population is constant as well.

In contrast, the yield generated by individual ¢ of generation t using the the risky mode of produc-
tion, y};, depend of the climatic conditions, 7, experienced in the geographical location of individual

1.

Yir = Y(Tit), (2)



where as depicted in Figure 1, y(7;) is a symmetric, Strictly concave, hump-shaped function which
attains its maximum at 7*.* The optimal climatic conditions, 7%, can be viewed as the ones to which

crops have adapted in the long-run and hence deviations from 7* result in a lower yield.
Yie
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Figure 1: Crop yield as a function of temperature

In particular, an individual ¢ in period t will experience with probability p the optimal climatic
conditions, 7*, whereas with probability (1 — p) the individual will experience either a positive or
negative deviation of magnitude A from the optimal climatic conditions (e.g., sub-optimally low or

high temperature). Hence,

¢

T — A with probability 1%”

Tit = § 1" with probability p 3)

T+ A with probability l%p

The yield generated by individual 7 of generation ¢ using the the risky mode of production, ¥, is

therefore

Yy =y(t*) >y with probability  p
Yir = y(Tit) = (4)
y' =y(r* £ A) <& with probability 1 —p

4The qualitative results would not be affected if y(7i¢) will be a hump shaped function that is not symmetric around

*

T .



Hence, an adverse climatic realization would not permit individual ¢ who is engaged in the risky
production mode to satisfy the subsistence consumption constraint, i.e., y* < & In contrast, a favorable
climatic realization would generate a yield that is higher than the one obtained under the safe mode
of production and would assure consumption above subsistence, i.e., y* > § > & Moreover, while the
high yield realization under the risky mode of production is independent of the of magnitude of the
deviation from the optimal climatic conditions, A, the low yield realization is negatively affected by
A, (ie., 9y /oA < 0.)

Climatic volatility is spatially correlated across individuals within a generation (while being inde-
pendent over time). In particular, a fraction p € [0, 1] of individuals experience an identical (aggregate)
realization of the climatic shock based on the distribution specified in (3), whereas a faction 1 — p

experience idiosyncratic realizations based on the same distribution.®

2.3 Individuals

In every period t, a continuum I of two-period lived individuals is born. Individuals are ex-ante
identical in all respects except for their degree of loss aversion with respect to consumption. The
extant of loss aversion is heterogeneous within each generation and is transmitted intergenerationally,
from parent to child, without alteration. The initial distribution of loss aversion across types is uniform
over the existing range of the loss aversion parameter.

In the first period of their life — childhood — individuals are passive economic agents and they
consume part of their parental resource. In the second period of their life - adulthood — individuals
are active economic agents. Based on their degree of loss aversion, they choose their desirable mode of
production, they produced, and optimally allocate the resulted yield between consumption and child
rearing.

In light of the association between the degree of loss aversion and the choice of the production mode,
the nature of the climatic shocks (i.e, their degree of spatial correlation) determines individuals’ yield
and hence their reproductive success and consequently contributes to the evolution of loss aversion in

the population.

5This specification assures that the idiosyncratic and the aggregate dimensions of climatic volatility are orthogonal
to one another. This formulation permit the examination of (i) a change in cross-individual correlation of shocks (i.e.,
1), while maintaining the distribution of the shocks, from point of view of individual 4, and (ii) a change in the climatic
volatility parameter (i.e., A), while holding the spatial correlation constant.



2.3.1 Preferences, Constraints, and Optimization

Individuals derive utility from consumption and fertility. The preferences of an adult individual ¢
in period t are represented by a utility function that reflect the asymmetric utility that individuals
attribute to gain and losses in consumption, with respect to a reference consumption level, ¢. The

level of utility generated by a an adult ¢ in period ¢, u;, is

(1 —y)[n(eir) — Iné] + v In(nit + ¢€) if it >¢
uit = wi(cit, nit) = (5)

9%(1 — ) n(cit) — Iné] + vIn(ni + €) if cit <é,
where (i) the subsistence consumption constraint, ¢, is the natural reference point of consumption for
each individual 7,; (ii) € > 0 is a positive parameter that is designed to assure that the individual level
of utility will be bounded from below;® (iii) 1/6; € [1, 00) is the coefficient of loss aversion of individual

i, where in period 0

6, ~ U(0,1). (6)

Consumption above subsistence, ¢, is considered by the individual to reflect a gain with respect to
the natural reference consumption level, whereas consumption below subsistence, ¢, is considered by
the individual to reflect a loss with respect to this natural reference consumption level. Hence, the
parameter 0; € (0; 1] is inversely related to the degree of the individual’s loss aversion with respect to
subsistence consumption. In particular, 6; = 1 corresponds to the conventional ‘loss-neutral’ behavior,
while 0 < 8; < 1 reflects loss aversion.

An adult 7 in period t is subject two two constraints: A budget constraint and a subsistence
consumption constraint. Once the choice of the production mode is made and uncertainty is realized,

an adult 4 in period ¢ allocates the resulting income, y;+, between consumption and fertility.

Cit + prae < Yit, (7)

where p > 0 is the cost of raising a child in terms of the final output. Moreover, the individual faces the

5This restriction assures that some individuals will be willing to choose the risky mode of production despite that
fact that an adverse climatic realization may make their dynasty extinct.

10



subsistence consumption constraint, below which individual can survive but is unable to reproduce.”

nit =0 Zf cit < C. (8)

Hence, an adult 7 in period t allocates the income y;;, between consumption, c¢;+, and fertility, n;,

so as to maximize the utility function w;(cit, n4t).

(cit, i) = argmax u;(Cit, nit)
s.t. cit + pnit = Yit;
nig > 0; cip > 0;
ng =0 if ¢ <C.

Given the properties of the utility function, a solution to the maximization problem exists and is
unique, and given the income realization, it is time independent. In particular, if y;; € [0; €], individuals
will be able to be engaged in reproduction (i.e., ny = 0) and will therefore consume their entire yield,
yit. However, if y;; € [¢,9"] then assuming that y" < [¢/(1/7)] — pe, the subsistence consumption
constraints binds and individuals will consume the subsistence consumption, ¢, and hence given their

budget constraint will devote the reaming income to raise (y;; — ¢)/p children.®

Yit if oy € [OS 5]
cit = ¢i(yi) = (10)

é if i €69

0 if  yie €[0;]
nit = nq(Yit) = (11)
(it —¢&)/p if  wir €16y").

In particular, as follows from (9), individuals who are engaged in the safe mode of production
and generate an ¢ > ¢ would find it optimal to consume the subsistence level of consumption, and as
postulated earlier, would have precisely one child. Namely, the safe yield g is assumed to be such that
gy = ¢+ p, permitting fertility at the replacement level (i.e., n(y) = (g —¢)/p = 1).

Accordingly, the fertility rate of individuals who are engaged in the risky mode of production and

7 Alternatively, one can assume that if consumption is below subsistence, individuals do not survive and thus do not
reproduce. As long as utility from consumption below subsistence is above —oo the qualitative analysis would remain
intact.

8 As established empirically, this is a plausible assumption in the context of the Malthusian epoch.
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obtain a favorable climatic realization that result in a level of income of 3" > 4 will be therefore above
replacement (i.e., n(y") = (y* — &)/p > 1).

Consumption and the fertility are therefore a function of the individual’s income (i.e., ¢z = (i)
and n; = n(yi)), and hence conditional on the income realization, the consumption and the fertility
functions are identical across individuals and time.

The indirect utility function of an adult ¢ in period ¢, Vj;, is therefore

Vit = Ui(c(yit)a n(yzt)) = Ui(yit)~ (12)

2.3.2 Choice of Production Mode

Individuals chose their desirable mode of production prior to the realization of the climatic conditions.
Their choice is designed to maximize their expected utility, conditional on the expected probability
distribution of the climatic shocks, and it may differ across individuals based on their degree of loss
aversion.

As follows from (4),(5),(9), and (10),The expected utility u],, generated by adult 7 in period ¢ who

choses the risky production mode, is

h_¢ 1
:p[fyln(y c—i—e)] +(1—-p) [0(1—7)[lnyl—lné]—|—’ylne (13)
=u"(6;),
where since Iny! < Iné,
du" (6;
lim u"(0;) = —c0 and w(6:) >0 V0, €(0;1). (14)
0—0 Qi

Analogously, as follows from (5),(9), and (10), the utility , uf,, generated by adult ¢ in period ¢
who choses the safe production mode is
uy; =vIn(l+¢€) = u’. (15)

Hence, the utility generated by individuals who choses the safe production mode is constant across

types and time.
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Assuming that the risky production mode is sufficient attractive so as to assure that at least loss-
neutral individuals prefers this mode of production (i.e., u"(1) > u®) ?, then it follows from (14) and

(15) and the Intermediate Value Theorem that there exists a unique and time invariant level of the

parameter of risk aversion, § € (0;1), such that u”(§) = u®.

j— (1—p)(1—7) (lné—lnyl)

yh—¢

vy pln(T +e€)+

0(A),

(16)
(1—p)lne—1In(1+ e)}

noting that as follows from (4) y* = y(7* = A). In particular, since 80/dy" < 0, and thus as follows

from (4), since dy;/OA > 0, the cut-off level 6 is positively affected by the magnitude of the shocks,
A, ie., 0(A) > 0.

As follows from (13), (14), (15), and (16),

< uf Vo, € (0,0)
u” (6;) (17)
> U vo; € (0,1].

Namely, the most loss averse individuals in society (i.e., i € I4 = {i € I|0; € (0; é]) would choose the

safe mode of production, whereas the least averse individuals in society individual (i.e., i € I® = {i €

I16; € (6;1]} would chose the risky production mode.

The yield of an adult ¢ of generation ¢ is therefore

,

y! with probability (1 —p) if

Yit =y with probability  p if 0, > 6 (18)

vi=9 if 6, <9,
and the level of fertility is:

0 if 0;>0 and yiy =y

ni = QWL S 1 if 0;>0 and yiy =y"

(19)

1 if 6, <8.

Moreover, since climatic volatility is spatially correlated across individuals within a generation

“Namely, p [’y ln(yh;é + e)] +(1—p)[(1- M[ny' —Ind +~In €] >~vIn(1 +¢).

13



(while being independent over time). In particular, since a fraction p € [0, 1] of individuals experience
an identical (aggregate) realization of the climatic shock based on the distribution specified in (3),
whereas a faction 1 — u experience idiosyncratic realizations based on the same distribution, the
distribution of fertility across individuals who are engaged in the risky production mode (i.e, individuals

whose 6; > ) is

ng  with probability 1 —

ng  with probability — p,
where the fertility rate of individuals who experience an idiosyncratic realization of the climatic shock,

N4, as well as those who expereience an aggregate realization, n, are identically distributed, i.e.,

0 with probability 1 —p
(i, up=q (21)
Y ;C with probability — p.

2.4 The Evolution of the Composition of Loss Aversion

The evolution of the composition of loss aversion is governed by the effect of loss aversion on the
differential reproductive success across individual. Since loss aversion is assumed to be transmitted
intergenerationaly within each dynasty 7 without any alteration, if a greater propensity towards loss
aversion is associated with higher income, and thus higher reproductive success, then loss aversion will
become more prevalent in the population in the long-run.

As established in (16), the threshold level of the parameter of loss aversion, é, below which in-
dividuals are engaged in the safe production mode is constant and is time invariant. Moreover, as
established in (31), individuals whose 6; < 6 (i.e., members of group A) have identical fertility rate
(ie., nyg =11if 6; < é), while the fertility rates of individuals whose 6; > 6, (i.e., members of group
B) is identically distributed based upon the expression in I (20) and (21). Hence, the distribution of
loss aversion within each of the two groups has no effect on the aggregate fertility within each of the
groups.

Nevertheless, differential fertility rates across the two groups affect the relative sizes of the two
groups, their representation of in the population, and thus the evolution of distribution of loss aversion

in the population as a whole.
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The total population in the economy in period t. Ny is decomposed into members of group A, N/,

and member of group B, N/, i.e.,

NA + NE = N, (22)

Hence, since that the initial distribution of types ¢ is uniformly distributed over the entire feasible

domain of 6;, (i.e., since 6; ~ U(0,1]), it follows that

(23)

Moreover, since this distribution remains intact over time due to the stationarity of é, the evolution

of the size population of group A from period t — 1 to period t, is governed by the difference equation

NA = / ngdi| N, (24)
i€{il0;<6}

Hence, as follows from (19), n;; = 1, and the size of the population of group A in period ¢, noting (23),

is constant over time.

t
NA=1T] / nisdi | N§* = 0Ny = NA((A)). (25)
s Jie{il0; <0}

where as follows from (25) and (16), dN//dA > 0.
Similarly, the evolution of the size of the population of group B from period ¢t — 1 to period ¢, is

goverend by the difference equation

NP = [ / ) nitdi] NE,. (26)
ie{i|0; >0}

Hence, in view of the spatial distribution of ny Vi € {i|0; > 0}, as specified in (20) and (21), the

population of group B in period t, noting (23), is

t
H / nisdi
=1 | Ji{iloi >0}

t

=1

t

NE = 1—pu / Tisdi + pitg
0 H [( ) ie{i|6;>6}

s=1

NE Ng

h _ ¢ . ~
~IT |- | (1= 0o = NP ),
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where NP /OA < 0 (since INP /80 < 0 and §'(A) > 0).
The share of the less loss averse individuals in the population who choose the risky mode of

production (i.e., the share of group B in the population) in period ¢, G, is

NP

= W = ﬁt(é(A)aﬂ)- (28)

Bt

where as follows (25) and (27), 95;/0A < 0.
Given the uniform distribution of loss aversion in the population in time 0, and since this distri-
bution remains intact over time due to the stationarity of 0, , the average level of loss aversion in the

population in period ¢, 8, is

0, = BIE(916 € (6;1]) + (1 — BIE(0]6 € (0;6))
. . A (29)
= sl a-p0g =2l =g 0a). ),

where as follows from (28), 96;/0A is ambiguous.

The asymptotic share of the less loss averse individuals in the population who choose the risky
mode of production (i.e., lim;_,~ 3¢,) is determined by the relative long run reproductive success and
therefore by the asymptotic rate of population growth, n’, of each of group. Since th = (n/ )tNg , if

population growth is constant at a rate n/,

. 1 A
=7 — . - 7. —
n tliglo tlogNt, j=A,B, (30)
Hence, as follows from (25), the asymptotic rate of population growth of the more loss averse group,
A, is
it = 0. (31)

reflecting the fact that population of this group is constant overtime.
Similarly, the asymptotic rate of population growth of the less loss averse group, B, as follows from

(27), is

h_¢

t
_ . 1 Y - 1 R
18 = plitn oot > M08[(1 — ) 4 i + Jim L log((1 — O)No). (32)

s=1
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Hence, since as t approaches infinity the Law of Large Numbers applies,

h_¢

nB—Ebgkl—umy +um]—
~plog |(1 - mpyhp‘ G +/ﬁ’hp‘ |+ - poe |- u)pyhp‘ |- (33)

_ _ _ _ yh—¢ _ -B
= plog [+ (1 — p)p] + (1 — p)log[(1 MWH%%< ; )—n(m,

where

dn” ()
dp

nP(1) = —co and < 0. (34)

Since nB(0) > n4 = 0, as follows from the assumption that the mean return in the risky mode of
production is higher that in the safe mode of production (i.e., u"(1) > u®), it follows from (34) and

from the Intermediate Value Theorem, that there exists a unique fi € (0;1) such that

nP(p)>nt =0 for p<py
()<t =0 for pu>p.

0 if w>p
B=B0O,m)=31-60 if p=p (36)
1 if p<p

& if w>hp

= . A Bévu +é 0(AH

9= tim = "0 G =Lt iy g (37)
Hoif p<p,
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Hence, noting that '(A) > 0, for pu # ji

2.5 Testable Implications

In order to derive the testable implication of the theoretical model, suppose that each geographical
region, 7, is populated by a continuum of groups of individuals. Suppose further that the spatial auto
correlations in climatic shocks differ across these groups and their geographical locations and is char-
acterized by a non-trivial distribution p, with cumulative distribution function F,, (ut). In particular,
an increase in p by du corresponds to the uniform shift of the entire distribution to the right, resulting
in a new distribution p,. = p, + dp with a cumulative distribution function Fy (1) = Fy,, (@ — dp).

The average 6 in the region r is therefore

7 30 6 A 1460 . Fo, (o — dp) + 0
Or =By (000, 1) = 5 (1 = Fp, (i = dp)) + ——=Fp, (= dpp) = o 2“) ,

(39)

where as follows from the fact that F),, (u) is non-decreasing, 96, /ddu < 0.

Hence, as follows from (38), (39), the testable predictions of the model are:

Proposition 2.1. If the economy is characterized by:

(i) a higher spatial correlation of climatic shocks, w, the average level of loss aversion that will be
observed in the economy in the long run, [1/0], will be higher.

(ii) a higher volatility of climatic shocks, A, the average level of loss aversion that will be observed in

the economy in the long run, [1/6], will be lower.

Thus, the theory suggests that individuals and societies that are originated in regions of the world
in which climatic shocks tended to be spatially correlated, and thus aggregate in nature, would be
characterized by greater intensity of loss aversion, while descendants of regions that were characterized
by idiosyncratic climatic shocks will tend to be more loss-neutral and to assign more symmetric weights

to gains and loses.
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3 Empirical Strategy and Data

This section presents the empirical strategy developed to analyze the effect of the idiosyncratic and
aggregate components of temperature shocks on contemporary variations in the rate of loss aversion.
Moreover, it describes the global measures of temperature intertemporal volatility and spatial correla-
tion that are designed to capture the idiosyncratic and aggregate components of temperature shocks,

as well as a range of proxies for loss aversion, at the individual and ethnic group level.

3.1 Identification Strategy

The empirical analysis surmounts significant hurdles in the identification of the causal effect of climatic
conditions of the evolution of loss aversion. In particular, the research adopts an empirical strategy
that is designed to mitigate concerns about the potential role of reverse causality, as well as omitted
variables, in the observed association between climatic characteristics and loss aversion.

First, the since unlike soil characteristics, climatic characteristics are largely orthogonal to individ-
uals’ preferences and thus choices, the focus on climatic (rather than soil) characteristics assures that
the association between climatic characteristics and loss aversion is not driven by reversed causality
in the identification. In particular, historical temperature patterns, for the most part, are determined
by the regional geographical conditions and are orthogonal to human interventions.

Second, potential concerns about the role of omitted geographical, institutional, cultural, and hu-
man characteristics in the observed association between intertemporal climatic volatility and climatic
spatial correlation and loss aversion are mitigated by accounting for a large set of confounding char-
acteristics that might have determined loss aversion and are correlated with temperature volatility
and temperature spatial correlation. In particular the analysis accounts for: potentially confounding
effects of: geographical characteristics (e.g., absolute latitude, mean elevation, the level and diversity
of the stability of land for agriculture, distance to coast or navigable river, percentage of land in the
tropical, subtropical and temperate zones, level of precipitation, and landlocked societies), as well as
the time elapsed since of the neolithic revolution; (ii) regional fixed effects, capturing unobserved time-
invariant heterogeneity at the regional level; (iii) host country fixed effects, and thus time-invariant
country-of-birth specific factors, (e.g., geography, institutions, and culture); for second-generation mi-
grants; (iv) individual characteristics (e.g., age, gender, number of siblings, religion, education level

and income); (v) ethnographic characteristics (e.g., intensity of agriculture and animal husbandry,
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settlement structure and plow use) characteristics.

Third, the adoption of the epidemiological approach and the exploration of the determinants loss
aversion among second-generation migrants, permits the analysis to overcome two major concerns:
(i) it distinguishes between the effect of temperature volatility and spatial correlation in the parental
country of origin (rather than those in country of residence) on loss aversion, capturing the culturally-
embodied, intergenerationally-transmitted component of the effect of geography, rather than the direct
effect of geography; (ii) it accounts for time invariant unobserved heterogeneity in the host country
(e.g., geographical, cultural and institutional characteristics), and thus mitigating possible concerns
about the confounding effect of host country-specific characteristics.

Finally, the analysis explores variation in the rate of loss aversion across ethnic groups, and thus
captures the evolution of loss aversion in the precolonial era, establishes that some of the hypothesized

evolutionary process was completed in the past.

3.2 Dependent Variable: Proxies for Loss Aversion

Adequately capturing variation in the rate of loss aversion in itself poses a significant challenge due to
the absence of well-established convention over its proxies in the corresponding literature. To overcome
this problem novel measures of loss aversion at an individual and ethnic group levels, are introduced.

Variations in the prevalence and the distribution of loss-aversion across individuals is captured
by a variety of newly introduced measures of the intensity of loss aversion. Exploiting the ESS,
GSS and the WVS, the degree of loss aversion is captured by individual’s ranking of potential job
characteristics. In particular, preference for job security over other characteristics such as salary and
promotion opportunities are used as a proxy for loss-aversion. Importantly, since conceivably a layoff
is typically only a transitory phenomenon, preferences for job security over higher salary does not
simply represents the trade-off between potential gains and loss of income, and thus risk aversion, but
rather the reluctance of individuals to lose something that is in their possession, and thus loss aversion.
Alternatively, If one views a job as a ‘gamble’ with ‘being employed’ as a reference point, the state
‘being fired” would then represent a down-side of this gamble. From this point of view, preference for
job security over other characteristics or over salary would capture individual’s rate of loss aversion,
as it represents ones reluctance towards getting the down-side or ‘loosing’ the gamble.

The global distribution of the proxy for loss aversion based on the WVS is depicted in Figure 2,
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reflecting a lower degree of loss aversion in most countries in the upper part of Northern hemisphere
as well as among the decedents of these regions in the US, Canada, Australia and New Zealand. In
contrast, higher degree of loss aversion can be detected in Southern Europe and the decedents of these

regions in Latin America, as well as in Africa and South Asia.

Loss Aversion (WVS)
Value
wr High - 0.554694

EEEL Low £ 0.139016

Figure 2: The Global Distribution of Loss Aversion as captured by the WVS

Proxies for the rate of loss aversion at an ethnic group level are constructed using several ethno-
graphic characteristics, which supposedly capture revealed preference for cautiousness and are associ-
ated with loss averse behavior. Differences in the prevalence and the distribution of loss-aversion across
ethnic groups are captured by two ethnographic characteristics reported by the EA and the SCCS. In
particular, loss aversion is captured by parental preferences for sleeping in closed proximity to their
infants; an overly cautious behavior driven by the fear of losing a child during his sleep, despite the low
probability that is associated with this event. Alternatively, loss aversion is captured by the prevailing
types of games played by members of an ethnic group. In particular, loss-aversion among members
of the ethnic group, is captured by the prevalence of games that are predominantly strategy-based,

rather than those governed by chance. The presence of a chance as the major element in games is
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associated with a lower rate of cautiousness and thus loss neutral population, while strategy based

games would be more common among groups with more cautions and loss averse population.

3.3 Independent Variable: Idiosyncratic and Aggregate Climatic Uncertainty

This section describes the measures the will be used to capture the impact of the idiosyncratic and
aggregate components of climatic shocks on loss aversion. In light of the predictions of the theory, the
prevalence of loss aversion is linked to intertemporal climatic volatility as well as special correlation in
climatic conditions. A-priori one could have captured these climatic characteristics using either tem-
perature or precipitation. However, as established in Table A1, while productivity in the Malthusian
era is significantly correlated with various characteristics of temperature, it is orthogonal to the cor-
responding measures of precipitation. Thus the proposed hypothesis is examined based on the impact
of measures of intertemporal temperature volatility, as well as spatial correlation in temperature on
the intensity of loss aversion.

As noted in the empirical strategy section, measures of intertemporal temperature volatility and
temperature spatial correlation capture the distinction between the aggregate and the idiosyncratic
nature of the shocks. Indeed, stronger temperature spatial correlation reflects a higher likelihood that
neighboring regions would obtain similar realizations of temperature shock , capturing the aggregate
nature of the shocks. Similarly, keeping the temperature spatial correlation constant, the level of
temperature volatility corresponds to the variability of temperature shocks at a local level, capturing
the idiosyncratic component of the shock.

Hence, following the methodology of Durante (2009), these measures are constructed based on
the monthly temperatures over the period 1900-2000, using the 0.5° x 0.5° resolution of the Climatic
Research Unit (CRU).!% In particular, intertemporal temperature volatility over the period 1900-
2000 is the average volatility in each month over this 100 year period, where the monthly volatility
is captured the variance in monthly temperature over this 100 year period. Similarly, temperature
spatial correlation is the correlation between the sequences of 1200 monthly temperature in a given
cell over the year 1900-2000, and the average of those sequences in its eight neighboring cells. Each of

these measures is first calculated at the grid cell level and then aggregated at the country and ethnic

0Potential concerns about changes in climate over the course of human history that is relevant for the evolution of
loss aversion, appears are largely misplaced. As reported in Table A10, climatic volatility and spatial correlation over
the past 100 year period are highly correlated with the corresponding climatic characteristics in the past 1500 years.

22



group levels.

The global distribution of these two climatic measures is depicted in Figures 3 and 4. The figure
suggests that higher intertemporal temperature volatility is observed in the upper part of the Northern
hemisphere and a lower one closer to the equator. Indeed, in line with the proposed theory of a negative
effect of climatic volatility on loss aversion, accounting for the post-1500 migration to the new world
as well as to Australia and New Zealand, individuals originated from the most volatile regions of
the world tend to be less loss averse (as depicted in Figure 2). Furthermore, consistent with the
proposed theory of a positive effect of temperature spatial correlation on loss aversion, indeed higher
intertemporal temperature volatility tends to be lower in the upper part of the northern hemisphere

where loss aversion is lower, and lower in proximity to the equator where loss aversion is higher.

Temperature Volatility

Value
o High: 27.3848

L Low £ 0.241302

Figure 3: The Global Distribution of Intertemporal Temperature Volatility

As elaborated above, an alternative climatic dimension that could have been used to capture the
idiosyncratic and the aggregate components of climatic shocks is precipitation. However, shocks to
precipitation, unlike shocks to temperature appears orthogonal to productivity in the pre-industrial

era and are therefore tangential to the evolution of loss aversion. In particular, as established in Table
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Temperature Correlation
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Figure 4: The Global Distribution of Temperature Spatial Correlation

1, a cross-country analysis suggests that neither the mean level of precipitation nor precipitation
volatility have a statistically significant association with population density and urbanization level
in the year 1500, and thus in light of the Malthusian paradigm (Ashraf and Galor, 2011), have no
significant association with the level of technology and productivity in the year 1500. In contrast, the
level of temperature volatility has a strong statistically and economically significant effect on both
measures. Moreover, the qualitative results remains intact, if one accounts for the confounding effects
of additional geographical characteristics (e.g., absolute latitude, mean elevation, percentage of arable
land, mean land suitability, island and landlocked dummy, and distance to coast or river), the timing
of the neolithic revolution, and regional fixed effects. These results may reflect that view that while the
adverse effect of precipitation shocks can be potentially mitigated by irrigation and drainage systems,

the the adverse effects of temperature shock are harder to be mitigated by human intervention.
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Table 1: Determinants of Population Density and Urbanization in the Year 1500

Population Density Urbanization
(1) (2) 3) (4) (5) (6)
Temperature (Volatility) -0.543***  _0.538***  _0.691FFF  -1.012%¥**  -0.908*** -0.854**
(0.159)  (0.171)  (0.225)  (0.210)  (0.240) (0.401)
Precipitation (Volatility) 0.215 0.199 0.234 0.292 0.213 0.218
(0.185)  (0.217)  (0.248)  (0.224)  (0.195) (0.344)
Temperature (Mean) -0.235%* -0.214 -0.324 -0.741%FF  _0.833%** 0.228
(0.138)  (0.191)  (0.212)  (0.220)  (0.226) (0.448)
Precipitation (Mean) -0.166 -0.150 -0.175 -0.254 -0.212 -0.157
(0.171)  (0.178)  (0.187)  (0.155)  (0.138) (0.375)
Percentage of Arable Land 0.439%*F*%  0.435%**  (0.433**F*F  (0.396***  (0.277T*** 0.068
(0.079) (0.109) (0.113) (0.102) (0.103) (0.148)
Absolute Latitude 0.410** 0.428** 0.458* 0.211 0.129 0.531
(0.188)  (0.191)  (0.263)  (0.242)  (0.220) (0.461)
Elevation (Mean) 0.013 -0.094 -0.312%FF  _0.364*** 0.177
(0.077) (0.083) (0.084) (0.079) (0.278)
Land Suitability (Mean) 0.010 -0.016 -0.012 0.070 -0.018
(0.129)  (0.133)  (0.123)  (0.119) (0.200)
Neolithic Transition Timing 0.406***  (.399*** -0.103
(0.070)  (0.108) (0.144)
Additional Geographical Controls No No Yes Yes Yes Yes
Region FE No No No No Yes Yes
Adjusted—R2 0.32 0.31 0.32 0.42 0.44 0.21
Observations 151 151 151 151 151 81

Notes: This table establishes that country-level population density and urbanization in 1500 is adversely affected by the
temperature volatility but not by the precipitation volatility. Additional geographical controls are island and landlocked
dummy variables and the distance to coast or river. All independent variables have been normalized by subtracting
their mean and dividing by their standard deviation. Thus, all coefficients can be compared and show the effect of a
Heteroskedasticity robust standard error estimates are reported
in parentheses; *** denotes statistical significance at the 1% level, ** at the 5% level, and * at the 10% level, all for

one standard deviation in the independent variable.

two-sided hypothesis tests.

4 Empirical Analysis: Second Generation Migrants

This section analyzes the effect of intertemporal temperature volatility and temperature spatial cor-
relation on the second-generation migrants’ preferences of job security versus salary and other charac-
teristics in Europe and the United States. In particular, it analyses the effect of temperature volatility
and correlation on preferences of jobs security versus salary as reported in the European Social Sur-
vey (ESS), and on preferences of jobs security versus salary and other characteristics (short working
hours, promotion opportunities and job satisfaction) as reported in the General Social Survey (GSS).

The analysis of second-generation migrants accounts for time invariant unobserved heterogeneity in

25



the host country (e.g., geographical and institutional characteristics). Moreover, since temperature
volatility and spatial correlation in the parental country of origin are distinct from those of the coun-
try of residence, the estimated effect of temperature volatility and correlation in the country of origin
captures the culturally-embodied, intergenerationally-transmitted effect, rather than the direct effect
of geography. The effect of temperature volatility and correlation on preferences of job security versus

salary or other characteristics is estimated via ordinary least squares (OLS) according to the following

specification
. 1sec __ vol vol corr corr Y. .
JObict - 50 + 51 tempip + Bl tempz‘p + Z IVOJX’L])]
’ (40)
+ 1ystip + Z Y25 Zij + Z Yebic + Z Vel + €
i c t
where job?SS captures valuation of job security over salary or other characteristics of second-generation

migrant ¢ in country ¢ measured in round/wave ¢, tempf;l

and temp§o"

i are measured in the country of

origin of parent p of individual 7, X;; is geographical characteristic j of the country of origin of parent
p of individual ¢, yst;, are the years since the country of origin of parent p of individual 7 transitioned
to agriculture, Z;; is characteristic j of individual ¢ (age, gender, number of siblings, religion, education
level, income), ;. is the country of birth fixed effect of individual 4, ¢}, is the round/wave fixed effect
of individual ¢, and ¢; is the error term. The theory predicts negative effect of temperature volatility

and positive effect of temperature spatial correlation (i.e., 8% < 0 and B{°"" > 0).

4.1 Determinants of Loss Aversion among Second Generation Migrants in Europe

This subsection analyzes the effect of intertemporal temperature volatility and temperature spatial
correlation on the second-generation migrants’ preferences of job security versus salary in Europe, in
light of the conjectured positive association between loss aversion and preference for job security over
salary. The effect of temperature volatility and correlation on preferences of job security versus salary
is estimated via ordinary least squares (OLS) using the empirical model (40).

Table 2 establishes the negative statistically and economically significant effect of temperature
volatility and positive significant effect of temperature spatial correlation on preferences of job secu-

rity versus salary as suggested by the theory. The estimated effect implies that increasing temperature
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volatility in the parental country of origin by one standard deviation decreases the difference between
second-generation migrant’s valuation of job security and salary between 0.16 and 0.24 units'!, while
increasing temperature spatial correlation in the parental country of origin by one standard devia-
tion increases the difference between second-generation migrant’s valuation of job security and salary
between 0.034 and 0.059 units.

The relationship between intertemporal temperature volatility and temperature spatial correlation
and preferences of job security versus salary, accounting for country of birth fixed effects, and therefore
for unobserved time-invariant omitted variables at the country of birth level, are established in column
(1). The estimated effect of temperature volatility is negative and statistically significant at the 1%
level, while estimated effect of temperature spatial correlation is positive and statistically significant
at the 10% level, implying economically significant effects suggested by the theory.

Column (2) accounts for some of the other confounding geographical characteristics of the country
of origins. In particular, absolute latitude and mean elevation. Accounting for the effects of geog-
raphy and country of birth heterogeneity strengthens estimated effects of temperature volatility and
spatial correlation on preferences of job security versus salary both in terms of absolute values and
significances. In particular, estimated effect of temperature spatial correlation becomes statistically
significant at the 5% level. Column (3) accounts for the whole set of confounding geographical char-
acteristics of the country of origins, which, apart from absolute latitude and mean elevation, includes
mean level and the gini index of land suitability, distance to coast or navigable river, landlocked
dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level.
Reassuringly, coefficient on temperature volatility remains statistically significant at the 1% level,
while coefficient on temperature spatial correlation becomes statistically significant at the 1% level as
well. The effects of other confounding geographical characteristics are less significant than the effects
of temperature volatility and correlation. In particular, most geographical characteristics have no
significant effect on preferences of job security versus salary.

Column (4) considers the confounding effect of the advent of sedentary agriculture, as captured
by the years elapsed since the onset of the Neolithic Revolution, on the evolution of the loss aversion.
The effects of temperature volatility and spatial correlation remain statistically significant at the 1%

level. Additionally, the effect of the timing of transition to the Neolithic has no significant effect on

HEach characteristic is evaluated by the scale from 1 to 5, so that their difference takes values from —4 to 4.
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Table 2: Determinants of Loss Aversion: Second Generation Migrants in Europe (OLS)

Preferred Job Characteristic: Security vs. Salary

(1) (2) (3) (4) (5) (6)
Temperature (Volatility) C0.BTHRE L0.223%F  _0.228%FF  _0.235%HF  _(.241%KF  _(.220%F*
(0.045)  (0.046)  (0.062)  (0.062)  (0.062)  (0.061)
Temperature (Spatial Correlation)  0.034*  0.052%%  0.059%%%  0.056%%*  0.057%%%  0.056%**
(0.020)  (0.021)  (0.022)  (0.021)  (0.021)  (0.021)

Temperature (Mean) -0.138***  .0.095* -0.099 -0.135 -0.140 -0.088
(0.043) (0.050) (0.092) (0.093) (0.091) (0.092)
Absolute Latitude 0.093%** 0.136** 0.109* 0.113* 0.152%*
(0.032) (0.059) (0.061) (0.062) (0.062)
Elevation (Mean) -0.003 0.009 -0.000 0.001 0.009
(0.017) (0.022) (0.024) (0.024) (0.024)
Land Suitability (Mean) 0.030 0.018 0.016 0.014
(0.044) (0.048) (0.048) (0.048)
Neolithic Transition Timing 0.019 0.020 0.011
(0.016) (0.016) (0.016)
Country of Birth FE Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes
Round FE No No No No Yes Yes
Individual Controls No No No No No Yes
Adjusted-R? 0.05 0.06 0.06 0.06 0.06 0.07
Observations 3907 3907 3907 3907 3907 3907

Notes: Using OLS regressions, this table establishes that the preferred job characteristics of second generation migrants
reflect loss aversion. In particular, their valuation of job security vs. salary is negatively affected by temperature
volatility (idiosyncratic risk) and positively affected by temperature spatial correlation (aggregate uncertainty) in the
parental country of origin. Additional geographical controls are gini index of land suitability , distance to coast or
river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level.
Individual controls include age, gender, number of siblings, religion, education level, and income. Sample excludes
small island countries. All independent variables have been normalized by subtracting their mean and dividing by
their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard deviation
in the independent variable on standard deviations in the dependent variable. Heteroskedasticity robust standard
error estimates clustered at the parental country of origin level are reported in parentheses; *** denotes statistical
significance at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

preferences of job security versus salary.

Columns (5) and (6) sequentially account for the survey round fixed effects and second-generation
migrant’s individual characteristics (i.e., age, gender, number of siblings, religion, education level, and
income). The estimated effects of temperature volatility and spatial correlation on preferences of job
security versus salary continue to be statistically significant at the 1% level. It should be noted that

the coefficients on temperature volatility and spatial correlation are remarkably stable in terms of

absolute values across all specifications, especially in columns (2) — (6).
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4.2 Determinants of Loss Aversion among Second Generation Migrants in the US

This subsection examines the effect of intertemporal temperature volatility and temperature spatial
correlation on the second-generation migrants’ preferences of job security versus salary and other
job characteristics in the US, in light of the conjectured positive association between loss aversion
and preference for job security over salary and other characteristics (short working hours, promotion
opportunities and job satisfaction). The effect of temperature volatility and correlation on preferences
of job security versus salary and other job characteristics is estimated via ordinary least squares (OLS)
using the model analogous to model (40).

Table 3 establishes a negative statistically and economically significant effect of temperature volatil-
ity and positive significant effect of temperature spatial correlation on second-generation migrants’
preferences of job security versus salary and other characteristics. In particular, Columns (1) through
(5) establish the effect of temperature volatility and spatial correlation on preferences for job secu-
rity over all other characteristics'?, sequentially accounting for the confounding effects of unobserved
time-invariant omitted variables at the region of birth level, other geographical characteristics (mean
temperature, absolute latitude, mean elevation, mean level and the gini index of land suitability, dis-
tance to coast or river, landlocked dummy, percentage of land in the tropical, subtropical and temperate
zones and precipitation level), the advent of sedentary agriculture, as captured by the years elapsed
since the onset of the Neolithic Revolution, survey wave fixed effects and individual characteristics
of second generation migrant (age, gender, number of siblings, religion, education level, and income).
The estimated effects imply that increasing temperature volatility in the parental country of origin by
one standard deviation decreases the probability of job security having a higher ranking between 18
and 42 percentage points, while increasing temperature spatial correlation by one standard deviation
increases the probability of job security having a higher ranking between 13 and 17 percentage points.
It should be noted that coefficients on the temperature volatility and spatial correlation are rather
stable across specifications and statistically significant at the 1% level in two final specifications.

Columns (6) and (7) replicate columns (4) and (5) with preference for job security over salary'?

being the explained variable. Estimated effects of temperature volatility and spatial correlation are

12The preferences for job security versus other characteristics are measured as the rank assigned to the job security
by the second-generation migrant based on the answers to the questions “...which one thing on this list (security, salary,
short working hours, promotion opportunities and job satisfaction) you would most/second most/. .. prefer in a job?”

13Preferences of job security versus salary are measured as the difference between the rankings of the two character-
istics, ranging from -4 to 4.
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Table 3: Determinants of Loss Aversion: Second Generation Migrants in the US

Preferred Job Characteristic

Security vs Others Security vs Salary
(1) 2) 3) (4) (5) (6) (M
Temperature (Volatility) -0.18%  -0.22%%  (0.33%FFk  _(.32%¥*  _(.42%F*  _(.52%FF (627X

(0.09)  (0.08)  (0.09)  (0.09)  (0.08)  (0.16)  (0.16)
Temperature (Spatial Correlation) 0.13*¥*  0.15%*%%  0.14%%  0.17%*  (0.16%%F  0.24%** (. 28%**
(0.05)  (0.05)  (0.05)  (0.05)  (0.04)  (0.08)  (0.08)

Temperature (Mean) -0.05 -0.04 -0.17 0.00 -0.03 0.16 0.25
(0.08) (0.14) (0.12) (0.17) (0.21) (0.30) (0.30)

Absolute Latitude 0.02 -0.10 0.04 0.10 0.52 0.58*
(0.12) (0.19) (0.22) (0.23) (0.34) (0.33)

Elevation (Mean) -0.04 -0.06 0.03 0.00 0.10 0.07
(0.06) (0.07) (0.09) (0.11) (0.16) (0.15)

Land Suitability (Mean) -0.09 -0.05 -0.12 -0.14 -0.21
(0.10) (0.09) (0.08) (0.15) (0.14)

Neolithic Transition Timing -0.11 -0.10 -0.11 -0.14

(0.07)  (0.08)  (0.10)  (0.10)

Region of Birth FE Yes Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes Yes
Wave FE No No No No Yes No Yes
Individual Controls No No No No Yes No Yes
Adjusted-R? 0.02 0.02 0.01 0.01 0.08 0.04 0.07
Observations 1328 1328 1328 1328 1171 1171 1171

Notes: Using OLS regression, this table establishes that the preferred job characteristics of second generation migrants
reflect loss aversion. In particular, their valuation of job security vs other characteristics (salary, short working hours,
promotion opportunities and job satisfaction) and of job security vs. salary is negatively affected by temperature
volatility (idiosyncratic risk) and positively affected by temperature spatial correlation (aggregate uncertainty) in the
parental country of origin. Additional geographical controls are the gini index of land suitability , distance to coast or
river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level.
Individual controls include age, gender, number of siblings, religion, education level, and income. Sample excludes
small island countries. All independent variables have been normalized by subtracting their mean and dividing by
their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard deviation
in the independent variable on standard deviations in the dependent variable. Heteroskedasticity robust standard
error estimates clustered at the parental country of origin level are reported in parentheses; *** denotes statistical
significance at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

statistically significant at the 1% level and imply that increasing intertemporal temperature volatility
in the parental country of origin by one standard deviation decreases the difference in ranks of job
security and salary between 0.52 and 0.62 units, while increasing temperature spatial correlation by one
standard deviation increases the difference in ranks of job security and salary between 0.24 and 0.28
units. Reassuringly, confounding geographical characteristics of parental country of origin are less
significant than the effects of temperature volatility and spatial correlation across all specifications

and explained variables. In particular, most geographical characteristics have no significant effect on
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preferences of job security versus salary.

4.3 Robustness
4.3.1 Alternative Estimation Method: Ordered Probit

The results are robust to the use of an alternative estimation method, rather than OLS. In particular,
using Ordered Probit, one can estimates the probability of observing each rank of preference for
Job Security, conditional on intertemporal temperature volatility (idiosyncratic risk) as well as on
temperature spatial correlation (aggregate uncertainty). In line with the OLS estimates, as established
in Tables B.1 and B.2, and as interpreted and further discussed in Appendix A, larger temperature
spatial correlation increases significantly the probability that second generation migrants in Europe,
as well as in the US, will be more loss averse, whereas greater intertemporal temperature volatility

decreases the probability that a second generation migrants in Europe and the US will be loss averse.

4.3.2 Selection on Unobservables

This subsection examines the likelihood that omitted variables could alter the qualitative findings.
Table B.4 establishes that it is very improbable that omitted variables could have affected the quali-
tative results presented in Tables 2 and 3. In particular, as established in columns (2) and (4), (using
columns (1) and (3) as the baseline specifications), the estimated value of the coefficient on intertem-
poral temperature volatility and temperature spatial correlation, if unobservables where as correlated
as the observables (i.e., Oster’s §* statistic), are very close to the estimated OLS coefficients. Fur-
thermore, since zero does not belong to the interval created by the estimated value on and Oster’s 5,
one can reject the hypothesis that the value of the coefficient is driven exclusively by unobservables.
In addition, the indexes AET (Altonji et al., 2005; Bellows and Miguel, 2009) and ¢ (Oster, 2014)
measure how strongly correlated unobservables would have to be in order to account for the full size of
the coefficient on temperature volatility and spatial correlation (v and ¢ subscripts correspondingly),

are mostly different from the critical value of 1.

4.3.3 Placebo Tests

This section performs a series of placebo tests, analyzing the effect of intertemporal temperature volatil-

ity and temperature spatial correlation on the second-generation migrants’ valuation of job character-
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Table 4: Determinants of Loss Aversion of Second Generation Migrants in the US and Europe:
Placebo Tests

GSS ESS
(1) (2) (3) (4) (5) (6)
Temperature (Volatility) -0.081 0.126 0.177* -0.058 0.172 0.130
(0.123)  (0.101)  (0.090)  (0.096)  (0.115)  (0.102)
Temperature (Spatial Correlation) -0.077 -0.013 0.053 0.049 -0.035 0.014
(0.089) (0.045) (0.040) (0.039) (0.035) (0.043)
Temperature (Mean) -0.219 0.052 0.477*** 0.092 0.022 0.146
(0.201) (0.156) (0.130) (0.138) (0.156) (0.117)
Absolute Latitude -0.026 -0.095 0.500** 0.142 -0.168 0.001
(0.278) (0.171) (0.184) (0.103) (0.129) (0.105)
Elevation (Mean) -0.167 0.206** 0.022 0.031 -0.024 0.013
(0.102) (0.077) (0.061) (0.038) (0.041) (0.035)
Land Suitability (Mean) -0.198 -0.101 0.340%** 0.096* -0.069 0.031
(0.137) (0.113) (0.059) (0.054) (0.080) (0.068)
Neolithic Transition Timing 0.052 0.052 -0.048 -0.012 0.016 -0.001

(0.084)  (0.072) (0.048)  (0.031)  (0.032)  (0.028)

Region/Country of Birth FE Yes Yes Yes Yes Yes Yes
Additional Geographical Controls Yes Yes Yes Yes Yes Yes
Wave/Round FE Yes Yes Yes Yes Yes Yes
Individual Controls Yes Yes Yes Yes Yes Yes
Adjusted-R? 0.09 0.02 0.07 0.12 0.09 0.22
Observations 1171 1171 1171 2397 2391 2391

Notes: Using OLS regression, this table establishes that second generation migrants valuation of job characteristics
that are orthogonal to loss aversion (i.e., short working hours in column 1, job satisfaction in 2, promotion
opportunities in 3, training opportunities vs ability to use own initiative in 4, training opportunities vs salary
in 5 and salary vs ability to use own initiative in 6) is neither affected by temperature volatility (idiosyncratic
risk), nor by temperature spatial correlation (aggregate uncertainty) in the parental country of origin. Additional
geographical controls are the gini index of land suitability, distance to coast or river, landlocked dummy, percentage
of land in the tropical, subtropical and temperate zones and precipitation level. Individual controls include age,
gender, number of siblings, religion, education level, and income. Sample excludes small island countries. All
independent variables have been normalized by subtracting their mean and dividing by their standard deviation.
Thus, all coefficients can be compared and show the effect of a one standard deviation in the independent variable
on standard deviations in the dependent variable. Heteroskedasticity robust standard error estimates clustered at
the parental country of origin level are reported in parentheses; *** denotes statistical significance at the 1% level,
** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

istics that are orthogonal to the loss aversion. Table 4 establishes that preferences of second-generation
migrants in the US for short working hours (Column 1), feeling of importance and accomplishment in
a job (Column 2), and promotion opportunities (Column 3) are mostly unaffected by the intertempo-
ral temperature volatility and temperature spatial correlation in the parental country of origin.'* In

addition, the table indicates that the comparative valuations of second-generation migrants in Europe

to training opportunities vs ability to use own initiative in a job (Column 4), training opportunities

14The marginally significant positive effect of temperature volatility on the rank of promotion opportunities in column
3 mechanically captures the negative effect on job security.
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vs salary (Column 5), and salary vs ability to use own initiative (Column 6) are orthogonal to the
intertemporal temperature volatility and temperature spatial correlation in the parental country of

origin.

4.3.4 Orthogonality of the Climatic Variables to Other Cultural Dimensions

This subsection establishes that the effects of intertemporal temperature volatility and temperature
spatial correlation on Loss Aversion does not capture their effects on a wide range of other cultural
characteristics.

Table 5: Orthogonality of other Cultural Dimensions to Idiosyncratic and Aggregate Uncertainty:
Second Generation Migrants in Europe

Cultural Dimensions

(1) (2) 3) (4) (5) (6) (7)
LTO  Obedience Altruism Equality = Gender  Strong Gov. Tradition

Temperature (Volatility) 0.10 -0.07 -0.00 -0.07 -0.02 0.04 -0.14
(0.32) (0.09) (0.07) (0.06) (0.10) (0.08) (0.10)
Temperature (Spatial Correlation)  -0.03 0.05 -0.02 0.04 0.02 -0.01 0.01
(0.13) (0.03) (0.02) (0.03) (0.03) (0.03) (0.03)
Temperature (Mean) 0.25 0.01 0.11 -0.03 -0.18 0.09 -0.10
(0.43) (0.13) (0.11) (0.09) (0.14) (0.11) (0.17)
Absolute Latitude -0.09 -0.03 0.12%* 0.14** -0.06 0.15* -0.02
(0.31) (0.09) (0.05) (0.06) (0.09) (0.08) (0.11)
Elevation (Mean) -0.04 -0.03 0.03 -0.00 -0.12%** 0.03 -0.08%*
(0.15) (0.03) (0.02) (0.02) (0.04) (0.03) (0.03)
Land Suitability (Mean) -0.33 -0.03 0.01 -0.03 -0.06 -0.13%** 0.04
(0.24) (0.04) (0.04) (0.05) (0.05) (0.04) (0.05)
Neolithic Transition Timing 0.11 -0.01 -0.03 -0.01 0.02 -0.03 -0.09%**
(0.14) (0.02) (0.02) (0.02) (0.03) (0.02) (0.03)
Country of Birth FE Yes Yes Yes Yes Yes Yes Yes
Additional Geographical Controls Yes Yes Yes Yes Yes Yes Yes
Round FE Yes Yes Yes Yes Yes Yes Yes
Individual Controls Yes Yes Yes Yes Yes Yes Yes
Adjusted-R? 0.07 0.13 0.07 0.05 0.15 0.15 0.19
Observations 1416 5695 5718 5704 4401 5693 5712

Notes: Using OLS regression, this table establishes that other cultural values of second generation migrants in Europe (i.e., long
term orientation, obedience, altruism, attitude towards equality, gender roles, preference for strong government and tradition)
are neither affected by temperature volatility (idiosyncratic risk) nor by temperature spatial correlation (aggregate uncertainty)
in the parental country of origin. Additional geographical controls are the gini index of land suitability, distance to coast or
river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level. Individual
controls include age, gender, number of siblings, religion, education level, and income. Sample excludes small island countries.
All independent variables have been normalized by subtracting their mean and dividing by their standard deviation. Thus, all
coefficients can be compared and show the effect of a one standard deviation in the independent variable on standard deviations
in the dependent variable. Heteroskedasticity robust standard error estimates clustered at the parental country of origin level are
reported in parentheses; *** denotes statistical significance at the 1% level, ** at the 5% level, and * at the 10% level, all for
two-sided hypothesis tests.
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In particular, as established in Tables 5 and 6, intertemporal temperature volatility and tem-
perature spatial correlation in the parental country of origin do not affect long term orientation,
obedience, altruism, and attitudes towards equality, gender roles, government and tradition among
second-generation migrants in Europe and the US.

Table 6: Orthogonality of other Cultural Dimensions to Idiosyncratic and Aggregate Uncertainty:
Second Generation Migrants in the US (OLS)

Cultural Dimensions

(1 ) () (4) () (6)
LTO Obedience Altruism Equality Gender Government

Temperature (Volatility) 0.05 0.17 0.01 0.22 -0.01 -0.03
(0.03) (0.12) (0.08) (0.14) (0.02) (0.05)
Temperature (Spatial Correlation) -0.03 -0.04 -0.03 -0.15 -0.00 0.01
(0.02) (0.05) (0.02) (0.09) (0.01) (0.04)
Temperature (Mean) -0.15% 0.47%%* -0.03 -0.18 0.03 -0.10
(0.07) (0.16) (0.18) (0.27) (0.04) (0.08)
Absolute Latitude -0.08 0.40%* 0.07 -0.12 0.07 -0.06
(0.07) (0.17) (0.21) (0.38) (0.05) (0.11)
Elevation (Mean) 0.07* 0.33%#* 0.03 0.03 -0.01 -0.03
(0.04) (0.10) (0.10) (0.12) (0.02) (0.03)
Land Suitability (Mean) 0.01 -0.02 -0.09** -0.11 0.10%** -0.12%*
(0.03) (0.13) (0.05) (0.17) (0.02) (0.05)
Neolithic Transition Timing 0.01 -0.24%** 0.04 0.08 -0.04*** 0.07%*
(0.03) (0.08) (0.10) (0.09) (0.01) (0.03)
Region of Birth FE Yes Yes Yes Yes Yes Yes
Additional Geographical Controls Yes Yes Yes Yes Yes Yes
Wave FE Yes Yes Yes Yes Yes Yes
Individual Controls Yes Yes Yes Yes Yes Yes
Adjusted-R? 0.08 0.15 0.02 0.06 0.11 0.04
Observations 1269 1285 1287 1841 1444 2181

Notes: Using OLS regression, this table establishes that other cultural values of second generation migrants in the US (i.e.,
long term orientation, obedience, altruism, attitude towards equality and gender roles, and confidence in government) are
neither affected by temperature volatility (idiosyncratic risk) nor by temperature spatial correlation (aggregate uncertainty)
in the parental country of origin. Additional geographical controls are the gini index of land suitability, distance to coast
or river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level.
Individual controls include age, gender, education level, religion, income and the number of siblings. Sample excludes small
island countries. All independent variables have been normalized by subtracting their mean and dividing by their standard
deviation. Thus, all coefficients can be compared and show the effect of a one standard deviation in the independent variable
on standard deviations in the dependent variable. Heteroskedasticity robust standard error estimates clustered at the parental
country of origin level are reported in parentheses; *** denotes statistical significance at the 1% level, ** at the 5% level,
and * at the 10% level, all for two-sided hypothesis tests.
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4.3.5 Loss Aversion vs. Risk Aversion

This subsection establishes that intertemporal temperature volatility and temperature spatial corre-
lation are not significantly associated with the attitude toward risk aversion rather than loss aversion.
Furthermore, it demonstrates that the observed effects of climatic characteristics on loss aversion

operate directly, rather than through their influence on risk aversion.

Table 7: Determinants of Risk Aversion: Second Generation Migrants in Europe

Importance of Adventure and Risk Seeking

(1) 2 3) (4) (5) (6)
Temperature (Volatility) -0.022 -0.084 -0.016 -0.023 -0.011 -0.031
(0.103) (0.131)  (0.122)  (0.120)  (0.119)  (0.088)
Temperature (Spatial Correlation) -0.027 -0.011 0.001 -0.003 -0.005 -0.021
(0.042) (0.047) (0.045) (0.046) (0.046) (0.033)
Temperature (Mean) -0.227%* -0.139 -0.075 -0.116 -0.102 0.135
(0.091) (0.108)  (0.147)  (0.165)  (0.163)  (0.131)
Absolute Latitude 0.136** 0.046 0.015 0.009 0.170*
(0.067) (0.120) (0.133) (0.130) (0.091)
Elevation (Mean) 0.012 0.050 0.039 0.037 0.082**
(0.043) (0.048) (0.048) (0.048) (0.036)
Land Suitability (Mean) -0.022 -0.036 -0.033 -0.034
(0.066) (0.070) (0.071) (0.052)
Neolithic Transition Timing 0.024 0.022 -0.033
(0.038) (0.038) (0.028)
Country of Birth FE Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes
Round FE No No No No Yes Yes
Individual Controls No No No No No Yes
Adjusted-R? 0.03 0.04 0.04 0.04 0.04 0.15
Observations 5699 5699 5699 5699 5699 5699

Notes: Using OLS regressions, this table establishes that second generation migrants’ valuation of Adventure and
Risk Seeking is neither affected by temperature volatility (idiosyncratic risk), nor by temperature spatial correlation
(aggregate uncertainty) in the parental country of origin. Additional geographical controls are the gini index of land
suitability, distance to coast or river, landlocked dummy, percentage of land in the tropical, subtropical and temperate
zones and precipitation level. Individual controls include age, gender, number of siblings, religion, education level, and
income. Sample excludes small island countries. All independent variables have been normalized by subtracting their
mean and dividing by their standard deviation. Thus, all coefficients can be compared and show the effect of a one
standard deviation in the independent variable on standard deviations in the dependent variable. Heteroskedasticity
robust standard error estimates clustered at the parental country of origin level are reported in parentheses; ***
denotes statistical significance at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis
tests.

As established in Table 7, individuals’ preference for adventure and risk seeking are not significantly

associated with intertemporal temperature volatility and temperature spatial correlation.'® Moreover,

15Individuals attitude towards risk is captured by the response to the question: “Now I will briefly describe some
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as demonstrated in Table 8, the effect of intertemporal temperature volatility and temperature spatial
correlation on the preference of second generation migrants in Europe for job security over salary, as
estimated in Table 2, is unaffected by the highly significant positive association between the rates of
risk aversion and the rate of loss aversion, lending credence to the hypothesis of that geographical

origins of risk risk aversion are different than climatic origins of loss aversion.

Table 8: Determinants of Loss Aversion: Orthogonality of the Climatic Effects to Risk Aversion

Preferred Job Characteristic: Security vs. Salary

(1) (2) (3) (4) (5) (6)

Temperature (Volatility) -0.156%14%  _0.214%**  -0.212%F8F  _0.218***  .0.226%FF  _(0.220%**
(0.049)  (0.051)  (0.067)  (0.068)  (0.067)  (0.066)

Temperature (Spatial Correlation) 0.038* 0.054**  0.061***  0.059*%**  0.060***  0.060***
(0.020)  (0.021)  (0.022)  (0.021)  (0.021)  (0.021)

Risk Aversion 0.058***  0.058%*F*  0.057***  0.057FFF  0.068***  (.051%F*
(0.011) (0.011) (0.011) (0.011) (0.011) (0.010)
Temperature (Mean) -0.126%** -0.086 -0.080 -0.113 -0.120 -0.082
(0.047) (0.053) (0.101) (0.101) (0.098) (0.098)
Absolute Latitude 0.084** 0.128%* 0.103 0.107* 0.139%*
(0.033) (0.062) (0.063) (0.063) (0.065)
Elevation (Mean) -0.002 0.010 0.002 0.004 0.009
(0.017) (0.022) (0.024) (0.024) (0.024)
Land Suitability (Mean) 0.032 0.022 0.020 0.020
(0.044) (0.048) (0.048) (0.048)
Neolithic Transition Timing 0.018 0.019 0.011
(0.017) (0.017) (0.017)
Country of Birth FE Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes
Round FE No No No No Yes Yes
Individual Controls No No No No No Yes
Adjusted-R? 0.06 0.06 0.06 0.06 0.07 0.07
Observations 3784 3784 3784 3784 3784 3784

Notes: Using OLS regressions, this table establishes that second generation migrants’ valuation of job security vs. salary
is positively affected by the degree of risk aversion and is still negatively affected by temperature volatility (idiosyncratic
risk) and positively affected by temperature spatial correlation (aggregate uncertainty) in the parental country of origin.
Additional geographical controls are the gini index of land suitability, distance to coast or river, landlocked dummy,
percentage of land in the tropical, subtropical and temperate zones and precipitation level. Individual controls include
age, gender, number of siblings, religion, education level, and income. Sample excludes small island countries. All
independent variables have been normalized by subtracting their mean and dividing by their standard deviation.
Thus, all coefficients can be compared and show the effect of a one standard deviation in the independent variable
on standard deviations in the dependent variable. Heteroskedasticity robust standard error estimates clustered at the
parental country of origin level are reported in parentheses; *** denotes statistical significance at the 1% level, ** at
the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

people. Please listen to each description and tell me how much each person is or is not like you. Use this card for your
answer. She/he looks for adventures and likes to take risks. She/he wants to have an exciting life.”
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4.3.6 The Insignificant Role of Preindustrial Development

In light of the adverse effect of climatic volatility on pre-industrial development, as capture by urban-
ization and population density in the year 1500 (Table 1), one may be concerned about the possibility
that climatic conditions affected the loss aversion via non-evolutionary channels. In particular, prein-
dustrial development and its potential effect on contemporary economic, institutional and cultural
characteristics may have directly affected the observed rate loss aversion rather than via the proposed
evolutionary channel.

The chosen empirical framework, however, mitigates these concerns since the analysis is based on:
(i) individual level data, accounting in particular, for income and education, and (ii) second generation
migrant that are arguably operating within the same institutional and cultural environment. Moreover,
as reported in columns (1)-(3) of Table B.5 for the ESS, and (4)-(6) for the GSS, the effect of the
climatic variables on loss aversion is orthogonal to the potentially confounding effect of historical levels

of population density in 1500, urbanization in 1800, and GDP per capita in 1913.16

4.3.7 Insignificant Role of Outliers

This subsection examines the potential importance of outliers in the established relationship between
intertemporal temperature volatility and temperature spatial correlation and the emergence of loss
aversion. As depicted in Figure B.1 outliers do not governed the observed relationship in the ESS,
whereas Figures B.2 suggests that outliers, associated with individuals from the Netherlands, may
affect the observed relationship in the GSS. Nevertheless, as established in Table B.6 the results

remain qualitatively intact if individuals from the Netherlands are excluded from the sample.

5 Individuals Level Analysis (WVS)

This section uses the World Values Survey (WVS) to analyze the effect of intertemporal temperature
volatility and spatial correlation on individuals’ preferences for job security over other characteristics
(salary, colleagues, job satisfaction), in light of the conjectured positive association between loss aver-
sion and preference for job security over salary and other characteristics. The effects of temperature

volatility and correlation are estimated using the linear probability model via the following empirical

161913 is the earliest date for which data on GDP per capita is available for a considerable number of countries.

37



specification:
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where jobi5$ € {0;1} is the valuation of job security over other job characteristics!” of individual ¢ in

vol
c

corr

and temp¢

country ¢ measured in wave w, temp, are measured in the country ¢, X.; is geographical
characteristic j (absolute latitude, mean elevation, mean temperature, mean level and the gini index
of land suitability, distance to coast or river, landlocked dummy, percentage of land in the tropical,
subtropical and temperate zones and precipitation level) of the country ¢, yst. are the years since the
country c transitioned to agriculture, Z;.; is characteristic j of individual i (age, gender, number of
siblings, religion, education level, income) in country ¢, d., is a complete set of world bank regions
and wave fixed effects and €;., is the error term. The theory predicts negative effect of temperature
volatility and positive effect of temperature spatial correlation (i.e., 8 < 0 and 7" > 0).

Table 9 establishes a negative statistically and economically significant effect of temperature volatil-
ity and positive significant effect of temperature spatial correlation on individuals’ preferences of job
security versus other characteristics. The result is robust to the inclusion of world bank regional
fixed effects (column 1), geographical controls (columns 2 and 3), wave fixed effects (column 4), the
number of years since transition to agriculture (column 5) and individual characteristics (column 6).
The estimated effects suggest that increasing intertemporal temperature volatility by one standard
deviation decreases the probability of preferring job security to other characteristics by between 6.3
and 3.1 percentage points, while one standard-deviation increase in temperature spatial correlation
increases this probability by between 1.3 and 2 percentage points.

Moreover, result remains qualitatively the same after accounting for the ancestral composition of

the contemporary population (column 7). In particular, both effects remain significant at the 1% level

and imply that one standard-deviation increase in temperature volatility decreases the probability

"The preferences of job security versus other characteristics is measured based on the answer to the question “Now
I would like to ask you something about the things which would seem to you, personally, most important if you were
looking for a job. Here are some of the things many people take into account in relation to their work. Regardless of
whether you’re actually looking for a job, which one would you, personally, place first if you were looking for a job?”,
the variable is coded 1 if the answer is “A safe job with no risk of closing down or unemployment” and 0 otherwise
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Table 9: Determinants of Loss Aversion: Individuals in the WVS

Preferred Job Characteristic: Security vs Others

1) (2) 3) (4) (5) (6) (M)
Temperature (Volatility) -0.060*** -0.063*** -0.049%** -0.031%** -0.031%** -0.0317%**
(0.006) (0.006) (0.007) (0.008) (0.008) (0.008)
Temperature (Spatial Correlation) 0.013%** 0.014%** 0.016%** 0.021*** 0.020%** 0.017***
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004)
Temperature (Volatility, Ancestral) -0.023***
(0.007)
Temp (Spatial Correlation, Ancestral) 0.010%**
(0.004)
Temperature (Mean) -0.016*** -0.010 0.008 0.043*** 0.050*** 0.046*** 0.047***
(0.005) (0.007) (0.009) (0.010) (0.010) (0.010) (0.010)
Absolute Latitude 0.010 0.011 0.041*** 0.074*** 0.069*** 0.059***
(0.007) (0.010) (0.011) (0.012) (0.011) (0.011)
Elevation (Mean) -0.023*** -0.021%** 0.013*** 0.024*** 0.014*** 0.010** 0.009*
(0.003) (0.003) (0.004) (0.005) (0.004) (0.004) (0.005)
Land Suitability (Mean) 0.028*** 0.042*** 0.018*** 0.017*** 0.017***
(0.005) (0.005) (0.005) (0.005) (0.005)
Neolithic Transition Timing 0.061*** 0.058*** 0.055%**
(0.005) (0.005) (0.005)
Region of Birth FE Yes Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes Yes
Wave FE No No No Yes Yes Yes Yes
Individual Controls No No No No No Yes Yes
Adjusted-R? 0.02 0.02 0.03 0.03 0.03 0.04 0.04
Observations 130933 130933 130933 130933 130933 130933 130933

Notes: Using OLS regression, this table establishes that individuals’ valuation of job security vs other job characteristics (i.e., salary, colleagues,
job satisfaction) is negatively affected by temperature volatility (idiosyncratic risk) and positively affected by temperature spatial correlation
(aggregate uncertainty) in the country of birth. Additional geographical controls are the gini index of land suitability, distance to coast or
river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level. Individual controls include
age, gender, religion, education level, and income. Sample excludes small island countries. All independent variables have been normalized by
subtracting their mean and dividing by their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard

deviation in the independent variable on standard deviations in the dependent variable.

Heteroskedasticity robust clustered standard error

estimates are reported in parentheses; clustering at the region of interview and individual characteristics level; *** denotes statistical significance
at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

of job security being the most preferred job characteristic by 2.3 percentage points, while increasing

temperature spatial correlation by one standard deviation increases it by 1 percentage point.

5.1 Robustness

5.1.1 Alternative Estimation Method: Probit

The results are robust to the use of an alternative estimation method, rather than OLS. In particular,

using Probit, one can estimates the probability of observing preference for Job Security vs other job
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characteristics, conditional on intertemporal temperature volatility (idiosyncratic risk) as well as on
temperature spatial correlation (aggregate uncertainty). In line with the OLS estimates, as estab-
lished in Tables 9, larger temperature spatial correlation increases significantly the probability that
second generation migrants in Europe, as well as in the US, will be more loss averse, whereas greater
intertemporal temperature volatility decreases the probability that a second generation migrants in

Europe and the US will be loss averse.

5.1.2 Selection on Unobservables

This subsection examines the likelihood that omitted variables could alter the qualitative findings.
Table B.4 establishes that it is very improbable that omitted variables could have affected the qualita-
tive results presented in Tables 2 and 3. In particular, as established in Column (6), (using Columns
(5) as the baseline specifications), the estimated value of the coefficient on intertemporal temperature
volatility and temperature spatial correlation, if unobservables where as correlated as the observables
(i.e., Oster’s B* statistic), are very close to the estimated OLS coefficients. Furthermore, since zero
does not belong to the interval created by the estimated value on and Oster’s 8%, one can reject the
hypothesis that the value of the coefficient is driven exclusively by unobservables. In addition, the in-
dexes AET (Altonji et al., 2005; Bellows and Miguel, 2009) and § (Oster, 2014) measure how strongly
correlated unobservables would have to be in order to account for the full size of the coefficient on
temperature volatility and spatial correlation (v and ¢ subscripts correspondingly), are mostly different

from the critical value of 1.

5.1.3 The Insignificant Role of Preindustrial Development

In light of the adverse effect of climatic volatility on pre-industrial development, as capture by urban-
ization and population density in the year 1500 (Table 1), one may be concerned about the possibility
that climatic conditions affected the loss aversion via non-evolutionary channels. In particular, prein-
dustrial development and its potential effect on contemporary economic, institutional and cultural
characteristics may have directly affected the observed rate loss aversion rather than via the proposed
evolutionary channel.

The chosen empirical framework, however, mitigates these concerns since the analysis is based on

individual level data, accounting in particular, for income and education. Moreover, as reported in
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columns (7)-(9) of Table B.5, the effect of the climatic variables on loss aversion is orthogonal to the
potentially confounding effect of historical levels of population density in 1500, urbanization in 1800,
and GDP per capita in 1913.1%

However, the chosen empirical framework mitigates these concerns since the analysis uses individual
level data, accounting in particular, for income and education, Moreover, columns (7)-(9) in Table
B.X establish that the effect of the climatic variables on loss aversion is orthogonal to the potentially

confounding effect of historical levels of population density, urbanization, and GDP per capita.

6 Ethnic Group Level Analysis

6.1 Determinants of Loss Aversion

This section analyzes the determinants of loss aversion across ethnic groups. Variations in the preva-
lence and the distribution of loss-aversion across ethnic groups are captured by a variety of newly
introduced measures of the intensity of loss aversion. In particular, it analyzes the effect of intertem-
poral temperature volatility and temperature spatial correlation on the type of games played in the
ethnic group as reported by the Ethnographic Atlas (EA), as well as on the sleeping proximity of
parents to infant as reported by the (SCCS). The effect of intertemporal temperature volatility and
temperature spatial correlation on loss aversion, as captured by this measures of cautiousness, is

estimated via ordinary least squares (OLS) using the following specification:

LAc, = Bo + B{"temp?® + B{ " temp™ + Z Y0j Xej
J
+ Z’yleej + Z’}/rfsr + €
j T

vol

where LA, is the preference for loss aversion in ethnic group e in region r, temp}

and tempS®™" a

re
measured on the level of the ethnic group e, X.; is geographical characteristic j (absolute latitude,
mean elevation, mean temperature, mean land suitability and its standard deviation, distance to
coast or river and precipitation level), measured on the ethnic level of group e, E.; is ethnographic

characteristic j of group e (intensity of agriculture and animal husbandry, settlement structure and

81913 is the earliest date for which data on GDP per capita is available for a considerable number of countries.
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plow use), é, is a set of regional fixed effects for Americas, Old World and Africa, and €, is the error
term. The theory predicts negative effect of temperature volatility and positive effect of temperature

spatial correlation (i.e., BY° < 0 and 7" > 0).

Table 10: Determinants of Loss Aversion across Ethnic Groups

Preferences for Cautiousness

Ethnographic Atlas SCCS
(1) (2) ®3) (4) (%) (6)
Temperature (Volatility) -0.15%** -0.12%** -0.07*F** -0.10*** -0.08*** -0.76***
(0.02) (0.02) (0.02) (0.03) (0.03) (0.26)
Temperature (Spatial Correlation) 0.07#** 0.07#+* 0.07#** 0.07#+* 0.05%* 0.65%+*
(0.03) (0.02) (0.02) (0.02) (0.02) (0.24)
Temperature (Mean) 0.01 -0.00 -0.07#K* -0.05%* -0.02 -0.08
(0.02) (0.02) (0.03) (0.03) (0.02) (0.25)
Absolute Latitude -0.12%** -0.07** -0.03 0.52
(0.03) (0.04) (0.04) (0.34)
Elevation (Mean) -0.04%* -0.01 -0.00 -0.63**
(0.02) (0.03) (0.03) (0.27)
Land Suitability (Mean) -0.04%* -0.02 0.26
(0.02) (0.02) (0.20)
Ethnographic Controls No Yes Yes Yes Yes Yes
Additional Geographical Controls No No No Yes Yes Yes
Region FE No No No No Yes Yes
Adjusted-R? 0.28 0.40 0.41 0.42 0.47 0.14
Observations 471 471 471 471 471 123

Using OLS regression, this table establishes based on the Ethnographic Atlas and the SCCS that preferences for loss
aversion is negatively affected by temperature volatility (idiosyncratic risk) and positively affected by temperature
spatial correlation (aggregate uncertainty) in the region. Column 1-5 focus on preference for strategy over luck in
games based on v35 in the Ethnographic Atlas, and column 6 on preference for Sleeping Proximity of Parents to Infant
(v23) in the SSCS. Additional geographical controls are standard deviation of land suitability, distance to coast or river,
and the level of precipitation. Ethnographic controls include intensity of agriculture and animal husbandry, settlement
structure, and plow use. Region fixed effects include dummy variables for Americas, Old World and Africa that may
govern the characteristics of ethnic groups. All independent variables have been normalized by subtracting their mean
and dividing by their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard
deviation in the independent variable on standard deviations in the dependent variable. Heteroskedasticity robust
standard error estimates clustered at the parental country of origin level are reported in parentheses; *** denotes
statistical significance at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

Table 10 establishes a negative statistically and economically significant effect of temperature
volatility and positive significant effect of temperature spatial correlation on preference for cautiousness
at the ethnic group level. The result, based on the EA, is robust for the inclusion of ethnographic
controls (Column 2), additional geographical controls (Columns 3 and 4) and region fixed effects

(Column 5). These results are remarkably stable and remain significant on the 1%- and 5%-level

across specifications.
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In addition, results based on the SCCS data are qualitatively the same. In particular, Column
6 replicates specification of Column 5 for SCCS data and establishes negative significant effect of
temperature volatility and positive significant effect of temperature spatial correlation on preference

for cautiousness, as captured by the sleeping proximity of parents to infant reported in SCCS.

6.2 Robustness
6.2.1 Selection on Unobservables

This subsection examines the likelihood that omitted variables could alter the qualitative findings.
Table B.4 establishes that it is very improbable that omitted variables could have affected the quali-
tative results presented in Tables 2 and 3. In particular, as established in column (8) , (using columns
(7) as the baseline specifications), the estimated value of the coefficient on intertemporal temperature
volatility and temperature spatial correlation, if unobservables where as correlated as the observables
(i.e., Oster’s B* statistic), are very close to the estimated OLS coefficients. Furthermore, since zero
does not belong to the interval created by the estimated value on and Oster’s 8%, one can reject the
hypothesis that the value of the coefficient is driven exclusively by unobservables. In addition, the
indexes AET (Altonji et al., 2005; Bellows and Miguel, 2009) and ¢ (Oster, 2014) measure how strongly
correlated unobservables would have to be in order to account for the full size of the coefficient on
temperature volatility and spatial correlation (v and ¢ subscripts correspondingly), are different from

the critical value of 1.

6.2.2 Placebo Tests

This section establishes that the relationship between intertemporal temperature volatility and spatial
correlation in temperature and the proposed proxies of loss aversion are unique to ethnographic charac-
teristics that reflect cautiousness about losses, rather than a broader spectrum of ethnographic traits.
A wide spectrum of placebo tests demonstrates that indeed intertemporal temperature volatility and
spatial correlation in temperature do not affect other cultural characteristics at the ethnic group level.

In particular, as established in Table 11, ethnographic characteristics such as sex taboos, group’s
political integration, inheritance property rights, gender roles in agriculture, attitude towards premar-
ital sex, and belief in the evil eye are affected neither by intertemporal temperature volatility nor by

the temperature spatial correlation, lending further credence to the proposed hypothesis.
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Table 11: Determinants of Loss Aversion across Ethnic Groups: Placebo Tests

(1) (2) 3) (4) (5) (6)
Sex Political Property  Gender  Premarital Evil Eye
Taboos  Integration Rights Roles Sex Belief
Temperature (Volatility) 0.12 0.07 0.01 -0.05 0.21 -0.00
(0.15) (0.13) (0.02) (0.04) (0.15) (0.06)
Temperature (Spatial Correlation) 0.04 -0.12 -0.01 0.02 -0.15 -0.01
(0.12) (0.13) (0.02) (0.04) (0.14) (0.05)
Temperature (Mean) 0.06 0.21%* 0.01 -0.08** -0.30** 0.07*
(0.19) (0.09) (0.03) (0.03) (0.14) (0.04)
Absolute Latitude -0.05 0.41%* 0.03 0.02 -0.37** 0.11
(0.23) (0.17) (0.03) (0.05) (0.18) (0.08)
Elevation (Mean) 0.13 -0.37HK% 0.06** -0.05 -0.14 0.13**
(0.15) (0.13) (0.02) (0.03) (0.12) (0.06)
Land Suitability (Mean) 0.04 0.12 -0.01 -0.01 -0.08 0.06
(0.10) (0.10) (0.02) (0.03) (0.10) (0.04)
Ethnographic Controls Yes Yes Yes Yes Yes Yes
Additional Geographical Controls Yes Yes Yes Yes Yes Yes
Region FE Yes Yes Yes Yes Yes Yes
Adjusted-R? 0.19 0.41 0.60 0.04 0.07 0.23
Observations 374 314 816 737 586 199

Notes: Using OLS regression, this table establishes that behavioral characteristics that are orthogonal to loss aversion
(i.e., severity of post-partum sex taboos, level of political integration, presence of property rights, presence of distinct
gender roles in agriculture, norms of premarital sexual behavior and presence of evil eye belief) are neither affected
by temperature volatility (idiosyncratic risk), nor by temperature spatial correlation (aggregate uncertainty) in the
parental country of origin. Additional geographical controls are land suitability standard deviation, distance to coast or
river and precipitation level. Ethnographic controls include intensity of agriculture and animal husbandry, settlement
structure and plow use. Region fixed effects include dummy variables for Americas, Old World and Africa that may
govern the characteristics of ethnic groups. All independent variables have been normalized by subtracting their mean
and dividing by their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard
deviation in the independent variable on standard deviations in the dependent variable. Heteroskedasticity robust
standard error estimates clustered at the parental country of origin level are reported in parentheses; *** denotes
statistical significance at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

7 Concluding Remarks

This research explores the origins of loss aversion and the variation in the prevalence of this important
traits across regions, nations, and ethnic groups. It advances the hypothesis and establishes empirically
that the evolution of loss aversion in the course of human history can be traced to the adaptation of
individuals to the asymmetric effects of climatic shocks on reproductive success during the Malthusian
epoch; an era in which adverse climatic conditions could have brought individuals to extinction.

The study develops an evolutionary theory that captures the fundamental asymmetry that the
Malthusian environment has generated with respect to the attitude of individuals towards gains and

loses in productivity, and thus with respect to the evolution of loss aversion.
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Exploiting variations in the degree of loss aversion among second generation migrants in Europe
and the US, as well as across precolonial ethnic groups, the research establishes that consistent with
the predictions of the theory, individuals and ethnic groups that are originated in regions in which
climatic conditions tended to be spatially correlated, and thus shocks were aggregate in nature, are
characterized by greater intensity of loss aversion, while descendants of regions marked by climatic

volatility have greater propensity towards loss-neutrality.
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Appendix (Supplementary Online Material)

A Climatic Stability Over the Period 700-2000

A.1 Temperature Volatility: 1900-2000 Relative to Earlier Centuries
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Figure A.1: Contemporary vs. Historical Intertemporal Temperature Volatility
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A.2 Mean Temperature: 1900-2000 Relative to Earlier Centuries
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B Robustness Checks

B.1 Alternative Estimation Method: Probit and Ordered Probit

This subsection establishes that the results obtained in sections 4 and 5 are robust to the use of an
alternative estimation method, rather than OLS. In particular, using Ordered Probit for the ESS and
GSS and Probit for the WVS, one can estimates the probability of observing the ranked preference
(in the ESS and GSS) or the preference for Job Security (in the WVS), conditional on intertemporal
temperature volatility (idiosyncratic risk) as well as on temperature spatial correlation (aggregate

uncertainty).

Table B.1: Determinants of Loss Aversion: Second Generation Migrants in Europe (Ordered Probit)

Preferred job Characteristic: Security vs. Salary

(1) (2) 3) (4) () (6)
Temperature (Volatility) -0.194%%%  _0.279%** (. 284%FF  (0.202%**  _(.298***  _(.286%**
(0.060)  (0.062)  (0.083)  (0.083)  (0.083)  (0.083)
Temperature (Spatial Correlation) 0.043* 0.068%*  0.077*F*  0.074%F*  0.075***  0.075%**
(0.025)  (0.027)  (0.028)  (0.027)  (0.027)  (0.027)

Temperature (Mean) -0.172%4%  .0.125* -0.116 -0.160 -0.165 -0.095
(0.055) (0.066) (0.122) (0.125) (0.122) (0.125)
Absolute Latitude 0.1171%%* 0.166** 0.134* 0.138* 0.195%*
(0.041) (0.074) (0.078) (0.078) (0.079)

Elevation (Mean) -0.008 0.008 -0.003 -0.002 0.009
(0.021) (0.028) (0.031) (0.031) (0.031)

Land Suitability (Mean) 0.031 0.017 0.015 0.013
(0.055) (0.060) (0.061) (0.060)

Neolithic Transition Timing 0.023 0.024 0.012

(0.021)  (0.021)  (0.021)

Country of Birth FE Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes
Round FE No No No No Yes Yes
Individual Controls No No No No No Yes
Pseudo- R? 0.03 0.03 0.03 0.03 0.03 0.04
Observations 3907 3907 3907 3907 3907 3907

Notes: Using Ordered Probit regressions, this table establishes that the preferred job characteristics of second gener-
ation migrants reflect loss aversion. In particular, their valuation of job security vs. salary is negatively affected by
temperature volatility (idiosyncratic risk) and positively affected by temperature spatial correlation (aggregate uncer-
tainty) in the parental country of origin. Additional geographical controls are land suitability gini, distance to coast or
river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation level.
Individual controls include age, gender, number of siblings, religion, education level, and income. Sample excludes
small island countries. All independent variables have been normalized by subtracting their mean and dividing by
their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard deviation in the
independent variable on standard deviations in the dependent variable. Heteroskedasticity robust standard error esti-
mates clustered at the parental country of origin level are reported in parentheses; *** denotes statistical significance
at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.
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Table B.2: Determinants of Loss Aversion: Second Generation Migrants in the US (Ordered Probit)

Preferred Job Characteristic

Security vs Others Security vs Salary
(1) 2) 3) (4) (5) (6) (M
Temperature (Volatility) -0.15%  -0.19%F  -0.30%**  -0.28%FF  _0.41%**  -0.29%FF  _(0.36%**

(0.09)  (0.08)  (0.08)  (0.08)  (0.08)  (0.09)  (0.10)
Temperature (Spatial Correlation) 0.11**%  0.13***  0.11%*  0.14%**  (0.14%%F  0.13***  (0.16%**
(0.05)  (0.05)  (0.05)  (0.05)  (0.04)  (0.04)  (0.04)

Temperature (Mean) -0.04 -0.01 -0.15 0.03 -0.02 0.08 0.13
(0.07) (0.14) (0.10) (0.15) (0.19) (0.17) (0.18)
Absolute Latitude 0.04 -0.06 0.08 0.13 0.27 0.30
(0.12) (0.17) (0.19) (0.23) (0.19) (0.20)
Elevation (Mean) -0.04 -0.07 0.02 -0.01 0.06 0.02
(0.06) (0.06) (0.07) (0.10) (0.09) (0.09)
Land Suitability (Mean) -0.09 -0.05 -0.11 -0.10 -0.14
(0.08) (0.08) (0.07) (0.10) (0.09)
Neolithic Transition Timing -0.11* -0.10 -0.08 -0.08
(0.06) (0.07) (0.06) (0.06)
Region of Birth FE Yes Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes Yes
Wave FE No No No No Yes No Yes
Individual Controls No No No No Yes No Yes
Pseudo- R? 0.01 0.01 0.01 0.01 0.05 0.02 0.03
Observations 1328 1328 1328 1328 1171 1181 1171

Using Ordered Probit regression, this table establishes that the preferred job characteristics of second generation
migrants reflect loss aversion. In particular, their valuation of job security vs other characteristics (salary, short
working hours, promotion opportunities and job satisfaction) and of job security vs. salary is negatively affected
by temperature volatility (idiosyncratic risk) and positively affected by temperature spatial correlation (aggregate
uncertainty) in the parental country of origin. Additional geographical controls are land suitability gini, distance to
coast or river, landlocked dummy, percentage of land in the tropical, subtropical and temperate zones and precipitation
level. Individual controls include age, gender, number of siblings, religion, education level, and income. Sample excludes
small island countries. All independent variables have been normalized by subtracting their mean and dividing by
their standard deviation. Thus, all coefficients can be compared and show the effect of a one standard deviation
in the independent variable on standard deviations in the dependent variable. Heteroskedasticity robust standard
error estimates clustered at the parental country of origin level are reported in parentheses; *** denotes statistical
significance at the 1% level, ** at the 5% level, and * at the 10% level, all for two-sided hypothesis tests.

In line with the predictions of the theory, as well as with the OLS estimates, as established in
Tables B.1, B.2, and 9 larger temperature spatial correlation increases significantly the probability
that: (i) second generation migrants in Europe, (ii) second generation migrants in the US, and (iii)

individuals in the WVS, will be more loss averse, whereas greater intertemporal temperature volatility

decreases the probability that individuals in these distinct samples will be loss averse.
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Table B.3: Determinants of Loss Aversion: Individuals in the WVS (Probit)

Preferred Job Characteristic: Security vs Others

1) (2) 3) (4) (5) (6) (7)
Temperature (Volatility) -0.062***  -0.066***  -0.047***  -0.030***  -0.030***  -0.030***
(0.006) (0.006) (0.008) (0.008) (0.008) (0.008)
Temperature (Spatial Correlation) 0.013***  0.014%%*  0.016***  0.021*%**  0.019***  0.016%**
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004)
Temperature (Volatility, Ancestral) -0.023%**
(0.007)
Temp (Spatial Correlation, Ancestral) 0.010**
(0.004)
Temperature (Mean) -0.017%%* -0.008 0.009 0.044*** 0.050%** 0.047%** 0.046%**
(0.005)  (0.007)  (0.009)  (0.010)  (0.010)  (0.009)  (0.010)
Absolute Latitude 0.014** 0.009 0.040%** 0.072%** 0.065%** 0.056%**
(0.007)  (0.010)  (0.011)  (0.011)  (0.011)  (0.011)
Elevation (Mean) -0.023%**  _0.021%*%*  (0.014%** 0.025%** 0.014*** 0.010** 0.008%*
(0.003)  (0.003)  (0.004)  (0.005)  (0.005)  (0.005)  (0.005)
Land Suitability (Mean) 0.026*** 0.039*** 0.015%** 0.015%** 0.014%**
(0.005)  (0.005)  (0.005)  (0.005)  (0.005)
Neolithic Transition Timing 0.062***  0.059*%**  (0.056***
(0.005)  (0.005)  (0.005)
Region of Birth FE Yes Yes Yes Yes Yes Yes Yes
Additional Geographical Controls No No Yes Yes Yes Yes Yes
Year FE No No No Yes Yes Yes Yes
Individual Controls No No No No No Yes Yes
Pseudo-R? 0.01 0.01 0.02 0.03 0.03 0.03 0.03
Observations 130933 130933 130933 130933 130933 130933 130933

Notes: Using Probit regression, this table establishes that individuals’ valuation of job security vs other job characteristics (i.e.,
salary, colleagues, job satisfaction) is negatively affected by temperature volatility (id