
 

 

 

 

 

 

 

 

 

 

 

 



 

Abstract: 

This thesis explores how institutional environments influence retail investors’ participation 

and risk preferences in the global financial markets. The study focuses on institutional theory 

and is supported through behavioral finance literature. It investigates the influence of the 

institutional pillars (regulative, normative, and cultural-cognitive) on retail investors in 

Sweden and the United States. It centers on institutional trust, participation levels, risk 

preferences, and investment intensity.  

A quantitative cross-sectional survey was run among retail investors in Sweden and the 

United States. Statistical rigor was maintained using Cronbach’s alpha, Welch’s t-tests, 

Mann-Whitney U tests, Spearman’s rank correlation, ordinal regression analysis, and 

Hierarchical OLS regression. Results indicated no statistically significant differences in risk 

preferences or participation rates between the nations. Swedish respondents indicated 

significantly higher levels of institutional trust and investment intensity. Institutional trust was 

not associated with participation, but risk preference showed a statistically significant 

relationship with market participation.  

The results suggest that institutional differences influence investment intensity more strongly 

than retail investors risk preferences or general market participation. This thesis contributes to 

the international business and behavioral finance literature by applying institutional theory to 

individual retail investors in a transatlantic context.  
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1. Introduction 

1.1 Background 

Retail investors have never before had such widespread access to financial markets, nor faced 

such unanticipated and complex financial risks. The rapid spread of online brokerage 

platforms has changed the way households participate in financial markets. This expansion in 

participation exposes a broader base of investors to the complexities of market dynamics and 

related risks (Simonn, 2025). In the early 2000s, data by Campbell (2006) shows that more 

than half of the average retail investor's portfolio variance is idiosyncratic, implying that lack 

of diversification has exposed them to a significant amount of uncompensated risk. More 

recent data support the ongoing importance of idiosyncratic risk, showing that firm-level 

volatility remains high and increases during periods of heightened investor uncertainty, such 

as the Covid-19 pandemic (Campbell et al., 2022). This means that the risk taken by 

individuals is often not rewarded by the stock market and can potentially be the result of an 

under-diversified portfolio (Campbell, 2006). In spite of access to digital trading platforms, 

many investors continue to hold under-diversified portfolios and trade excessively. This may 

be the result of overconfidence, a human characteristic to overestimate the accuracy of one’s 

own understanding (Barber & Odean, 2013). In the modern global economy, where retail 

investors increasingly take on financial risks themselves, highlighting the institutional 

differences between nations becomes crucial. Regulatory suitability requirements and 

different product governance directives efficiently moderate these mistakes that could be 

costly investments for retail investors (OECD, 2024).  

 

In academic literature, retail investors are often referred to as household or individual 

investors. These investors use financial tools to accomplish personal goals, for example, 

pension or wealth creation (Campbell, 2006). These individuals differ fundamentally from 

institutional investors, such as asset management firms, hedge funds, and insurance 

companies (Drobetz et al., 2025). Institutional actors often possess professional expertise and 

can generate excessive returns before fees, while retail investors cannot do so to a comparable 

degree. Retail investors naturally act without formal investment mandates or dedicated risk 

management systems. Their investment decisions are thus mainly guided by subjective 

expectations, personal objectives, and perceived risk as opposed to those that have been 

professionally evaluated (Barber & Odean, 2013). 
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However, it is crucial to consider retail investors as a heterogeneous group. Investment 

performance and participation depend on substantial variation among retail investors 

regarding income, education, and experience (Campbell, 2006). Retail investors with a higher 

intelligence quotient and better education tend to diversify more effectively and make fewer 

costly mistakes (Barber & Odean, 2013). Additionally, beyond socioeconomic factors, there is 

a clear difference in investment behavior regarding men and women. Barber and Odean 

(2001) show that men normally indicate higher levels of overconfidence compared to women, 

especially in subjects that are often perceived as masculine, for example, finance. Men trade 

45% more frequently than women, and these trades come at a cost. This decreases men's net 

profit by 2.65 percentage points a year compared to 1.72 percentage points for women 

(Barber & Odean, 2001). Overconfidence is at its highest for challenging tasks with low 

predictability, for example, attempting to find specific stocks to outperform the market index 

(ibid). 

 

Retail investor behavior has its roots in larger institutional environments that go beyond 

individual traits. Low trust in the financial system operates as a barrier. Individuals who lack 

faith in the market tend to refrain from participating altogether (Campbell, 2006). Therefore, 

the key to understanding retail investors' risk preferences lies in understanding how national 

institutional differences, such as market culture and consumer protection policies, connect 

with these individual vulnerabilities. In global financial markets, these distinctions influence 

how risk is understood (OECD, 2024). Thus, it is necessary to consider the institutional 

contexts in which retail investors engage to fully understand their individual decisions.  

1.2 Problem Statement 

Although the institutional contexts have been increasingly recognized as significant in 

shaping investor behavior, participation in the stock market and the willingness to take risks 

continue to manifest wide gaps across national borders (Georgarakos & Pasini, 2011; Guiso et 

al., 2008). That introduces an essential paradox in the system since the financial instruments 

are global and empirically proven biases like loss aversion and overconfidence are common, 

according to Barber & Odean (2013), but retail investors exhibit systematically varying 

behavior across nations. Psychology may not be the sole factor behind this observation, but 

rather institutional contexts that determine how such psychological habits translate into 
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observable financial habits, such as types of trading behavior or saving and investing patterns 

(Kaustia et al., 2023; Weber & Hsee, 1998). 

The topic of household finance, as articulated by Campbell (2006), has mainly investigated 

how people use financial tools to reach their personal goals. In contrast, there has been 

relatively limited focus on the influence of national institutional structures such as regulatory 

systems, social norms, and culturally ingrained beliefs. Also how they influence participation 

and risk preferences habits across nations. While prior research has explored elements of this 

question, crucial gaps remain. For example, Guiso et al. (2008) study on trusting the stock 

market, discusses how people simply refrain from participating because of low institutional 

trust. Another interesting paper is by Asgharian et al. (2024), who look to answer “How does 

institutional quality affect household stock market participation, and through what 

mechanism?” However, there remains an institutionally grounded comparison between two 

countries explaining why people with similar cultural traits have different risk preferences and 

participation behavior. To build on this argument, future research in this area is recommended 

to fill the gap. According to Katenova et al. (2025, p. 11), “Most behavioral finance studies 

focus on specific markets; comparative studies across different economic and cultural settings 

can provide deeper insights”. 

This gap is particularly significant in the current global environment, where retail investors 

are taking on greater financial risk while financial markets and investment opportunities 

operate on a worldwide scale (OECD, 2024). The modern global environment is characterized 

by wars, trade tariffs, geopolitical tensions, and inflation, all of which increase market 

volatility and financial uncertainty. As households face increased exposure to market shocks 

through direct participation, for example, the Covid pandemic (IOSCO, 2022), retail investors 

have a larger responsibility for managing long-term savings (Simonn, 2025; Campbell, 2006). 

Therefore, it is essential to understand how institutional structures influence risk preference 

and participation decisions not only for academic theory, but also for financial stability in a 

unified global economy (IOSCO, 2022).  

1.3 Purpose & Research Question 

The purpose of this study is to explore the differences in current investment behavior at the 

individual level between different national institutions, where participation and risk play the 

main part. Risk levels can be subjective, however, depending on the risk coverage of the 
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individual. We have chosen to focus on retail investors rather than large investment firms or 

hedge funds, as analyses involving professional investors may be partially biased due to their 

livelihoods being directly dependent on systematic risk assessment. This study aims to 

determine whether or not a strong institution will exhibit the effect of risk-taking for retail 

investors. Therefore, we aim to answer the following research question: 

 

“To what extent do institutional differences between countries influence domestic 

retail investors’ risk preferences and participation in global financial markets?” 

 

These findings may help financial institutions adjust their communication to better match 

cultural attitudes toward risk. Financial institutions could also support the further 

development of international investment products and guide policymakers in creating 

programs that could encourage regular households to participate and trust the financial 

markets in different systems. It may help to align products with investor behavior, leading to 

more participation and long-term engagement. Through this study, we also want to help 

everyday retail investors understand how the level of institutional stability can impact their 

risk perception when being active on the stock market. Ultimately, the thesis seeks to deepen 

the understanding of how institutional environments influence retail investors’ risk 

preferences and engagement with global financial markets.  
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2. Theoretical Framework 
National institutions influence the environment in which retail investors operate, for example, 

the government, financial institutions, and shared social values. These factors affect their 

understanding, judgment, and reaction to financial risk, leading to behavior in which they may 

act without reasoning or cause (Kaustia et al., 2023). Global financial markets are 

increasingly providing comparable investment opportunities across nations, yet the laws, 

habits, and common values that govern market participation are still deeply ingrained in 

national cultures (ibid). Due to these factors, depending on the institutional setting in which 

they operate, similar retail investors may display varying risk preferences and participation 

patterns. Risk preference is affected by a combination of different risk variables including risk 

tolerance which is shaped by retail investors’ understanding of financial decisions (Mohta & 

Shunmugasundaram, 2024). Risk perception is the subjective judgement that retail investors 

employ to assess levels of risk and degrees of uncertainty (Ricciardi & Rice, 2014). 

 

This study employs institutional theory as its primary analytical framework to examine how 

institutional differences influence the risk preferences and involvement of retail investors in 

global financial markets. The combination of institutional theory with findings from 

behavioral finance literature will highlight predictable deviations from logical investment 

behavior (Barber & Odean, 2013; Campbell, 2006). Existing research is reviewed to place the 

study within the framework of prior academic literature. Furthermore, to find remaining gaps 

concerning how national institutional environments may be associated with differences in 

retail investor behavior.  

2.1 Institutional Theory 
“Men make their own history, but they do not make it just as they please in circumstances they 

choose for themselves; rather they make it in present circumstances given and inherited.”  

-​ Karl Marx, 1818-1883 

 

This quote by the late philosopher Karl Marx reflects the wider idea that individual actions are 

influenced by existing social and historical structures, a perspective that is consistent with 

fundamental ideas of institutional theory. Actors are free to exercise agency under the 

circumstances set by regulatory, normative, or cultural-cognitive rules. Institutional theory 

provides a framework to understand how economic behavior is not only influenced by 
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individual preferences or information, but also by broader social, regulatory, and cultural 

structures. Within economic contexts, this perspective is especially useful to explain how 

institutional foundations may influence variations in behavior across different countries.  

Legitimacy is a key concept in institutional theory. It is the general idea that structures or 

actions are correct within a system of norms and beliefs that has been socially constructed 

(Suchman, 1995). Legitimacy mitigates uncertainty by establishing consistent expectations 

regarding acceptable conduct, thus guiding individuals without necessitating constant 

reflection. In this sense, the institution's purpose of existing is to create order and reduce 

uncertainty within an environment (North, 1991). According to Scott (2008), institutional 

theory rests on three core pillars: the regulative pillar, the normative pillar, and the 

cultural-cognitive pillar. These pillars represent different but connected mechanisms by which 

institutions have power, both formal and informal. An example of a formal institution would 

be a government or a law firm, whilst an informal institution may be socially shared norms 

and unwritten rules, for example, sharing the fact that a handshake is a sign of agreement 

(Hodgson, 2025).  

 

A central concept within institutional theory is isomorphism, introduced to institutional theory 

by DiMaggio and Powell (1983, p. 149) as a “constraining process that forces one unit in a 

population to resemble other units that face the same set of environmental conditions”. 

DiMaggio and Powell (1983) argue that units become alike by being pressured to operate 

under the values of the core pillars. This idea shows how behavior in institutional settings can 

become predictable and stable through shared expectations instead of solely individual 

decision-making.  

2.1.1 The Regulative Pillar (Legal/Coercive) 
 

The regulative pillar within institutional theory incorporates the formal laws, regulations, and 

enforcement systems that define what behaviors are allowed, restricted, or sanctioned in 

relation to economic activity (Scott, 2008). The legal frameworks control disclosure 

requirements, investor protection, market surveillance, and compliance quality. All represent 

the regulative pillar in financial markets and influence whether or not retail investors believe 

that participation is appropriately reliable and legitimate (La Porta et al., 1998).  

When conducting a comparative study across countries, the regulatory pillar can be further 

understood by the Legal Origins Theory. This theory posits that a country’s legal tradition, 
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Scandinavian civil law versus English common law, is argued to influence its financial growth 

and the liberties granted to retail investors (La Porta et al., 1998). The English common law 

tradition has historically been associated with the strongest legal protections regarding 

minority shareholders. On the other hand, civil law systems have historically been linked to 

less robust formal shareholder protections compared to common law systems (La Porta et al., 

1998). Scandinavian nations represent a unique tradition with highly efficient judicial 

systems, accounting practices, and law enforcement (ibid). 

Prior research demonstrates that national differences in regulatory and legal institutions have 

implications for market participation and investor behavior. According to La Porta et al. 

(1998), nations with compelling legal protection for external investors tend to have more 

developed and liquid capital markets. Regarding these results, formal legal regulations 

mitigate the possibility of fraud and expropriation, which in turn lowers perceived investment 

risk and promotes greater market participation (Kaustia et al., 2023). A more recent study of 

La Porta et al. (2013) demonstrates that lower financial intermediation costs and greater 

investor confidence are linked to investor protection laws and efficient enforcement systems. 

For example, countries such as Sweden, Denmark, and Switzerland exceed 60% in some 

contexts of households possessing financial assets (Campbell, 2006). Georgarakos & Pasini 

(2011) further show that households below the median level of net wealth are especially 

noteworthy for this high participation rate. Similar patterns of broad participation rates have 

been found in common law jurisdictions such as Australia, Canada, and the United States, 

bolstered by robust shareholder rights and developed capital markets (Guiso et al., 2008; La 

Porta et al., 2013). The comparatively weaker formal rights in the civil law tradition may be 

counterbalanced by the significant levels of institutional trust and the effectiveness of 

enforcement mechanisms that characterize the institutional environment that drives this high 

level of engagement (La Porta et al., 1998).  

The regulative pillar also affects retail investors' risk preferences directly through regulatory 

certification (Cox & de Goeij, 2020). A regulator’s official approval of a prospectus by 

national financial supervisory authorities is frequently interpreted by retail investors as a 

third-party validation of the offering’s quality, acting as a form of regulatory certification 

(ibid). Cox & de Goeij (2020) further show that frequent mentions of regulatory supervision 

in investment advertisements significantly reduced perceived risk and boosted investment 

willingness for retail investors.  This difference between the official objective of regulatory 
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approval and how investors interpret it indicates that the regulators may affect legitimacy in 

ways that go beyond their legal duties.   

The regulatory framework may influence perceived safety and legitimacy in financial markets 

in addition to objective safeguards against expropriation. Additionally, retail investors’ 

preference of risk and their decision to engage in international financial markets may 

therefore be influenced by variations in legal traditions, enforcement standards, and regulatory 

frameworks.  

2.1.2 The Normative Pillar (Ethical/Social) 

The normative pillar addresses the more informal institutional aspects. It consists of cultural 

values, social norms, and shared expectations which impact people's behavior that society 

deems acceptable and appropriate. Behavior under the normative pillar is linked to moral 

obligations and social approval, unlike the other pillars (Scott, 1995). Normative mechanisms 

have a strong impact on the way retail investors act on the stock market. Guiso et al. (2008) 

claim that social norms influence what retail investors believe they should do rather than what 

they are formally permitted to do. For example, retail investors could be swayed to not 

participate in the stock market because societal norms have told them the market isn't fair or 

that it is immoral. The normative pressures can affect the retail investors' consciousness 

beyond the point of personal gain maximization (Guiso et al., 2008).  

Haliassos & Bertaut (1995) found results that support the argument that many retail investors 

refrain from stock market participation even though they are financially capable. By 

controlling variables such as income and wealth, their results suggest that investment 

decisions are not solely based on fundamental knowledge of economics. The normative pillar 

is volatile and unpredictable because it is rooted in socially shared values, which are 

continuously renegotiated within society due to different crises or shocks. Hence, it influences 

what the retail investor thinks they can do in terms of risk (Scott, 1995).  

To complement the normative pillar regarding how emotions can impact a person's financial 

decisions, the animal spirit theory is used. Animal Spirit Theory by John Maynard Keynes in 

1936 is the idea that investors' emotions, such as confidence, fear, and hope can influence 

their decision-making with regard to investing in the stock market (Tardi, 2021). In context, 

Animal Spirit Theory suggests that financial markets tend to operate like a beauty contest. 

Investors don’t care about what others think other investors know, and not just about the 
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fundamentals (Ilomäki, 2018). Further, Ilomäki argues that a stable market equilibrium that 

includes these psychological components can only exist if uninformed (retail) investors are 

willing to accept lower returns at an increased risk, due to the animal spirit effect. In this 

sense, the normative pillar helps explain why some retail investors are more uninformed than 

others, suggesting that emotions and sentiment could impact how risk is seen and understood 

in financial markets. 

2.1.3 The Cultural-Cognitive Pillar (Taken-for-granted) 

Within institutional theory, Scott (2008) defines the cultural-cognitive pillar as the shared 

conceptions, embedded frameworks of meaning, and taken-for-granted beliefs through which 

individuals shape and comprehend social reality. The cultural-cognitive pillar functions at a 

deeper level by influencing actors’ perceptions of what is normal, transparent, and logical 

within a particular institutional setting, in contrast to the regulative pillar, which operates 

through established regulations and sanctions. In this sense, institutions are both internalized 

cognitive frameworks that direct risk preference and behavior as well as external constraints 

(Scott, 2008). This pillar functions on a deeper, more unconscious level than the normative 

pillar, which is based on social obligation. Instead, behavior is dictated by common beliefs 

that are perceived as self-evident or instinctive (Shiller, 2017).  

One important finding from behavioral finance is how financial risk is interpreted and 

influenced by culturally embedded cognitive structures. According to Weber & Hsee (1998), 

there is a crucial distinction between risk perception (the subjective evaluation of how risky 

an option is) and risk preference (an individual's underlying preference for risk). What varies 

is the cognitive framework that defines the level of risk. Weber & Hsee (1998) demonstrate 

different aspects of risk, for example, overall variance compared to possible downside losses, 

which may be prioritized by retail investors in various cultural and institutional contexts. 

These cognitive assessments are socially embedded within larger cultural belief systems. 

According to their “cushion hypothesis,” individuals may perceive investing as less risky 

when they expect to receive support, both financially and socially, in the event of economic 

loss. Therefore, reflecting on differences in underlying risk preferences, noticeable variations 

in risk-taking behavior across countries may reflect variations in the institutional and cultural 

environments that influence how financial risk is perceived and framed.  

In accordance with the cultural-cognitive framework, trust can be understood as a cognitive 

belief regarding the individualized expectation that institutions and market actors are 
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trustworthy. Therefore, investors' trust in the system’s fairness and the accuracy of the 

information is essential for participation in international markets (Guiso et al, 2008). Even 

when participation is economically rational, investors may choose not to participate if they 

have low expectations of trust, which acts as a psychological fixed cost (Campbell, 2006; 

Guiso et al, 2008). For instance, nations with high levels of social trust tend to embrace 

market participation more widely, but in other contexts, formal legal protections might play a 

more essential role for maintaining confidence (Guiso et al., 2008). Therefore, formal 

protections may not be the only prerequisite for participation in international financial 

markets.    

Furthermore, peer pressure and social interactions contribute to the institutionalization of 

investment practices. Investors are impacted by word-of-mouth information and the social 

utility of talking about the market with their peers (Hong et al. 2004). They show that social 

households, those that attend community gatherings or engage with neighbors, have an 

increasingly higher likelihood of participating in the stock market (ibid). In such a context, 

investments become taken for granted in a participatory culture. The perceived effort required 

to learn about investing decreases as more peers participate in financial markets, as people can 

rely on social guidance and shared knowledge (ibid). Furthermore, in times of financial 

uncertainty, these social norms serve as cognitive scripts, guiding the actions of individual 

investors (Shiller, 2017). Investment participation spreads more quickly and widely in 

high-trust societies with dense social interactions than in environments with weaker social ties 

(Georgarakos & Pasini, 2011; Hong et al., 2004).  

The regulatory, normative, and cultural-cognitive pillars collectively illustrate how 

institutional settings influence economic behavior across national contexts. Yet, investment 

decisions are ultimately made by individuals operating within these structures.  

2.2 National Welfare and Safety Nets 

National welfare systems are a key element of the regulative pillar of institutional theory, as it 

determines how economic risks are interpreted. When people live under the safety of a strong 

welfare system, they engage in risky and profitable activities that they would not have dared 

to in other circumstances of weaker or less generous welfare states (Sinn, 1995). By providing 

individuals with protections such as unemployment benefits or pension security, it will likely 

reduce potential financial consequences. This mechanism, when looked at from the behavioral 
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perspective, can be understood through the Cushion Hypothesis (Weber & Hsee, 1998). In 

this case, cushion hypothesis would suggest that individuals are more willing to engage in 

financially riskier investments or invest larger amounts when potential losses would be 

partially mitigated by welfare structures.  

Welfare systems do not increase risk preference, but they limit the financial exposure that is 

associated with investing on financial markets. When downside risks are partially mitigated 

by institutional mechanisms, retail investors may be more willing to invest large amounts on 

market-based assets such as stocks or bonds. However, being too protected by a welfare state 

can also cause individuals to be eager with taking high (financial) risk decisions, and perhaps 

even end up in situations that are worse than without such protection (Sinn, 1995). 

2.3 Behavioral Biases Within Institutional Contexts 

Even though institutional theory emphasizes structural influences, individual cognitive 

processes nevertheless remain relevant to comprehending how institutional settings translate 

into observable economic decisions. Even with the grounding of institutional theory in effect, 

retail investors cannot be seen as boundedly rational or fully rational agents of capital asset 

pricing models (Barber & Odean, 2013). Household finance research suggests that people are 

boundedly rational and have systematic behavioral biases that affect market participation and 

portfolio selection (Campbell, 2006). These biases are cognitive constructs that investors use 

to evaluate financial possibilities and preferred risk.  

The subjective assessment of financial risk varies based on experience and context, although a 

general understanding of risk may be quite constant across cultures (Weber & Hsee, 1998). In 

other terms, overconfidence may result in poor investment decisions (Barber & Odean, 2001, 

2013).  

Age is another individual-level trait that behavioral biases may work with to influence market 

participation as well as risk preference. Traditional financial advice typically recommends 

decreasing equity exposure with age. However, research indicates that among active investors, 

equity shares remain fairly constant across age groups, with a more significant decline noted 

in the initial decision to enter the market (Ameriks & Zeldes, 2004). This participation gap is 

closely linked to financial awareness, with older cohorts being systematically less likely to be 

aware of the assets available to them, such as stocks and mutual funds, compared to the 

younger generations (Guiso & Jappelli, 2005) 
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Furthermore, these behavioral patterns have been extensively observed across multiple 

contexts and are often described as recurring characteristics of human decision making 

(Campbell, 2006; Barber & Odean, 2013). However, the institutional environments may 

influence how these behavioral biases are expressed and interpreted regarding economic 

effects. Variations in institutional structures, including quality of regulation, differences in 

trust, or social safety nets, may affect the contexts in which these biases occur. In this regard, 

institutions do not eliminate cognitive biases. Instead, they provide them an opportunity to be 

brought up and be understood.  

2.4 Key Factors & Hypothesis Development 
Drawing on institutional theory, Scott (1995; 2008) notes that the drivers function through 

regulative, normative, and cultural-cognitive mechanisms that influence how people make 

sense of financial risk and assess their involvement in the stock market.  

A central regulatory tool influencing risk preference and market involvement of retail 

investors is formal investor protection. The effectiveness of these regulations regarding 

credible protection depends on how well they are implemented (La Porta et al., 2013). 

Individual investment risk may be reduced by strong and effective regulations, thereby 

influencing the perceived probability of fraud and expropriation. Publishing requirements and 

regulatory certification are examples of institutional arrangements that could lower 

uncertainty and promote participation (Cox & de Goeij, 2020). As a result, it is anticipated 

that variations regarding the legal systems of Sweden and the United States will influence 

how retail investors estimate financial risk and participation in financial markets.  

Beyond formal rules, institutional trust functions as a key cultural-cognitive factor that goes 

beyond legal frameworks. Trust does affect stock market participation independently of 

income and wealth (Guiso et al., 2008). According to Campbell (2006), trust is a 

psychological fixed cost, meaning that even in scenarios when an investment makes sense, 

low levels of trust can discourage participation. Therefore, institutions with widespread social 

trust may influence uncertainty in a different manner than settings where formal legal 

protections are the leading source of trust and commitment.  

Perceived downside risk is further shaped by normative expectations and welfare frameworks. 

According to Weber & Hsee (1998), the cushion hypothesis suggests that people who are part 

of a larger social safety net could believe that financial risks are less serious because they 

expect institutional protection. Simultaneously, the interpretation of financial responsibility is 
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influenced by normative expectations of individual independence versus group security 

(Scott, 1995). In institutional settings where people are mainly responsible for their own 

financial security, they tend to approach investment choices differently than in places where 

the risk is shared among a collective group. Thus, institutional welfare may influence people’s 

willingness to take on risk and how they evaluate possible losses.  

Additionally, participation in financial markets is socially ingrained in societies. Possible 

market entries for retail investors are greatly influenced by social contact, peer effects, and 

information diffusion (Hong et al., 2004). Investing becomes legitimate beyond its financial 

reasons when it becomes socially accepted (Guiso et al., 2008; Scott, 2008). Consequently, 

institutional variations that influence participation norms and social trust may impact both 

preferred risk and engagement in financial markets. Still, behavioral biases like loss aversion 

and overconfidence continue to influence characteristics of household finance (Barber & 

Odean, 2013; Campbell, 2006). The manifestation of individual behavior is institutionally 

conditioned. Institutional contexts may condition how psychological patterns shift towards 

visible financial behavior (Kaustia et al., 2023). Additionally, most people around the world 

have similar intuitions regarding risks, but the culture and laws of their countries can change 

their understanding of the very same investment (Weber & Hsee, 1998). People are naturally 

careful, but what they see as a “risk” depends on where they live and what kind of 

institutional environment they are part of. For instance, an investor might not be as afraid to 

take a financial risk if they live in a society that provides a “cushion” of support from family 

or the state in case things go wrong (Weber & Hsee, 1998). Institutions do not eliminate 

psychological biases, but they influence the environment in which such biases operate. Taken 

together, these key institutional factors imply that variations in institutional settings may 

affect how retail investors comprehend financial risk and evaluate market commitment.  

2.4.1 Hypothesis Development 

Institutional theory argues that economic behavior is rooted in larger social frameworks that 

include regulative, normative, and cultural cognitive aspects (Scott, 2008). These institutional 

cornerstones influence how people understand uncertainty, assess legitimacy, and evaluate 

appropriate types of economic activity. Retail investors consequently operate within 

institutional environments, which may impact both preferred financial risk and how decisions 

concerning investments are ultimately made.  
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According to behavioral finance studies, psychological traits such as overconfidence and fear 

of loss are common across nations (Campbell, 2006; Barber & Odean, 2013). Yet, 

institutional circumstances may influence how these tendencies form as subjective 

impressions and observable market behavior (Kaustia et al., 2023). Institutions can not 

eradicate cognitive biases, they might rather influence the environment in which such biases 

emerge.  

To analytically structure the suggested ties, the study distinguishes between the institutional 

environment, retail investors' preferred financial risk, trust in the market, and their 

participation in financial markets. Institutional settings are understood as multidimensional 

frameworks that include regulative, normative, and cultural cognitive elements. Individuals’ 

risk preferences represent their overall attitude to engage with financial uncertainty, whereas 

participation reflects their actual exposure to global financial markets.  

Based on the institutional framework presented above, differences in legal institutions, 

welfare structures, and social trust between different nations may influence the preferred risk 

of retail investors and whether they participate in global financial markets. These institutional 

environments may also shape how individual risk preferences translate into investment 

behavior. Based on these theoretical arguments, the following hypotheses are proposed. 

H1: Retail investors within different national institutional environments exhibit significantly 

different levels of risk preference.  

Institutional theory argues that the economic behavior and decision-making of individuals are 

influenced by national institutional environments (Scott, 2008; Guiso et al., 2008). The 

potential differences in these environments may be reflected in the results, displaying 

variations in how retail investors perceive and tolerate financial risk. Through this lens of 

perspective, this study examines if there is a significant difference in risk preferences between 

two different institutional environments. 

H2: When a country’s institutional environment receives higher levels of social trust, then 

retail investors will show higher participation levels in global financial markets. 

Factors of the normative pillar, such as social norms and trust in financial systems, may 

influence the participation of retail investors in financial markets (Campbell, 2006; Guiso et 

al., 2008; Hong et al., 2004). This hypothesis predicts that stronger participation norms and 
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supportive financial institutions may influence the legitimacy (level of social acceptance) of 

participation in financial markets. 

H3: Retail investors with stronger risk preferences are associated with higher levels of 

participation in financial markets.  

Risk preference and tolerance represent an individual-level mechanism linking institutional 

contexts to investment behavior. Individuals with higher financial risk tolerance are more 

likely to participate in equity markets (Campbell, 2006). Ricciardi & Rice (2014) suggest that 

investors who experience low investment performance (from low-risk investments) feel less 

motivated or inclined to take increased financial risk. They are less likely to invest in stocks if 

they participate in financial markets and are less enthusiastic towards general stock market 

performance. This argument supports H3 that higher risk tolerance of retail investors leads to 

increased participation in the global stock market. 

Together, these hypotheses demonstrate an organized relationship in which institutional 

environments may influence participation through both direct and indirect means through 

their association with retail investors’ risk preferences.  

2.5 Conceptual Framework 
This framework visualizes the theoretical structure of this study through a structured 

analytical pathway from the national institutions to the retail investors' individual financial 

behavior. The study’s core assumption is that retail investors act within institutional 

constraints that shape economic behavior rather than acting in isolation (Kaustia et al., 2023; 

North, 1991).  
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2.5.1 Figure 1 - Conceptual Framework Model 

 

  

 

The framework specifies that the institutional environments are formed of four interconnected 

pillars, regulative, normative, and cultural-cognitive features, and additionally, trust, which is 

also heavily influential on risk preference and market participation. Trust reflects the overall 

confidence and belief the retail investor has in the institutional environment. 

This framework treats the institutional environment as a holistic national context instead of a 

collection of individually assessed institutional elements. This implies that differences 

between institutions are measured at the country level, which takes into account the effects of 

regulatory systems, welfare policies, financial market mechanisms, and shared societal 

expectations. Importantly, the institutional pillars and institutional trust should not be treated 

as isolated components, but rather as mutually strengthening and interdependent dimensions. 

Changes in one pillar affect the other pillars, and vice versa. The main objective is to look at 
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how the overall institutional environment might affect the financial decisions that retail 

investors make.  

The framework presents retail investors' risk preferences as a fundamental behavioral 

mechanism at an individual level. Risk preferences demonstrate how willing someone is to 

deal with financial uncertainty (Campbell, 2006). Although psychological traits such as 

overconfidence and loss aversion occur in all societies, how these tendencies are shown and 

transformed into investment behavior may be affected by the three institutional pillars (Barber 

& Odean, 2013; Weber & Hsee, 1998).  

The model also includes participation in global stock markets and risk preference as the main 

outcome variables. Participation means that retail investors are involved in equity and 

investments domestically and across borders (Giofré, 2013). It is important to note that the 

link between participation and risk preferences may not only be one way. Individuals who are 

willing to take higher risks may be more inclined to invest in stocks and global markets. 

Additionally, being active in the market for a while may impact how individuals perceive and 

handle risk over time. Participation may therefore strengthen or reshape individual risk 

preferences by means of exposure, learning, and adjustment (Seru et al., 2010). For example, 

as Ricciardi & Rice (2014) suggested, having greater risk tolerance leads to increased 

participation and potentially a larger ownership of assets. Higher participation then 

complements the idea of being more accepting towards financial volatility. The conceptual 

framework illustrates a structured yet conceptually fluid relationship through which 

institutional environments influence individual risk preferences and participation, while 

acknowledging that economic engagement may also play a role in the development of 

individual risk attitudes (Kaustia et al., 2023; Seru et al., 2010).  
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3. Methodology 
3.1 Research Approach & Design 
Based on institutional theory (Scott, 1995; 2008), this study used a quantitative, 

cross-sectional, comparative approach. The study’s scope is defined by the theoretical 

framework, which incorporates the regulative, normative, and cultural-cognitive pillars of 

institutional theory alongside institutional trust. The chosen nations of analysis are Sweden 

and the United States. In line with its quantitative focus, the study used a structured web 

questionnaire. A web questionnaire is suitable since it is easily accessible to a large group of 

respondents, and data input is automated (Saunders et al., 2016).  

The motivation to conduct a transatlantic comparison between the United States and Sweden 

was due to both theoretical and empirical considerations. The United States has often been 

regarded as a capitalistic and market-oriented economy and has long been a global leader in 

economic development (Turner, 1988). Sweden, by contrast, is commonly associated with a 

strong welfare state and high tax rates. They have adopted an encompassing system that 

reflects higher taxation rates to build stronger welfare budgets (Korpi & Palme, 1998).  

The decision of a quantitative study is also motivated by the objective of examining 

measurable results on risk preference and market participation. Through a theory-based 

hypothesis built on institutional theory (DiMaggio & Powell, 1983), the quantitative approach 

will allow for a systematic comparison between two different countries. Through numerical 

data, the study presents statistical testing of the relationship between institutions, perceived 

trust, risk preference, and market participation. With measurable variables, this study 

examined the extent to which different national institutions explain differences in behavioral 

finance while controlling for individual characteristics. This ensured objectivity, 

comparability, and analytical precision when addressing the research question, which are 

central to a quantitative design (Slater & Hasson, 2025).  

3.2 Selection of Country Markets 

Given that this study is a cross-border comparison, it is important to explain why Sweden and 

the United States were chosen as the countries to analyze. The two countries were selected 

due to their representation of theoretically divergent institutional contexts yet closely aligned 

in terms of economic development and overall macroeconomic stability. This is based on the 

somewhat parallel movement of GDP per capita and inflation rates of the two countries in the 
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past (World Bank Open Data, n.d.). The United States is widely characterized as a 

market-oriented, individualistic economy where individuals are culturally embedded to take 

care of their own finances and be independent (Turner, 1988). Sweden, among other Nordic 

countries, is characterized as an encompassing welfare system with universal inclusion and 

broad social class risk-sharing mechanisms (Korpi & Palme, 1998). This integrates both lower 

and higher income classes into shared welfare structures, and may strengthen social solidarity 

and motivate a collective mindset of the public. This difference is also seen in their regulatory 

frameworks, socially shared values, and taken-for-granted beliefs, which are the three main 

ideas that make up institutional theory.  

The financial market in Sweden operates under the European Union’s (EU) centralized 

regulatory structure. There are two primary financial regulations with regard to retail 

investors, MiFID II (Markets in Financial Instruments Directive II) and MiFIR (Markets in 

Financial Instruments Regulation). These regulations emphasize investor protection through 

assessments of suitability and appropriateness, product governance requirements, and 

transparency rules (Finansinspektionen, 2023; Svensk Värdepappersmarknad, 2025). This is 

supervised by the national financial supervisory authority (Finansinspektionen), providing a 

standardized enforcement across the Swedish financial system. Along with this set of rules, 

Sweden also helps retail investors directly by offering tax-advantaged accounts like the 

Investeringssparkonto (ISK) and by making occupational pension (tjänstepension) common. 

ISK makes it easier to participate by using a low, standardized tax on account value instead of 

individual capital gains, which lowers administrative barriers (Skatteverket, n.d). Even though 

the law does not require all employees to have occupational pensions, approximately 90% do 

because of collective agreements, resulting in most employees being covered by 

employer-sponsored pension plans that invest in equity markets (Pensionsmyndigheten, 

2026). These features work to lower barriers to entry into the market and make it a part of 

retail investors' lives.  

The financial markets of the United States are supervised by the SEC (Securities and 

Exchange Commission) and FINRA (Financial Industry Regulatory Authority). While the 

SEC places heavy focus on investor protection, the regulatory model relies on disclosure 

requirements and capital-based constraints such as the Pattern Day Trader (PDT) rule. PDT 

states that “pattern day traders must maintain minimum equity of $25,000 in their margin 

account on any day that the customer day trades” (FINRA, 2026). According to FINRA, you 

are considered to be a pattern day trader if you execute four or more trades within five 
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business days. The United States also has 401(k) as a tax-advantaged retirement plan for 

individuals to contribute a part of their salary to individual accounts (IRS, 2026).  In contrast 

to the EU framework used by Sweden, the United States system places greater responsibility 

on individual investors for managing financial risk. 

The institutional differences between these countries reflect the differences in the regulative 

pillar. However, Stefan Voigt (2013) argues the concept of “de jure (laws on paper) vs de 

facto (rules enforced in practice)". Both countries have strong investor protections, but are 

impacted by other pillars of institutional theory, such as informal norms, welfare systems, and 

other constitutional protections, which influence how these regulations work in practice (ibid). 

These broader institutional features justify the comparative analysis. 

3.3 Sampling Strategy 

The sampling strategy of this study was done through purposive sampling. Purposive 

sampling is used to select respondents who are most likely to hold appropriate and useful 

information (Campbell et al., 2020). In addition, respondents were encouraged to share the 

survey with their network, which formed a type of snowball sampling (Emerson, 2015). 

However, this method may create sampling bias, as the distribution of the survey is more 

likely to reach similar networks which may limit the validity of the results (ibid). To eliminate 

data that is incomplete or impractical, screening questions were added to the survey regarding 

the respondents' residency, private investment history, occupation, and financial literacy. The 

inclusion criteria for this study were that the respondents must reside in Sweden or the United 

States and must not be a professional investor. These screening questions allowed us to 

quickly disregard survey responses not fitted to this criterion. 

3.4 Data Collection Method 

To collect sufficient data, this study used a questionnaire with a combination of Likert-scale 

questions (1 = strongly disagree, 7 = strongly agree) as well as dichotomous questions. The 

use of Likert scale questions is particularly useful for this thesis as it allows for numerical 

measurements of abstract constructs such as risk preferences, market participation, and 

institutional trust. The survey was administered through Google Forms, containing 25 

questions and took roughly 10 minutes to complete. Through a survey, it makes it possible to 

capture shared values and ideas rather than individual opinions through a qualitative method. 

The survey was sent out to respondents in Sweden and in the United States, and was tailored 
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to ensure respondents had experienced exposure to the institution by questioning how long 

they had lived in their country of residence.   

We shared the survey through multiple channels, such as personal social networks, LinkedIn, 

Instagram, and Facebook, to ensure a wide range of respondents. The survey was accessible to 

the respondents for three weeks (March 16th - April 6th, 2026). To strengthen methodological 

rigor, the survey had the same layout for all respondents, including the order of the questions 

being the same for all. 

3.5 Variables 

To test the hypotheses of this study, we translated the theoretical concepts into measurable 

variables. Institutional trust, risk preference, and market participation are operationalized 

through the survey questions and the Likert scales. Defining and measuring these variables 

ensured that each hypothesis could be empirically tested and linked back to the theoretical 

framework. Following institutional theory and literature regarding behavioral finance, the 

interest points of this study are the institutional environments, institutional trust, risk 

preference, and participation in financial markets. 

The three core constructs of analysis (institutional trust, risk preference, and market 

participation) will be independently measured before making a correlational analysis. 

Institutional trust is considered a mediating pathway, while market participation will be 

treated as a behavioral measure. The controlled variables are financial literacy, gender, age, 

and education. Controlling for these variables increases validity as it reduces alternative 

explanations that suggest the demographics are the reasons for the results. It also increases 

validity as we isolate the relationships between the core constructs, attempting to hold 

relevant factors the same.  

Behavioral finance research has demonstrated that investor behavior comes from the 

interchange between cognitive characteristics, reactions to uncertainty, contextual factors such 

as in this case, institutional environments (Ricciardi & Rice, 2014). The cushion hypothesis 

theory by Weber & Hsee (1998) similarly illustrates how perceived financial security 

(portrayed by the institutional context) mediates the relationship between market participation 

and risk preference. 
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This study applied Barbara Minto’s MECE principle (2009) to ensure a clear and structured 

approach. Each variable is mutually exclusive, meaning no two variables measure the same 

thing. Collectively, all variables cover all aspects of the research question. Individually, each 

variable is linked to one of the hypotheses, ensuring the survey questions reflect the 

theoretical concepts. 

Items of the survey were designed to align with prior research mentioned in this study to 

strengthen validity and comparability. Measures of risk preferences and institutional trust, for 

example, are linked to the methodologies of Campbell (2006) and Guiso et al. (2008), who 

discuss household finance and trusting the stock market, respectively. Participation-linked 

items of the survey are drawn from studies of social interaction and stock-market participation 

by Hong et al. (2004). Creating a survey with these items makes our measures relevant, both 

theoretically and empirically. The mediating variable, institutional trust, is included to explain 

the process of how institutional contexts may impact risk preferences, which this study 

predicted would influence the participation of retail investors.  
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3.5.1 - Table 1 - Selection and Operationalization of Variables 

 

Concept / Theoretical 
Definition 

Variable  Measurement Scale Operationalization Source / Notes 

Institutional Environment: 
National institutional context 
(regulative, normative, 
culture-cognitive) 

Independent Variable Categorical 

 

- Sweden 

- United States 

(Proxy for institutional 
environment) 

Links to literature: 

Scott (2008) 

La Porta et al. (1998) 

Risk Preferences:  

Attitude towards financial risk 

Dependent Variable 7-point Likert scale 

1 = Strongly disagree 

7 = Strongly agree 

Index based on multiple items 
(e.g., preference for stable 
returns, risk-taking willingness, 
etc.) 

Links to literature: 

Campbell (2006) 

Guiso et al. (2008) 

Participation & Investment 
Intensity in Financial Markets 

Dependent Variable 
(Behavioral measure) 

Ordinal (0-3 scale) 

Intensity (0-4 scale) 

Participation level: 0 = none, 1 
= occasional, 2 = regular, 3 = 
major. 

Investment share = 0-100% 
(categorized) 

Links to literature: 

Hong et al. (2004) 

Giofré (2013) 

Institutional Trust and Support: 

Perceived trust and support 
from domestic financial 
institutions. 

Conceptual Mediator  7-point Likert scale 

1 = Strongly disagree 

7 = Strongly agree 

Index based on multiple trust 
items (e.g., fairness, regulatory 
effectiveness, reliability, etc) 

Links to literature: 

Georgarakos & Pasini 

(2011) 

Korpi & Palme (1998) 

Scott (2008) 

- Financial literacy 

- Gender 

- Age 

- Education 

Control Variables - Mean scores of 
financial indicators 

- Ordinal scale 

- Binary variable 
(female/male) 

Age & Education scaled from 1 
- 4 (where each number 
represents a group) 

Gender is operationalized as 
female or male 

Links to literature: 

Barber & Odean (2001) 

 

Campbell (2006) 

 

(Appendix Q - full list of survey items) 
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3.6 Statistical Analysis Techniques 
We used the statistical analytical software Positron to analyse our data. To make a comparison 

between the United States and Sweden, incomplete responses and non-residents were 

excluded before the analysis. Since the questionnaire mostly used the Likert scale, the data 

can be technically classified as ranked data (Saunders et al., 2016). Rather than treating each 

answer as a separate category, the research combined multiple questions into one overall 

construct. This method is generally thought to be more accurate than categorical data when 

Likert scales have several items, and the sample size is large enough (Saunders et al., 2016).  

3.6.1 Statistical Tests Conducted 

We conducted statistical tests that supported the decision to either reject or fail to reject the 

three hypotheses and answer the research question. The first test conducted was the 

Cronbach’s alpha test. It is particularly useful when measuring constructs such as risk 

preference or participation, in this case, as they can normally not be captured by a single 

question. Cronbach’s Alpha verifies that the multiple questions measuring the same construct 

are producing consistent responses and thereby increases reliability when it is over 0.70, 

which is an acceptable reliability standard (Taber, 2018). 

Further, the Shapiro-Wilk test was conducted to determine if the dataset was normally 

distributed. A normally distributed data set would lead us to conduct an independent sample 

T-test, and a non-normally distributed dataset would lead to the Mann-Whitney-Wilcoxon or 

Welch’s T-test if deviations were minor. The T-test would be used to compare the means of 

the constructs' institutional trust and risk preference between Swedish and American 

respondents. If the difference in mean scores is statistically significant, it would provide 

support for H1, suggesting institutional environments are related to different levels of risk 

preference. The Welch t-test would be used as a parametric alternative to the t-test, should the 

data be non-normally distributed. This would be followed by a Mann-Whitney-Wilcoxon to 

ensure the Welch T-test was robust enough for the data sample. In contrast to the T-test, the 

Mann-Whitney-Wilcoxon test measures differences in rank distributions between two groups 

(Nachar, 2008). Since Likert-scale responses are ordinal, this test may, in practice, turn out to 

be the more suitable comparison method for H1. 

To examine the relationship between the perceived institutional trust and retail investors’ 

participation in the financial market (H2), an independent T-test was carried out. This 
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examines whether the average level (mean) of institutional trust differs between the two 

countries. Since participation is measured on an ordinal scale from no participation to a major 

part of life, the Mann-Whitney-Wilcoxon test is appropriate because it is a non-parametric test 

for two independent groups (Nachar, 2008). 

Spearman's correlation measures the strength and direction of the relationship between two 

variables. This was suitable to determine whether H2 and H3 should be rejected or failed to be 

rejected. As Spearman’s correlation does not require the assumption of normality, it is more 

appropriate than Pearson’s correlation. It examines whether the ranks of risk preference 

correspond with the ranks of participation level. In other words, does the person with the 

highest risk preference also have the highest participation score? This tests the pathway 

presented in the conceptual framework. As a robustness check, a hierarchical Ordinary Least 

Squares regression was conducted where risk preference and participation were dependent 

variables. The model included controls for demographics and financial literacy to check 

whether country differences remained significant after controlling for individual-level 

characteristics.  

A significance level of α = 0.05 was applied for all statistical tests. Tests that include a 

p-value below 0.05 were treated as statistically significant, corresponding to confidence 

intervals at 95%.​ ​  

3.7 Validity 
In quantitative research, validity refers to the ability of a measurement tool to accurately 

assess the specific concept it is designed to measure, as well as to determine if the observed 

relationships represent legitimate phenomena as opposed to systematic bias (Heale & 

Twycross, 2015). One method used was hypothesis testing, where each hypothesis was tested 

against the null hypothesis to determine whether the null hypothesis was rejected or failed to 

be rejected (Saunders et al., 2016).  

We acknowledge ambiguity about causal directions for this thesis (Saunders et al., 2016). It is 

possible that other individual characteristics, such as education level, investment experience, 

gender, and age could be influencing retail investors' participation levels and not only 

institutional characteristics. Therefore, the results should be treated as associations as opposed 

to direct causal effects, suggesting correlation does not mean causation. To ensure construct 
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validity, the questions of the survey were linked to theory-grounded literature, such as 

measures from Campbell (2006), Guiso et al. (2008), and Hong et al. (2004).  

Another concern was subject bias, which could happen if individuals gave answers that were 

inaccurate in order to negatively impact results (Saunders et al., 2016). This was especially 

significant when it came to institutional trust and financial responsibility. To mitigate this, the 

questionnaire was anonymous and people could choose whether or not to take part in it. 

Additionally, the statements were worded in a neutral manner to avoid indicating 

hypothesis-favoring answers.  

Throughout the data collection of this study, we implemented procedures to limit or eliminate 

the occurrence of common method bias (CMB). CMB is when responses in data collection are 

influenced by factors such as mood or desire to answer surveys, and is a potential problem in 

behavioral research (Podsakoff et al., 2003). When CMB occurs, it usually leads to common 

method variance, which is the actual variance in the results of the study that has originated 

from CMB (ibid). To limit the chances of CMB occurring, the survey was structured to ensure 

a smooth and undemanding experience for the respondents. Examples of these procedures 

were to reduce item ambiguity by defining complicated field-specific terms, recommending 

the respondents to answer the survey in a calm and distraction-free environment, and 

differentiation in response formats (e.g., Likert scales, dichotomous questions). The Likert 

scale questions were structured in a randomized order. This limits CMB since the relationship 

between the constructs becomes less noticeable to the respondent (Yao & Xu, 2024).  

To ensure content validity, all variables and survey items were based on institutional theory 

(Saunders et al., 2016; Scott, 2008), prior empirical studies on household finance, and 

differences across countries regarding financial behavior (Campbell, 2006; Guiso et al., 

2008). The study mitigates the risk of construct underrepresentation by ensuring that each 

construct is theoretically grounded and empirically corroborated in existing literature, thereby 

strengthening the connection between theory and measurement.  

This study relies on self-reported survey data and captures individuals’ perception of 

institutional environments, as opposed to country-level institutional measures. Therefore, the 

resulting relationships cannot be interpreted as reflecting causal institutional country-level 

effects, but rather, provide insights into how perceived institutional differences are associated 

with financial behavior. Hence, institutional differences may somewhat be reflected in 
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differences between countries, partly due to other sample characteristics such as investment 

experience, age, or education that differ between the two groups.  

3.8 Reliability 

Reliability concerns whether the results would remain consistent if the study were conducted 

again under similar settings (Saunders et al., 2016). In this study, reliability refers to the 

consistency of the questionnaire for evaluating institutional trust, risk preferences, and market 

participation. 

The survey avoided using ambiguous financial terms and academic wording. Subject-specific 

terms could be interpreted differently by people with different backgrounds or varying 

experiences with financial literacy and investing. The survey questions were structured to 

have fixed response options to minimize the variability from open-ended interpretation.  

Before fully distributing the survey publicly, a pilot test was conducted for both nations to 

find any ambiguous wording, technical problems, or inconsistencies which could be 

problematic (Saunders et al., 2016). Input from the pilot stage led to small edits being made 

with regard to wording and structure. 

Transient error was also taken into account, since answers may vary depending on the 

circumstances under which the survey is completed (Chmielewski & Watson, 2009). Financial 

attitudes and decisions about whether to participate may also shift in response to significant 

macroeconomic events or market conditions (Malmendier & Nagel, 2011). Although this is 

difficult to control, data collection was executed within a constrained timeframe (three weeks) 

to decrease the probability that significant market volatility or macroeconomic shocks 

disproportionately affected responses. This serves to make the conditions for the measurement 

more stable.  

To reduce observer bias,  procedures of using solely quantitative analysis methods instead of 

subjective interpretations were in place (Saunders et al., 2016). Statistical methods listed 

earlier were employed to determine relationships among variables, which ensured that 

conclusions were drawn systematically from the data as opposed to from researcher biases. ​
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3.9 Ethical Considerations 

To make the data collection process as ethical and undemanding for the respondent as 

possible, we applied specific considerations and safeguards to the survey. At the beginning of 

the survey, it was clearly stated that participation is completely voluntary and that the 

respondent may feel free to leave the survey whenever they please. The survey was completed 

with complete anonymity, as no personal information from the respondent was collected. In 

quantitative social research, informed consent and voluntary participation are crucial 

components (Bryman, 2016). This also aligns with our compliance with the General Data 

Protection Regulations (GDPR, 2018), to not save or process any individual's personal 

information without their consent.  

3.10 Use of Artificial Intelligence and Analytical Tools 

To ensure both transparency and academic integrity, we have documented our uses of 

generative artificial intelligence (AI) in accordance with Uppsala University (2024) guidelines 

and the specific requirements of the Department of Business Studies (Gebert Persson & 

Gidhagen, 2026). We approached these technologies not as intellectual contributors, but as 

productivity tools designed to enhance the clarity and professional quality of our research. 

Grammarly was used to make the language clearer, improve the structure of sentences, and 

reduce the use of direct translations from Swedish. Khalifa & Albadawy (2024) support this 

method by mentioning that generative AI is an important productivity tool that is especially 

useful at supporting individuals who do not speak English as their first language to improve 

the clarity, coherence, and meet the high standards required for international scientific writing.  

For the quantitative part, we employed Positron to conduct our statistical analyses. It is 

important to emphasise that all methodological choices, such as the selection of statistical 

tests and the final interpretation of data, were made independently by the authors. Ultimately, 

we have maintained human judgment and critical reasoning as the central drivers of this 

thesis. We accept full responsibility for the final work submitted, ensuring that no AI tool 

replaces the independent analytical work or the original conceptual developments that define 

this study (Gebert Persson & Gidhagen, 2026; Uppsala University, 2024). 
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4. Analysis of Results 

4.1 Descriptive Statistics 
The raw data showed a relative balance between respondents from Sweden and the United 

States at 114 vs 105. The age distribution is slightly skewed towards the younger age groups, 

with the age group 18-29 being the dominant, followed by the age group 45-59.  

The number of respondents is dominated by males at 65.2% (Appendix A1), which could 

introduce some level of bias and was considered throughout the analysis. Regarding 

education, roughly 82% had obtained at least a Bachelor’s degree, suggesting most 

respondents are highly educated. The self-assessed investing ability shows the highest 

proportions being at 5/7 and 6/7, indicating that most respondents perceive themselves as 

moderately/highly competent investors. 

Table 2: Summary of Raw Descriptive Data Collected 

Total sample size (per 
institutional environment) 

Age distribution Gender distribution Education level Individual 
assessment of 

investing ability 
(Likert scale) 

Sweden: 114 (50.9%) 
 
United States: 105 (46.9%) 
 
Other: 5 (2.2%) 

18-29: 90 (40.2%) 
 
30-44: 45 (20.1%) 
 
45-59: 72 (32.1%) 
 
60+: 17 (7.6%) 
 
 

Male: 146 (65.2%) 
 
Female: 78 (34.8%) 
 

High school 
(gymnasium): 25 
(11.2%) 
 
Bachelor's degree: 115 
(51.3%) 
 
Master's degree: 70 
(31.3%) 
 
Doctoral degree: 8 
(3.6%) 
 
Other: 6 (2.7%) 

1/7: 4 (1.8%) 
 
2/7: 21 (9.4%) 
 
3/7: 18 (8%) 
 
4/7: 43 (19.2%) 
 
5/7: 71 (31.7%) 
 
6/7: 49 (21.9%) 
 
7/7: 18 (8%) 

 

15 responses were excluded based on the screening criteria. This was done to eliminate 

irrelevant data, as this study only analyses retail investors from Sweden and the United States. 

This left the number of respondents from each country to be 108 from Sweden and 101 from 

the United States.  
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Table 3: Summary of Country-specific Demographics (Filtered Dataset) 

Category Sweden n (%) United States n (%) 

Age   

18-29 52 (48.1%) 30 (29.7%) 

30-44 13 (12.0%) 29 (28.7%) 

45-59 35 (32.4%) 35 (34.7% 

60+ 8 (7.4%) 7 (6.9% 

Education   

High-School 14 (13.0%) 11 (10.9%) 

Bachelor’s degree 53 (49.1%) 54 (53.5%) 

Master’s degree 33 (30.6%) 31 (30.7%) 

Doctorial Degree 2 (1.9%) 5 (5.0%) 

Other 6 (5.6%) 0 (0.0%) 

Gender   

Female 27 (25%) 45 (44.6%) 

Male 81 (75%) 56 (55.4%) 
 

4.1.1 Risk Preferences 

Table 4 shows the descriptive statistics for the risk preferences index for individuals from 

Sweden and the US. The average risk preference scores are strikingly similar between the two 

groups. Sweden scored 4.16 (SD=1.20) and the United States scored 4.18 (SD=1.24) on a 

seven-point scale. The median values are also 4.20 and 4.40, which means that the central 

tendency is closely aligned in both institutional settings. Both samples exhibit moderate risk 

preference levels with acceptable variation, thereby justifying additional statistical testing. 

This is visually presented through a boxplot in Figure 2.   

Table 4: Descriptive Statistics of Risk Preferences by Country 

Country Mean Median SD N 

Sweden 4.16 4.2 1.2 108 

USA 4.18 4.4 1.24 101 
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Figure 2: Boxplot of Risk Preferences by Country 

 

4.1.2 Institutional Trust 
In terms of institutional trust, Swedish participants report significantly higher levels (M=5.26, 

SD=0.98) compared to American participants (M=4.21, SD=1.02), and the medians also 

reflect this trend (Table 5). Given that the standard deviations are similar, it means that the 

responses from both groups are comparable. Overall, institutional trust remains moderate to 

high across both samples, with Swedish respondents clustered at consistently higher values on 

the scale, thereby offering additional statistical testing.  

Table 5:  Descriptive Statistics of Institutional Trust 

Country Mean Median SD N 

Sweden 5.26 5.2 0.98 108 

USA 4.21 4.2 1.02 101 

 

Figure 3: Boxplot of Institutional Trust by Country 
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4.1.3 Participation and Intensity in Financial Markets 
Participation in financial markets is high across the sample, with approximately 87% of 

respondents reporting some level of activity. Most participants are occasional investors (43%) 

or regular investors (40%). 

Table 6: Distribution of Participation Levels (Overall) 

Participation levels (overall) Frequency Percentage 

0 (No investment) 28 ~13% 

1 (Occasional) 90 ~43% 

2 (Regular) 84 ~40% 

3 (Major part of life) 7 ~3% 

 
Participants' levels across countries are broadly similar. The Swedish average participation is 

slightly higher (M=1.39) than in the United States (M=1.28), but both countries have the same 

median level (1). 

Table 7: Participation by Country 

Country Mean Median SD Min Max 

Sweden 1.39 1 0.73 0 3 

USA 1.28 1 0.76 0 3 

 
Binary participation rates show 89% of Swedes and 84% of US respondents, reinforcing the 

pattern with overall differences between countries seemingly limited at a descriptive level.  

Table 8: Binary Participation Rates: 

Country Investors (%) Investors (N) 

Sweden 89% 96 

USA 84% 85 

 
To gain further insights into distinctions regarding how individuals handle their finances, the 

intensity of their investments was examined by looking at the percentage of their savings that 

went into financial assets. Descriptive statistics indicate that Swedish respondents invest a 

significantly greater portion of their financial savings in financial markets (M=2.50) 

compared to the United States (1.67). The median values show that the typical Swedish 
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respondent puts 51-75% of their savings into investments, while the typical US respondent 

puts 1-25%.  

Table 9: Investment Intensity by Country 

Country Mean Median SD 

Sweden 2.50 3 1.32 

USA 1.67 1 1.18 

4.1.4 Perception of Institutional Environment  
Table 10 illustrates descriptive statistics for survey items that measure how individuals 

perceive institutional support and individual financial responsibility. These variables show 

additional statistics concerning how individuals in Sweden and the United States interpret the 

role of institutions and personal responsibility in maintaining their finances.  

Table 10: Retail Investors' Perception of Institutional Environment 

Variable Sweden (Mean, 1-7) USA (Mean, 1-7) 

Perceived institutional support (Q17) 3.93 2.22 

Individual financial responsibility (Q18) 5.81 6.13 

Government provided financial security (Q19) 4.89 3.54 

 

Swedish respondents report significantly higher levels of agreement with statements 

concerning institutional support and financial security from the government, whereas US 

respondents exhibit a marginally higher level of agreement with financial responsibility at the 

individual level. Altogether, these patterns reflect different institutional contexts where the 

Swedish answers seem to be based on the idea of collective support, whereas the American 

responses place relatively higher significance on individual responsibility.  

4.2 Reliability Analysis 

Cronbach’s alpha was used to test the internal consistency of the constructs (Table 11). Both 

constructs surpassed the 0.70 benchmark, with risk preferences (five items, one 

reverse-coded) scoring a  and institutional trust (five items) , implying α = 0. 86 α = 0. 85

high reliability (Appendix B1-B4). 
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Table 11: Reliability Statistics of Constructs 

Construct N Number of items Cronbach’s Alpha 
Average inter-item 

correlation 

Risk 
preferences 209 

5 (where one is 
reverse-coded) 0.86 0.55 

Institutional 
trust 209 5 0.85 0.54 

4.3 Correlation Analysis 
Table 12: Spearman’s Correlation Matrix 

Variable (1) (2) (3) (4) (5) (6) (7) (8) (9) 

(1) Risk 
Preference 

1.00         

(2) Institutional 
Trust 0.08 1.00        

(3) Institutional 
Support -0.10 0.49*** 1.00       

(4) Financial 
Literacy 

0.42*** 0.25*** -0.02 1.00      

(5) Participation 0.31*** 0.08 -0.03 0.35*** 1.00     

(6) Investment 
Intensity 

0.32*** 0.23*** 0.12 0.29*** 0.58*** 1.00    

(7) Age -0.03 -0.11 -0.22** 0.03 0.13 0.06 1.00   

(8) Education 0.07 0.07 -0.03 0.25*** 0.11 0.13 0.17* 1.00  

(9) Gender 
(Male=1) 0.34*** 0.15* 0.17* 0.33*** 0.19** 0.20** -0.12 0.02 1.00 

 
“Gender” is coded as a binary variable.  Positive correlation suggests higher values within male respondents 
compared to females.  

“Education” and “Age” are treated as ordinal variables. Higher values correspond to older age groups and 
higher levels of completed education. 

Note: * p < 0.05, ** p < 0.01, *** p < 0.001 
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As shown in Table 12, financial literacy was found to have the strongest correlations 

with financial behavior, with correlations to risk preference , (ρ = 0. 42,  𝑝 < 0. 001)

participation , and investment intensity (ρ = 0. 35,  𝑝 < 0. 001)

. As the measure is based on self-reported financial literacy, (ρ = 0. 29,  𝑝 < 0. 001)

respondents who reported higher financial understanding also report higher levels of 

risk preference and participation. Gender showed a positive correlation with risk 

preference , financial literacy , (ρ = 0. 34,  𝑝 < 0. 001) (ρ = 0. 33,  𝑝 < 0. 001)

participation , and investment intensity (ρ = 0. 19,  𝑝 < 0. 01)

, suggesting typically higher values for male participants. Age (ρ = 0. 20,  𝑝 < 0. 01)

and education, in contrast, were weakly related to most of the variables, although 

education was positively related to financial literacy .  (ρ = 0. 25,  𝑝 < 0. 001)

4.4 Regression Analysis 
Table 13: Hierarchical OLS Regression Predicting Risk Preference 

 

To test whether country differences remained significant after controlling for individual-level 

traits, a hierarchical OLS regression was performed with risk preferences as dependent 

variable (Table 13). The model added controls for demographics and self-perceived financial 

literacy incrementally. In all models, country lacked a statistically significant predictor of risk 

preference, suggesting that there was no significant difference between Swedish and US 

participants after controlling for knowledge-related and demographic factors. On the other 
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hand, gender and financial literacy were significantly associated with risk preference, with 

female respondents showing lower levels of risk preference than men. Education and age 

lacked statistically significant predictors.  

Table 14: Hierarchical OLS Regression Predicting Market Participation 

 

The same hierarchical OLS regression was conducted for market participation as the 

dependent variable (Table 14). Country was not statistically significant, meaning that Swedish 

and US participants did not differ significantly in terms of participation levels when 

controlling for financial literacy and demographic factors. Model 2-4 indicates that female 

respondents are less likely to participate in the market, but this relationship becomes 

non-significant after adding financial literacy in Model 5. In Model 3-5, age was positively 

and significantly relevant to participation, whereas education had no significant connection to 

participation. Perceived financial literacy was the strongest predictor of market participation 

and was positively associated with higher degree of participation in the final model.  

4.5 Data Normality 
Before moving on to the comparative analysis, it was important to determine whether or not 

the data were normally or non-normally distributed. This was determined through conducting 

Shapiro-Wilk tests on the constructs, presented in Appendix C. The first construct, risk 

preference, displayed normally distributed data for Swedish respondents with the following 
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values ,  which is normally distributed. For the United States, the 𝑊 = 0. 988 𝑝 = 0. 427

values for risk preference were  , , which represents a non-normal 𝑊 = 0. 945 𝑝 < 0. 001

distribution. The construct of institutional trust showed approximately normal distribution 

between both institutional environments, where Sweden presented the values of 

 and the United States presented . This 𝑊 = 0. 981,  𝑝 = 0. 123 𝑊 = 0. 976,  𝑝 = 0. 063

means that the null hypothesis of normality could not be rejected for this construct. 

For the United States, risk preference showed a non-normal distribution. Welch’s t-test was 

employed to compare mean differences between groups as it is more robust to non-normally 

distributed data, but does not assume homoscedasticity. In addition, a Mann–Whitney 

Wilcoxon test was conducted as a non-parametric robustness check. Institutional trust, 

however, met the normality assumption in both groups and therefore independent t-tests were 

employed. 

4.6 Comparative Analysis 

4.6.1 Hypothesis 1 (H1) 
With regards to risk preference,  Welch’s t-test showed there was no significant difference in 

mean risk preference between Sweden ( ) and the United States ( . The 𝑀 = 4. 16 𝑀 = 4. 18)

t-value came out at . The mean scores of the two institutional 𝑡 =− 0. 16,  𝑝 = 0. 875

environments show little to almost no difference in risk preference (Appendix D1). 

This finding was supported through a Mann-Whitney U test which showed no statistically 

significant difference in the distribution of risk preference . Both (𝑊 = 5203. 5,  𝑝 = 0. 567)

findings from the parametric and non-parametric tests show there is no significant difference 

in risk preference of retail investors in Sweden and the United States.  The results do not 

support H1 as no significant difference in risk preference was found between Sweden and the 

United States. 

4.6.2 Hypothesis 2 (H2) 

4.6.2.1 Difference in Institutional Trust  
As the data for institutional trust were normally distributed across both groups, an 

independent sample t-test was conducted. It revealed a statistically significant difference 

between Sweden ( ) and the United States ( ). The t-score  𝑀 = 5. 26 𝑀 = 4. 21 (𝑡 = 7. 65)

implies that the results reflect a genuine and statistically significant disparity between the two 
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groups rather than random sampling fluctuations. The p-value  suggests that the (𝑝 < 0. 001)

probability of this data being by chance is very low. The results of the mean suggest that 

institutional trust is higher in Sweden than in the United States. The results are visually 

presented in Appendix D2. 

4.6.2.2 Participation Analysis 

Participation is measured as a behavioral construct using ordinal categories. A Mann-Whitney 

U test was used to examine the differences in participation between Sweden and the United 

States. The test revealed no statistically significant difference between the two countries 

,  Further, descriptive statistics indicated similar findings, with the (𝑊 = 5876 𝑝 = 0. 296).

median for participation levels of both countries being level 1 (out of 4 categorical levels) 

with mean values at  (Appendix D3). These findings conclude that 𝑀 = 1. 39(𝑆𝐸),  1. 28(𝑈𝑆)

there is no statistically significant difference in participation levels between the nations. 

4.6.2.3 Spearman's Correlation of H2 

To further examine the relationship between institutional trust and how it impacts retail 

investors’ participation in global financial markets, Spearman’s rank correlation was 

conducted. In Sweden, the respondents' results showed no statistically significant relationship 

, . The rho-value ( ) is in the 0-0.19 range, which the correlation ρ = 0. 062 𝑝 = 0. 526 ρ

coefficient treats as a negligible relationship. Additionally,  the p-value shows that it is not 

statistically significant. The respondents from the United States showed similar results, as 

, , no statistically significant relationship was found. ρ = 0. 108 𝑝 = 0. 282

Across the full data sample of both Sweden and the United States, the results , (ρ = 0. 078

 indicated no statistically significant relationship between institutional trust and 𝑝 = 0. 260)

participation in global financial markets. The findings do not provide support for H2 

(Appendix D4).  

4.6.3 Hypothesis 3 (H3) 

In contrast to H2, which tests institutional factors, H3 focuses on whether retail investors’ 

individual risk preferences explain the levels of participation in global financial markets. H3 

was tested using Spearman's rank correlation to examine the relationship between risk 

preference and participation in global financial markets. The Swedish sample revealed a 

statistically significant relationship between risk preference and participation , (ρ = 0. 26
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. Additionally, the sample from the United States presented a statistically 𝑝 < 0. 01)

significant relationship ,   (Appendix D5).  (ρ = 0. 37 𝑝 < 0. 001)

The overall analysis showed the correlation , . This suggests that (ρ = 0. 31 𝑝 < 0. 001)

retail investors with a higher risk preference participate more in global financial markets. 

However, when conducting the ordinal regression test, we found that Sweden contradicted the 

results of the Spearman correlation. Spearman’s correlation looks at the relationship between 

risk preference and participation alone, but the ordinal regression controls for the 

demographics and financial literacy. For Spearman , which is statistically 𝑝 < 0. 01

significant, but for the ordinal regression , the relationship is not significant.   𝑝 = 0. 14

Figure 4 shows how participation changes as risk preference increases for both countries. 

Supported by Tables 15 & 16, the movement of the lines represents how participation changes 

as risk preference increases, whilst controlling for demographics and financial literacy. H3 is 

supported since risk preference was observed to be a significant influence on participation in 

global financial markets. 

Figure 4 - Participation Levels by Risk Preference and Country 
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Table 15: Coefficient Table US 

 Value Std. Error t-value p-value 

Risk preference 0.83 0.20 4.23 p<0.001 

Gender (Female) 0.21 0.44 0.47 p = 0.64 

Age 0.71 0.24 2.98 p<0.01 

Education 0.15 0.30 0.51 p = 0.61 

Financial Literacy 0.15 0.16 0.96 p = 0.34 
 

Table 16: Coefficient Table Sweden 

 Value Std. Error t-value p-value 

Risk preference 0.26 0.18 1.48 p = 0.14 

Gender (Female) -0.67 0.49 -1.39 p = 0.16 

Age 0.10 0.19 0.52 p = 0.60 

Education -0.16 0.30 -0.54 p = 0.59 

Financial Literacy 0.46 0.17 2.70 p<0.01 
 

4.6.4 Additional Analysis: Institutional Trust and Investment Intensity 
To capture a more nuanced aspect of financial market participation, investment intensity was 

elicited as a proportion of respondents' financial savings allocated in financial assets. As 

shown in Table 9, Swedish respondents report a higher investment intensity compared to the 

respondents in the United States. The median values confirm this observation, the median 

individual in Sweden investing 51-75% of their savings in financial assets, while it is 1-25% 

in the United States. This difference is illustrated visually in Figure 5. 
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Figure 5: Investment Intensity by Country 

 

Mann-Whitney U test revealed that the difference between the groups is significant 

, indicating that the Swedish respondents allocate a larger portion 𝑊 = 7337. 5,  𝑝 < 0. 001

of their savings to financial markets than their American counterparts. To determine whether 

institutional trust is correlated with investment intensity at the individual level, Spearman’s 

rank correlation was computed. The overall sample shows a weak but statistically significant 

positive correlation ( . However, the relationship is not statistically ρ = 0. 233,  𝑝 = 0. 001)

significant at the country-specific level in either Sweden ( ) or the ρ = 0. 116,  𝑝 = 0. 234

United States ( ).  ρ = 0. 132,  𝑝 = 0. 189

These results suggest that the relationship seen in the full sample is mostly due to differences 

between countries, not differences within them. Scatterplots displayed in Appendix (D6-D7) 

show weak and inconsistent patterns within both countries.  
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5. Discussion 

5.1 Overview 
The main purpose of this thesis was to examine the extent to which institutional differences 

between countries would influence retail investors’ risk preference and participation in global 

financial markets. The study implements Scott’s (2008) three-pillar model of institutional 

theory, along with institutional trust and insights from behavioral finance. It proceeds from the 

assumption that the unique institutional environments of two different countries would result 

in significant disparities in the approaches of retail investors toward financial risk and market 

participation.  

However, the hypotheses did not exactly mirror the findings. Instead of showing that retail 

investors behave differently across a wide range of institutions, the data reveals that 

individuals behave similarly in some areas and differently in others. Institutional trust varied 

significantly between the two nations, as well as investment intensity, which indicates that the 

depth of financial commitment was substantially greater among Swedish respondents. This 

aligns with Sinn’s (1995) argument that an increased trust in the welfare and social safety nets 

increases participation in more risky activities or, in this case, the amount invested. With 

regards to H3, individual risk preferences is an important predictor of market participation in 

the United States, while Swedish participation levels appeared less dependent on individual 

risk preferences after implementing the control variables. The ordinal regression strengthens 

H3 because it demonstrates how the relationship between risk preference and market 

participation in the United States remains statistically significant after controlling for relevant 

individual-level factors.  These findings explain that the effectiveness of institutional theory 

seems to differ based on the behavioral outcome in focus. It highlights a more complex 

relationship between national institutions and investment behavior than what a simple 

institutional determinism view would suggest. 

5.2 H1: No Significant Difference in Risk Preference 

H1 predicted that Swedish retail investors, located within a more robust welfare state will 

demonstrate a higher willingness for risk-taking compared to the US. The prediction was 

grounded in Weber & Hsee’s (1998) cushion hypothesis, which argues that individuals who 

are able to lean on broader social safety nets are less likely to perceive financial risk as a 

threat. They are therefore more likely to accept financial uncertainty. The regulative pillar 
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further implied that Sweden’s high standards of investor protection and institutional trust 

would mitigate the perceived downside risk for investors (Cox & de Goeij, 2020; La Porta et 

al., 1998).  

The outcomes of the results did not support this hypothesis. Welch’s t-test showed that the 

mean risk preference scores for Sweden  and the United States  (𝑀 = 4. 16) (𝑀 = 4. 18)

were closely aligned, with no statistically significant difference . A (𝑡 = 0. 16,  𝑝 = 0. 875)

Mann-Whitney U test corroborated this result . When (𝑊 = 5203. 5,  𝑝 = 0. 567)

controlling for demographics and financial literacy in the OLS regression (Table 13), there 

was no significant difference between the countries.  

The swift growth of digital brokerage platforms and globally coordinated financial media 

coverage may be undermining the institutional uniqueness that traditionally resulted in 

divergent risk preferences. DiMaggio & Powell’s (1983) idea of institutional isomorphism 

applies here as organizations and individuals working in different countries can behave the 

same way when they are under competitive and mimetic pressures, even though formal 

institutions are still distinct.  

The theoretical section differentiates between risk preference, a relatively stable individual 

tendency towards financial uncertainty and risk perception, which is more sensitive to 

contextual and institutional signals (Riccardi & Rice, 2014; Weber & Hsee, 1998). The 

normative pillar and cushion hypothesis is more effective in describing variations in perceived 

risk rather than fluctuations in risk preference as a personality trait. The lack of significant 

cross-national variations in risk preferences suggest that individuals within both institutional 

environments assess financial risk in similar manners when dealing with identical 

decision-making scenarios. This idea is supported by behavioral finance research which 

demonstrates that cognitive biases, including loss aversion and overconfidence, influence 

individual risk interpretation, frequently in methods that are consistent across different 

populations (Barber & Odeon, 2013; Campbell, 2006).  

This implies that institutional differences may not significantly impact baseline risk 

preferences. Instead, they rather influence the transformation of these preferences into actual 

investment behavior. In this regard, institutions may be more important for how individuals 

show their risk preferences than for how they form them.  
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5.3 H2: The Participation Paradox  

H2 predicted that Swedish retail investors would be more active in global financial markets 

than their American counterparts. This predictions was based on Guiso et al. (2008) discovery 

that trust is a significant part of stock market participation, in addition to Campbell’s (2006) 

argument that low institutional trust acts as a psychological fixed cost that discourages 

entering the market even when participation is financially rational. The cultural-cognitive 

pillar additionally suggested that in countries in which investing is socially legitimized and 

financially embedded, participation becomes a taken-for-granted behavior (Scott, 2008; Hong 

et al., 2004).  

Contrary to the predictions, the Mann-Whitney U test revealed no statistically significant 

difference in participation rates between the two countries . Binary (𝑊 = 5876,  𝑝 = 0. 296)

involvement rates were high in both samples, with 89% of Swedish and 84% of the US 

respondents reporting some level of market activity, along with median participation levels 

being the same. In addition, Spearman’s rank correlation involving individual institutional 

trust and participation was weak and not statistically significant within both nations 

individually  and among (𝑆𝑤𝑒𝑑𝑒𝑛:  ρ = 0. 062,  𝑝 = 0. 526;  𝑈𝑆:  ρ = 0. 108,  𝑝 = 0. 282)

the whole sample .  (ρ = 0. 078,  𝑝 = 0. 260)

A theoretically reasonable explanation of this null result is that institutional trust functions as 

a threshold variable as opposed to a linear predictor. Guiso et al. (2008) suggest that trust 

matters the most at low levels, thus acting as an obstacle to market participation. Sweden and 

the United States, as developed market economies with efficient regulatory structures and 

legitimate financial institutions, may therefore already exceed this criterion. In this 

interpretation, the narrow difference in participation does not undermine the theoretical 

argument, but rather implies that both countries have established the institutional needs for 

widespread retail participation.  

A further interpretation considers the regulatory pillars complementing the role in the United 

States. According to La Porta et al.’s Legal Origins Theory (1998; 2013), common law 

systems, like those in the United States, provide substantial formal safeguards to minority 

shareholders including retail investors. Formal safeguards may help to compensate for the 

lower levels of widespread institutional trust by lowering the perceived risk of market 

involvement. This perspective provides one possible reason why participation rates are similar 

in both nations despite large disparities in institutional trust. While this study does not 
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explicitly assess perceptions of legal protection, the descriptive findings shown previously in 

Table 10, add indirect support to the idea that various mechanisms may underpin participation 

across institutional environments. The US respondents place a larger value on individual 

financial responsibility, whereas the Swedish respondents report higher levels of perceived 

institutional support.  

These trends suggest that US investors may be less dependent on broad institutional trust and 

instead rely on individual responsibility or potentially formal safeguards when making 

participation decisions in the stock market. Swedish investors may be more reliant on 

collective support systems. This suggests that similar levels of market participation can 

emerge from multiple underlying logics rather than a particular institutional pathway.  

Finally, how financial participation norms become more global deserves consideration. 

Geogarakos & Pasini (2011) and Hong et al. (2004) demonstrate the influence of peer effects 

and social networks regarding the spread of investment participation. As global media and 

investment communities grow, things that work across national borders may lead to pressure 

to invest more strongly than the institutional rules of different countries. If participation has 

become a widely accepted financial behavior in both countries, influenced to some extent by 

transnational media and social factors, the institutional disparities between Sweden and the 

United States may no longer be significant enough to produce apparent participation gaps.  

5.4 H3: Risk Preference as a Key Driver of Participation 

Unlike the institutional hypothesis, H3 shows that individual risk preference is positively 

correlated with participation and received clear empirical validation. Spearman’s rank 

correlation demonstrated a statistically significant relationship between risk preference and 

participation throughout the combined sample , with consistent (ρ = 0. 31,  𝑝 < 0. 001)

findings in Sweden  and the United States . (ρ = 0. 26,  𝑝 < 0. 01) (ρ = 0. 37,  𝑝 < 0. 001)

For Sweden, this result was contradicted after controlling for demographics and financial 

literacy in an ordinal regression analysis. This means that the relationship may be influenced 

by other factors, particularly financial literacy which, shown in Table 16, was the only 

statistically significant variable in the Swedish regression analysis . (β = 0. 46,  𝑝 < 0. 01)

The ordinal regression (Figure 4) showed that in Sweden, the patterns are relatively flat and 

gradual, indicating that risk preference has a limited effect on the different participation 

levels. In the United States, the movement was more drastic. These results align with the 
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regression, where risk preference is a statistically significant predictor in the United States 

 but not in Sweden . The aforementioned (β = 0. 83,  𝑝 < 0. 001) (β = 0. 26,  𝑝 = 0. 14)

supports the idea that risk preference plays a stronger role in increased market participation 

among American investors. 

Richardi & Rice (2014) claim that investors who are uncomfortable with uncertainty are less 

inclined to participate in financial markets regardless of macroeconomic elements. 

Consequently, the outcome supports the claim that individual psychological traits have 

considerable explanatory power, even in circumstances where institutional variables do not 

distinguish big differences across national environments. The regression analysis also shows 

that, especially in the Swedish sample, one of the strongest indicators of participation was 

perceived financial literacy. Male participants generally show higher levels of risk preference 

and participation, as shown in Table 12. However, gender was not statistically significant in 

the country-specific ordinal regression, suggesting that these gender variations weakened 

when controlling for other demographic characteristics.  

When examined together with the non-significant results for H1-H2, the support for H3 

provides a theoretically useful insight. When institutional differences between two countries 

fail to show apparent behavioral variation at the population level (as reflected in risk 

preferences and overall market participation), individual psychological traits become the main 

determinants of behavioral variation. This aligns with the conceptual framework (Figure 1), 

which identified risk preferences as a key mechanism  when connecting institutional context 

to market participation, while recognizing that the interplay between these variables is 

potentially dynamic and bidirectional (Seru et al., 2010).   

5.5 Further Analysis: Investment Intensity 

The supplementary analysis of investment intensity, which was categorized by the amount of 

personal savings allocated towards financial assets, led to the most institutionally significant 

and revealing results of the study. The Swedish respondents showed higher investment 

intensity compared to the respondents of the United States. The Swedish median retail 

investor allocates 51-75% of their savings in financial assets, whereas the US median retail 

investor allocates just 1-25%. The Mann-Whitney U test showed statistical significance 

, which indicates that although both nations engage in financial (𝑊 = 7337. 5,  𝑝 < 0. 001)
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markets at a comparable rate, Swedish investors display a greater depth of commitment to 

global financial markets.  

Although institutional trust showed significant differences between the two nations at the 

group level, the country specific correlations among investment intensity and individual trust 

were weak and not statistically significant  (𝑆𝑤𝑒𝑑𝑒𝑛):  ρ = 0. 116,  𝑝 = 0. 234

. The statistically significant correlation appeared exclusively (𝑈𝑆):  ρ = 0. 132,  𝑝 = 0. 189

in the collective cross-national sample , which indicates that the (ρ = 0. 233,  𝑝 = 0. 001)

relationship between institutional trust and investment intensity is a cross-country 

phenomenon rather than an individual-level occurrence. This finding is theoretically 

interesting, since it suggests that the institutional context functions at the macro level to 

establish structural conditions that influence collective investment behavior. Even in cases 

when individual perceptions do not predict personal investment choices. 

This discovery corresponds to the regulative pillar of institutional theory. Sweden’s financial 

regulatory system, which includes “investeringssparkonto” and occupational pension, which 

are tax-advantaged savings accounts, has made higher levels of equity investments the norm, 

making it a part of the formal structure of individual financial planning. In this context, 

increased investment intensity could be less due to individual perceptions of institutions and 

more of a consequence of the institutional environments themselves. This argument aligns 

with North’s (1991) idea that institutions influence economic outcomes by modifying 

incentive structures. The United States also has strong investment incentives, such as 401(k) 

plans, whilst the Swedish model emphasizes collective welfare structures and widespread 

institutional integration of retail investing. This may help explain differences in the degree of 

legitimacy of investment intensity in individual saving behavior.  

A supplementary explanation addresses the normative and cultural-cognitive pillars. In this 

context, where social norms concerning financial literacy and savings are embedded into 

public policy and educational programs, allocating a large part of one’s savings into financial 

assets may be seen as something that responsible individuals do and becomes a 

taken-for-granted belief (Scott, 2008; Guiso et al., 2008). This embedding would heighten 

investment intensity, regardless of an individual’s score on an institutional trust scale, 

clarifying why country-specific individual trust fails to predict intensity while the 

country-level difference persists. In the United States, the normative discourse surrounding 

individual finance is notably fragmented and financial inequality is more widespread. The 
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distribution of investment intensity may be more influenced by personal circumstances, 

income, and debt burdens, rather than by institutional trust alone.  

54 



 

6. Conclusion 
The empirical pattern across all three hypotheses, combined with supplementary research, 

reveals that the institutional context, as defined by the three pillars of Scott (2008), does not 

function consistently across all aspects of retail investor behavior. This finding indicates that 

the ability to explain institutional theory may be domain-specific. Institutions seem to 

influence the depth and intensity of financial engagement more significantly than they affect 

individual participation or risk preferences.  

In contrast to what previous literature has found, this study did not find a significant 

relationship between institutional trust and market participation. This defies the assumption 

that increased institutional trust leads to greater participation. This finding instead suggests 

there is a more complex relationship where institutional environments may influence the 

conditions under which individuals act on their preferences. This contributes to a wider 

academic discussion by suggesting that the influences of institutions on retail investor 

behavior are more indirect and context-dependent. Rather than seeing institutions as directly 

influencing financial decisions, this thesis supports a perspective where institutions influence 

individual characteristics, such as investment intensity. 

In practice, the results suggest that increased institutional trust is not enough to increase 

participation in global financial markets. However, the findings should be interpreted with 

caution. The study compares two countries that both have developed financial systems. 

Therefore, it is possible that the same conclusion cannot be drawn when comparing countries 

with different levels of financial development or institutions.  

To answer the research question of this thesis, it must be worded in terms of the extent to 

which institutions influence retail investors' risk preferences and participation in global 

financial markets. Institutional differences between Sweden and the United States influence 

retail investor behavior to a limited and indirect extent. The results have shown no significant 

difference in levels of risk preference between Swedish and American retail investors, which 

suggests that institutional environments do not strongly influence the underlying attitudes 

towards risk. Although institutional trust varies significantly between the two countries, it 

does not translate into a relationship of higher market participation. On the contrary, 

participation is more closely tied to individual risk preferences, indicating that institutions 

primarily influence the context in which these preferences exist and are acted upon, instead of 

directly determining behavior. Perceived financial literacy and gender further appeared to be 
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relevant in describing differences in participation and risk-related behavior across the 

participants.  

6.1 Theoretical Contribution 
This study provides intriguing insights into two separate theoretical concepts. Institutional 

theory is usually applied at the macro-level to explain cross-border differences between two 

or more economies. This study contributes to future theory by connecting institutional theory 

with behavioral finance, examining how macro-level institutional differences may be 

associated with micro-level investor behavior. This study contributes to international business 

by emphasizing a transatlantic comparison between Sweden and the United States. It is also 

unique as it compares two societies with different attitudes regarding the three pillars of 

institutional theory.  

This study further develops the theoretical understanding of how institutional environments 

shape retail investors’ behavior by distinguishing between underlying individual attitudes and 

measurable and observable actions. Instead of assuming a direct relationship between 

institutions and investor behavior, this thesis treated investor behavior as a process in which 

institutional contexts shape how individuals act on their preferences. Applying this 

perspective contributes to the literature by highlighting that institutions can impact investors 

indirectly. 

Additionally, this study contributes to theory by delving deeper into institutional trust. 

Previous research (Guiso et al., 2008) often highlights trust as the driving factor when linking 

institutions to financial participation. This study views trust as one of several possible factors 

influencing investor participation. This suggests that the relationship between institutional 

influences and market participation may be more complex and very dependent on the context. 

Moving beyond the research question and examining the relationship between institutional 

trust and investment intensity served as an additional branch to the topic, which could provide 

interesting insights to future research. 

Finally, by turning aspects of institutional theory into measurable variables, this study aligns 

the subject methodology by showing that abstract concepts can be tested using real data.  
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6.2 Limitations of the Study 
Although this study has provided contributions to the subject at hand, several limitations 

should be acknowledged when interpreting the findings. The data itself was dominated by 

highly educated males and skewed towards the younger generation (18-29 years) (Appendix 

A2). This may have influenced the results, particularly since male participants in the sample 

generally reported higher levels of participation and risk preference. The data was collected 

during a narrow time span (three weeks) and does not account for changing macroeconomic 

trends and potential shocks. Changes like inflation or geopolitical tensions could influence the 

strength of these relationships over time. This analysis has identified relationships between 

institutional trust, participation in global financial markets, and risk preferences, and can 

therefore not rule out the influence of unidentified variables. 

The institutional environment is the independent variable operationalized as a proxy for 

Sweden and the United States. This approach captures the overall differences between the 

institutions, such as regulatory frameworks, welfare systems, and cultural and societal norms, 

but does not provide precise measurements of specific institutional differences. Additionally, 

the research is limited to institutional differences and ignores country-level factors that could 

impact the relationship, such as economic conditions or demographic compositions, which are 

not controlled for in the analysis. 

Note that this thesis was based on individual-reported survey data, which may not always be 

fully reliable and may introduce potential bias. Respondents may respond incorrectly or 

provide socially desirable answers to what they believe is the right answer. Although we made 

efforts to eliminate this type of bias (CMB), it cannot be fully eliminated and should therefore 

be mentioned as a possibility. 

6.3 Suggestion for Future Research 
This topic of research opens the doors for further expanded research on institutional effects on 

investment behavior. Future studies could move beyond the institutional environment as a 

proxy by introducing more multidimensional measures of institutions. These measures could 

be in the form of investor protection indices, enforcement quality, welfare generosity, or 

measures of social norms and cultural beliefs. Also, thoroughly breaking down the pillars of 

institutional theory (regulative, normative, cultural-cognitive) would allow researchers to 

identify and understand which specific pillar is most relevant for shaping investor behavior. 
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It would be intriguing and useful for future research to do a long-term study on this topic to 

analyse how investor behavior may shift during significant market downturns when the 

welfare safety net is actually utilized. This would provide insights into the cushion hypothesis 

and whether it’s only applicable during market crises (Weber & Hsee, 1998). Tracking 

individuals over a longer time period would provide insights into how the changes of 

institutional environments, such as regulatory changes, economic shocks, or changes in public 

trust, impact investor behavior.  

Since this study primarily focuses on retail investors of Sweden and the United States, it 

would also be beneficial to see a comparison between other countries that have different 

country-level factors, such as their economic conditions or demographic conditions. Research 

into more emerging markets would also provide an interesting analysis as compared to the 

established markets in this thesis. It would also be captivating if more variables could be 

controlled for, such as employment, income, amount invested annually, individual 

background, etc. Further research could perhaps adapt the theoretical framework to the 

specific countries they are comparing to get a more in-depth, country-specific analysis. 
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Appendices 

Appendix Q  
List of  Survey Questions/Items: 

1.​ Which country are you a citizen of? (Answer type: dichotomous)​
 

2.​ How long have you lived in your current country of residence? (dichotomous)​
 

3.​ Does your professional occupation involve investing or trading on financial markets? 
(dichotomous)​
 

4.​ Which of the following best describes your personal involvement in financial markets? 

(dichotomous/ordinal)​

 

5.​ Approximately what percentage of your total financial savings is invested in stocks 

(aktier)/funds(fonder)/bonds(obligationer)? (dichotomous)​

 

6.​ To what extent do you invest in international or global equities? (dichotomous)​

 

7.​ "I am willing to take substantial financial risks if the potential returns are high" (Likert 

Scale)​

 

8.​ "I prefer investments with higher expected returns even if they involve greater 

volatility" (Likert Scale)​

 

9.​ "If given the choice, I would select a higher-volatility portfolio if it offers better 

long-term growth" (Likert Scale)​

 

10.​"I am comfortable with temporary financial losses, if it increases the chance of higher 

long-term returns" (Likert Scale)​

 

11.​"I prefer stable and predictable returns, even if they are lower" (Likert Scale)​

 

12.​"Financial markets in my country operate fairly and transparently" (Likert Scale)​
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13.​"Financial regulators effectively protect retail investors" (Likert Scale)​

 

14.​"Publicly listed companies provide reliable and transparent financial information in 

my country" (Likert Scale)​

 

15.​"Fraud and misconduct in financial markets are fairly punished in my country" (Likert 

Scale)​

 

16.​"I trust financial institutions in my country to act in investors' best interests" (Likert 

Scale)​

 

17.​"If I experienced major financial losses, I believe social institutions would provide 

sufficient support" (Likert Scale)​

 

18.​"Individuals are primarily responsible for securing their own financial future" (Likert 

Scale)​

 

19.​"Government institutions provide fair financial security for individuals" (Likert Scale)​

 

20.​"I consider myself knowledgeable regarding financial investments" (Likert Scale)​

 

21.​"A well-diversified portfolio generally reduces risk compared to holding a single 

stock" (Likert Scale)​

 

22.​"If you put $1,000 under your mattress for 10 years, and prices have risen, you will be 

able to buy:" (dichotomous)​

 

23.​Please specify your age group (dichotomous)​

 

24.​Choose your highest completed level of education (dichotomous)​

 

25.​Please specify your gender (dichotomous) 
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Appendix A 
Figure A1 - Gender Distribution Across Both Countries 

 

Figure A2 - Age Distribution Across Both Countries 
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Appendix B 
Table B1 - Reliability Statistics for Risk Preferences Scale 

Statistics Value 

Cronbach’s Alpha 0.86 

Number of items 5 

Average inter-item correlation 0.55 

 

Table B2 - Item-level Statistics for Risk Preferences Scale 

Item Mean SD Item total correlation 

Q7 3.9 1.5 0.71 

Q8 3.9 1.5 0.73 

Q9 4.6 1.5 0.73 

Q10 4.6 1.5 0.66 

Q11 (reversed) 3.8 1.6 0.58 

 

Table B3 - Reliability Statistics for Institutional Trust Scale 

Statistics Value 

Cronbach’s Alpha 0.85 

Number of items 5 

Average inter-item correlation 0.54 

 

Table B4 - Item-level Statistics for Institutional Trust Scale 

Item Mean SD 
Item total 

correlation 

Q12 5 1.4 0.68 

Q13 4.4 1.4 0.71 

Q14 5.1 1.2 0.66 

Q15 4.7 1.6 0.59 

Q16 4.6 1.5 0.69 
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Appendix C 
Figure C1 - Shapiro-Wilk test; Risk Preference (Sweden) 

 

Values: 

-​ W-value: 0.98767 
-​ P-value: 0.4274 

 

Figure C2 - Shapiro-Wilk test; Risk Preference (USA) 

 

Values: 

-​ W-value: 0.94542 
-​ P-value: 0.0003895 
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Figure C3 - Shapiro-Wilk test; Institutional Trust (Sweden) 

 

Values: 

-​ W-value: 0.98087 
-​ P-value: 0.1227 

 

Figure C4 - Shapiro-Wilk test; Institutional Trust (USA) 

 

Values: 

-​ W-value: 0.9761 
-​ P-value: 0.06334 

 

72 



 

Appendix D 
Figure D1 - Boxplot Representing Welch’s T-test for Risk Preference 

 

 

Figure D2 - Boxplot Representing T-test for Institutional Trust 
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Figure D3 - Categorical Participation Levels by Country 

 

Table D4 - Correlation Between Institutional Trust and Market Participation 

 

Table D5 - Correlation Between Risk Preference and Market Participation 
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Figure D6: Scatterplot - Institutional Trust and Investment Intensity 

 

Figure D7: Scatterplot - Individual Level 
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