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Abstract

This paper investigates the determinants of intéonal equity investment holdings of institutional
and noninstitutional investors, from EU countries$,the end of years 2001 to 2006. The results
show that there are statistically significant difaces in international equity investment holdings
between institutional and non-institutional investdeading us to conclude for the heterogeneity of
their international preferences. These preferencgmsain fairly stable over the sample period.
Furthermore, the results suggest that the deternimaf international equity investment holdings do
differ across institutional and noninstitutionahiestors. Particularly, size variables tend to bereno
relevant for institutional than for noninstitutiohevestors, while information costs and familigrit
variables tend to be more important for noninstitoal than for institutional investors.
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1. Introduction

The benefits of international portfolio investmeats well documented in the finance literature. The
most established benefit of foreign investmentssis diversification. In purely a domestic scenario
total portfolio risk reduction can be achieved tigh the combination of assets whose returns are
not perfectly positively correlated (Markowitz 1952iowever, since all domestic assets tend to be
affected by common sources of risk, even extendiversification cannot eliminate systematic or
domestic market risk (Sharpe 1963). In his semirak, Solnik (1974) shows that it is possible to
further reduce total portfolio risk through intetioaal diversification due to the markedly low



correlation coefficient across different nationwck markets, which can be attributed to country
and/or industry specific factdrsin fact, several empirical studies have demotesir¢hat, although
the correlation coefficients across stock markaty wver time (e.g. Longin and Solnik 1995, Solnik
et al. 1996) and tend to increase in periods ofi lsgpck market volatility (e.g. King et al. 1994,
King and Wadhwani 1990, Ramchand and Susmel 19898y, remains at levels that are attractive
from the risk-diversification viewpoint (e.g. Odiand Solnik 1993). Furthermore, by adjusting the
international asset allocation towards markets vetiperior expected returns, an investor can
simultaneously reduce the risk and increase theatgg return of their portfolios, ensuring a higher
risk-adjusted expected return (Shapiro 2000). &, f@dier and Solnik (1993) find that global asset
allocation offers large potential gains in termgisk-adjusted performance for investors of all anaj
countries, this way supporting the results of prasistudies (e.g. Grubel 1968, Levy and Sarnat
1970, Grauer and Hakansson 1987).

In view of the fact that international diversificat offers dramatic opportunities for improvingkris
return trade-offs, rational investors should invabtoad. As a matter of fact, the International
Capital Asset Pricing Model (ICAPM) suggests thesexce of an optimal portfolio, internationally
diversified according to the relative importanceeath country to the world market capitalization,
that in equilibrium should be held by investors laide. However, the empirical literature
documents substantial evidence that investors witkel do not hold this optimal portfolio (e.g.
French and Poterba 1990, Tesar and Werner 1995pe€@nd Kaplanis 1994). Particularly, in
relation to the predictions of the ICAPM, investtgad to overweight domestic equities (home bias)
and underweight foreign equities (foreign bfadhese bias are still severe nowadays, despite the
trend towards increasing international diversifimat and the reduction of the home and foreign
bias, especially in developed countries (e.g. An@l4a, Baele et al. 2007, Sercu and Vanpee
2007, Ferreira and Miguel 2007a).

Numerous studies have attempted to provide theatetixplanations for the lack of international
diversification of investors’ portfolios. Sercu aManpee (2007) identify five main theories: (i)
hedging domestic risk, (ii) implicit and explicibsts of foreign investments, (iii) information cgst
(iv) corporate governance and transparency, antdkiavioral biases. A first potential explanation
for the home bias in equity portfolios is that detie assets serve as a better hedge for home-
country specific risks, namely inflation risk (Adlend Dumas 1983), real exchange rate risk (Fidora
et al. 2007), domestic consumption risk (Chue 20@nAd the risk from non-tradable wealth
components, such as human capital (Julliard 2002nQ001, Baxter and Jermann 1997, Bottazzia
et al. 1996, Brainard and Tobin 1992) and non-famnincome (Massa and Simonov 2006).
However, none of the studies that consider heddomgestic risks as an explanation for the home
bias provide truly convincing results.

A second possible explanation for the home biasides on the role of barriers to international
investments (Black 1974, Stulz 1981, Errunza anshLtO85), such as capital and foreign exchange
controls and capital market regulations, and ofidagtion costs (Martin and Rey 2004), such as
banking commissions and fees and exchange rateation costs. Although they may have been
important in the past, nowadays the few existingi®a to international investments are not binding
enough to explain the equity home bias (Halliday@39)9 Transaction costs also cannot be a
reasonable explanation for the home bias, sincéutmever rate was found to be higher on foreign

! Empirical evidence suggests that country spetafitors, such as economic and political factorsarty dominate
industry specific factors in explaining the low @ation across national stock markets (Lessar®,19@Inik and De
Freitas 1998, Heston and Rouwenhorst 1994, HestdriRaowenhorst 1995, Griffin and Karolyi 1998), eweithin
European Union (Rouwenhorst 1999).

2 The domestic bias reflects the extent to which stwmes’ overweight home markets in their portfoliegile the
foreign bias reflects the extent to which investamslerweight or overweight foreign markets (Chan, rigoand Ng
2005, Ferreira and Miguel 2007a).



than on domestic equityTesar and Werner 1995a). Even when turnoverhrasebeen found to be
similar for foreign and domestic equity, transactemsts still failed as an explanation for homesbia
(Warnock 2002).

The third potential explanation relates to inforimatcosts (Merton 1987, Gehrig 1993, Brennan and
Cao 1997, Brennan et al. 2005). According to tHerimation costs theory, investors are better
informed on the risk-return characteristics of detiteassets than of foreign assets and therefore
they perceive the latter as more risky than thenéor This, in turn, induces risk-averse investors t
hold domestic assets, explaining the home bias.iffoemation costs theory has gained support in
the recent empirical literature (e.g. Lane and Bdileerretti 2008, Mishra 2007, Farugee et al. 2004,
Al-Khail 2003, among others).

The fourth potential explanation for the equity hoimias phenomenon is related to country and
firm-level governance and transparency. Accordiog this theory, country or political risk
(Dahlquist et al. 2003), poor national accountitgndards and practices (Pagano et al. 2001,
Ahearne et al. 2004), as well as the lack of I@gatection of minority shareholders (La Porta et al
1999) can deter investors from investing abroad #metefore explain the lack of foreign
diversification of investors’ portfolios. The gowance and transparency theory has also found some
support in recent empirical studies (e.g. Gelos Wil 2005, Aggarwal et al. 2005, among others),
although the effects of variables proxing counisk rand investor protection are in general less
significant than those proxing information costs.

Finally, the behavioral-based explanations attdbtlite home bias to investor-specific behavioral
bias such as familiarity (Huberman 2001), recognitiGoldstein and Gigerenzer 1999, Boyd 2001),
patriotism (Morse and Shive 2008), optimism (Kilkad Weber 2000, Strong and Xu 2003) and
overconfidence (Odean 1999, Barber and Odean B#®er and Odean 2001, Barber and Odean
2008). Behavioral-based explanations have alscedasnme support in empirical studies, especially
familiarity. For instance, Ackert et al. (2005) shthat investors have higher perceived familiarity
with local and domestic as opposed to foreign s$gesiand, in turn, invest more in such securities.
Coval and Moskowitz (1999) and Ivkovic and Weiskem{2005) present evidence of a familiarity
bias due to geographic proximity. Grinblatt and dfelrju (2001) suggest that investors exhibit a
preference for nearby and same language and ctiltong The distinction between familiarity and
information costs is, however, ambiguous. For msta several authors use geographical proximity
as a proxy of information costs, while others asemsure of familiarity. Ke et al. (2009) suggest
that the preference for physically proximate inwestts is driven by familiarity rather than
information asymmetries. In contrast, Massa ando8ow (2006) argue that familiarity-driven
investment decisions are a rational response twrirdtion constraints and not a behavioral bias.
DeMarzo et al. (2004) find that the impact of faarity depends on the degree to which the investor
is informed: more informed investors are less affg@dy familiarity.

Recent empirical studies try to provide some ewidern the determinants of international portfolio
investment and of the home and foreign bias phenomeSuch studies differ in several aspects,
such as the type of asset under analysis, thedypesestor considered, the origin and destination
countries considered and the year of investmensidered. Table 1 presents the classification of
empirical studies according to these criterionsilevtable 2 and 3 presents the most commonly
dependent and independent variables used in theties

According to the type of investor, such studiesdglly base the analysis on (1) aggregate data for
all investors in one or more origin countries (e.gne and Milesi-Ferretti 2008, Ferreira and Miguel

*If trading in foreign assets is more expensive, woeld expect a smaller amount of transaction®ieign assets
than in domestic assets and not the other way droun



2007a, Mishra 2007, Coeurdacier and Guibaud 2008e® and Rey 2005, Ahearne, Griever and
Warnock 2004, Amadi 2004a, Amadi 2004b, Martin a@Rdy 2004, Al-Khail 2003) or (2)
disaggregate data for one particular type of irareist one or more origin countries, such as mutual
funds (e.g. Gande and Parsley 2010, Chan et ah, ZB€los and Wei 2005, Aggarwal, Klapper and
Wysocki 2005), pension funds (Timmermann and BI2aR85) and households (Kyrychenko and
Shum 2006). In this respect, both types of studiedimited since they don'’t allow the comparison
of the determinants of international portfolio dgans across different types of investors.

These limitations motivate the following researchesfions: is the geographic distribution of
international portfolio investment the same fortgfle of investors? Do they exhibit homogeneous
or heterogeneous preferences? Are these prefereanstant or not over time? Are the investment
portfolio investment decisions of different type infestors motivated by the same factors? Is the
importance attributed to each factor equal? Bawmedhe information costs theory, one should
expect that more informed investors, namely institial investors, should invest more abroad, than
less informed investors, namely noninstitutionainalividual investors. In fact, Graham et al. (2p09
suggest that more competent investors are morly likeénvest in international assets. Grinblatt and
Keloharju (2001), Goetzmann and Kumar (2004) andskan and Norden (2007) also suggest that
less sophisticated or less experienced investersnare home-biased than sophisticated investors.
Furthermore, one should expect that the internatigrortfolio investment decisions of more
informed investors should be more motivated by rfaial concerns and less influenced by
familiarity issues, while the reverse should beested for less informed investors, as suggested by
DeMarzo, Kaniel and Kremer (2004).

This study investigates the determinants of intéonal equity investment holdings of different
types of investors, namely institutional and notitagonal investors, from European Union (EU)
countries, for the years 2001 to 2006. The objestiof this paper are threefold. First, we compare
the geographic distribution of international equiyestment holdings across different types of
investors, in order to analyze the homogeneityhertteterogeneity of their international investment
preferences. Second, we compare the geographigbdigin of international equity investment
holdings of different types of investors acrossrgein order to analyze the consistency of their
international investment decisions over time. Thiwle investigate the determinants of the
geographic distribution of international equity @stment holdings of different types of investors
and test if the importance attributed to each ddteant differs across investors.

This study offers important contributions to thdsérg literature. First, this study is the firgt t
investigate the determinants of international ggutestment holdings using data disaggregated by
investor type. By using data disaggregated by itovegpe, we are able to purge the study from the
hypothesis of homogeneity of preferences acro$srdiit types of investors, which underlies studies
that use aggregated data for all investors of aneare origin countries. Instead, we assume the
homogeneity of preferences within each type of stwes. Second, this study is the first to
investigate the determinants of international ggimvestment holdings considering simultaneously
institutional and non-institutional investors. Thalows us to compare the determinants of
international equity investments holdings acroffedint type of investors, which was not addressed
by previous studies, as they either considerednakstors aggregately, or considered just one
specific type of investors. Third, this study istfirst to consider continuous 6 years of data.
Previous studies just considered: one year (e.&khall 2003, Farugee, Li and Yan 2004, Amadi
2004a, Lane and Milesi-Ferretti 2008), two yearg.(€han, Covrig and Ng 2005); two or three
discontinuous years (e.g. Berkel 2007, Ferreira #&figuel 2007a). The consideration of a
continuous 6 years period, from 2001 to 2006, alows to consider the evolution of the
geographical distribution of international equitwéstments in recent years, characterized by the



increasing globalization of financial markets amhé subsequent increase in international equity
investments.

Our main findings can be summarized as follows.r&rere statistically significant differences in
international equity investment holdings betweestitational and non-institutional investors,
suggesting the heterogeneity of their internatiopdferences. The differences in international
equity investment holdings of both institutionablamoninstitutional investors over the years are not
statistically significant, leading us to concluae the consistency of their international prefeemnc
Furthermore, the results suggest that the detentsrad international equity investment holdings do
differ across institutional and noninstitutionaléstors. Particularly, size variables tend to beemo
relevant for institutional than for noninstitutidriavestors, while information costs and familigrit
variables tend to be more important for noningtindl than for institutional investors. We alsodfin
that the return chasing behavior is more pronourfoedinstitutional than for noninstitutional
investors. Capital markets controls as well assfparency variables are not significant determinants
of international equity holdings of both institutl and noninstitutional investors, probably due to
the low capital market controls and the good trarspcy ratings of EU countries.

The remainder of this paper is organized as foll®estion 2 describes the research design. Section
3 presents and discusses the empirical resultallyzisection 4 concludes the major findings of the

paper.

2. Research Design

2.1.Sample

To investigate the determinants of internationaliggginvestment holdings of institutional and
noninstitutional investors, we use the geographdgstributions of international equity investment
holdings by sector of the holder country, disclobgdhe Coordinated Portfolio Investment Survey
(CPIS) of the International Monetary Fund (IMF), feeveral countries and several years. We
consider the international equity investment haidirof institutional investors, which aggregate
banks, insurance, mutual fund, other financialitusons, and of noninstitutional investors, which
aggregate nonfinancial companies, households amet obnfinancial institutions, from European
Union (EU) countries at the end of years 2001 t@620Specifically, taking into account the
availability of datd, the EU sample considers: 2 type of investorstitinional investors
(aggregating banks, insurance, mutual fund, otheantial institutions) and noninstitutional
investors (aggregating nonfinancial companies, éoolsls and other nonfinancial institutions); 12
investment origin countries from the EU (Austriagribnark, Finland, France, Germany, Greece,
Italy, Netherlands, Portugal, Spain, Sweden, UniKedydom); 14 investment destination countries
from the EU (Austria, Belgium, Denmark, Finland,afte, Germany, Greece, ltaly, Ireland,
Netherlands, Portugal, Spain, Sweden, United Kinggd years of investment (2001 to 2006);.
From the sample of origin and destination countries excluded Luxembourg, as well countries
that joined the EU in May 2004 (Cyprus, Czech Rdipulstonia, Hungary, Latvia, Lithuania,
Malta, Poland, Slovakia and Slovenia) and in Jan@807 (Bulgaria and Romania). Belgium and
Ireland do not disclose the geographical distrimgiof international equity investment holdings by
sector of the holder country, and this is the reasty these countries are not included on the
sample of investment origin countries but are @t i destination countries. To avoid outliers we
have eliminated origin-destination countries p&rswhich there are less than 3 years observations.
We also eliminated negative holdings observatiare (tb short-selling). Considering these criteria,
we have a total of 3386 observations in the EU $amp

4 In fact, not all countries disclose informationth& geographical distributions of internationabigg investment
holdings by sector of the holder country. Thishis tase of Belgium and Ireland.



2.2.Variables

To evaluate the determinants of international gqumvestment holdings of institutional and
noninstitutional investors, we use as dependeniabiar the natural logarithm of the value of
international equity investment holdings of investoof origin countryi invested in equities of
destination country in yeart, as disclosed by CPIS IMF (hereafter holdings). iddependent
variables we use several measures that have beategoout in the literature as possible
determinants of international equity investmentdim@s. To evaluate the relative size of each
investork in the origin countryi we use the natural logarithm of the value of imé&tional equity
investment holdings of investdt of origin countryi in yeart divided by the total value of
international equity investment holdings of origimuntryi in yeart, as disclosed by CPIS IMF. This
measure also proxies for the international expedef the investor. We also control for the relativ
size and development of the capital markets obtiggn and destination countries by using the ratio
of the market capitalization to GDP of each coumryeart. These measures can also proxy for the
demand and supply of equities assets, respectidata on origin and destination countries market
capitalizations and GDP are obtained from the Wd#&hk. As a proxy for the diversification
potential, we use the correlation coefficient betwéhe monthly returns of stock market indices of
origin countryi and destination countiyover a five year period (including ye@r The returns of
stock market indices of origin and destination d¢das were calculated based on the respective
monthly prices obtained from the MSCI. We also uide the mean and standard deviation of the
returns of stock market indices of origin counitrgnd of destination country over a five years
period (including the yeat), to measure the return and risk of the stock etadf origin and
destination countries, respectively, and to eveldlaé return chasing and risk-aversion behavior of
investors. To proxy for the predictions of ICAPMewlso include the weight of destination country
j on world market capitalization. Data on destioaticountry and world market capitalization is
collected from the World Bank. As a proxy for domesisks, specifically exchange rate risk, we
use a dummy variable that equals one if origin éestination countries are members of EMU and
therefore they bear no exchange rate risk. Thisoreds constructed on the basis of the CIA World
Fact Book information. To evaluate the barriersiriternational investments in the origin and
destination countries we use the International @aplarkets Control index, from the Economic
Freedom of the World (EFW), which is the averagetwd other indices, namely the Foreign
Ownership/Investment Restrictions and the Capitahtfls indices. As a proxy for information
costs, we use three measures that capture ecotiokschetween origin and destination countries
and thus the flow of information between both coest Specifically, we use: (1) bilateral trade,
which is the sum of bilateral exports (exports ofimtry i to countryj in yeart divided by total
exports of country in yeart) plus bilateral imports (imports of countryfrom countryj in yeart
divided by total imports of countiiyin yeart); (2) bilateral FDI, which is the sum of bilateraward

FDI (inward FDI of countryi from countryj in yeart divided by total inward FDI of countryin
yeart) and bilateral outward FDI (outward FDI of counirfo countryj in yeart divided by total
outward FDI of countryi in yeart); and (3) bilateral migration, which is the sum lifateral
immigration (immigrants in countriyfrom countryj in yeart divided by total immigrants in country

i in yeart) and bilateral emigration (immigrants in countfyom countryi in yeart divided by total
immigrants in country in yeart). Data to construct these measures is obtained the United
Nations Statistics Division Commodity Trade StatstDatabase (COMTRADE), OECD Foreign
Direct Investment Statistics, and OECD Internatidviigration Database, respectively. As a proxy
for familiarity between origin and destination ctnigs, we use the geographical distance between
the capital cities of origin countiyand destination countiy(data is from CEPII Geodesic Distance
database), as well as cultural distance. Cultuisthice is evaluated, as in Grosse and Goldberg
(1991), by the averaged sum of the absolute valtidse differences between origin and destination
countries ratings in each one of the 5 cultural etisions proposed by Geert Hofstede: Power



Distance Index, Individualism, Masculinity, Uncentg Avoidance Index e Long-Term Orientation.
Data is from the Geert Hofstede website. This measas considered in Wu (2006) and Grosse and
Trevino (1996) as a determinant of FDI, but it haser been used as a determinant of international
equity investment holdings. We also use a set ohrdy variables that equal one if origin and
destination countries: are contiguous; share thmesafficial language; have had a colonial
relationship; have the same predominant religi@mely Catholicism, Orthodoxy, Protestantism.
Data for contiguity, common official language ammlonial relationship dummies is from CEPII
Geodesic Distance database. The religion dummgristcucted on the basis of the CIA World Fact
Book and Hitchcock and Esposito (2004) informatiBmally, to proxy for transparency in both
origin and destination countries we use the CoioupPerceptions Index, from Transparency
International, which measures the perception ofugdrpractices in both public and private sectors,
scoring countries on a scale from 10 (very clean t(highly corrupt). Table 4 summarizes the
variables used in this study, while Table 5 ande&@nts the descriptive statistics and the coioelat
matrix for those variables.

2.3.Estimation

First, we compare the geographic distribution d&rinational equity investment holdings across

institutional and noninstitutional investors, irder to analyze the homogeneity or heterogeneity of
their preferences. To test the null hypothesishef équality of holdings across institutional and

noninstitutional investors, we use the t test.

Second, we compare the geographic distributionntdrmational equity investment holdings of
institutional and noninstitutional investors acrgegars, to analyze the consistency or inconsistency
of their preferences. To test the null hypothesighe equality of holdings of institutional and
noninstitutional investors across years, we usétiwva test.

Third, we investigate the determinants of the gaplic distribution of international equity
investment holdings of both institutional and natititional investors and test if the importance
attributed to each determinant differs across itores Thus, we run separate OLS regressions for
each type of investor that explain holdings by & afeindependent variables, specified in the
previous subsection, as well as a set of dummyabkes that capture the origin country, the
destination country and the year of investmentdigffects:

Hee =a+BXy +@+¢, +V, 1)

Where isH ki the value of international equity investment hogirof investok of origin countryi
invested in equities of destination countriy yeart (in natural logarithm form);Xkijt is the set of
independent variablesy is a set of origin countrgummy variables,¢j is a set of destination

countrydummy variables, angf; is a set year of investment dummy variables.

We use White’s robust standard error estimationrlBying separate regressions for each investor,
we will be able to identify the importance and dfigance of each independent variable in the
determination of international equity investmentdimgs of both institutional and noninstitutional
investors. We then test the significance of théedi#ihces across institutional and noninstitutional
investors through the statistical test for commrine regression coefficients across subsamples,
proposed by (Cohen 1983). Basically, this implsning a single pooled OLS regression for both
types of investors including differential indepentieariables that are the outcome of the product of



each independent variable by a dummy variablg) that equals one if investéris an institutional
investor and zero if investéris a noninstitutional investor:

Hee =a+d +BXy + B X d+@+9, +), 2

We then male a joint F test to the significancealbfdifferential coefficients ¢, andf’), usually

known as the Chow test, as well as joint F testhéosignificance of all differential coefficients
within a specific group of variables.

3. Empirical Results

3.1.International investment decisions of EU institoiband noninstitutional investors

Figure 1 depicts international holdings of EU ingtonal and noninstitutional investors by year of
investment. As expected, institutional investorgehlaigher holdings than noninstitutional investors.
Table 7 presents the results of the mean diffeseiténternational holdings between institutional
and noninstitutional investors, the respectivesta@nd its statistical significance. These difiess
are presented for all years (overall) and for egdr of investment. The results suggest that there
are statistically significant differences in intational holdings between institutional and
noninstitutional investors, leading us to concluide the heterogeneity of their international
preferences.

Table 8 presents the results of the mean diffeseircénternational holdings between consecutive
years of investmentsthe respective t-tests and its statistical sigaifce. These differences are
presented for all investors (overall), institutibmvestors and noninstitutional investors. Theuhess
suggest that there are no statistically signifiadifferences in international holdings over thergea
of both institutional and noninstitutional investdeading us to conclude for the consistency af the
international preferences.

3.2.Determinants of international equity investmentiys of EU institutional and
noninstitutional investors

Table 9 presents the regression results on thendietnts of international equity holdings for EU
institutional investors. As expected, the valueirgérnational equity holdings is positively and
significantly affected by institutional investorglative size. The relative size of the origin and
destination capital markets also matters. Instinal investors from more financial developed
countries tend to have higher international eqhitydings, specifically in equities from more
financially developed countries. Financial varighlsuch as risk, return and return correlation, are
also important in explaining of international eguitoldings. Institutional investors from countries
where domestic equity returns are lower and ledatil® tend to invest more internationally,
specifically in equities with higher and less vidateturns, which is at odds with the return chgsi
behavior and the risk-aversion of investors. HowgeWeey also tend to invest more in foreign
equities that have higher return correlation witthmestic equities, thus reducing the power of
international portfolio diversification. Confirminghe predictions of the ICAPM, institutional
investors tend to invest more in equities from d¢das with higher share in the world market
capitalization. All the effects are statisticalligrsficant (except that from origin country equity

> For simplicity, we only present here the mean déffices for consecutive years of investment. Adaétioesults are
available upon request.



returns). As expected, the coefficient of the EMlwminy is positive and statistically significant,
suggesting that the absence of exchange rate litgladi important to foster international equity
investment holdings. The effects of capital madaitrols of both origin and destination countries
on international equity holdings are not statislycaignificant. This finding is somewhat expected
since there are few capital market controls withld. Information costs variables and familiarity
variables improve considerably the fit of the regien, suggesting the importance of these variables
in the explanation of international equity investiéioldings. As predicted, trade, FDI and
migration linkages affect positively the internat#b equity holdings of institutional investors (the
effect is statistically significant for trade an®Iff. With respect to variables proxing familiarity,
international equity holdings tend to be lower betw geographically distant origin and destination
countries (although not significantly), while thense language and religion contribute to
significantly increase them. Cultural distance andtingency have the opposite signs, relatively to
what was expected. Finally, international equityestment holdings are positively affected by
transparency of both origin and destination coastrbut only the effect of the latter is statidtjca
significant. The importance of transparency measigein terms of explanatory power, lower than
expected, probably because EU countries have ahewse ratings.

Table 10 presents the regression results on tregndieants of international equity holdings of EU
noninstitutional investors. The value of internatibequity holdings of noninstitutional investoss i
positively and significantly affected by their ril@ size, and positively, albeit not significantly
affected by the relative size of the capital masket origin and destination countries. Financial
variables also affect the international equity hadd of noninstitutional investors. Like institutial
investors, noninstitutional investors tend to negtle power of international diversification (they
tend to hold more foreign equities whose returpdasitively correlated with the return of domestic
equities) and to present the return chasing beh&waninstitutional investors from countries with
lower domestic equity returns tend to invest maternationally, specifically in equities with highe
returns). Nevertheless, the return chasing behéwinot statistically significant for noninstitutial
investors. Furthermore, like institutional investononinstitutional investors from countries with
more volatile domestic equity returns tend to imvesore internationally, but, contrary to
institutional investors, they tend to invest moremore volatile foreign equities, which is not
consistent with the risk-aversion behavior hypate$he predictions of the ICAPM are also
followed by noninstitutional investors as they téndnvest more in equities from countries with a
higher share in the world market capitalizationvél¢heless, the effects of financial variables are
not statistically significant (except that fromust correlation). As for institutional investor$iet
effect of EMU membership on international equitydirngs is positive and statistically significant,
suggesting the importance of the absence of exeheatg volatility for engaging in international
equity investment holdings, while the effect of it@pmarket controls on international equity
holdings is not statistically significant. Inform@t costs variables and familiarity variables
considerably improve the fit of the regression, gasjing the importance of these variables in
explananing international equity investment holding noninstitutional investors. Variables proxing
for information costs, such as trade, FDI and ntigralinkages, affect positively the international
equity holdings of noninstitutional investors, altigh the effect is only statistically significamir f
FDI. With respect to variables proxing familiarityyternational equity holdings tend to be lower
between geographical and cultural distant origin aestination countries (the effect is only
significant for geographical distance), while thame language and religion contribute to
significantly increase them (the effect is onlyrsiigant for religion). As in the case of institoitial
investors, the contingency dummy exhibits a sigicivis opposite to what was expected, not being
statistically significant, though. Finally, inteti@al equity investment holdings are positively
affected by transparency of both origin and desitnacountries, but none of these variables are
statistically significant. Moreover, they do nontx@bute to improve the fit of the regression.



Table 11 presents the results of the differencetherdeterminants of international equity holdings
between EU institutional and noninstitutional inees. The overall Chow test conducted to assess
the significance of all differential variables iways statistically significant, suggesting thag th
determinants of international equity investmentdimds do differ across EU institutional and
noninstitutional investors. The tests conductedssess the significance of the differential vadabl
within a specific group of variables suggest thaiables proxing size, finance, and information and
familiarity, are statistically significant, whereagariables proxing barriers to international
investments and transparency are not statistisailyificant. We next analyze in more detail these
differences. Within the group of variables proxingsize, the results suggest that investors’ inedat
size affect positively and significantly internatad holdings of institutional investors more th&n o
noninstitutional investors. The importance of arigind destination country’s relative size also
differs significantly across investors. Specifigalbrigin country relative size matters more for
institutional investors than for noninstitutionalvestors, while destination country relative size i
more important for the latter than for the forméfithin the financial variables, only the effects of
origin and destination countries equity returnsfedifacross investors: the effect of origin
(destination) country equities’ returns is sigrafitly lower (higher) for institutional investors.
Barriers to international investments tend to beenimportant for noninstitutional investors than fo
institutional investors, although the differences anly statistically significant for capital matke
controls in the destination country. Variables pmgxfor information costs and familiarity tend to
affect more the international equity holdings ofnimstitutional investors than of institutional
investors. Nevertheless, only the effect of biltérade is significantly different across investor
The effects of transparency of the origin (destomgt country are more important to institutional
(noninstitutional) investors, although the diffecen are not significant.

3.3.Robustness tests

In order to check the results in other scenari@sperform robustness checks that include the use of
alternative dependent variables, the use of altemandependent variables and the consideration of
the EMU sub-sample.

Alternative dependent variables

For robustness purposes, we consider two altematépendent variables: (1) portfolio weights,
measured as the natural logarithm of the ratimtgfrhational equity investment holdings of investor
k of origin countryi invested in equities of destination counirin yeart to the total value of
international equity investment holdings of invedt®f origin countryi in yeart, calculated based
on CPIS IMF data; and (2) foreign bias, measureth@siatural logarithm of the ratio of portfolio
weights, as defined previously, to optimal portiolveights, where optimal weights is the ratio of
market capitalization of destination counjrin yeart to the difference between the world market
capitalization and the origin countiymarket capitalization in yedr calculated based on market
capitalization data from World BahkThus a positive (negative) foreign bias indicatesr(under)-
investment, i.e., investde from countryi invests, in yeat, more (less) in equities of destination
countryj relatively to the ICAPM predictions. In some stioas, we also consider the absolute

® This foreign bias measure is based on the foreigs adjusted measure proposed by Bekaert and Wa0g)(2
Basically, the adjustment made to the traditionabifn bias measure involves excluding the investmeade by
investors of origin country in its own equity asséibm the optimal allocation problem (note that exlude the
domestic assets from the total amount of assets helinvestors from origin country when calculatithg actual
portfolio weights of investors in the origin countand exclude the market capitalization of origouwtry of the
world market capitalization in the calculation gftional portfolio weights). According to Bekaert awhang (2009),
this adjustment allows to determine more precisiety determinants of under and over-investmentivelgtto the
predictions of the ICAPM, since the adjusted measucenditional to the existence of home bias.
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value of the foreign bias measure, so we can eteliie@ magnitude of the degree of foreign bias,
without taking into account the direction of th&d(i.e. over or under investment).

Figure 2 depicts international portfolio weighterdign bias and absolute foreign bias of EU
institutional and noninstitutional investors by yeéinvestment. As expected, institutional investo
have higher portfolio weights than noninstitutioimalestors. Foreign bias is found to be positive fo
institutional investors and negative for noningitiinal investors, which means that institutional
investors overweight other EU countries equitiesereas institutional investors underweight other
EU countries equities, relatively to the predictioof the ICAPM. Furthermore, once we take the
absolute value of foreign bias, we can see thafdieign bias tends to be significantly stronger fo
noninstitutional investors. Table 12 presents tbsults of the tests to the mean differences in
international portfolio weights, foreign bias anbdsalute foreign bias between institutional and
noninstitutional investors, the respective t-testd its statistical significance. These differenaes
presented for all years (overall) and for each y#anvestment. The results suggest that there are
statistically significant differences in internatal portfolio weights and foreign bias between
institutional and noninstitutional investors, leaglius to conclude for the heterogeneity of their
international preferences. Table 13 presents tkaltse of the tests to the mean differences in
international portfolio weights, foreign bias arfssalute foreign bias between years of investrignts
the respective t-tests and its statistical sigaifae. These differences are presented for all iores
(overall) and for institutional and noninstitutidrinvestors. The results suggest that there are no
statistically significant differences in internatad portfolio weights and foreign bias of institutal

and noninstitutional investors over the years, Wwhicdicates consistency of their international
preferences.

Table 14 presents the regression results on tleendietants of portfolio weights for EU institutional
and noninstitutional investors, as well as theeddfces between them. The regression results on the
determinants of portfolio weights of EU institutadrinvestors (model 1) are basically equal to those
found for international holdings in terms of signdasignificance of coefficients. In fact, only the
effect of investor relative size and risk of origiountry equities loses its statistical significan€he
regression results on the determinants of portfekaghts for EU noninstitutional investors (model
2) also corroborate those found for internationaldimgs. Some specific differences are worth
mention, specifically the one related with the riegaand statistically significant effect of invest
size on portfolio weights. Capital market contratal transparency of the origin country also sudfer
change of sign, but maintain their non statistigighificance. The differences on the determinahts o
portfolio weights between EU institutional and nwstitutional investors (model 3) are basically
equal to those found for portfolio holdings. Intfaanly the effect of capital markets controls in the
destination country lose its statistical significanall other effects maintain the previous signd a
statistical significances. Once more, the statissgnificance of the overall Chow test suggelsés t
the determinants of portfolio weights do differ@s EU institutional and noninstitutional investors
especially those proxing for size, finance, andiimiation and familiarity.

Table 15 presents the regression results on tleendieiants of foreign bias for EU institutional and
noninstitutional investors, as well as the differes between them. The regression results on the
determinants of foreign bias of EU institutionalestors (model 1) generally corroborate those
found for international holdings. Some specificfeliénces should be noted, though. In particular,
destination country capital market relative sizéfesa a change of sign but maintains its non
statistical significance. Also, investor relativiees risk of origin country equities and transpasen

of origin country loses its statistical signific@dhe regression results on the determinants of
foreign bias for EU noninstitutional investors (nebd2) also corroborate those found for
international holdings. Some specific differenceswsorth mention, namely the one related with the

” For simplicity, we only present here the mean déffices for consecutive years of investment. Addiétioesults are
available upon request.
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negative and statistically significant effect ovastor size on portfolio weights. Capital market
controls and transparency of the origin country asffer a change of sign, but maintain their non
statistical significance. Note that the same spediifferences were found when using portfolio
weights. The differences on the determinants okifpr bias between EU institutional and
noninstitutional investors (model 3) are basicalyal to those found for portfolio holdings. Intfac
as in the case of portfolio weights, orihe effect of capital markets controls in the desion
country loses its statistical significance. All etteffects maintain their previous signs and stedis
significance. Once more, the statistical signifmarof the overall Chow test suggests that the
determinants of foreign bias do differ across Eudtiintional and noninstitutional investors,
especially those proxing for size, finance, andrimiation and familiarity.

Thus, the use of alternative dependent variables dot significantly change the results.

Alternative independent variables

An additional robustness test involves the usencéléernative variable to the transparency. In this
context, we use a governance measure, as measutked mean of the six Worldwide Governance
Indicators (WGI) of the World Bank: voice and acotability, political stability and absence of
violence, government effectiveness, regulatoryigualle of law, control of corruption. The index
ranges from O (lowest governance) to 100 (highesemance). Table 16 presents the regression
results on the determinants of international ha@dirfor EU institutional and noninstitutional
investors, as well as the differences between tlhsing the governance measure. The results on the
determinants of international holdings of EU ingtiinal investors (model 1) are basically equal to
those using the transparency measure. The onlgréliftes rely on the new governance measure.
Governance of both origin and destination countgesernance are not statistically significant
determinants of international holdings of EU ingtdnal investors. Moreover, the inclusion of these
variables does not contribute to improve the fittloé regression. The regression results on the
determinants of international holdings for EU natitaitional investors (model 2) are equal to those
obtained when using the transparency measure, neittifference worth mentioning. Once again,
governance of both origin and destination countgiegernance are not statistically significant and
they do not contribute to improve the fit of thgnmession. The differences on the determinants of
international holdings between EU institutional amehinstitutional investors (model 3) are also
robust to the use of the governance measure. intfecstatistical significance of the overall Chow
test still suggests that the determinants of imttonal holdings do differ across EU institutioaad
noninstitutional investors, especially those faying size, finance, and information and familiarit
Governance of both origin and destination countiéesl to influence the international holdings of
noninstitutional investors more than of institutnnvestors, but the differences remain not
statistically significant.

Overall, the use of an alternative independentidei does not significantly change the results.

EMU sample

For robustness purposes, we also consider a sublesaimat considers origin and destination
countries from the European Monetary Union (EMUW). define the EMU sample we have applied
the same criteria as for the EU sample. Thus, #&) Bample considers institutional investors and
noninstitutional investors of 9 EMU origin counsi€Austria, Finland, France, Germany, Greece,
Italy, Netherlands, Portugal, Spain) in equitieenir 11 EMU destination countries (Austria,
Belgium, Finland, France, Germany, Greece, ItaBlahd, Netherlands, Portugal, Spain) in each of
the 6 years of investment considered (2001 to 20G) a total of 1722 observations.

Table 17 presents the regression results on therrdieiants of international holdings for EMU
institutional and noninstitutional investors, asllvas differences between them. The results for
EMU institutional investors (model 1) mirror thofmund for EU institutional investors. Thus, the
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value of international equity holdings is positivend significantly affected by institutional
investors’ relative size, as well as positivel\hadl not significantly, affected by the relativeesiof
the origin and destination capital markets. Inteomal equity holdings of EMU institutional
investors are also significantly affected by theume (positively) and risk (negatively) of foreign
equities and by the share of the foreign countrywamld market capitalization (positively), thus
being consistent with the return chasing and rigksion behavior of institutional investors. The
predictions of the ICAPM are not followed by EMUstitutional investors, unlike what was found
for EU. EMU institutional investors also tend toé@st more internationally if the return and risk of
domestic equities are lower. They also tend toshwore in foreign equities that have higher return
correlation with domestic equities, neglecting bemefits of international portfolio diversification
Nevertheless, none of these effects are statistis@nificant. The effect of capital market corgro
on international equity holdings is not statistigadignificant and the inclusion of these variables
does not contribute to increase the variance enghilnformation costs and familiarity variables
have explanatory power, although only trade and BIghificantly affect international equity
holdings of EMU institutional investors. As for Bhktitutional investors, trade is positively relhte
with international equity holdings, supporting tidormation content of trade as well as the
complementarity of trade of goods and capital. @Qusfy, the effect of FDI is, for EMU institutional
investors, negative. EMU institutional investoratdarnational equity holdings are also positively
affected by migration linkages, cultural distancentingency, common language and religion, and
negatively affected by the geographical distancéwéen origin and destination countries.
Nevertheless, none of these effects is statisficadjnificant. The effects of origin and destinatio
countries’ transparency on international equitydimas are positive but, once more, not statistjcall
significant.

The results for EMU noninstitutional investors (rebd2) also mirrors those found for EU
noninstitutional investors. Thus, the value of in&ional equity holdings of EMU noninstitutional
investors is positively and significantly affecteg their relative size and negatively, albeit not
significantly, affected by the size of the origimda destination countries capital markets.
Noninstitutional investors from EMU countries whel@mestic equities have lower returns and risk
tend to invest more internationally, specificallyforeign equities with higher returns and lowskri
and whose returns are more correlated with domegtitties. The predictions of the ICAPM are not
followed by EMU noninstitutional investors. Nonelihsgs, these effects are not statically significant.
The effect of capital market controls on internasibequity holdings is, once again, not statisiycal
significant. Like for EU noninstitutional investorsrade positively affects international equity
holdings. However, unlike the results obtainedEar noninstitutional investors, FDI and migration
linkages negatively affect international equity diogs of EMU noninstitutional investors.
Nevertheless, none of these effects are statisticagnificant. Within familiarity variables,
geographical distance negatively affects intermatioequity holdings of EMU noninstitutional
investors, while cultural distance, contingencynglaage and religion affects them positively.
Nevertheless, only the effect of contingency andgleage are statistically significant. Finally,
transparency of both origin and destination coastare not statistically significant.

The differences on the determinants of internatidmaldings between EU institutional and
noninstitutional investors (model 3) are also rabd$ie overall Chow test is always statistically
significant suggesting that the determinants ofrimitional holdings do differ across EMU
institutional and noninstitutional investors. Tlests to differences within each group of variables
suggest that all of them (size, finance, barriersiriternational investments, information and
familiarity and transparency) are statistically néfigant. We next analyze in more detail these
differences. Within the group of variables proxingsize, the results suggest that investors’ inedat
size and destination country relative size afféghificantly the international equity investment
holdings of institutional investors more than ohimstitutional investors. On the contrary, the worig
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country relative size affects the internationaligguvestment holdings of noninstitutional investo
more than of institutional investors, although tiéerence is not statistically significant. Finaailc
variables tend to affect the international holdin§#stitutional investors more than noninstitaiid
investors, although the differences are not skedidy significant. Within the set of variables piog

for barriers to international investments, capitahrket controls in the origin country affect
institutional investors more than noninstitutioimalestors, although not significantly. Conversely,
capital market controls in the destination couiatifect significantly noninstitutional investors nsor
than institutional investors. Variables proxing foformation costs and familiarity tend to be more
important for noninstitutional than for instituti@hinvestors, although the differences are only
statistically significant for contingency and laage variables. As for the EU sample, the effects of
transparency of the origin (destination) country mrore important to institutional (noninstitutional
investors, although the differences are not sigaift.

Generally, the consideration of an alternative saimple did not significantly alter the results.

4, Conclusion

In this study we investigate the determinants eérimational equity investment holdings of EU
institutional and noninstitutional investors foretlyears 2001 to 2006. We start by comparing the
geographic distribution of international equity @stment holdings across and noninstitutional
investors to analyze the homogeneity or the hewreldy of their international investment
preferences. Next, we compare the geographic lision of international equity investment
holdings of institutional and noninstitutional irsters across years to analyze the consistency the
constancy or the inconstancy of their internatianaéstment decisions. Finally, we investigate the
determinants of the geographic distribution of riné&tional equity investment holdings of
institutional and noninstitutional investors andtté the importance attributed to each determinant
differs across investors.

First, the results show that, overall, there asdistically significant differences in internatidna
equity investment holdings between institutionald amoninstitutional investors, leading us to
conclude for the heterogeneity of their internagiopreferences. Particularly, institutional investo
tend to have significantly higher international iggunvestment holdings, as well as portfolio
weights, than noninstitutional investors. Furthemmanstitutional investors tend to overweight,
whereas noninstitutional investors tend to undeghigiequities from other EU countries in their
portfolios. The degree of foreign bias tends taigaificantly stronger for non-institutional invess
than for noninstitutional investors.

Second, there are no statistically significantatéhces in international equity investment holdings
of both institutional and noninstitutional investoover the years, indicating consistency in their
international preferences.

Third, the results of the regression using diffiedngroup dummy variables suggest that the
determinants of international equity investmentdimgls do differ across institutional and
noninstitutional investors. Particularly, investaedative size as well as both origin and destorat
countries’ relative sizes tend to affect positiviig international equity investment holdings oftbo
institutional and noninstitutional investors. Thepact of these variables is significantly different
across investors: Investors’ and origin countriedative sizes tend to affect significantly the
international equity investment holdings of inditnal investors more than of noninstitutional
investors, while the reverse is true for destimatountry relative size. Financial variables, sash
risk, return and return correlation, are also infgmalr in explaining international equity holdings.
Institutional (noninstitutional) investors with l@wreturn and lower (higher) risk tend to investreno
internationally, hold equities with higher returt@wer (higher) risk and higher return correlation
with domestic equities, from countries with higkeright on world market capitalization. Thus, the
results suggest the returns chasing behavior d¢f imstitutional and noninstitutional investors, the
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risk aversion of institutional investors and thekroving behavior of noninstitutional investorel
results also suggest that both types of investegiest the benefits of international diversificatio
The correlation between origin and destination toes equity returns and the destination country
equity returns is significantly more important testitutional investors than to noninstitutional
investors. The differences in other financial vialéa are not statistically significant. The resalso
suggest that the absence of exchange rate righeasured by the EMU membership, is significantly
important to foster international equity investmbatdings of both institutional and noninstitutibna
investors. On the contrary, the effects of orignd @estination countries’ capital market controis o
international equity holdings are not statisticalgnificant, which may be due to the few existing
capital market controls within the EU. NevertheJdbe impact of destination country capital market
controls on holdings is more pronounced for noitimsbnal investors than for institutional
investors. Information costs and familiarity assumme important role in the explanation of
international equity holdings of both institutionaihd noninstitutional investors. Trade, FDI and
migration linkages are important vehicles of infatian transmission, contributing to increase the
international equity holdings of both institutionahd noninstitutional investors. Geographical
proximity, common language and religion are alspantant drivers of international equity holdings,
especially for noninstitutional investors. Finalbrigin and destination countries’ transparency als
contributes to increase, albeit not significantihe international equity holdings of both institutal
and noninstitutional investors. This may be duéhthigh ratings of transparency attributed to EU
countries. These results, overall, are robust & ube of alternative dependent and independent
variables, as well as to the consideration of EMb-sample.
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Figure 1
International equity holdings of institutional andninstitutional investors by year of investment

This figure depicts the international holdings mdtitutional and noninstitutional investors by ye&investment. For
a detailed description of international holdingsgsie see table 4.
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International portfolio weights and foreign biasmdtitutional and noninstitutional investors by yeé

Figure 2

investment

This figure depicts, from top to bottom, internatd portfolio weights, foreign bias and absoluteefgn bias of
institutional and noninstitutional investors by ye&d investment. International portfolio weightsthee ratio of the
value of international equity investment holdingsnvestork of origin countryi invested in equities of destination
countryj in yeart to the total value of international equity investih holdings of investok of origin countryi in
yeart (in natural logarithmic form). Foreign bias is tta¢io of international portfolio weights, as defihpreviously,
by optimal portfolio weights, the latter being mesesi by the ratio of market capitalization of deation countryj in
yeart to the difference between world market capitalmatand origin country market capitalization in year
Absolute foreign bias is the absolute of foreigashias defined previously.
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Table 1
Classification of empirical studies on the detemrmits of international portfolio investment

This table classifies the empirical studies on de¢erminants of international portfolio investmemcording to
several classification criteria. Classification eria are presented in the first and second columthde empirical
studies are presented in the third column.

Classification Criteria

Empirical Studies

Type of Assets
Considered

Equity

Gande and Parsley 2010,Monteiro and Manso 2009, Bailey et al.
2008, Ferreira and Miguel 2007a, Mishra 2007, Chan, Covrig and
Ng 2005, Coeurdacier and Guibaud 2005, Gelos and Wei 2005,
Lilieblom and Loflund 2005, Portes and Rey 2005, Timmermann
and Blake 2005, Ahearne, Griever and Warnock 2004, Amadi
2004a, Amadi 2004b, Farugee, Li and Yan 2004, Martin and Rey
2004, Al-Khail 2003

Bonds

Ferreira and Miguel 2007b

Both

Fidora, Fratzscher and Thimann 2007, De Santis and Gerard 2006,
Kyrychenko and Shum 2006, Khorana et al. 2005

Type of Investor
Considered

Aggregate

Monteiro and Manso 2009, Lane and Milesi-Ferretti 2008,
Ferreira and Miguel 2007a, Mishra 2007, Coeurdacier and
Guibaud 2005, Portes and Rey 2005, Ahearne, Griever and
Warnock 2004, Amadi 2004a, Amadi 2004b, Martin and Rey 2004,
Al-Khail 2003

Institutional Investors

Ferreira and Matos 2008

Mutual Funds

Gande and Parsley 2010, Chan, Covrig and Ng 2005, Gelos and
Wei 2005, Aggarwal, Klapper and Wysocki 2005

Pension Funds

Timmermann and Blake 2005

Individual Investors

Bailey, Kumar and Ng 2008

Households

Kyrychenko and Shum 2006

Origin and Destination
Countries Considered

One specific Origin Country
Several Destination Countries

Finland (Al-Khail 2003), UK (Timmermann and Blake 2005), USA
(Bailey, Kumar and Ng 2008, Kyrychenko and Shum 2006,
Aggarwal, Klapper and Wysocki 2005, Ahearne, Griever and
Warnock 2004

One specific Destination Country
Several Origin Countries

Finland (Lilieblom and Loflund 2005), Portugal (Monteiro and
Manso 2009)

More than one Origin and
Destination Countries

Bekaert and Wang 2009, Ferreira and Matos 2008, Foad
2008,Lane and Milesi-Ferretti 2008, Fidora, Fratzscher and
Thimann 2007, Chan, Covrig and Ng 2005, Coeurdacier and
Guibaud 2005, Gelos and Wei 2005, Portes and Rey 2005,
Farugee, Li and Yan 2004, Martin and Rey 2004

Years of Investment
Considered

One specific

1997 (Ahearne, Griever and Warnock 2004, Farugee, Li and Yan
2004, Al-Khail 2003); 2001 (Lane and Milesi-Ferretti 2008,
Coeurdacier and Guibaud 2005, Amadi 2004b)

More than one year

Gande and Parsley 2010, Monteiro and Manso 2009, Bailey,
Kumar and Ng 2008, Ferreira and Matos 2008, Ferreira and
Miguel 2007a, Fidora, Fratzscher and Thimann 2007, Mishra
2007, De Santis and Lihrmann 2006, Chan, Covrig and Ng 2005,
Gelos and Wei 2005, Khorana, Servaes and Tufano 2005, Portes
and Rey 2005, Timmermann and Blake 2005, Amadi 2004a, Al-
Khail 2003, Kyrychenko and Shum 2006, Martin and Rey 2004
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Table 2
Dependent variables used in empirical studies odéerminants of international portfolio investment

This table presents the main dependent variabled us empirical studies on the determinants ofrirggonal
portfolio investments. The first column presentg ttmost commonly used measures of internationalfgbiort

investments, while the second column indicategeefees of some empirical studies where those meatave been
used.

Dependent variable used Studies
Portfolio Flows Gande and Parsley 2010, Monteiro and Manso 2009, Portes and Rey 2005, Martin and Rey 2004
Portfolio Holdings Daude and Fratzscher 2008, Ferreira and Matos 2008, Lane and Milesi-Ferretti 2008, Mishra 2007,

Kyrychenko and Shum 2006, Coeurdacier and Guibaud 2005, Aggarwal, Klapper and Wysocki 2005,
Farugee, Li and Yan 2004, Al-Khail 2003

Portfolio Weights Weights (Foad 2008, Aggarwal, Klapper and Wysocki 2005, Amadi 2004a, Amadi 2004b, Al-Khail
2003); Change in Weights (De Santis and Gerard 2006, Kyrychenko and Shum 2006, Gelos and Wei
2005, Liljeblom and Loflund 2005, Timmermann and Blake 2005)

Home Bias Bekaert and Wang 2009, Foad 2008, Ferreira and Miguel 2007a, Fidora, Fratzscher and Thimann
2007, Chan, Covrig and Ng 2005
Foreign Bias Bekaert and Wang 2009, Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005, Liljeblom and

Loflund 2005, Aggarwal, Klapper and Wysocki 2005, Ahearne, Griever and Warnock 2004
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Table 3

Independent variables used in empirical studietherdeterminants of international portfolio investits

This table presents the main independent varialdesl in empirical studies on the determinants tdrivational

portfolio investments. The first column presents tategory of the independent variable, the secohamn presents
the most commonly used measures within each categod the third column indicates the referencesarhe

empirical studies where those measure have beeh use

Proxing Independent variable used Studies
Bekaert and Wang 2009, Foad 2008, Lane and Milesi-Ferretti 2008,
Return Correlation Fidora, Fratzscher and Thimann 2007,Ferreira and Miguel 2007a, Mishra
2007, Chan, Covrig and Ng 2005, Coeurdacier and Guibaud 2005, Portes
Risk and Rey 2005, Amadi 2004b, Farugee, Li and Yan 2004

Diversification

Growth Rate Correlation

Daude and Fratzscher 2008, Lane and Milesi-Ferretti 2008, Fidora,
Fratzscher and Thimann 2007, Mishra 2007, Portes and Rey 2005

Growth Rate-Return Correlation

Lane and Milesi-Ferretti 2008, Mishra 2007

Differences in Industrial Structure

Bekaert and Wang 2009, Ferreira and Miguel 2007a

Idiosyncratic Risk

Ferreira and Matos 2008, Liljeblom and Loflund 2005, Al-Khail 2003

Return

Return

Bekaert and Wang 2009, Monteiro and Manso 2009, Foad 2008,
Ferreira and Miguel 2007a, De Santis and Gerard 2006, Chan, Covrig and
Ng 2005, Coeurdacier and Guibaud 2005, Gelos and Wei 2005, Farugee,
Li and Yan 2004, Aggarwal, Klapper and Wysocki 2005, Amadi 2004a ,
Martin and Rey 2004

Reward-to-risk ratio

Ahearne, Griever and Warnock 2004, Al-Khail 2003, Amadi 2004b

Others

Dividend Yield (Monteiro and Manso 2009, Ferreira and Matos 2008,
Timmermann and Blake 2005); Price-to-Earnings (Monteiro and Manso
2009, Farugee, Li and Yan 2004); Book-to-Market (Ferreira and Matos
2008, Liljeblom and Loflund 2005); ROE (Ferreira and Matos 2008); ROI
(Liljeblom and Loflund 2005); Earnings per share (Liljeblom and Loflund
2005)

Risk

Return Var/Std.Dev.

Foad 2008, Timmermann and Blake 2005

Systematic Risk

Liljeblom and Loflund 2005

Size

Market Cap.

Daude and Fratzscher 2008, Ferreira and Matos 2008, Ferreira and
Miguel 2007a, Driessen and Laeven 2007, Mishra 2007, Coeurdacier and
Guibaud 2005, Portes and Rey 2005, Martin and Rey 2004, Al-Khail 2003

Market Cap. to GDP

Bekaert and Wang 2009, Ferreira et al. 2009, Ferreira and Matos 2008,
Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005, Aggarwal,
Klapper and Wysocki 2005

Weight on World Market Cap.

Foad 2008, Amadi 2004b

Population Khorana, Servaes and Tufano 2005
GDP Gande and Parsley 2010
Ferreira, Miguel and Ramos 2009, Ferreira and Miguel 2007a, Chan,
per capita GDP Covrig and Ng 2005, Coeurdacier and Guibaud 2005, Gelos and Wei
2005, Khorana, Servaes and Tufano 2005, Al-Khail 2003
GDP Growth Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005
Development Trade to GDP Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005
FDI to GDP Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005
Turnover Gande and Parsley 2010, Bekaert and Wang 2009, Ferreira, Miguel and

Ramos 2009, Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005

Emerging Market Dummy

Gande and Parsley 2010, Ferreira and Miguel 2007a, Chan, Covrig and
Ng 2005

Exchange Rate

Exchange Rate Var/Std.Dev.

Bekaert and Wang 2009, Foad 2008, Fidora, Fratzscher and Thimann
2007

Exchange Rate Regime

Aggarwal, Klapper and Wysocki 2005, Gelos and Wei 2005

Risk Currency Union Dummy Lane and .Milesi—Ferr.etti 2008, Fidora, Fratzscher and Thimann 2007,
Coeurdacier and Guibaud 2005, Portes and Rey 2005
Foreign Ownership Restrictions Bekaert and Wang 2009, Ahearne et al 2004, Amadi 2004b
Capital Controls Ferreira and Miguel 2007a, Chan, Covrig and Ng 2005
Capital Market Openness Bekaert and Wang 2009, Edison and Warnock 2003, Bekaert 1995
Barriers Capital Account Openness Bekaert and Wang 2009, Daude and Fratzscher 2008

Withholding Tax

Bekaert and Wang 2009, Ferreira and Miguel 2007a, Chan, Covrig and
Ng 2005, Aggarwal et al 2004

Tax Treaty

Lane and Milesi-Ferretti 2008, Coeurdacier and Guibaud 2005
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Proxing

Independent variable used

Table 3 (continued)

Studies

Transaction
Costs

Transaction Costs

Ferreira et al 2009, Ferreira and Miguel 2007a, Chan, Covrig and Ng
2005, Portes and Rey 2005, Ahearne et al 2004, Amadi 2004b, Martin
and Rey 2004

Phone Costs

Mishra 2007, Farugee, Li and Yan 2004

Financial Market Sophistication

Portes and Rey 2005

Information
Costs

Geographical Distance

Bekaert and Wang 2009, Daude and Fratzscher 2008, Ferreira and
Matos 2008, Foad 2008, Lane and Milesi-Ferretti 2008, Ferreira and
Miguel 2007a, Fidora et al 2007, Chan, Covrig and Ng 2005, Coeurdacier
and Guibaud 2005, Portes and Rey 2005, Amadi 2004b, Farugee et al
2004, Al-Khail 2003

Trade

Bilateral Trade (Lane and Milesi-Ferretti 2008, Portes and Rey 2005, Al-
Khail 2003); Bilateral Trade to Total Trade (Bekaert and Wang 2009,
Ferreira and Miguel 2007, De Santis and Gerard 2006, Chan, Covrig and
Ng 2005, Al-Khail 2003); Bilateral Trade to GDP (Coeurdacier and
Guibaud 2005, Ahearne et al 2004); Bilateral Imports (Mishra 2007);
Bilateral Imports to GDP (Fidora et al 2007); Unilateral Trade to GDP
(Bekaert and Wang 2009, Driessen and Laeven 2007, Amadi 2004a,
2004b); Trade Balance (Al-Khail 2003); Trade Agreement Dummy
(Daude and Fratzscher 2008, Fidora et al 2007)

FDI

Al-Khail 2003

Migration

Bilateral Migration (Daude and Fratzscher 2008); Bilateral Immigration
to Population (Foad 2008, Amadi 2004b); Bilateral Emigration to
Population (Foad 2008)

Cross-Listing

(Monteiro and Manso 2009, Ferreira and Matos 2008, Ahearne et al
2004, Amadi 2004)

Internet

Internet Users to Population (Bekaert and Wang 2009, Khorana et al
2005, Amadi 2004

Telephone

Telephone call traffic (Daude and Fratzscher 2008), Telephone call
traffic to GDP (Portes and Rey 2005), Number of phone lines (Farugee
et al 2004)

Familiarity

Common Geographical Region

Portes and Rey 2005

Common Border

Foad 2008, Fidora et al 2007, Coeurdacier and Guibaud 2005, Portes and
Rey 2005, Amadi 2004b

Common Language

Bekaert and Wang 2009, Daude and Fratzscher 2008, Foad 2008, Lane
and Milesi-Ferretti 2008, Ferreira and Miguel 2007, Fidora et al 2007,
Mishra 2007, Chan, Covrig and Ng 2005, Coeurdacier and Guibaud 2005,
Portes and Rey 2005, Amadi 2004b, Farugee et al 2004, Al-Khail 2003

Colonial Links

Daude and Fratzscher 2008, Lane and Milesi-Ferretti 2008, Fidora et al
2007, Coeurdacier and Guibaud 2005)

Common Legal System Origin

Daude and Fratzscher 2008, Lane and Milesi-Ferretti 2008, Fidora et al
2007, Mishra 2007

Transparency
Governance

Corruption

Gande and Parsley 2010, Bekaert and Wang 2009, Daude and Fratzscher
2008, Fidora et al 2007, De Santis and Gerard 2006

Country Risk

Ferreira et al 2009, Daude and Fratzscher 2008, Driessen and Laeven
2007, Ferreira and Miguel 2007, Fidora et al 2007, Chan, Covrig and Ng
2005, Gelos and Wei 2005, Al-Khail 2003

Credit Rating

Ferreira and Miguel 2007, Chan, Covrig and Ng 2005

Legal System Efficiency

Daude and Fratzscher 2008, Ferreira and Miguel 2007, Fidora et al 2007,
Chan, Covrig and Ng 2005, Khorana et al 2005, Aggarwal et al 2004, Al-
Khail 2003

English Common Law Dummy

Gande and Parsley 2010, Ferreira et al 2009, Ferreira and Miguel 2007,
Chan, Covrig and Ng 2005

Minority Shareholders Protection
Anti-Director Rights

Ferreira and Miguel 2007, Chan, Covrig and Ng 2005, Gelos and Wei
2005, Aggarwal et al 2004, Al-Khail 2003

Firms Closely Held

Ferreira and Matos 2008, Gelos and Wei 2005, Al-Khail 2003

Insider Trading Law Dummy

Bekaert and Wang 2009, Khorana et al 2005

Accounting Standards Index

Daude and Fratzscher 2008, Ferreira and Miguel 2007, Chan, Covrig and
Ng 2005, Khorana et al 2005, Aggarwal et al 2004, Ahearne et al 2004,
Al-Khail 2003

Financial Disclosure Index

Daude and Fratzscher 2008, Ferreira and Matos 2008, Fidora et al 2007,
Gelos and Wei 2005
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Table 4
Dependent and Independent variables used in thdy stu

This table presents the dependent and independgabies used in this study. The first column pnéséhe category
of the dependent or independent variable. The secolumn presents the variable(s) used within eatbgory. The
third column presents the dimension of each vagiaibé., the level at which they vary, namely & kvel of each
investork, origin countryi, destination country and year of investment The fourth column presents a description
of the variable, particularly the way it is measlurginally, the fifth column presents the data seur

Proxy Variable Dim. Description Data Source
International the value of international equity investment holdings of investor k
) . Holdings kijt of origin country i invested in equities of destination country j in CPIS IMF
Equity Holdings . . .
year t (in natural logarithmic form)
the value of international equity investment holdings of investor k
Investor Size kit of origin country i in year t divided by the value of international CPIS IMF
equity investment holdings of origin country i in year t
Size Market Size it The ratio <.Jf.market ca.p.ltallzatlon of origin country i in year t and World Bank
GDP of origin country i in year t
The ratio of market capitalization of destination country j in year t
Market Size jt . P - yliny World Bank
and GDP of destination country j in year t
correlation coefficient between the monthly returns of stock
Diversification Correlation ijt market indices of origin country i and destination country j over a MSCI
five years period (including the year t)
Return it mean of.monthly. returns of the st?ck ma.1rket index of origin MSCl
Return country i over a five years period (including the year t)
Return it mean of monthly returns of the stock market index of destination MSCI
! country j over a five years period (including the year t)
Risk it Standard deviation of monthly returns of the stock market index of MSCl
. origin country i over a five years period (including the year t)
Risk — -
Risk it Standard deviation of monthly returns of the stock market index of MSCI
! destination country j over a five years period (including the year t)
(CAPM MCapWorld it The ratio of market Ca.plt'?ﬂIZé?tIOI’.‘l of destination country jin year t World Bank
and world market capitalization in year t
Exchange Rate EMU it A dummy variable that equals one if origin and destination CIA World
Risk ) countries are members of EMU Fact Book
The International Capital Markets Control index is the average of .
. . - . Economic
. Foreign Ownership/ Investment Restrictions and Capital Controls
Control it . . . Freedom of
. indices. The index ranges from 0 to 10, where higher scores mean
Barriers to L . . . the World
: less restrictions on foreign capital transactions
International - - - -
The International Capital Markets Control index is the average of .
Investments R . . . Economic
. Foreign Ownership/ Investment Restrictions and Capital Controls
Control jt . . . Freedom of
indices. The index ranges from 0 to 10, where higher scores mean the World
less restrictions on foreign capital transactions
Sum of bilateral exports (exports of country i to country j in year t United
Trade it divided by total exports of country i in year t) plus bilateral imports Nations
) (imports of country i from country j in year t divided by total COMTRADE
imports of country i in year t) Database
. . . . . OECD
Sum of bilateral inward FDI (inward FDI of country i from country j Foreign
Information . in year t divided by total inward FDI of country i in year t) and X s
FDI ijt . . L Direct
costs bilateral outward FDI (outward FDI of country i to country j in year t
divided by total outward FDI of country i in year t) Investment
v yriny Statistics
Sum of bilateral immigration (immigrants in country i from country j OECD
Miaration it in year t divided by total immigrants in country i in year t) and International
& ) bilateral emigration (immigrants in country j from country i in year t Migration
divided by total immigrants in country j in year t) Database
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Table 4 (continued)

Proxy Variable Dim. Description Data Source
CEPII
Geodist i geographical distance between the capital cities of origin country i Geodesic
and destination country j (in natural log form) Distance
database
Averaged sum of the absolute values of the differences between
origin and destination countries ratings in each one of the 5 cultural Geert
Cultdist ij dimensions proposed by Geert Hofstede: power distance index, Hofstede
individualism, masculinity, uncertainty avoidance index e long-term website
o orientation.
Familiarity . " A dummy variable that equal one if origin and destination countries CEPII
Contingency ij X
are contiguous database
Language i A dummy variable that equal one if origin and destination countries CEPII
share the same official language database
CIA World
A dummy variable that equal one if origin and destination countries Fact Book;
Religion ij have the same predominant religion, namely Catholicism, Hitchcock
Orthodoxy, Protestantism. and Esposito
(2004)
The Corruption Perceptions Index measures the perception of
Corruption it corrupt practices in both public and private sectors, scoring Transpar.ency
) . International
Governance countries on a scale from 10 (very clean) to 0 (highly corrupt).
Transparency The Corruption Perceptions Index measures the perception of Transparency
Corruption jt corrupt practices in both public and private sectors, scoring

countries on a scale from 10 (very clean) to 0 (highly corrupt).

International
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Table 5
Descriptive statistics

This table presents the descriptive statisticiHerdependent and independent variables usedsirstiindly. The first
column presents the independent variables. Thendemmlumn presents the dimension of each varialgetfie level
at which they vary, namely at the level of eachester k, origin country i, destination country jdagear of
investment t). The fourth to eighth presents thenler of observations, the mean, the standard dewvjathe
minimum and the maximum value of each variablepeesvely. For a detailed description of independemiables
please see table 4.

Variable Dim. Obs Mean Std. Dev. Min Max
Holdings kijt 3386 18.4604 2.70564 6.773166 24.6555
Investor Size kit 3386 -2.486996 1.396522 -7.775256 -.4939685
Market Size it 3386 77.68812 30.86882 12.68853 159.6271
Market Size jt 3386 75.97208 33.89086 12.68853 159.6271
Correlation ijt 3386 .6674035 .1469616 -.02101 .95663
Return it 3386 .0053489 .005935 -.00756 .02804
Return jt 3386 .0049681 .0070744 -.00756 .02804
Risk it 3386 6.645411 1.795156 3.74034 12.68332
Risk jt 3386 6.68198 1.9979 3.74034 13.11663
MCapWorld jt 3386 .0179843 .0204682 .0008659 .0812047
Control it 3386 7.252391 1.029361 5.16636 9.47503
Control jt 3386 7.500966 1.114427 5.16636 9.54088
Trade ijt 3386 .096838 .0983942 .00669 .74002
FDI ijt 2892 .0952163 1229379 -.00116 9116
Migration ijt 1780 .049714 .0625284 .0011 .61788
Geodist ij 3386 7.121789 .5668898 5.15348 8.12058
Cultdist ij 3386 23.01282 9.476162 5.2 46.6
Corruption it 3386 7.425199 1.744383 4.15363 9.71437
Corruption jt 3386 7.64303 1.496856 4.15363 9.9
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Table 6

Correlation matrix

This table presents the correlation matrix foritftdependent variables used in this study. The diobimn presents the independent variables, trangemolumn presents the dimension of each
variable (i.e., the level at which they vary, naynat the level of each investor k, origin countrydestination country j and year of investmentryl dhe remaining columns present the
correlation coefficient between each pair of indefent variables. For a detailed description of peaelent variables please see table 4.

Investor Size kit
Market Size it
Market Size  jt
Correlation  ijt

Return it
Return jt
Risk it
Risk jt
MCapWorld jt
Control it
Control jt
Trade ijt
FDI ijt
Migration ijt
Geodist ij

Cultdist ij

Corruption it
Corruption  jt

Inv.Size
1
0.0478
-0.0456
-0.0961
-0.0569
-0.0177
0.0001
-0.0116
-0.0005
0.0430
0.0148
0.0102
-0.0665
-0.0453
0.0509
0.0945
0.0112
-0.0487

MrkSize

1
0.0426
0.2264
0.2668
0.3174
-0.1163
-0.1334
-0.1046
-0.0930
-0.1539
-0.0430

0.0869

0.1721
-0.1688
-0.0066

0.5631
-0.0273

MrkSize

1
0.0243
0.3152
0.3346

-0.0580
-0.1424
0.4211
-0.1262
0.1577
-0.1666
0.3726
0.0676
-0.0033
0.0607
-0.0046
0.5512

Corr.

1
0.3093
0.1543

-0.4043
-0.3942
0.1878
-0.2641
-0.1475
0.3500
0.3122
0.2100
-0.2882
-0.1481
0.0368
0.0449

Return

1
0.6304
-0.4858
-0.2295
0.0392
-0.3344
-0.2261
0.0633
-0.0206
-0.0333
-0.0352
-0.0562
0.0112
0.0533

Return

1
-0.2078
-0.1644
-0.0595
-0.2649
-0.2862
-0.0448
-0.0439

0.0594
-0.0269
-0.1120

0.0523

0.0120

Risk

1
0.0825
-0.0022
-0.1410
0.1621
-0.0283
0.1348
-0.0213
0.1521
0.0331
0.0041
0.0915

Risk

-0.4897
0.2357
-0.2421
-0.0789
-0.1261
0.0603
-0.0349
-0.0889
0.1391
0.1161

MCapW

1
-0.0612
0.3176
0.3392
0.2018
-0.0236
0.0716
0.1409
-0.1594
0.1024

Control

1
0.2734
-0.0362
-0.0963
-0.0053
-0.1798
0.0419
0.2215
-0.0598

Control

1
-0.0202
0.1618
-0.0478
-0.0328
0.1296
-0.0923
0.2165

Trade FDI Migr. Geodist Cultdist Corrupt Corrupt
1

0.3767 1

0.2706  0.4280 1

-0.4970 -0.4646 -0.5026 1

-0.2694 -0.1183 -0.2771 0.4070 1

0.0956 0.1226 0.1442 -0.4095 -0.0709 1

0.0356 0.3537 0.1424 -0.1567 -0.0095 0.0760 1
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Table 7
International equity holdings for institutional andninstitutional investors

This table presents the tests of the mean diffe®nin international holdings between institutioreaid

noninstitutional investors. The mean for institnab investors, the mean for noninstitutional ineest the mean
difference between institutional and noninstituéibinvestors as well as the respective t-test daadstatistical
significance are presented. These values are pegsér the overall sample containing all yearc@sel column)
and for each year of investment (third to eightiomis). For a detailed description of internatidmatings, portfolio

weights, foreign bias please see table 4. Stisignificance * p<0.05, **p<0.01, *** p<0.01

Mean Overall 2001 2002 2003 2004 2005 2006
Institutional 18.96613 18.42169 18.41305 18.86241 19.05465 19.2605 19.66597
Noninstitut. 17.49625 17.46625 17.24303 17.33057 17.57344 17.46279 17.8285
Diff. 1.469889 9554381 1.17002 1.531839 1.481204 1.797706 1.837462
t 15.80*** 4.02%** 4.84%** 6.64*** 6.91%** 8.02*** 8.66***
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Table 8
International equity holdings by years of investinen

This table presents the tests of the mean diffe®rio international holdings between consecutivarseof
investment. In line, the mean for each year, thamuifference between consecutive years, the régpeaeest and
its statistical significance are presented. Thedaes are presented for the overall sample congiall investors
(third column), institutional investors (fourth cohn) and noninstitutional investors (fifth columfor a detailed
description of international holdings please sééetd. Statistical significance * p<0.05, **p<0.0%* p<0.01

Mean Overall Institut. Noninstit.
2006 19.007771 19.66597 17.8285
2005 18.611161 19.2605 17.46279

Diff. .3966107 4054676 .3657112
t 2.55%* 2.22%%* 1.47

2005 18.611161 19.2605 17.46279
2004 18.53362 19.05465 17.57344
Diff. .0775402 .2058523 -.1106495
t 0.50 1.12 -0.44
2004 18.53362 19.05465 17.57344
2003 18.347275 18.86241 17.33057
Diff. .1863457 1922407 .2428751
t 1.19 1.02 0.96
2003 18.347275 18.86241 17.33057
2002 18.017042 18.41305 17.24303
Diff. 3302331 4493581 .0875391
t 2.01** 2.26** 0.33
2002 18.017042 18.41305 17.24303
2001 18.123474 18.42169 17.46625
Diff. -.1064327 -.0086443 -.22322
t -0.63 -0.04 -0.84

30



Table 9
Determinants of international equity holdings of Eidtitutional investors

This table presents the regression results on #terminants of international equity holdings oftitugional
investors. An OLS regression with dummies for arigpuntries, destination countries and years oéstment is
used. The dependent variable is holdings. For ailddtdescription of dependent and independentabka$ please
see table 4. White’s robust standard estimatiarsésl. The coefficients, the respective statisBaabificance and t-
stat are displayed. The F-test and the respectatistical significance for the dummy variables disee also
displayed. The last four lines present the numbebservations, R square, adjusted R square, andnean squared
error (rmse). Statistical significance: * p<0.05p<0.01, *** p<0.01.

(1) (2) (3) (4) (5)
Coeff.  t-stat Coeff.  t-stat Coeff.  t-stat Coeff.  t-stat Coeff.  t-stat
_cons 23.94*** 21.04  2228*** 1349  3,15%** 14.28  573*** 10.72  19,13*** 513
Investor Size kit 1.016*** 33.57  1.016*** 33.70  1,020%** 3450  1,030*** 31.52  1,029%** 31.72
Market Size it  0.00607 1.08 0.00581 1.01 0.00658 1.21 0.00468 0.68 0.00378 0.55
Market Size jt 0.00884* 2.25 -0.00885 -1.82  _0.00896 -1.91 0.00163 0.28 0.00134 0.23

Correlation ijt 1.679*** 3.54 1.884*** 3.93 0.437 056 0.238 031
Return it -6.791 -0.56 -10.30 -0.83 -16.18  -0.98 -12.27  -0.73
Return jt 36.62%*%* 4.02 34.93*** 3.74 1630 1.28 13.06  1.01
Risk it -0.144*  -2.50 -0.116 -1.83 -0.187* -2.54  .0.198** -2.69
Risk jt -0.149** -2.90 -0.136* -2.53 -0.0558 -0.84 -0.118 -1.72
MCapWorld jt 48.74%*  3.04 57.29*%** 3.67 3235  1.59 3630 1.78
EMU ij 1.834*** 12.76  1386*** 4.96 1.339%** 4.84
Control it -0.0716 -1.19 -0.0760 -0.92 -0.0511 -0.62
Control jt -0.0197 -0.36 -0.120 -1.82 -0.0427 -0.60
Trade ijt 3.956%** 3.86  4.119%** 3.96
FDI ijt 1.318** 2.90 1.306** 2.82
Migration ijt 0.882 1.06 0.903  1.13
Geodist ij -0.0745 -0.58 -0.0812 -0.63
Cultdist ij 0.0112* 2.29 0.0117* 241
Contingency  ij -0.270 -1.54 -0.294 -1.69
Language ij 0.927*** 3.71 0.903*** 3.61
Religion ij 0.638*** 6.13 0.660*** 6.34
Corruption it 0.0302 012
Corruption  jt 0.613** 2.77
Year t 24.39%** 7AT*** 5.90%** 1.36 1.22
Origin i 267.65%** 94.85*** 97.00%** 39.76*** 39.35%**
Destination 147.66*** 63.48%** 45.04%** 15.09*** 14.56***

N 2221 2221 2221 968 968

R-sq 0.761 0.767 0.783 0.853 0.854

adj. R-sq 0.758 0.763 0.779 0.845 0.846
rmse 1.310 1.295 1.250 0.996 0.993

31



Table 10
Determinants of international equity holdings of Ebhimstitutional investors

This table presents the regression results on #terrdinants of international equity holdings of mstitutional
investors. An OLS regression with dummies for arigpuntries, destination countries and years oéstment is
used. The dependent variable is holdings. For ailddtdescription of dependent and independentbka$ please
see table 4. White’s robust standard estimatiarsésl. The coefficients, the respective statisBaabificance and t-
stat are displayed. The F-test and the respectatistical significance for the dummy variables disee also
displayed. The last four lines present the numbebservations, R square, adjusted R square, andnean squared
error (rmse). Statistical significance: * p<0.05p<0.01, *** p<0.01.

(1) (2) (3) (4) (5)
Coeff.  t-stat Coeff. t-stat Coeff.  t-stat Coeff.  t-stat Coeff.  t-stat
_cons 20.19*** 17.08  1541*** 5.85 14.59*** 573 27.01%**  7.52 20.14***  3.45
Investor Size kit 0.820%** 23.39  0.826*** 23.88  (.825*** 2539  (781*** 23.75  (781*** 23.69
Market Size it  0.00865 1.04 0.00958 1.16 0.0120 157 0.0115 1.29 0.0108 1.21
Market Size jt  0.00653 0.98  .0.000748 -0.09  -0,00251 -0.32  -0.00214 -0.27  -0.00264 -0.33

Correlation ijt 4.974%**% 594 5.140*** 5.90 -0.370 -0.31 -0.575 -0.47
Return it 2758 -1.13 -36.61 -1.38 -2038 -0.81 -18.71  -0.74
Return jt 9.717 0.71 7.166  0.51 9.211 050 6.562 035
Risk it 0.0730 061 0.107 082 -0.199 -1.62 0211 -1.73
Risk jt 0.0349 042 0.0727 0.85 -0.0227 -0.22 -0.0759 -0.69
MCapWorld jt 18.56 0.80 3755 1.55 -20.48 -0.67 -18.63 -0.62
EMU ij 2.858*** 11.51 1.223**  2.62 1.179*  2.54
Control it -0.163 -1.77 -0.0562 -0.49 -0.0318 -0.27
Control jt -0.0896 -1.07 0.0469 0.49 0126  1.18
Trade ijt 2.059 099 2320 111
FDI ijt 2.928*** 4.30 2.915%*%*  4.24
Migration ijt 1.217  0.68 1.123 0.63
Geodist ij -0.581* -2.05 -0.576* -2.02
Cultdist ij -0.00189 -0.19  -0.00187 -0.18
Contingency  ij -0.0580 -0.18 -0.0938 -0.30
Language ij 0921 189 0962 1.95
Religion ij 0.803*** 4.26 0.825*** 4.40
Corruption it 0.185 044
Corruption  jt 0551 1.76
Year t 2.55%* 1.04 1.90* 0.88 0.96
Origin i 88.71*** 25.48%** 36.80%** 8.10%** 7.56
Destination 95.16*** 31.58%** 22.74%%* 9.02%*** 9.16

N 1165 1165 1165 487 487

R-sq 0.623 0.637 0.676 0.813 0.814

adj. R-sq 0.614 0.626 0.665 0.794 0.794
rmse 1.567 1.542 1.460 1.036 1.035
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Table 11
Differences on the determinants of internationaligcholdings between EU institutional and nonitgtonal investors

This table presents the results of the differereethe determinants of international equity holdibgtween EU institutional and noninstitutionaldstors. An OLS regression with dummies

for origin countries, destination countries andrgeaf investment, as well as differential indeperidariables (i.e. the product of each independariaible by a dummy variable that equals

one if investor k is an institutional investor apero if investor k is a noninstitutional investoig, used. The dependent variable is holdings. Fdetailed description of dependent and

independent variables please see table 4. Whitbisst standard estimation is used. The coefficighésrespective statistical significance and t-ata displayed. The F-test and the respective
statistical significance for the dummy variableswell as for all differential variables and fospecific group of differential variables are alsspiayed. The last four lines present the number
of observations, R square, adjusted R square,antdrean squared error (rmse). Statistical sigifie: * p<0.05, **p<0.01, *** p<0.01.

(1) (2) (3) (4) (5)
Noninstit. Diff. Noninstit. Diff. Noninstit. Diff. Noninstit. Diff. Noninstit. Diff.
Coeff. t-stat Coeff. t-stat Coeff. t-stat Coeff. t-stat Coeff. t-stat  Coeff. t-stat Coeff. t-stat Coeff. t-stat Coeff. t-stat  Coeff. t-stat
_cons 23.06%** 23,66 0.766*** 3.44 20.15*** 13.03 1.473* 2.12 19.96*** 1243 3.391**  3.29 26.83***  10.98 0.311 0.17 19.89*** 569 0.0322 0.02

Investor Size kit 0.856*** 24.30 0.159***  3.47 0.853***  24.34 (0.159*** 3.46 0.856*** 25.70 0.160*** 3.63 0.815%** 2349 0.211*** 4.45 0.814*** 2356 0.212*** 4.48
Market Size it 0.00147 0.30 0.00699** 2.94 0.00112 0.22 0.00726* 2.55 0.00339 0.69 0.00638* 2.25 0.00361 0.58 0.00321 0.81 0.00397 0.60 0.00198 0.37
Market Size  jt 0.0106** 287 -0.00393* -2.42 -0.00379 -0.79 -0.00341 -1.68 -0.00436 -0.96 -0.00313 -1.49 0.00582 1.13 -0.00811* -2.53 0.00447 0.84 -0.00680 -1.76

Correlation ijt 2.682%** 4,87 -0.223 -0.47 3.103*** 541 -0.486 -0.97 -1.175 -1.39  1.747* 2.29 -1.479  -1.72  1.838* 237
Return it 15.12 0.84 -34.83* -2.07 10.74 0.57 -37.39%  -2.11 7.144 036  -3423 -1.76 9361 046 -33.46 -1.68
Return jt 13.60 1.31 21.67* 2.13 17.82 1.62 12.08 1.11 -5.601 -0.42  29.99* 2.39 -7.960 -0.58 29.45*  2.27
Risk it -0.0816 -1.08 -0.0305 -0.50 -0.0425 -0.51 -0.0325 -0.48 -0.246** -2.79  0.0513 0.65 -0.265** -3.01 0.0594 0.73
Risk jt -0.0453 -0.90 -0.0490 -1.62 -0.0108 -0.20 -0.0731* -2.19 -0.0347 -0.52 -0.0285 -0.66 -0.101 -1.45 -0.0243 -0.53
MCapWorld  jt 38.00** 2.76  0.463 0.13 48.83*** 361 2.185 0.64 6.254 0.35 11.12% 2.12 10.19 0.57 10.19 1.81
EMU_ ij 2.208*** 14.15 -0.0712 -0.58  1.320*** 4.75 0.0453 0.24 1.285*%** 434  0.0287 0.12
Control it -0.0781 -1.13 -0.0365 -0.54 -0.0838 -0.99 0.0330 0.43 -0.0511 -0.58 0.0194 0.23
Control jt 0.0663 1.07 -0.159** -2.73 0.0427 059 -0.151* -2.34 0.114  1.49 -0.136* -2.00
Trade iit 5.112*** 4,08 -2.330* -2.08 5.152*** 399 -2.226  -1.93
FDI ijt 1.911** 321 -0.0406  -0.06 1.948** 3.23 -0.0727 -0.11
Migration ijt 1.464 0.98 -1.223 -0.74 1.255 0.82 -0.906 -0.53
Geodist ij -0.346  -1.80 0.174 0.90 -0.386* -1.97 0.208 1.07
Cultdist ij 0.0148 1.73 -0.00919 -1.01 0.0147 1.71 -0.00855 -0.93
Contingency  ij 0.0692 0.28 -0.399 -1.47 0.0270 0.11 -0.382  -1.42
Language ij 1.224* 2.57 -0.377 -0.70 1.250**  2.60 -0.452  -0.83
Religion ij 0.888*** 582 -0.264 -1.53 0.897*** 578 -0.240 -1.36
Corruption it 0.156 0.71 0.0218 0.34
Corruption jt 0.639** 324 -0.0418 -0.51
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Table 11 (continued)

(1) (2) (3) (4) (5)
Year t 24.46%** 5.78%** 5.21%** 1.76 1.76
Origin i 297.50*** 98.94*** 108.42%** 41.41%** 40.92%**
Destination j 220.91*** 88.86*** 63.02%** 18.90*** 18.69***
Overall Diff 26.39%** 13.21%** 11.35%** 8.50*** 8.01%**
Size Diff 26.39%** 6.61*** 6.67*** 8.36*** 7.27***
Finance Diff 1.72 2.32%* 4,93%** 3.73%x*
Barriers Diff 3.37%* 1.93 1.50
Information + Familiarity Diff 8.85%** 7.87***
Corruption Diff 0.22
N 3386 3386 3386 1455 1455
R-sq 0.730 0.737 0.759 0.842 0.843
adj. R-sq 0.727 0.733 0.755 0.834 0.835
rmse 1.415 1.399 1.340 1.025 1.022
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Table 12
International portfolio weights and foreign bias fiestitutional and noninstitutional investors

This table presents the tests of the mean diffeic portfolio weights, foreign bias, and absolfgeeign bias
between institutional and noninstitutional investoFor each one of the alternative dependent Jaerigiortfolio
weights, foreign bias, and absolute foreign bi#s3, mean for institutional investors, the meanrfoninstitutional
investors, the mean difference between institutiand noninstitutional investors, as well as thepestive t-test and
its statistical significance are presented. Thedaes are presented for the overall sample congiail years (third
column) and for each year of investment (forth itttn columns). International portfolio weights feetratio of the
value of international equity investment holdingsnvestork of origin countryi invested in equities of destination
countryj in yeart to the total value of international equity investih holdings of investok of origin countryi in
yeart (in natural logarithmic form). Foreign bias is tta¢io of international portfolio weights, as defihpreviously,
by optimal portfolio weights, the latter being mesesi by the ratio of market capitalization of destion countryj in
yeart to the difference between world market capital@atand origin country market capitalization in year
Absolute foreign bias is the absolute of foreigasbias defined previously. Statistical significantg<0.05,

#P<0.01, *** p<0.01

Measure Mean Overall 2001 2002 2003 2004 2005 2006
Institutional -4.443103 -4.547536 -4.551925 -4.54949 -4.335718 -4.355141 -4.344128
Weights Noninstitut. -5.018147 -4.85501 -5.116623 -5.058597 -4.959677 -5.10155 -4.994342

(In) Diff. .5750433 3074741 .5646983 .5091071 .6239597 7464092 6502149

t 7.27*** 1.49 2.66*** 2.48** 3.43*** 3.96%** 3.74%*x*

Institutional 1982109 .1555268 .1641074 .1357994 .254139 .2751658 1952747
Foreign Noninstitut.| -.351418 -.1274173 -.3491105 -.3954811 -.3297099 -.4283406 -.4215369
Bias (In) Diff. 5496289 .2829441 5132178 .5312805 .5838489 .7035064 6168115
t 8.45%** 1.82* 3.001%** 3.10*** 3.89%** 4.40%** 4.1931%**

Absolute Institutional 1.184437 1.207379 1.257023 1.221323 1.214391 1.136807 1.080725
Foreign Noninstitut. 1.493727 1.29001 1.468316 1.587635 1.42792 1.636261 1.501348
Bias (In) Diff. ~ -.3092902 -.0826309  -.2112939 -.3663114 -.2135288  -.4994536 -.4206233
t - 7.20%%* -0.8509 -1.87* - 3.23%%%* -2.17** 4.82%** - 4.42%%*
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Table 13
International portfolio weights and foreign biasy®ars of investment

This table presents the tests of the mean diffe®me international portfolio weights, foreign hiamd absolute
foreign bias between consecutive years of investnierline, the mean for each year, the mean diffee between
consecutive years, as well as the respective taredtits statistical significance are presented.dgeh one of the
alternative dependent variable (portfolio weigliéseign bias, and absolute foreign bias), thoseeshbre presented
for all investors (overall), institutional investoand noninstitutional investors. Internationaltfmbio weights is the
ratio of the value of international equity investrh@oldings of investok of origin countryi invested in equities of
destination country in yeart to the total value of international equity investih holdings of investok of origin
countryi in yeart (in natural logarithmic form). Foreign bias is tfatio of international portfolio weights, as define
previously, by optimal portfolio weights. Optimabifolio weights are measured by the ratio of madegitalization
of destination country in yeart to the difference between world market capital@atand origin country market
capitalization in yeat. Absolute foreign bias is the absolute value oéifgn bias, as defined previously. Statistical
significance * p<0.05, **p<0.01, *** p<0.01

Measure Portfolio Weights (In) Foreign Bias (In) Absolute Foreign Bias (In)

Mean Overall Institut. Noninstit. Overall Institut. Noninstit. Overall Institut. Noninstit.

2006 | -4.57704  -4.344128 -4.994342 | -.0256727  .1952747  -.4215369 | 1.231396  1.080725 1.501348

2005 | -4.624747 -4.355141  -5.10155 .0210565  .2751658  -.4283406 | 1.317212 1.136807 1.636261

Diff. | .0477066  .0110134  .1072077 | -.0467292 -.0798912  .0068037 -.085816  -.0560824 -.1349126
t 0.41 0.09 0.48 -0.48 -0.75 0.04 -1.33 -0.78 -1.11

2005 | -4.624747 -4.355141  -5.10155 .0210565  .2751658  -.4283406 | 1.317212 1.136807 1.636261

2004 | -4.555201 -4.335718 -4.959677 .048765 .254139 -.3297099 | 1.289501 1.214391 1.42792

Diff. | -.0695459 -.0194232 -.1418727 | -.0277085 .0210268 -.0986307 | .0277102 -.0775838 .208341
t -0.58 -0.14 -0.63 -0.28 0.19 -0.52 0.42 -1.06 1.70*

2004 | -4.555201 -4.335718 -4.959677 .048765 .254139 -.3297099 | 1.289501 1.214391 1.42792

2003 | -4.720694  -4.54949  -5.058597 | -.0428613  .1357994  -3954811 | 1.344507 1.221323 1.587635

Diff. | .1654934  .2137726 .09892 .0916263  .1183396  .0657713 | -.0550061 -.0069323  -.159715
t 1.33 1.49 0.42 0.89 1.01 0.34 -0.81 -0.09 -1.24

2003 | -4.720694  -4.54949  -5.058597 | -.0428613  .1357994  -.3954811 | 1.344507 1.221323 1.587635

2002 | -4.743053 -4.551925 -5.116623 | -.0095971 .1641074 -.3491105 | 1.328537 1.257023 1.468316

Diff. .022359 .0024345  .0580257 | -.0332642  -.028308  -.0463707 | .0159701 -.0356994  .1193181
t 0.17 0.02 0.23 -0.31 -0.23 -0.22 0.22 -0.45 0.86

2002 | -4.743053 -4.551925 -5.116623 | -.0095971 .1641074 -.3491105 | 1.328537 1.257023 1.468316

2001 | -4.643507 -4.547536  -4.85501 .0672122  .1555268  -.1274173 1.23317 1.207379 1.29001

Diff. | -.0995466  -.004389  -.2616132 | -.0768094 .0085806 -.2216932 | .0953672  .0496437 .1783068
t -0.73 -0.03 -1.05 -0.74 0.07 -1.13 1.42 0.64 1.40
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Table 14
Determinants of international portfolio weights of Eldtitutional and noninstitutional investors

This table presents: in model (1), the determinahfaternational portfolio weights of EU institotial investors; in
model (2), the determinants of international pdigfaveights of EU noninstitutional investors; in de (3) the
differences on the determinants of internationalitggholdings between EU institutional and noningional
investors. OLS regression with dummies for origiatries, destination countries and years of imaest is used. In
model (3) differential independent variables (ihe product of each independent variable by a duwvaniable that
equals one if investor k is an institutional inwesand zero if investor k is a noninstitutional éstor), are also
included. The dependent variable is internatiowatfplio weights, measured by the ratio of the eald international
equity investment holdings of investioof origin countryi invested in equities of destination courjtig yeart to the
total value of international equity investment hings of investok of origin countryi in yeart (in natural logarithmic
form). For a detailed description of independenialdes please see table 4. White’s robust stanestichation is
used. The coefficients, the respective statisSgificance and t-stat are displayed. The F-testthe respective
statistical significance for the dummy variables,veell as for all differential variables and foispecific group of
differential variables are also displayed. The fast lines present the number of observations, lRusg adjusted R
square, and root mean squared error (rmse). Statisignificance: * p<0.05, **p<0.01, *** p<0.01.

(1) (2) 3)
Instit Noninstit Noninstit Diff

Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat
_cons -6.953  -1.90 -2.956  -0.51 -5.820 -1.68 -0.278 -0.14
Investor Size kit 0.0343  1.06 -0.219***  -6.63 -0.187*** 541 0.219*** 4.63
Market Size it  0.00596 0.87 0.00983 1.10 0.00571 0.86 0.00136 0.26
Market Size jt  0.00164 0.28 -0.00389 -0.49 0.00374 0.70 -0.00604 -1.57
Correlation  ijt 0.315 0.40 -0.636  -0.52 -1.420 -1.65 1.819* 234
Return it -11.90 -0.71 -18.49 -0.73 4.427 0.22 -26.26 -1.33
Return jt 12.24 0.95 8.301 0.44 -6.048  -0.44 26.53* 2.06
Risk it -0.0435 -0.61 -0.163  -1.33 -0.165 -1.89 0.0928 1.16
Risk jt -0.123  -1.77 -0.0789 -0.71 -0.101  -1.44 -0.0283 -0.61
MCapWorld jt 37.08 1.82 -17.67  -0.57 11.84 0.66 9.427 1.66
EMU_ ij  1.332%** 484 1.174% 2.50 1.270*** 429 0.0365 0.16
Control it -0.0442 -0.54 0.0118 0.10 -0.0433 -0.49 0.0367 0.43
Control jt  -0.0569 -0.81 0.128 1.20 0.1000 132 -0.130 -1.92
Trade ijt  4.072*** 399 2.224 1.05 4.962*** 380 -2.068 -1.78
FDI ijit  1.306** 2.89 2.988*** 433 2.073*** 348 -0.214 -0.33
Migration ijt 1.078 1.38 1.096 0.61 1.274 0.83 -0.764 -0.45
Geodist ij -0.0776  -0.61 -0.586*  -2.04 -0.387* -1.97 0.209 1.07
Cultdist ij 0.0115*  2.39 -0.00220 -0.22 0.0134 1.56 -0.00711 -0.78
Contingency ij -0.277 -1.61 -0.0922 -0.29 0.0285 0.12 -0.360 -1.34
Language ij 0.869*** 354 0.943 191 1.210% 2.53 -0454 -0.84
Religion ij 0.672*** 6.54 0.824*** 435 0.897*** 576 -0.226 -1.28
Corruption it -0.266  -1.09 -0.0777 -0.19 -0.135 -0.62 0.0151 0.23
Corruption  jt  0.575** 2.65 0.551 1.76 0.615** 3,17 -0.0490 -0.59
Year t 1.46 1.28 2.18*
Origin i 5.98*** 9.39%** 8.66***
Destination j 14.30*** 9.22%** 18.23***
Overall Diff 8.27***
Size Diff 7.59%**
Finance Diff 3.39%**
Barriers Diff 1.34
Information + Familiarity Diff 7.73%**
Transparency Diff 0.23
N 968 487 1455
R-sq 0.685 0.779 0.717
adj. R-sq 0.668 0.756 0.702
rmse 0.986 1.037 1.017
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Table 15
Determinants of international foreign bias of EU itagional and noninstitutional investors

This table presents: in model (1), the determinaftforeign bias of EU institutional investors; inodel (2), the
determinants of foreign bias of EU noninstitutiomalestors; in model (3) the differences on theedainants of
foreign bias between EU institutional and noninsiithal investors. OLS regression with dummies éoigin
countries, destination countries and years of iinvest is used. In model (3) differential indepertdeariables (i.e.
the product of each independent variable by a duwemiable that equals one if investor k is an toitnal investor
and zero if investor k is a noninstitutional in@3t are also included. The dependent variablorigign bias,
measured by the ratio of international portfolioigtes by optimal portfolio weights (in natural laghmic form).
International portfolio weights is the ratio of tkelue of international equity investment holdirgsinvestork of
origin countryi invested in equities of destination counjryn yeart to the total value of international equity
investment holdings of investde of origin countryi in yeart. Optimal portfolio weights is the ratio of market
capitalization of destination countjyin yeart to the difference between world market capitalmatand origin
country market capitalization in yearFor a detailed description of independent vaesliplease see table 4. White’s
robust standard estimation is used. The coeffisight respective statistical significance anat-ate displayed. The
F-test and the respective statistical significafecehe dummy variables, as well as for all diffetiel variables and
for a specific group of differential variables aleo displayed. The last four lines present thebmrmof observations,
R square, adjusted R square, and root mean squacedrense). Statistical significance: * p<0.05, €@.01, ***
p<0.01.

(1) (2) (3)

Instit Noninstit Noninstit Diff
Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat
_cons -1.337 -0.36 2.464 0.42 -0.264 -0.08 -0.297 -0.15

Investor Size kit 0.0350 1.08 -0.219***  -6.66 -0.188*** -544 0.220*** 4.66
Market Size it 0.00577 0.84 0.00981  1.10 0.00558 0.84 0.00137 0.26
Market Size jt -0.00352 -0.61 -0.00857 -1.09 -0.00122 -0.23 -0.00610 -1.59

Correlation  ijt 0.244 0.31 -0.747 -0.62 -1.520 -1.77 1.847* 2.38
Return it -11.43 -0.68 -18.41 -0.73 4.709 0.24 -26.21 -1.33
Return jt 5.617 0.44 1.206 0.06 -13.07 -0.96 26.88* 2.09
Risk it -0.0474 -0.67 -0.167 -1.37 -0.169 -1.94 0.0936 1.17
Risk jt -0.117 -1.70 -0.0765 -0.70 -0.0969 -1.39 -0.0281 -0.61
MCapWorld jt 11.18 0.55 -44.74 -1.45 -14.54 -0.82 9.617 1.70
EMU_ ij  1.320%** 4.81 1.158* 2.47 1.260*** 4.26 0.0335 0.14
Control it -0.0368 -0.45 0.0125 0.11 -0.0396 -0.45 0.0389 0.46
Control jt -0.0698 -1.00 0.117 1.10 0.0883 1.17 -0.131 -1.94
Trade ijt 4.059*** 3.99 2.235 1.05 4.960*** 379 -2.076 -1.79
FDI ijt 1.371**  3.03 3.063***  4.47 2.150*** 3.65 -0.229 -0.36
Migration ijt 1.103 1.43 1.263 0.71 1.413 0.93 -0.876 -0.52
Geodist ij -0.0717 -0.57 -0.579* -2.02 -0.380 -1.94 0.208 1.07
Cultdist ij 0.0111* 232 -0.00244  -0.24 0.0132 1.54 -0.00734 -0.81
Contingency ij -0.282 -1.65 -0.0965 -0.31 0.0280 0.12 -0.367 -1.37
Language ij  0.865*** 3.53 0.908 1.84 1.176* 2.47 -0.423 -0.78
Religion ij  0.675*** 6.60 0.819***  4.33 0.893*** 574 -0.218 -1.24
Corruption it -0.254 -1.05 -0.0485 -0.12 -0.117 -0.54 0.0140 0.22
Corruption  jt 0.538* 2.48 0.528 1.69 0.582**  3.00 -0.0478 -0.58
Year t 1.48 1.42 2.31%*

Origin i 6.03%** 9.48%** 8.72%**

Destination j 16.45*** 13.79*** 24, 58%**

Overall Diff 8.34%**

Size Diff 7.70%**

Finance Diff 3.48%**

Barriers Diff 1.37

Information + Familiarity Diff 7.80%**
Transparency Diff 0.22

N 968 487 1455

R-sq 0.528 0.724 0.612

adj. R-sq 0.502 0.695 0.591

rmse 0.984 1.034 1.015
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Table 16
Determinants of international equity holdings of Eidtitutional and noninstitutional investors, using
alternative independent variables

This table presents: in model (1), the determinafitisiternational equity holdings of EU institutaninvestors; in
model (2), the determinants of international equitidings of EU noninstitutional investors; in mbd8) the
differences on the determinants of internationalitggholdings between EU institutional and noningtonal
investors. OLS regression with dummies for orighuratries, destination countries and years of imaest is used. In
model (3) differential independent variables (iree product of each independent variable by a dumaniable that
equals one if investor k is an institutional inwesand zero if investor k is a noninstitutional éstor), are also
included. The dependent variable is holdings. Fatetailed description of dependent and independariables
please see table 4. White's robust standard estimegt used. The coefficients, the respective stiatil significance
and t-stat are displayed. The F-test and the ré@spestatistical significance for the dummy variedl as well as for
all differential variables and for a specific groafpdifferential variables are also displayed. Témt four lines present
the number of observations, R square, adjusted Resgared root mean squared error (rmse). Statistigalficance:
* p<0.05, **p<0.01, *** p<0.01.

(1) (2) (3)

Instit Noninstit Noninstit Diff
Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat
_cons 21.06*** 571 23.35%** 411 22.10*** 593  1.956 0.84

Investor Size kit 1.028*** 31.69 0.782*** 23.68 0.814*** 2339 0.212*** 4.44
Market Size it  0.00442  0.59 0.00832 0.84 0.00114 0.16 0.00531 1.01

Market Size jt  0.000503 0.09 -0.00310 -0.40 0.00256 0.49 -0.00445 -1.22
Correlation  ijt 0.388 0.50 -0.343 -0.29 -1.251 -1.45 1.750* 2.22
Return it -14.92 -0.91 -20.45 -0.81 11.14 0.55 -37.54 -1.85
Return jt  21.59 1.64 13.05 0.71 4.752 0.34 21.04 1.56
Risk it -0.193** -2.61 -0.191 -1.55 -0.258** -2.92 0.0593 0.74
Risk jt -0.0513 -0.77 -0.0279  -0.27 -0.0415 -0.61 -0.0177 -0.39
MCapWorld jt 40.42 1.93 -19.10 -0.61 16.52 0.90 5.201 0.87
EMU_ ij  1.384*** 494 1.219**  2.60 1.456*** 4.89 -0.142 -0.61
Control it -0.0607 -0.72 -0.0773  -0.65 -0.0880 -0.97 0.0477 0.55
Control jt -0.114 -1.73 0.0501 0.52 0.0194 0.26 -0.108 -1.49
Trade ijt 4.104*** 4.01 1.911 0.90 4.640*** 3.58 -1.649 -1.39
FDI ijt 1.281**  2.80 2.985%** 435 1.949** 329 -0.126 -0.20
Migration iit 0.875 1.07 1.309 0.73 1.354 0.88 -1.017 -0.60
Geodist ij -0.0729 -0.57 -0.590*  -2.06 -0.398*  -2.05 0.216 1.11
Cultdist ij 0.0115* 2.36 -0.00230 -0.23 0.0149 1.74 -0.00871 -0.96

Contingency ij -0.273 -1.56 -0.0487 -0.15 0.0626 0.25 -0.406 -1.49
Language ij  0.927*** 371 0.870 1.77 1.267** 2.66 -0.449 -0.83
Religion ij  0.637*** 6.12 0.801*** 4.24 0.812*** 515 -0.155 -0.86
Governance it -0.00331 -0.14 0.0327 0.86 0.0120 0.53 -0.00984 -0.78
Governance jt 0.0432 1.64 0.0119 0.31 0.0487 195 -0.0222 -1.46

Year t 1.70 0.93 2.15%
Origin i 40.49%** 7.95%%% 41.83%%*
Destination 14.97*** 8.97*** 19.09***
Overall Diff 7.99%**
Size Diff 6.83***
Finance Diff 2.95%**
Barriers Diff 1.30
Information + Familiarity Diff 6.59***
Governance Diff 1.18
N 968 487 1455
R-sq 0.853 0.813 0.843
adj. R-sq 0.845 0.794 0.835
rmse 0.995 1.037 1.024
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Table 17
Determinants of international equity holdings of ENfidtitutional and noninstitutional investors

This table presents: in model (1), the determinahtaternational equity holdings of EMU institutial investors; in
model (2), the determinants of international equiojdings of EMU noninstitutional investors; in ned3) the
differences on the determinants of internationalitggholdings between EMU institutional and noningtonal
investors. OLS regression with dummies for origirtries, destination countries and years of imaest is used. In
model (3) differential independent variables (ihe product of each independent variable by a duwvaniable that
equals one if investor k is an institutional inwesand zero if investor k is a noninstitutional éstor), are also
included. The dependent variable is holdings. Faletailed description of dependent and independaritbles
please see table 4. White's robust standard estimit used. The coefficients, the respective stiatil significance
and t-stat are displayed. The F-test and the réspestatistical significance for the dummy variedl as well as for
all differential variables and for a specific gronfpdifferential variables are also displayed. Téwt four lines present
the number of observations, R square, adjusted Resgarad root mean squared error (rmse). Statigtigalficance:
* p<0.05, **p<0.01, *** p<0.01.

1 () 3)

Instit Noninstit Noninstit Diff
Coef. t-stat Coef. t-stat Coef. t-stat Coef. t-stat
_cons 17.54%**% 4,27 15.65%* 3,12 12.65** 2,77 3.311 1.06

Investor Size kit 1.111*** 30.27 0.854*** 23,70 0.874*** 24,07 0.235***  4.61
Market Size it 0.0343 1.94 -0.00515 -0.21 0.0237 1.58 -0.00263 -0.32
Market Size  jt 0.000340 0.03 -0.00176 -0.14 -0.00842 -0.89 0.0126* 1.98

Correlation  ijt 1.732 1.30 1.200 0.61 0.909 0.62 0.532 0.37
Return it -31.22 -1.50 -21.43 -0.85 -17.42 -0.82 -11.67 -0.48
Return jt 7.512 0.33 7.744 0.26 15.63 0.66 -11.24 -0.50
Risk it -0.0965 -0.85 -0.176 -1.20 -0.168 -1.53 0.0691 0.64
Risk jt -0.108 -1.10 -0.00928 -0.07 -0.0768  -0.88 0.0127 0.17
MCapWorld jt -7.448 -0.20 -77.16 -1.79 -50.08 -1.63 28.66 1.90
Control it 0.0527 0.49 -0.0360  -0.27 -0.0350 -0.32 0.121 1.11
Control jt 0.00404 0.04 0.276 1.91 0.317**  3.13 -0.329*** -3.44
Trade ijt 5.490*%** 3,88 4.101 1.91 6.537*** 4,15 -1.825 -1.18
FDI ijt -2.229*  -2.13 -1.475 -0.80 -2.178 -1.66 0.202 0.17
Migration ijt 2.537 1.59 -0.768 -0.34 -1.092 -0.56 3.680 1.76
Geodist ij -0.0952  -0.45 -0.0867  -0.23 0.0733 0.23 -0.241 -0.72
Cultdist ij 0.0242 1.81 0.00857 0.56 0.0269* 2.10 -0.00850 -0.66
Contingency ij 0.387 1.72 1.324** 263 1.483*** 441 -1.170*** -3.56
Language ij 0.461 1.13 1.831**  2.85 1.914** 322 -1.424% -2.13
Religion ij 0.458 1.24 0.381 1.01 0.421 1.23 0.0271 0.07
Corruption it 0.163 0.44 -0.0364  -0.06 -0.00459 -0.01 0.183 1.43
Corruption jt -0.0987 -0.32 0.122 0.32 0.118 0.47 -0.219 -1.75
Year t 0.53 0.61 0.85

Origin i 32.54%** 12.23%*%* 37.59%**

Destination  j 9.29%** 12.23%*%* 14.79%**

Overall Diff 8.66%**

Size Diff 8.61***

Finance Diff 2.13**

Barriers Diff 6.03%**

Information + Familiarity Diff 4.41%**

Transparency Diff 3.56**

N 422 239 661

R-sq 0.880 0.860 0.872

adj. R-sq 0.866 0.831 0.858

rmse 0.924 0.896 0.912
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