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When do Heuristics Matter in Global Capital Markets? The Case of
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ABSTRACT
Several recent publications have argued that the use of heuristics by
financial investors can distort global capital flows, but scholars have paid
little attention to the scope conditions that determine when heuristics
become influential (and when they don’t). Building on work in economic
sociology and behavioural finance we suggest that the degree to which
investment heuristics can bias aggregate capital flows depends on the
levels of uncertainty and self-referentiality that structure the
environments under which investment decisions are being made.
Applying these insights to the two principal global markets for corporate
investment, we argue that the institutional structure of markets for
short-term portfolio equity investments (PEI) is far more conducive to
trigger the mimetic adoption of a specific heuristic than in markets for
long-term foreign direct investments (FDI). To test this hypothesis, we
leverage the high level of arbitrariness of the selection of Brazil, Russia,
India and China into the BRIC acronym and empirically examine the
impact of its remarkable rise to prominence among communities of
financial investors in the mid-2000s on global capital flows to emerging
economies. In line with the theoretical argument, we find robust
evidence of a strong BRIC-bias in markets for PEI but not FDI.
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Introduction

Confronted with the devastating consequences of the near-breakdown of the global financial system in
2007–08, a growing number of scholars has emphasized that capital market participants are less
‘rational’ than standard economic theory tends to assume. Thus reinvigorating a long-standing research
tradition on the boundedness of human rationality, this has led to an increasing re-recognition of the
role of heuristics in investment decision-making processes in recent scholarship. This literature,
however, has focused primarily on showing that heuristics can matter as determinants of global
capital flows, and it has paid less attention to the question when they matter (and when they don’t).
Against this background, this article aims to think more systematically about the scope conditions,
which may play a role in making heuristics more salient in some investment-decision making processes
than in others, and reflect on how they may affect different types of investments differently.

Taking inspiration from theoretical work in economic sociology and behavioural finance, we
suggest that the susceptibility of heuristics to influence aggregate capital flows depends on the
degrees of uncertainty and self-referentiality that characterise the environments under which
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investment decisions are being made. Applying these propositions to the two principal markets for
global corporate investments, we hypothesise that fashion-like investment heuristics are more likely
to drive short-term portfolio equity (PEI) than long-term foreign direct investment (FDI) decisions.
While markets for PEI are built upon quick decisions taken by individual investors operating in
self-referential environments, investment decisions in markets for FDI are normally the result of
lengthy and careful deliberations by heterogeneous teams of specialists. Furthermore, opportunities
for secondary trading are limited in markets for FDI. As a result, FDI assets are relatively illiquid and, in
comparison to markets for PEI, financial returns are more strongly tied to the actual realisation of
anticipated material trends than the perception thereof by other market participants. Accordingly,
we suggest, following investment fashions and fads can be a profitable (and to some extent ‘rational’)
strategy in markets for PEI, but not FDI. By implication we expect FDI decisions in aggregate to be
more resistant to the unravelling of fashion-like investment trends than those driving the allocation
of capital in markets for PEI.

To test this hypothesis, our empirical investigation centres on the remarkable rise to prominence
of the BRIC acronym among financial investment communities in the mid-2000s as a ‘most likely case’
scenario of a situation in which an unfounded investment narrative had the potential to affect the
material allocation of global capital. Leveraging the high degree of arbitrariness of the selection of
Brazil, Russia, India and China into the acronym, we track its spread in the financial press through
several word-frequency measures and use a series of error-correction models to assess its short-
and long-term impacts on PEI and FDI flows destined to emerging markets. In line with theoretical
expectations, we find a strong and robust positive association in the case of PEI, but no clear relation-
ship in markets for FDI.

Although the empirical investigation is limited to the case of one specific heuristic and similar
dynamics will have to be analysed in other contexts in future work, the results clearly indicate that
the spread of investment fashions does not distort capital flows in an automatic manner. Instead,
the degree to which heuristics affect capital market movements appears to critically depend on
the structural-institutional features of the environment under which investment decisions are
being made.

Theoretical background

From the early 1950s onwards, a strong emphasis on the rationality of economic agents and the
efficiency of capital markets started to gain the upper hand in mainstream economic and financial
theory. Since then standard neoclassical economic theory - building on Eugene Fama’s (1970) (in)fa-
mous ‘efficient-market hypothesis’ - has promoted strong claims about the rationality of capital
market behaviours. Most importantly, mainstream economists have generally defended the idea
that aggregate capital flows follow (and correctly anticipate) real trends in economic fundamentals
and that the collective judgments of capital market participants almost always ‘get it right’ (e.g.
Krugman 1979). In contrast, a long tradition of research about economic decision-making closer to
the fields of psychology and sociology (which dates back at least to Keynes’ General Theory and
has gained new momentum in the aftermath of the Global Financial Crisis) has emphasized the
boundedness of investor rationality (Tversky and Kahneman 1975, Simon 1991), arguing that cogni-
tive shortcuts and heuristics can systematically bias individual and collective judgments. As studies in
the latter camp have pointed out, individuals deciding where to invest confront two types of infor-
mation problems simultaneously: on the one hand, there is more information available about past
and current economic trends than they can possibly process (problem of information overload; see
especially Mosley 2003). On the other hand, they possess too little information about the coming
evolution of economic fundamentals because key parameters about what is going to happen in
the future necessarily remain in the dark (problem of uncertainty; see especially Beckert 2016). To
‘solve’ these information problems, these scholars have argued, investors need to rely on heuristics,
cognitive devices which make decision-making possible by providing focal points that tell investors

852 L. LINSI AND F. SCHAFFNER



what information (about the past and present) to look at while at the same time also enabling them
to visualise the future by charting scenarios about the likely course of unknowable (future) events.

As various strands of research have shown, there is a great variety of types of such heuristics that
investors can employ. The seminal work by Kahneman and Tversky that laid the foundations for the
field of behavioural finance has emphasized general rules that guide individuals’ processing of stat-
istical information, such as the availability, representativeness and anchoring heuristics (Tversky and
Kahneman 1975). Scholars taking inspiration from sociological and literary theory have highlighted
how broader narratives and fictive imaginations play an important role through the provision of ima-
ginary ‘as-if-worlds’ that enable actors to visualise unknowable future trends (Beckert 2016, Shiller
2015, Leins 2018; also Nelson and Katzenstein 2014). Finally, several investigations in the field of Inter-
national Political Economy have studied investors’ use of concrete judgmental devices in empirical
detail: Layna Mosley (2003) has shed light on the narrow set of macroeconomic indicators that inves-
tors refer to when evaluating a country’s economic prospects. Julia Gray (2013) has focused on the
use of a country’smembership in specific international organisations as a cognitive shortcut that inves-
tors employ to assess a government’s creditworthiness. Brazys and Hardiman (2015) have shown how
the discursive inclusion of Ireland into the ‘PIIGS’ acronym affected the country’s bond yield move-
ments. And Brooks et al. (2015) have found similar effects of various types of country groupings in
a broader perspective.

A solid body of evidence thus suggests that heuristics do play an important role in the allocation of
global capital. And Nobel laureate Robert Shiller’s (2017) prominent call to take narratives seriously in
his 2017 presidential address to the American Economics Association suggests that these views are
also increasingly being taken into consideration in mainstream economics and finance. Yet, while
the recognition that investors’ reliance on heuristics can influence global capital flows has spread
more widely in recent years, a seemingly crucial issue that has so far received only little systematic
attention is the question why heuristics appear to become salient in some instances but not in
many others. In other words, what are the scope conditions that trigger or inhibit the influence of
the use of heuristics on the allocation of global capital?

The scope conditions for the mimetic (non-)adoption of investment heuristics

When and why heuristics have a systematically distorting influence on aggregate capital flows
depends not only on considerations at the level of individual investors, but primarily on the social
dynamics under which they operate. As advocates of the efficient market hypothesis have pointed
out, the observation that investors use heuristics does not necessarily mean that financial markets
are inefficient. For as long as individual market participants employ heuristics independently, biases
present in individual decisions are likely to cancel each other out at the aggregate level. Put differ-
ently: the use of heuristics by individual investors only leads to distortions in capital markets if
many market participants rely on the same heuristic at the same time. In this view, the core question
to consider is not simply whether investors use heuristics or not (they almost certainly do), but when
and under what circumstances it becomes more likely that a significant number of market partici-
pants use the same heuristic simultaneously.

Classic studies in behavioural finance and economic sociology have suggested that the likelihood
for this to occur critically depends on the degrees of uncertainty (cf. Knight 1921, Keynes 1935,
Tversky and Kahneman 1975, Nelson and Katzenstein 2014, Beckert 2016) and self-referentiality
(Callon 1998, Temin and Voth 2004, MacKenzie 2006, Turco and Zuckerman 2014; also Eichengreen
et al. 1996, Obstfeld 1996) that structure the environments under which investors decide. If infor-
mation about economic fundamentals is readily available and if investors have the time and
resources to process that information, they have incentives to analyze it carefully in order to trans-
form ‘unknown unknowns’ into ‘known unknowns’ (cf. Knight 1921).1 Yet, turning uncertainties
into risks is a demanding and costly procedure that takes time. If information is unavailable or inves-
tors don’t have the necessary resources or expertise to perform such analyses, they become pressed
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to use cognitive shortcuts instead. One particularly available heuristic strategy that investors can rely
on under such circumstances is to ‘outsource’ investment analyses by simply following the decisions
taken by their peers – thereby triggering a process that can lead to the intersubjective convergence
on one heuristic through mechanisms of mimetic diffusion (cf. DiMaggio and Powell 1983).

The second critical scope condition relates more closely to structural features of capital market insti-
tutions themselves, in particular the logic driving the generation of financial returns. In a situation in
which financial profits are strictly dependent on the actual materialisation of fundamental trends, an
investment decision based on a ‘wrong’ forecast comes at a cost. Therefore investors face strong incen-
tives to avoid following unfounded fashion-like investment ideas when financial rewards or punish-
ments stand and fall with the fulfilment of predicted material trends. Yet, as the connection
between financial returns and the developments in underlying trends becomes weaker, the strength
of these inhibitions wanes. In strongly self-referential environments, in which financial wins or losses
are primarily determined by second-order obsevations, the logic can even turn the other way: in situ-
ations in which, as Keynes famously put it in his ‘beauty contest’ analogy, financial returns are not pri-
marily a function of the actual unfolding of fundamental trends but of ‘what average opinion expects
the average opinion to be’ (Keynes 1935, p. 156), anticipating upcoming investment fashions – in the
hopes that one can ‘jump off’ before the bubble bursts – can turn mimetic investment behaviour into
an altogether rational strategy (Soros 1987, Temin and Voth 2004, Turco and Zuckerman 2014).

While the importance of uncertainty and self-referentiality as structuring features of financial
markets has been studied for decades, only few empirical studies have attempted to evaluate the
impact of variations in these dimensions on investment decisions in a systematic manner. This
study proposes to do so by leveraging variations in these dimensions across different segments of
global capital markets.

The differential salience of heuristics in markets for short- and long-term investments

Given the breadth and complexity of global financial markets, systematic differences in the prominence
of degrees of uncertainty and self-referentiality could potentially be evaluated at many levels. While
more fine-grained comparisons may offer a fruitful avenue for future research, the approach that we
pursue here deliberately focuses on a comparison at a high (but, we believe, compelling) level of
abstraction: markets for portfolio equity (PEI) vs. foreign direct investments (FDI).2 Although investors
in both areas in principle pursue a similar goal – i.e. to invest in the companies promising the greatest
future profitability -, the two markets are characterised by distinct decision-making processes as well as
different logics driving the generation of financial returns - and, by implication, clear differences in the
degrees of uncertainty and self-referentiality that structure investment decisions.

The role of heuristics in markets for FDI
Markets for FDI refer to the international trading of large-stake ownership shares3, in which foreign
investors either build a new (oftentimes wholly owned) business or acquire a substantive equity stake
in an already existing company. In contrast to the case of PEI, FDI investors intend to have some
degree of managerial control over the company they are investing in. Because FDI projects are often-
times highly specialised and the assets in question are frequently not traded publically, the liquidity
of markets is thin. Accordingly, the predominant rationale for FDI investments is not to make a profit
by re-selling stakes in the short- to medium term, but to benefit directly from revenue streams that
the target company is projected to generate in the longer-term future (cf. Dunning 1988). While these
features are particularly pertinent for greenfield projects, they are also relevant for mergers and
acquisitions (M&A) FDI. Although takeovers may in some instances be driven by short-term incen-
tives, this does not generally seem to be the case. One careful empirical investigation of cross-
border M&A in emerging markets found that even foreign takeovers undertaken in times of
financial crises – i.e. instance of so-called ‘fire-sale FDI’ –tend to have a clear long-term orientation
(see Alquist et al. 2013).4 By implication, we suggest, the degree of self-referentiality is relatively
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low in markets for FDI and, given the limited opportunities for secondary trading, there is little poten-
tial to ‘play’ peers’ expectations – along the lines of Soros’ (1987) suggestions - in markets for FDI.

At the same time, FDI decision-making processes are characterised by careful and thorough delib-
eration proceedings that involve multiple steps and heterogeneous groups of experts (Aharoni 1966,
Thomas 1997, Buckley et al. 2007, Maitland and Sammartino 2015a, 2015b, Clark et al. 2018). A vign-
ette experiment with high-level managers suggests that FDI decision-makers ‘follow fairly rational
rules… in creating sets of investments to “consider”’, focusing on ‘basic fundamental operational
factors’ (Buckley et al. 2007, p. 1086). Furthermore, location decision processes typically unfold
over several years and involve many individuals. The careful in-depth investigation of an Australian
mining company’s FDI decision by Maitland and Sammartino (2015a, 2015b) reveals that one single
acquisition required numerous site visits, the hiring of specialised location consultants, and in-house
deliberations involving 11 high-level managers (including CEO, CFO, geologists, lawyers and public
relations specialists) that together considered over 41 decision criteria that the authors categorise
into seven separate knowledge domains (Maitland and Sammartino 2015b, pp. 746–747).

Although FDI investors are no more able to foresee the future than others, they can thus rely on
expertise assembled from a diverse group of people specialised in various areas; they do have the
necessary time to evaluate that information carefully; and they have to amply justify their reasoning
in team meetings. This does not mean that FDI decision-makers are immune to the usage of heuris-
tics. They too grapple with the intrinsic unpredictability of the future, absorb investment narratives
circulating among their peer networks, and rely on contestable indicators and practices when
coming to their decisions. But they benefit from the input of information from diverse sources and
- given that the stakes are usually very high (FDI investment decisions are in most cases very
costly and difficult to reverse) - , they face strong incentives to take that input seriously. In other
words, the institutional procedures underlying a FDI decision involve a useful ‘rubbing [of]
different interpretative schemes one against another’ (Doz and Prahalad 1984) that make it probable
that the flaws of an unfounded investment heuristic will be exposed and effectively resisted at some
stage of the lengthy FDI decision-making process.

Given the comparatively low degrees of self-referentiality and uncertainty resulting from these
considerations, we view the likelihood for FDI decisions at the aggregate level to be shaped by
the latest investment fashion to be relatively low.

The role of heuristics in markets for PEI
Trading of short-term equities in markets for PEI is characterised by notably distinct processes (cf.
Santiso 1999, Beunza and Garud 2007, Turco and Zuckerman 2014, Leins 2018). Unlike FDI investors,
participants in markets for PEI do not intend to control the companies they invest in. Their general strat-
egy is to buy a minority stake in a company when prices are low and re-sell them when they are high.
Decision-making environments are very different from the case of FDI: PEI investors usually act indivi-
dually or in small teams and, seeking to exploit temporary mispricings before they are being priced in,
they have to take decisions quickly (Santiso 1999, Leins 2018). In contrast to FDI investors, they can nor-
mally not base their decisions on project-specific in-depth expert assessments. Instead, their reasoning
is centred around calculative frames (Beunza and Garud 2007) and plausible narratives (Leins 2018). Fur-
thermore, the widespread use of benchmarking techniques by financial firms’ management– and in
particular the ruthless punishment of investors who fail to meet market averages (cf. Santiso 1999;
also Shleifer and Vishny 1997) - creates strong incentives for PEI investors to follow prevailing consensus
among their peers in order to avoid being out-performed (Beunza and Garud 2007, p. 17). In short: the
high degree of uncertainty and intense competitive pressures seem to provide a fertile ground for the
rapid spread of heuristics among professional networks of PEI investors.

In addition, the logic of the generation of financial returns in markets for PEI further reinforces
these pressures towards mimetic investor behaviour. As contributions from economic sociology
(Kirshner 2003, MacKenzie 2006, Beunza and Garud 2007, Turco and Zuckerman 2014, Beckert
2016), behavioural finance (Shiller 2015) and anthropology of finance (Leins 2018) have argued,
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the short time horizon of PEI investors and the high liquidity of the assets they are trading make
markets for PEI conducive to the triggering of self-fulfilling dynamics. While returns on FDI are
largely determined by corporate revenue streams resulting from the materialisation of corporate-
economic trends, the ups and downs of prices in markets for PEI are primarily a function of
changes in present expectations about future trends (see especially Beckert 2016). By implication,
financial rewards in markets for PEI are more strongly driven by second-order observations - i.e.
other market participants’ simultaneous assessment and implicit pricing of anticipated future
trends - rather than the actual playing out of material developments.

These characteristics can have crucial implications for the function of heuristics as decision-making
devices in markets for PEI. If financial returns were clearly tied to the materialisation of underlying
trends (as they are, in our view, in the case of FDI), the following of unfounded investment fashions
would constitute a losing strategy. But in self-referential environments, in which the usage of a heuristic
itself can directly influence the perceived value of an asset, this needs not be the case. In effect, under
such circumstances the deliberate following of biased investment trends can result in financial rewards
rather than losses (cf. Soros 1987, Temin and Voth 2004, Turco and Zuckerman 2014): if an unfounded
investment fashion circulated in the financial media starts being taken up by some investors and capital
starts flowing towards the promoted assets, their price will indeed increase for some time. As a result, as
long as they are able to re-sell the assets before markets correct, investors whomanage to ‘jump on’ the
fashion-like trend early are bound to make financial gains even if their predictions ultimately turn out to
be wrong. In this sense, the frequent characterisation of fashion-like heuristics as ‘irrational aberrances’
can be misleading, for in contexts marked by self-referential dynamics, they can also function as valu-
able coordination devices for shrewd investors eager to play the expectations game.5

In sum: although both FDI and PEI investors are likely to employ heuristics when taking investment
decisions, the characteristics of the environment of FDI discourage and punish the uninformed fol-
lowing of peers, while mimetic investor behaviour is encouraged and (potentially) rewarded by
the high degrees of uncertainty and self-referentiality that characterise markets for PEI. The remain-
der of this article evaluates the implications of these differences at the example of one of the most
prominent investment heuristics of recent years: the remarkable rise to popularity of the BRIC
acronym in finance in the mid-2000s.

Empirical analysis

In a research paper published in November 2001, Jim O’Neill (Goldman Sachs’ chief economist at the
time) coined the acronym BRIC to draw attention to the considerable size of non-Western economies
and call for a corresponding reform of global economic governance institutions. As O’Neill explains in
his book-length treatment of the subject published ten years later (O’Neill 2011), his selection of Brazil,
Russia, India and China into the acronymwas not based on considerations about the economic funda-
mentals of these economies, but - in line with the nature of his original claims - merely their economic
size and political influence (see also Armijo 2007): O’Neill, who had never properly visited three of the
four BRIC economies before 2001, explains that China and India were ‘easy pick[s]’ (O’Neill 2011, p. 20)
because of the sheer size of their populations. Given his focus on global governance reforms, Russia
was an ‘obvious choice’ because it had already participated at the G7 (Ibid:20). Finally, to draw a geo-
graphically inclusive concept, O’Neill decided to also include a Latin American country. The choice of
Brazil over Mexico, O’Neill describes, was not only based on the fitting metaphor of the resulting
acronym but also the fact that ‘Brazil… happens to produce some of the world’s best football
players (an ongoing subject of obsession for this author)’ (Ibid:22).

O’Neill’s paper didn’t immediately receive a lot of attention (Ibid:3), but from 2003 onwards the
acronym started to become increasingly popular among communities of investors. By that time,
the meaning attributed to the acronym had already transformed from a political into a financial
message. Irrespective of the fact that a more systematic analysis of developing countries’ growth pro-
spects by Goldman Sachs’ Research Department (O’Neill et al. 2005) had found the economic
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fundamentals of the four BRIC economies to be largely unimpressive6, conference speakers, financial
journalists and fund managers started using the term not to illustrate the size or political importance
of emerging markets in the world economy, but simply as ‘a shorthand for big markets…with out-
sized growth prospects’ (Temple 2004; emphasis added). Against the original motivation for the cre-
ation of the term, the acronym thus came to be used as a discursive tool that aimed to emphasize
the exceptional macroeconomic prospects of Brazil, Russia, India and China - the ‘shining stars’
among the emerging economies (see Sum 2013, p. 543; Wansleben 2013, p. 453; Fourcade 2013)
promising ‘returns measured in 100s of per cent’ (Foster 2007). Although some investors openly cri-
ticised the highly arbitrary nature of the selection of these four specific countries into this message7

and despite O’Neill’s (2011, p. 28) own admission that he found it ‘amusing that it was considered so
profound’, the term became immensely popular among financial market participants in the mid-
2000s. For a few years in the build-up to the Global Financial Crisis of 2007–08, the acronym
turned into what FT columnist Gillian Tett (2010) described as a ‘near ubiquitous’ financial term at
the epicenter of a wave of optimism about the perceived economic prospects of emerging
markets more generally (see also Sum 2013, Wansleben 2013).

Ultimately, the financial crisis of 2007–08 led to sharp withdrawals of funds from all emerging
market destinations (including all four BRICs), putting an end to the ‘BRIC dreams’ in financial
markets. Interestingly, the acronym subsequently experienced a remarkable revival as a geopolitical
concept8 when the BRIC-turned-BRICS idea (including South Africa from 2010 onwards) gradually
transformed into a political reality in the form of a series of high-level ministerial summits, a devel-
opment bank and a bailout fund (see Ban and Blyth 2013, Fourcade 2013). Yet, in contrast to its
enthusiastic uptake in geopolitics, the acronym failed to regain its previous appeal in financial
markets where – bugged down by the dismal economic performance of Brazil and Russia as well
as the marked slowdown of China - it was gradually supplanted by the emergence of various rival
acronyms (e.g. the Next-11, MINTS or CEVITS).9

Our statistical analyses thus aim to assess whether and to what extent the rise and spread of the
BRIC acronym among financial communities affected patterns in global flows of FDI and PEI before
2008. Three aspects make it a particularly well suited case to test our theoretical argument: First, it is
an archetypical example of an unfounded fashion-like investment heuristic and its remarkable rise to
prominence in the mid-2000s is highlighted – but not systematically tested - in several recent studies
that theorise the influence of heuristics in financial markets (Beckert 2013, p. 227, Brazys and Hardi-
man 2015, p. 25, Brooks et al. 2015, p. 588, Leins 2018, p. 58). Second, the message which came to be
attached to the acronym after its creation - suggesting that Brazil, Russia, India and China constituted
the ‘shining stars’ among the emerging economies - is in principle similarly relevant for PEI and FDI
investors. Third, the high level of arbitrariness of the selection of the four countries into the acronym
means that the BRIC assignment was to some extent exogenous to the countries’ objective growth
prospects, which allows us to better identify the effect of the spread of the acronym per se from the
actual materialisation of predicted trends.

Hypotheses to be tested

The early 2000s were a period characterised by relatively low growth and interest rates in advanced
economies. In this context, investment fund managers ‘discovered’ the BRIC acronym as an effective
marketing tool to excite prospective investors for non-traditional investment vehicles (Fourcade
2013). Placing emphasis on various forecast scenarios, Goldman Sachs and other investment man-
agers started to use the acronym from 2003 onwards to suggest that emerging markets were on
track to overtake large advanced economies as the growth engines of the global economy,
offering plenty of opportunities to foreign investors in the process (cf. Wilson and Purushothaman
2003, O’Neill et al. 2005). Simultaneously, this discourse came to be taken up by the financial press
(Wansleben 2013, p. 464), which started to promote the idea beyond the fund managers’ direct net-
works, giving it a life of its own. Bearing the typical features of a fashion-like heuristic, the acronym
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thus provided a seemingly compelling visualisation of an unknowable future through the explicit
usage of forecasting techniques aimed at stimulating excitement about opportunities to be exploited
by prospective investors. By doing so, it proposed a new classificatory regime in international finance,
which deliberately blurred the traditional distinction between developed and developing economies
to indicate the emergence of ‘a selective group of emerging markets as solid-long-term investment
destinations’ (Wansleben 2013, p. 453).

Themain interest of our empirical analysis is to evaluate whether the spread of the acronym among
communities of financial investors is associated with a distortion of global FDI and PEI flows towards
the four BRIC economies. In principle the message of the acronym is similarly relevant for PEI and FDI
investors and there is clear evidence that the BRIC term caught not only the attention of investment
fund managers but also of executives in corporate boardrooms.10 A priori one might thus expect the
consequences of the acronym’s spread to be similar for PEI and FDI flows. Our theoretical framework,
however, suggests that structural-institutional differences in the decision-making environments char-
acterizing the two markets will make FDI investors considerably more reluctant to follow fashion-like
heuristics than their peers operating in markets for PEI. Accordingly, we predict the spread of the
acronym in the financial press to be associated with greater distortions in markets for PEI than FDI.

Econometric framework

The effect of the BRIC nomination might just be a short-term disturbance with little impact on invest-
ments in the longer term, or it might be an effect that needs time to catch on. To adequately take this
into account, we employ an error correction model (ECM), which allows us distinguishing between
short-term and long-term BRIC effects. As pointed out by De Boef and Keele (2008), ECM are not
only well suited for cointegrated data, but can also be used in other settings with stationary series
where one has theoretical reasons to embed both short-term and long-term relationships
between variables.

Similar to Brooks et al. (2015) we thus proceed with a model that takes the following form:

DYt = a0 − a1(Yt−1 − b1Xt−1)+ b0DXt + 1t

Changes in Y (PEI or FDI as a fraction of GDP) are regressed upon it’s lagged value, the lagged values
of a set of explanatory variables including the BRIC variable, and changes in these explanatory vari-
ables. In the above equation, short term effects are captured in the β0 vector, while long-term
relationships are captured in β1 and α measures the rate of convergence back to the equilibrium
– in other words, the error correction parameter. We can rewrite the equation above as

DYit = a+PYi,t−1 + bkDXi,t−1 + bjXi,t−1 + 1it

and estimate the model by OLS. Short term effects are now captured in the βk vector, while the long-
term multiplier is now βj/-π. Using a panel dataset, we include country and time fixed effects and
cluster standard errors on the country level. Any country-specific time-invariant effects are captured
by country fixed effects, while common global macro-economic conditions such as liquidity or com-
modity prices are controlled for through the inclusion of time fixed effects.

Our sample consists of all forty countries denominated as ‘emerging markets’ in Wikipedia (2015).
Robustness checks restrict the sample to only the fifteen largest of these economies.

Operationalizations of the BRIC effect

To operationalise the BRIC effect, we use two different strategies. Firstly, following Brooks et al. (2015),
we model the BRIC-effect as a country grouping peer effect allowing for interdependencies in inflows.
More specifically, we measure the average of PEI or FDI inflows relative to GDP in the BRIC vs. non-
BRIC groups, calculating out a country’s own contribution to the group average to avoid endogeneity
issues (i.e. for each of the four BRIC countries, the relevant variables capture the average inflows of
FDI/PEI in the three BRIC countries other than country i). As we do not expect any peer effects
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among non-BRIC countries, the group average for non-BRIC countries is set to zero. Secondly, similar
to Brazys and Hardiman (2015), we use three alternative indexes that we derive from electronic media
databases to proxy the salience of the BRIC-acronym in the financial press. The three ratios, illustrated
graphically in Figure 1 (reassuringly they are highly correlated with each other), are: (i) the FACTIVA
ratio, i.e. the evolution of the frequency of the usage of the term ‘BRIC’ in the encompassing FACTIVA
news database11 as a share of the frequency of the usage of the neutral term ‘economy’ over time; (ii)
an analogous measurement derived from the alternative EMIS database12; and (iii) the Google NGram
index for the term ‘BRIC’, tracking occurrences of the BRIC term in Google’s digitised book archive.13

Similar to the approach in group averages, all these measures are set to zero before the invention of
the BRIC acronym (the measures are at low and constant levels even if we do not make this modifi-
cation – cf. Figure 1 – and the change does not affect our substantive results14).

It remains clear that not every mention of the acronym that these ratios capture carries the same
weight in the process of diffusion as a whole, and the measurement strategy we employ does not
take heterogeneities (such as the outlet, context and readership of the article) into account. Further-
more, it is also plausible that some of these mentions are themselves the result of observed increases
in capital inflows to these countries, which means that we cannot interpret these relationships cau-
sally. Nonetheless, the measured trends provide a useful and relatively fine-grained measurement of
changes in the salience of the use of the acronym in the financial press, which figured as an important
conduit in the processes that drove the diffusion of the term among communities of financial inves-
tors (cf. Wansleben 2013).

Control variables

As the discussion in the previous section has shown, O’Neill’s selection of the four BRIC economies
appears to have been based primarily upon idiosyncrasies and the economic size (rather than macro-
economic prospects) of the four countries. To avoid estimation bias, it is thus important for our
empirical models to take the latter selection criteria into account. We do so by including countries’
reported size of GDP (in Mio USD, from the World Banks’ World Development Indicators Database
(WDI)) into all models.15

Furthermore, to take other potential economic or political drivers of relative capital flows into a
country into account, we apply fixed effects strategies and include a number of additional
country-specific control variables. Although the determinants of FDI and PEI inflows cannot

Figure 1. The mentions of ‘BRIC’ in news sources over time, 1990-2008.
Note: The x-axis indicates the number of articles in the database that mention the term ‘BRIC’ as a share of the number of articles that mention the
neutral word ‘economy’, multiplied by 106.
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assumed to be identical, we use the same independent variables for our models predicting relative
FDI and PEI inflows for reasons of consistency.

One important driver of global capital flows are global market conditions, such as business cycles in
advanced economies (especially important for FDI), US interest rates (especially important for PEI) or
commodity prices that determine the availability of funds, the risk appetite of global investors and
the opportunity cost of investing in emerging markets rather than advanced economies. To the
extent that these conditions affect all emerging markets equally, they are captured by time fixed
effects. In addition, the existing literature has also identified various country-specific determinants of
PEI (see Bekaert and Harvey 2002, 2003, Edison and Warnock 2008) and FDI flows (see Schneider
and Frey 1985, Jensen 2003, Li and Resnick 2003). In order to take the unobserved variation that is con-
stant for any one country over time into account we include country fixed effects in all models. Further-
more, we include several observables, which together aim to proxy for three categories of factors:
current and prospective economic performance, economic and political risk and the availability of
investment opportunities. To proxy a country’s economic growth prospects, we include the annual
GDP growth rate (from WDI), GDP per capita (WDI), the share of the population under the age of 15
as a share of the working age population (15–64 years old) (ILO) and enrolment rates in tertiary edu-
cation (UNESCO). To control for a country’s economic and political risks, we include inflation rates,
public debt as a share of GDP (both from WDI), a dummy variable which indicates whether the Fitch
ratings of government bonds were on or above investment-grade level (from Fitch Sovereign
Ratings), the Polity IV index of democratization (from the Polity IV project), and two dummy variables
indicating the ideological orientation of the government in office (from Keefer et al.’s (2001) Database
on Political Institutions). To control for investment opportunities we include a variable indicating the
combined market capitalisation of all domestically listed companies as a share of GDP (WDI).16

Results

Table 1 presents the results for PEI inflows and Table 2 the results for FDI. In both tables, we first show
results measuring the BRIC-effect as a group average of inflows in other BRIC countries, followed by
models proxying the BRIC-effect via the FACTIVA, Google NGram and EMIS indices.

Turning to the results, our findings presented in Table 1 show that being included in the BRIC-
group does indeed have a positive impact on changes in relative PEI inflows. Changes in any of
the BRIC measures have a small positive, but insignificant contemporaneous effect, while coefficients
on the lagged BRIC measure are both larger in magnitude and statistically significant at the 5 percent
level or lower. In combination with the estimated coefficient on the lagged dependent variable being
close to one, the findings suggest that short-term deviations from equilibrium are corrected quickly
and longer-term effects dominate, with the long runmultiplier βj/-π being approximately equal to the
coefficients βj in the table, as π is close to –1. Ceteris paribus, a 1 percent increase in the average PEI
inflows of other BRIC members increases the inflows of the remaining BRIC-country by 1.36 percent.
Unit increases in FACTIVA, Google NGram and EMIS indices have similar effects.

The results for the case of changes in FDI inflows, shown in Table 2, are different. First off, conver-
gence back to equilibrium takes longer: After one year, 52.8 percent of the error is corrected, and it
takes 5 years to get that rate above 95 percent for any of the changes measured in the X vector. Sec-
ondly, the effects of some of the control variables are also different in the case of FDI than in the case
of PEI. But most importantly for our purposes, the findings strongly suggest that belonging to the
BRIC group, in contrast to the case of PEI, appears to have no significant effect on changes in FDI
inflows in the mid-2000s (if anything, coefficients even point towards a negative relationship).

Robustness checks

Given ongoing methodological debates about the appropriateness and estimation efficiency of the
ECM model in various settings (see Enns et al. 2016, Grant and Lebo 2016), we also estimate simpler
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model specifications in a traditional OLS framework. The conclusion remains the same: While we find
no influence of the BRIC denomination in markets for FDI, we find clear and significant increases in PEI
inflows.

Next, we also want to make sure that the BRIC effect is not driven by the inflows into a single BRIC-
country alone. We therefore run regressions excluding one BRIC country at the time. We find that the
substantive results are unaffected by the exclusion of any one BRIC country (we omit the regression
output here for reasons of space; Figure A1 in the appendix illustrates the country-specific patterns
graphically).

Finally, to ensure that effects are not driven by an inappropriate control group, we run the same
analysis restricting the control group to the 15 largest emerging economies as measured by GDP in

Table 1. Main results for PEI inflows.

Average PEI FACTIVA Google NGram EMIS

DV: ΔPEI/GDP Coef. SE Coef. SE Coef. SE Coef. SE

PEI/GDP
t-1
BRIC

−0.992*** 0.170 −0.997*** 0.167 −0.994*** 0.169 −0.992*** 0.171

t-1 1.358** 0.508 0.159*** 0.056 0.299*** 0.088 0.137** 0.051
Δ 0.091 0.833 0.045 0.077 0.049 0.251 −0.006 0.046
Economic fundamentals and domestic politics
GDP per capita
t-1 −0.373 0.228 −0.382 0.228 −0.371 0.228 −0.375 0.230
Δ 0.582 0.723 0.671 0.721 0.606 0.725 0.571 0.692
GDP
t-1 −0.000 0.002 −0.000 0.002 −0.001 0.002 −0.000 0.002
Δ
Public debt

−0.004 0.012 −0.006 0.012 −0.004 0.011 −0.003 0.011

t-1 0.001 0.009 0.000 0.009 0.001 0.009 0.000 0.009
Δ 0.007 0.007 0.005 0.007 0.007 0.007 0.006 0.008
Inflation
t-1 0.030** 0.015 0.031** 0.014 0.031** 0.015 0.030** 0.015
Δ 0.014 0.012 0.017 0.011 0.014 0.011 0.016 0.012
Young population
t-1 0.028 0.097 0.021 0.098 0.025 0.097 0.025 0.096
Δ
Education level

−0.129 0.426 −0.163 0.418 −0.139 0.423 −0.128 0.427

t-1 0.041* 0.022 0.044* 0.022 0.042* 0.022 0.042* 0.022
Δ 0.039* 0.022 0.040* 0.022 0.039* 0.022 0.039* 0.022
Market capitalisation
t-1 0.005 0.004 0.004 0.004 0.005 0.004 0.006 0.004
Δ 0.009 0.006 0.008 0.006 0.009 0.006 0.009 0.005
Investment grade debt
t-1 0.065 0.257 0.041 0.260 0.090 0.263 0.111 0.253
Δ 0.078 0.188 0.085 0.173 0.073 0.190 0.125 0.173
PolityIV
t-1 −0.093 0.063 −0.095 0.061 −0.092 0.062 −0.093 0.063
Δ
Left-leaning government

−0.060 0.039 −0.060 0.038 −0.061 0.039 −0.063 0.039

t-1 −0.742** 0.232 −0.508** 0.225 −0.475** 0.226 −0.450** 0.210
Δ
Right-leaning government

−0.184 0.263 −0.206 0.261 −0.206 0.262 −0.228 0.266

t-1 0.035 0.331 0.054 0.330 0.035 0.320 0.057 0.322
Δ 0.093 0.244 0.114 0.242 0.106 0.238 0.113 0.244
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 308 308 308 308
Countries 36 36 36 36
Time period 1990–2007 1990–2007 1990–2007 1990–2007

Notes: Robust standard errors, clustered on country level. A *** indicates significance at the one percent level, ** at the five percent
level and * at the ten percent level. All regressions use country and year fixed effects to account for unobserved, common effects
within countries and time periods.
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2001 (two of these countries had to be dropped due to missing data) and furthermore drop the time
period from 1990 to 1998 to focus only on the years in which the BRIC-term was popularised. In both
of these robustness checks, the results on the BRIC variable are confirmed and qualitatively
unchanged (see Tables A3–A6 in the appendix): the spread of the BRIC acronym in the mid-2000s
was associated with a notable distortion in PEI flows to the four BRIC economies, while we find no
such relationship in markets for FDI.

Conclusions

In the aftermath of the global financial crisis, the statement that global capital markets do not
always behave rationally has become largely uncontroversial. And yet, our understanding of

Table 2. Main results for FDI inflows.

Average FDI FACTIVA Google NGram EMIS

DV: ΔFDI/GDP Coef. SE Coef. SE Coef. SE Coef. SE

FDI/GDP
t-1
BRIC

−0.472** 0.228 −0.478** 0.223 −0.476** 0.225 −0.477** 0.228

t-1 −0.392 0.353 −0.140 0.127 −0.271 0.258 −0.173 0.114
Δ 0.062 0.374 0.024 0.091 0.066 0.526 0.076 0.076
Economic fundamentals and domestic politics
GDP per capita
t-1 0.133 0.210 0.138 0.208 0.133 0.207 0.139 0.206
Δ 0.256 0.293 0.245 0.296 0.245 0.297 0.252 0.290
GDP
t-1 −0.001 0.002 −0.001 0.002 −0.001 0.002 −0.001 0.002
Δ −0.003 0.008 −0.002 0.008 −0.002 0.008 −0.003 0.008
Public debt
t-1 −0.041** 0.016 −0.042** 0.017 −0.042** 0.017 −0.042** 0.016
Δ −0.037*** 0.012 −0.036*** 0.012 −0.036*** 0.012 −0.036*** 0.012
Inflation
t-1 0.023 0.028 0.023 0.028 0.024 0.029 0.023 0.029
Δ 0.030 0.022 0.028 0.022 0.029 0.022 0.027 0.022
Young population
t-1 0.020 0.112 0.023 0.113 0.021 0.113 0.022 0.112
Δ 0.351 0.439 0.390 0.462 0.378 0.461 0.395 0.453
Education level
t-1 −0.033 0.030 −0.035 0.030 −0.034 0.030 −0.035 0.030
Δ 0.022 0.050 0.021 0.049 0.020 0.049 0.017 0.050
Market capitalisation
t-1 0.004 0.004 0.005 0.004 0.004 0.004 0.004 0.004
Δ 0.003 0.009 0.003 0.009 0.003 0.009 0.003 0.009
Investment grade debt
t-1 0.380 0.701 0.449 0.750 0.429 0.738 0.440 0.709
Δ 0.291 0.391 0.294 0.425 0.334 0.420 0.298 0.403
PolityIV
t-1 0.252** 0.104 0.257** 0.061 0.255** 0.104 0.257** 0.106
Δ 0.129** 0.051 0.126** 0.051 0.129** 0.050 0.129** 0.050
Left-leaning government
t-1 0.136 0.468 0.194 0.461 0.188 0.456 0.218 0.443
Δ 0.767 0.653 0.762 0.652 0.762 0.657 0.848 0.666
Right-leaning government
t-1 −0.567 0.666 −0.584 0.668 −0.566 0.668 −0.574 0.665
Δ 0.554 0.604 0.542 0.602 0.539 0.601 0.523 0.605
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 330 330 330 330
Countries 38 38 38 38
Time period 1990–2007 1990–2007 1990–2007 1990–2007

Notes: Robust standard errors, clustered on country level. A *** indicates significance at the one percent level, ** at the five percent
level and * at the ten percent level. All regressions use country and year fixed effects to account for unobserved, common effects
within countries and time periods.
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when and why the allocation of capital sometimes does follow rationalistic patterns and not at
other times is still at early stages. Building on seminal theoretical literature in economic sociology
and behavioural finance, we have argued that the degrees of uncertainty and self-referentiality
that structure investment decision-making environments are important scope conditions that
can encourage or hinder the mimetic diffusion of heuristics among financial investment commu-
nities. In line with this argument, we have suggested that the institutional structures of markets
for PEI are generally more conducive to the spread of investment fashions than markets for FDI.
Our examination of this hypothesis at the example of the rise to prominence of the BRIC-acronym
in the mid-2000s as a ‘most likely case’ of a heuristic-induced investment boom has lent strong
empirical support to this general argument.

Our finding that only PEI investors responded to the BRIC hype in the mid-2000s while FDI inves-
tors resisted these same temptations are at odds with the common portrayal of investment fashions
as the inevitable product of the interaction of herds of foolish investors who can’t help but follow
their innate ‘animal spirits’. Instead, our differential findings suggest that the occurrence of invest-
ment bubbles may not primarily be driven by a lack of intelligence on behalf of investors, but
rather by specific structural-institutional circumstances that can make it ‘rational’ for them to
behave ‘irrationally’.

Beyond the case of the BRICs, the article highlights the need for political economists to go beyond
demonstrating that heuristics and fictive imaginations play a role in economic decision-making and
to start examining more systematically the scope conditions under which such ideational forces
become salient. In this sense, we hope that the article may serve as a useful starting point for
further investigations, which may fruitfully evaluate similar dynamics at more disaggregated levels
(through in-depth qualitative case studies as well as experimental designs) in future research.

Notes

1. We owe this formulation to an anonymous reviewer.
2. To avoid further conceptual complications we exclude debt markets, which follow somewhat different logics of

operation and in which creditors’ ability and willingness to repay play a relatively more important role.
3. In statistical terms, FDI refers to ownership stakes involving 10 percent or more of the receiving company’s out-

standing stock.
4. Because IFDI statistics are not broken down by type, we are unable to assess the patterns separately in the empiri-

cal analysis. This being said, existing comparisons of greenfield vs. M&A IFDI data suggest that more than two
thirds of FDI activities in emerging markets concern greenfield FDI (see Alquist et al. 2013, p. 23).

5. We owe this formulation to Rawi Abdelal.
6. In an assessment of a total of 170 economies, Goldman Sachs’ ‘Growth Environment Score’ placed the BRICs

respectively on ranks 53 (China), 81 (Russia), 95 (Brazil) and 97 (India) (O’Neill et al. 2005, p. 19).
7. One investment manager stated that

[i]t’s a cool acronym but what it contains is four emerging markets that are large but don’t have all the
same prospects. Why is Bric ignoring Mexico, Turkey and Indonesia? It’s a selection based on the fact
that it is a cool acronym (Foster 2007).

Another claimed that ‘[t]o subdivide emerging markets into a verbally compelling – but not necessarily economi-
cally logical – category does a disservice to the overall growth opportunity within emerging markets.’ (Foster
2007). And one particularly creative investment manager who called BRICs a ‘marketing gimmick’ and ‘completely
artificial distinction’ suggested to rather invest in CEMENT - ‘Countries in Emerging Markets Excluded by the New
Terminology’ (Lloyd and Turkeltaub 2006).

8. Ironically, this re-reinterpretation of the acronym corresponds fairly well to the logic of O’Neill’s (2001) original
formulation of the term.

9. Tellingly, in the aftermath of the crisis the Financial Times chose to re-label its emerging markets blog ‘beyondb-
rics’; and even Goldman Sachs, the institution behind the creation of the acronym, chose to close its very own
‘BRICs fund’ in September 2015 (McLannahan 2015).

10. In an interview in 2009, Jim O’Neill mentions that after the publication of the (follow-up) 2003 BRICs paper he
‘received letters from the CEOs of some important well-known companies around the world telling us that it
was the most influential research that they had ever read’ (in Wansleben 2013, p. 467–468). See also Piotti
(2009), Beckert (2013).
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11. For more information, see: https://global.factiva.com/factivalogin/login.asp?productname=global [Accessed 13
November 2018].

12. For more information, see: https://www.emis.com/ [Accessed 13 November 2018].
13. For more information, see: https://books.google.com/ngrams [Accessed 13 November 2018].
14. The few uses of the term BRIC in the media before 2003 usually appear in the context of ‘bric-a-brac’.
15. Because our models also include GDP per capita (see below), we do not simultaneously include the size of the

population – which would in principle be a valid alternative operationalisation of O’Neill’s apparent selection cri-
terion - because these three variables are mechanically related.

16. Earlier models also included the KAOPEN capital account openness index from Chinn and Ito (2008) to take
country-specific regulations of capital inflows into account. However, the estimated effect is statistically
insignificantly different from zero and its inclusion leads to estimation problems for the country-fixed
effects because the index shows little variation over time. Separate more detailed research on the stock
market liberalization in thirty emerging markets by Bekaert et al. (2003) date the ‘official stock market liberal-
ization’ for all emerging markets in their sample in the late 1980s and early 1990s, thus preceding the time
period of our empirical analysis.
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Appendix

Table A1. Descriptive statistics.

Variable Mean Std. Dev. Min Max N

PFIGDP 0.439 1.300 −9.732 9.542 320
FDIGDP 3.151 3.496 0 37.147 360
FACTIVA 0.388 2.017 0 13.278 369
Google NGram 0.241 1.010 0 5.918 369
EMIS 0.358 1.595 0 8.791 369
GDP per capita 8.122 10.870 0.336 58.066 359
GDP 246.566 372.163 4.959 2900 360
Public debt 42.180 25.272 2.690 137.512 348
Inflation 8.915 9.889 –4.952 72.387 360
Young population 40.558 15.378 19.325 81.646 360
Education level 38.716 23.314 2.605 100.811 315
Market capitalisation 44.106 44.135 0.361 291.275 353
Investment grade debt 0.420 0.494 0 1 369
PolityIV 5.014 6.174 –10 10 351
Left-leaning government 0.266 0.442 0 1 369
Right-leaning government 0.168 0.374 0 1 369
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Table A2. Correlation Matrix.

Variable PFIGDP FDIGDP FACTIVA Google EMIS GDPpc GDP Public debt Infl Young Educ Market Inv.grade PolityIV Left Right

PFIGDP 1.000
FDIGDP –0.059 1.000
FACTIVA 0.144 –0.024 1.000
Google NGram 0.130 –0.063 0.918 1.000
EMIS 0.122 –0.056 0.884 0.961 1.000
GDP per capita 0.113 0.011 –0.129 –0.168 –0.155 1.00
GDP 0.056 –0.153 0.563 0.648 0.608 –0.060 1.000
Public debt 0.075 –0.321 –0.012 0.026 0.019 0.008 0.039 1.000
Inflation –0.055 –0.073 0.014 0.017 0.022 –0.216 –0.038 0.005 1.000
Young population 0.023 –0.268 –0.060 –0.053 –0.052 –0.419 –0.010 0.324 0.070 1.000
Education level –0.037 0.141 –0.067 –0.102 –0.093 0.626 –0.136 –0.212 –0.053 –0.688 1.000
Market cap 0.199 0.107 0.366 0.320 0.302 0.197 0.236 0.125 –0.201 0.037 0.069 1.000
Inv. grade debt 0.065 0.250 0.133 0.083 0.089 0.553 0.156 –0.300 –0.366 –0.588 0.504 0.289 1.000
PolityIV –0.136 0.037 –0.129 –0.145 –0.134 0.368 –0.270 –0.054 –0.047 –0.379 0.477 –0.092 0.289 1.000
Left gov 0.013 –0.041 0.177 0.209 0.193 0.165 0.274 0.035 –0.034 –0.270 –0.046 0.041 0.278 0.057 1.000
Right gov 0.044 –0.062 –0.076 –0.061 –0.056 0.153 0.011 0.209 –0.117 0.099 0.046 –0.053 0.115 0.217 –0.283 1.000
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Table A3. Robustness checks: Large economies control group, PEI.

Average PEI FACTIVA Google NGram EMIS

DV: ΔPEI/GDP Coef. SE Coef. SE Coef. SE Coef. SE

PEI/GDP
t-1 −0.897*** 0.219 −0.942*** 0.204 −0.917*** 0.215 −0.907*** 0.216
BRIC
t-1 1.546* 0.508 0.201*** 0.058 0.327* 0.162 0.118 0.086
Δ −0.493 0.901 0.094 0.119 −0.150 0.244 −0.040 0.060
Economic fundamentals and domestic politics
GDP per capita
t-1 −0.775** 0.293 −0.733** 0.277 −0.777** 0.295 −0.790** 0.302
Δ
GDP

−0.208 0.459 −0.070 0.477 −0.117 0.466 −0.272 0.472

t-1 0.001 0.002 −0.000 0.002 0.001 0.002 0.001 0.002
Δ 0.006 0.011 0.006 0.010 0.005 0.010 0.006 0.011
Public debt
t-1 −0.005 0.012 −0.010 0.010 −0.008 0.011 −0.009 0.012
Δ
Inflation

−0.004 0.009 −0.007 0.008 −0.006 0.008 −0.008 0.009

t-1 0.005 0.021 0.014 0.020 0.008 0.020 0.009 0.021
Δ 0.015 0.026 0.026 0.024 0.018 0.025 0.020 0.026
Young population
t-1 0.502** 0.194 0.469 0.178 0.482** 0.187 0.474** 0.188
Δ
Education level

−0.239 0.813 −0.733 0.800 −0.447 0.852 −0.395 0.823

t-1 0.071* 0.034 0.079** 0.034 0.075** 0.035 0.077** 0.035
Δ 0.031 0.022 0.031 0.021 0.032 0.022 0.037 0.023
Market capitalisation
t-1 0.009** 0.004 0.005 0.005 0.008 0.006 0.011* 0.006
Δ
Investment grade debt

0.002 0.006 −0.002 0.006 0.001 0.007 0.003 0.007

t-1 −0.470 0.282 0.041 −0.553* −0.450 0.294 −0.394 0.271
Δ
PolityIV

−0.242 0.309 −0.275 0.325 −0.265 0.332 −0.142 0.262

t-1 −0.047 0.061 −0.045 0.054 −0.043 0.059 −0.039 0.061
Δ
Left-leaning government

−0.078 0.026 −0.070 0.021 −0.076*** 0.022 −0.076 0.029

t-1 −0.298 0.275 −0.519** 0.236 −0.359 0.275 −0.230 0.276
Δ
Right-leaning government

−0.234 0.350 −0.334 0.327 −0.275 0.341 −0.228 0.351

t-1 0.016 0.261 −0.042 0.255 0.005 0.260 0.095 0.245
Δ 0.088 0.274 0.146 0.244 0.123 0.263 0.191 0.262
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 156 156 156 156
Countries 17 17 17 17
Time period 1990–2007 1990–2007 1990–2007 1990–2007

Notes: Robust standard errors, clustered on country level. A *** indicates significance at the one percent level, ** at the five percent
level and * at the ten percent level. All regressions use country and year fixed effects to account for unobserved, common effects
within countries and time periods. Out of the 15 countries selected for the control group, two were dropped because of missing
data.
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Table A4. Robustness checks: Large economies control group, FDI.

Average FDI FACTIVA Google NGram EMIS

DV: ΔFDI/GDP Coef. SE Coef. SE Coef. SE Coef. SE

FDI/GDP
t-1 −0.981*** 0.113 −0.986*** 0.103 −0.978*** 0.109 −0.984*** 0.117
BRIC
t-1 0.273 0.392 0.252** 0.115 0.428 0.266 0.071 0.121
Δ 0.130 0.267 0.045 0.099 −0.836 0.519 0.138 0.130
Economic fundamentals and domestic politics
GDP per capita
t-1 0.503 0.340 0.544 0.313 0.493 0.327 0.510 0.356
Δ 1.341* 0.749 1.631** 0.703 1.595** 0.707 1.361* 0.748
GDP
t-1 −0.001 0.003 −0.002 0.003 −0.001 0.003 −0.001 0.003
Δ −0.012 0.014 −0.015 0.013 −0.015 0.013 −0.012 0.014
Public debt
t-1 −0.035** 0.013 −0.037** 0.013 −0.036** 0.012 −0.033** 0.013
Δ −0.016 0.018 −0.020 0.019 −0.020 0.018 −0.015 0.019
Inflation
t-1 −0.012 0.036 −0.005 0.036 −0.013 0.035 −0.016 0.036
Δ −0.011 0.045 0.001 0.043 −0.005 0.042 −0.014 0.045
Young population
t-1 −0.043 0.111 −0.092 0.096 −0.066 0.094 −0.033 0.113
Δ −0.265 0.708 0−.617 0.566 −0.500 0.557 −0.204 0.735
Education level
t-1 −0.093* 0.045 −0.092** 0.042 −0.091* 0.043 −0.095* 0.046
Δ −0.056* 0.031 −0.057 0.031 −0.053* 0.030 −0.056* 0.031
Market capitalisation
t-1 −0.006 0.012 −0.012 0.010 −0.009 0.011 −0.005 0.011
Δ 0.001 0.013 −0.004 0.012 −0.001 0.012 0.002 0.012
Investment grade debt
t-1 −0.471 0.343 −0.752** 0.321 −0.718** 0.311 −0.475 0.363
Δ −0.029 0.204 −0.144 0.209 −0.242 0.248 −0.082 0.217
PolityIV
t-1 0.061 0.118 0.045 0.113 0.042 0.110 0.061 0.120
Δ 0.032 0.063 0.042 0.070 0.023 0.063 0.026 0.062
Left-leaning government
t-1 −0.700 0.603 −1.112* 0.573 −0.976* 0.552 −0.698 0.603
Δ −0.892* 0.426 −1.045** 0.450 −0.963** 0.429 −0.858* 0.451
Right-leaning government
t-1 −0.593 0.681 −0.744 0.627 −0.661 0.656 −0.607 0.680
Δ −0.532 0.478 −0.517 0.461 −0.505 0.464 −0.547 0.520
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 165 165 165 165
Countries 17 17 17 17
Time period 1990–2007 1990–2007 1990–2007 1990–2007

Notes: Robust standard errors, clustered on country level. A *** indicates significance at the one percent level, ** at the five percent
level and * at the ten percent level. All regressions use country and year fixed effects to account for unobserved, common effects
within countries and time periods. Out of the 15 countries selected for the control group, two were dropped because of missing
data.
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Table A5. Robustness checks: 1999–2007, PEI.

Average PEI FACTIVA Google NGram EMIS

DV: ΔPEI/GDP Coef. SE Coef. SE Coef. SE Coef. SE

PEI/GDP
t-1
BRIC

−1.060*** 0.143 −1.070*** 0.139 −1.062*** 0.143 −1.057*** 0.148

t-1 1.793** 0.708 0.234*** 0.084 0.423** 0.168 0.169** 0.082
Δ 0.406 0.936 0.045 0.090 0.030 0.301 0.037 0.064
Economic fundamentals and domestic politics
GDP per capita
t-1 −0.599** 0.243 −0.620** 0.239 −0.590** 0.236 −0.573** 0.241
Δ 0.520 1.013 0.544 1.010 0.552 1.010 0.529 1.000
GDP
t-1 −0.001 0.003 −0.001 0.003 −0.001 0.003 −0.001 0.003
Δ
Public debt

−0.005 0.014 −0.006 0.015 −0.004 0.014 −0.002 0.014

t-1 0.004 0.011 0.001 0.011 0.004 0.011 0.004 0.011
Δ 0.011 0.006 0.007 0.006 0.010 0.006 0.009 0.007
Inflation
t-1 0.024* 0.017 0.029* 0.016 0.023 0.016 0.022 0.017
Δ 0.008 0.012 0.014 0.012 0.009 0.011 0.009 0.013
Young population
t-1 0.077 0.117 0.058 0.117 0.078 0.112 0.076 0.115
Δ
Education level

−0.843 0.632 −0.975 0.596 −0.846 0.634 −0.806 0.659

t-1 0.035 0.025 0.038 0.026 0.035 0.025 0.036 0.026
Δ 0.009 0.017 0.010 0.017 0.010 0.017 0.011 0.017
Market capitalisation
t-1 −0.005 0.009 −0.007 0.009 −0.004 0.008 −0.001 0.008
Δ 0.012 0.008 0.010 0.008 0.013* 0.008 0.015** 0.007
Investment grade debt
t-1 0.110 0.413 −0.020 0.446 0.146 0.405 0.262 0.359
Δ
PolityIV

−0.282 0.321 −0.339 0.325 −0.305 0.328 −0.166 0.270

t-1 −0.054 0.057 −0.048 0.056 −0.054 0.057 −0.058 0.058
Δ
Left-leaning government

−0.040 0.044 −0.038 0.043 −0.043 0.045 −0.048 0.044

t-1 −0.806* 0.419 −0.953** 0.442 −0.810** 0.392 −0.698* 0.376
Δ
Right-leaning government

−0.473 0.354 −0.558 0.358 −0.515 0.345 −0.500 0.361

t-1 −0.363 0.349 −0.325 0.351 −0.341 0.334 −0.309 0.344
Δ −0.128 0.236 −0.073 0.239 −0.096 0.240 −0.096 0.250
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 248 248 248 248
Countries 36 36 36 36
Time period 1990–2007 1990–2007 1990–2007 1990–2007

Notes: Robust standard errors, clustered on country level. A *** indicates significance at the one percent level, ** at the five percent
level and * at the ten percent level. All regressions use country and year fixed effects to account for unobserved, common effects
within countries and time periods. Time periods from 1990 to 1998 have been dropped.

870 L. LINSI AND F. SCHAFFNER



Table A6. Robustness checks: 1999–2007, FDI.

Average FDI FACTIVA Google NGram EMIS

DV: ΔFDI/GDP Coef. SE Coef. SE Coef. SE Coef. SE

FDI/GDP
t-1
BRIC

−0.554** 0.249 −0.563** 0.241 −0.561** 0.244 −0.559** 0.249

t-1 −0.760 0.490 −0.229 0.214 −0.476 0.383 −0.250 0.153
Δ −0.167 0.392 −0.040 0.120 −0.041 0.538 −0.023 0.081
Economic fundamentals and domestic politics
GDP per capita
t-1 0.251 0.340 0.292 0.335 0.259 0.339 0.253 0.340
Δ 0.261 0.312 0.263 0.319 0.254 0.320 0.255 0.320
GDP
t-1 −0.005 0.003 −0.005* 0.003 −0.004 0.003 −0.004 0.003
Δ 0.017 0.016 0.018 0.018 0.016 0.017 0.015 0.015
Public debt
t-1 −0.062*** 0.020 −0.060*** 0.019 −0.063*** 0.020 −0.062*** 0.020
Δ −0.053*** 0.017 −0.049*** 0.018 −0.051*** 0.018 −0.050*** 0.018
Inflation
t-1 0.058 0.034 0.054 0.032 0.058* 0.034 0.059 0.035
Δ 0.055** 0.027 0.049* 0.026 0.053* 0.026 0.051* 0.027
Young population
t-1 −0.001 0.147 0.012 0.154 0.003 0.152 0.004 0.148
Δ 0.389 0.663 0.500 0.705 0.439 0.700 0.436 0.685
Education level
t-1 −0.024 0.042 −0.028 0.043 −0.025 0.042 −0.026 0.042
Δ 0.025 0.061 0.024 0.060 0.022 0.059 0.020 0.060
Market capitalisation
t-1 0.008 0.008 0.011 0.008 0.008 0.008 0.007 0.009
Δ −0.002 0.013 −0.000 0.013 −0.002 0.013 −0.003 0.013
Investment grade debt
t-1 1.279 1.271 1.549 1.554 1.448 1.434 1.396 1.278
Δ 1.065 0.830 1.185 1.023 1.207 0.960 1.127 0.835
PolityIV
t-1 0.229* 0.127 0.228* 0.126 0.231* 0.128 0.232* 0.129
Δ 0.118** 0.053 0.112** 0.053 0.118** 0.052 0.119** 0.052
Left-leaning government
t-1 −0.603 0.729 −0.456 0.841 −0.522 0.764 −0.562 0.706
Δ 0.281 0.798 0.302 0.843 0.290 0.821 0.345 0.824
Right-leaning government
t-1 −1.028 0.905 −1.069 0.914 −1.044 0.912 −1.067 0.916
Δ 0.467 0.693 0.542 0.602 0.416 0.691 0.397 0.699
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
N 267 267 267 267
Countries 38 38 38 38
Time period 1990–2007 1990–2007 1990–2007 1990–2007

Notes: Robust standard errors, clustered on country level. A *** indicates significance at the one percent level, ** at the five percent
level and * at the ten percent level. All regressions use country and year fixed effects to account for unobserved, common effects
within countries and time periods. Time periods from 1990 to 1998 have been dropped.
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Figure A1. PEI inflows by BRIC country.
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