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ABSTRACT

An innovative method to estimate the duration of investor sentiment is applied to closed-end
country fund returns and it finds that U.S. investor sentiment has a short life. The effects of
sentiment on closed-end country fund returns are largely consistent with existing literature
however, it is only apparent in daily time-series regressions. Sentiment rapidly fades at a weekly
frequency and virtually disappears using monthly return observations. These results suggest that
the kind of investor sentiment for country fund prices does not have a persistent component.
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INTRODUCTION
CL cademic and practitioner based research have often hypothesized that abnormal variations in
Lj\ security returns are influenced by investor sentiment. Echoing this belief, many researchers have
engaged in theoretical modeling with irrational agents. Among them are Barberis, Shleifer, and

Vishny (1998), Daniel, Hirshleifer, and Subrahmanyam (1998), De Long, Shleifer, Summers, and Waldmann
(1990), Hong and Stein (1999), Kogan, Ross, Wang, and Westerfield (2006), and Odean (1998). Although these
studies attempt to explain irregularities over various time horizons, relatively little work has been published on the
persistence of investor sentiment within closed-end country funds traded in the U.S. This study explores the effects
of investor sentiment on security prices in a controlled setting across various time frequencies.

A common critique of empirical investigations of investor sentiment is the joint hypothesis problem.
Specifically, they are challenged by a joint test of the asset pricing model and market efficiency. Fundamental
values are not normally observed in typical price setting; thus, one needs to make strong assumptions about
fundamentals before addressing the impact of the joint hypothesis problem. Researchers therefore disagree on the
interpretations of apparent anomalies taken from empirical findings. Fama (1998), Sadka (2006), Yogo (2006)
represent one end of the spectrum and provides strong arguments favoring rationality and discount counter
arguments due to model mis-specification. Other studies present empirical results on the opposite end of the
spectrum which are difficult to reconcile with rational pricing; e.g., Baker and Wurgler (2006), Barberis and Shleifer
(2003), Barberis, Shleifer, and Wurgler (2005), Brown and CIiff (2005), Kothari and Shanken (1997), Kumar and
Lee (2006), Lamont and Thaler (2003), and Neal and Wheatley (1998). Given the possibility of model mis-
specification, a common attribute of the conclusions drawn from behavior-based studies is that anomalous price
patterns might reflect compensation for systematic risks.

Many important questions about investor sentiment have thus far remained unanswered due to the joint
hypothesis problem. Among them is whether investor sentiment is a persistent phenomenon. Related questions
examine the temporal characteristics of investor sentiment and the degree to which it is economically meaningful.
These questions have empirical and policy implications as well as theoretical implications that relate to underlying
assumptions and model calibration.

There are at least two channels through which investor sentiment may affect security prices: (1) valuation
subjectivity, and (2) arbitrage constraints. Baker and Wurgler (2006) argue that either channel could affect prices.
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Resolution is not obvious because arbitrage constraints may affect the level of investor sentiment when valuation
subjectivity is present but difficult to assess. The purpose of the current study is to address these questions by
examining the effects of investor sentiment on closed-end country fund prices.

A closed-end country fund is a publicly traded investment company that issues a fixed number of fund
shares domestically and then uses the sale proceeds to invest in a portfolio of securities in a foreign country.
Country funds have several advantages in determining the effects of investor sentiment on security prices. First, the
net asset values (NAVs) of country funds are usually directly observable and are thus attractive proxies of
fundamentals (Klibanoff, Lamont, and Wizman, 1998). Hardouvelis, La Porta, and Wizman (1994) and Bodurtha,
Kim, and Lee (1995) note that to the extent that foreign investors are not subject to U.S. sentiment, variations in
fund premiums and discounts would reflect the differential sentiment between foreign markets and the U.S. market.
The joint hypothesis problem is therefore partially mitigated when examining country fund prices. While the Net
Asset Value (NAV) of closed-end country funds is a good proxy of fundamentals and thus has low subjectivity in
valuation, there is a remaining component of investor sentiment in country funds (Bodurtha, Kim, and Lee, 1995). It
is well known that country funds, as well as other types of closed-end funds, have binding arbitrage constraints.
Lee, Shleifer, and Thaler (1991) and Fuertes and Thomas (2006) suggest that arbitraging a fund premium or
discount that is considered “too narrow” may be more risky than arbitraging a fund premium or discount that is
considered “too wide.” The examination of country funds provides a unique opportunity therefore for analyzing the
role of investor sentiment on security prices through the channel of arbitrage constraints, while concurrent valuation
subjectivity is controlled at a minimal level.

This study makes two contributions. First, a new empirical specification is proposed that addresses a usual
specification problem in the existing empirical framework. The new specification allows for the estimation of the
effect of investor sentiment on country fund prices at a daily frequency. This is in contrast to the majority of
existing studies that are conducted at weekly or monthly frequencies. The extension is important because the effect
of investor sentiment on security prices is known to be time-specific in other literatures; e.g., short-run event under-
reaction and long-run event over-reaction. It is likely that the effects of investor sentiment on country fund prices
also exhibit time-specific patterns. The empirical results show that this is indeed the case. Specifically, the study
finds that investor sentiment in country fund prices has a short life. Although the effect of investor sentiment is
evident at daily country fund prices it decays rapidly in a linear fashion. The “half-life” of investor sentiment for
country funds is approximately five days in the sense that the average amount of U.S. sentiment exposures is
reduced by approximately fifty percent when time-series regressions are applied using five-day returns. Virtually no
sentiment is detected when examining monthly country fund returns.

Second, the linearly decreasing decay function for investor sentiment for country fund prices suggests that
this particular type of investor sentiment does not accumulate over time and therefore is not a persistent variable.
Because the role of valuation subjectivity on investor sentiment is limited among closed-end country funds, the
results are consistent with the view that it takes both arbitrage constraints and valuation subjectivity to create long-
lasting sentiment.

LITERATURE REVIEW
Investor Sentiment

Traditional asset pricing theory is based on the view that investor sentiment plays no role in determining
security prices because arbitrage forces offset demand shocks in investor sentiment. An alternative theory argues
that arbitrage can be risky because the mispricing being exploited may widen, rendering the potential arbitrage
unattractive. De Long, Shleifer, Summers, and Waldmann (1990), Shiller (1984), Shleifer and Summers (1990), and
Shleifer and Vishny (1997) note that correlated demand shocks in investor sentiment may not be fully absorbed by
arbitrage forces. Barberis and Thaler (2003) and Daniel, Hirshleifer and Teoh (2002) provide a literature review on
empirical results that support this alternative view.

The current study of investor sentiment is related to the clientele-based results of Barberis, Sheleifer, and
Wurgler (2005), Bodurtha, Kim, and Lee (1995), Kumar and Lee (2006), and Lee, Shleifer, and Thaler (1991). This
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literature accepts that small individual investors have preferred habitats; that is, they choose to trade only a subset of
all available securities. As a result securities that have a large proportion of small-investor ownership, such as small
capitalization stocks and closed-end funds, are subject to the same source of demand shocks. Therefore the returns
securities predominantly held by small investors should reflect both fundamental risk and changes in sentiment.

Country Funds

The literature on closed-end country funds has two main strands of analysis; fund premiums/discounts and
portfolio diversification. Errunza, Senbet, and Hogan (1998) develop a theory that explains how a country fund can
trade at a premium. The theory is based on barriers to international investments. In this work the premium reflects
the extent to which the fund’s underlying portfolio is not spanned by the U.S. market. Bonser-Neal, Brauer, Neal,
and Wheatley (1990) provide empirical support for this view and find that relaxing investment restrictions leads to
lower fund premiums. Patro (2005) finds that the listing of new country funds results in lower premiums for old
country funds. Alternatively, Hardouvelis, La Porta, and Wizman (1994) and Bodurtha, Kim, and Lee (1995)
hypothesize that variations in fund premiums/discounts reflect the differential sentiment of U.S. investors relative to
foreign investors. Because the purpose of this study is to examine the effects of U.S. investor sentiment on the
pricing of country funds at various time frequencies, it is most closely related to Hardouvelis, La Porta, and Wizman
(1994) and Bodurtha, Kim, and Lee (1995).

The other branch in closed-end fund research concerns the potential diversification benefits from investing
in country funds. Bailey and Lim (1992) and Chang, Eun, and Kolodny (1995) find that the returns on country
funds co-move strongly with U.S. market returns. Using a mean-variance test, Bekaert and Urias (1996) find
significant diversification benefits for U.K.-traded country funds, but not for U.S.-traded country funds. In contrast,
Choi and Lee (1996) and Lee and Hong (2002) document that country fund returns are more heavily influenced by
its local factor than by the U.S. factor, which implies that investing in country funds is useful for reducing portfolio
risk.

THE EMPIRICAL FRAMEWORK

The existing empirical framework in the country fund literature incorporates the dual market characteristic
of country funds; i.e., they are traded in the U.S., but invest elsewhere. A two-factor model, identical to or similar to
the following, is frequently used to accommodate the dual characteristic:

RF™ =g+ BRus + 5V + (&

where RJ-F““d is the return on the jth country fund, Rys is the return on the U.S. market, and V; is the local (foreign)
factor. Although the specification is intuitive it has a severe drawback. According to the mild segmentation
paradigm an asset is priced as a function of world and local market risks. In the absence of the world factor in
equation (1), if a country fund has a non-zero loading on the world factor, the pricing relationship would primarily
be absorbed by Rys because of the large market weight of the U.S. market with respect to the world market portfolio.
Consequently, it would be difficult to infer the effects of U.S. sentiment on fund returns through the study of . For
the present study, a new empirical specification is proposed to eliminate the drawback and includes the world factor,
the U.S. sentiment variable, and the local factor.

The current study is based on the mild segmentation paradigm. This paradigm has been widely used in the
literature of country funds because country funds would be redundant in a completely integrated world market
whereas they would not exist if international equity markets were completely segmented.® The study follows this
convention and assumes the following two-factor return generating model of Errunza and Losq (1985):

NAV _ NAV NAV NAV NAV
R =g+ Ryt Vit g 2

! Examples include Choi and Lee (1996), Errunza, Senbet, and Hogan (1998), and Lee and Hong (2002), among others.
121



International Business & Economics Research Journal — January 2011 Volume 10, Number 1

where R,-NAV is the return on the NAV of the jth country fund, and R, is the fundamental world market factor. The
essence of equation (2) is that the pricing of the underlying portfolio for a country fund is determined by both world
and local market risks, whereas local risk does not affect returns in other countries.

A country fund is a claim to the aggregation of the NAV and the premium or discount of the fund. Because
the NAV is determined in the local market, this leaves only the fund premium to be determined in the U.S. Based
on the null hypothesis that the return on fund premium is not subject to U.S. sentiment shocks, one can write the
return on fund premium in the following form:

Premium _ . Premium Premium Premium
R = g + ¢ Vus. * g ®)

where R”*™™ is defined as ((1 + R™™)/(1 + R™")) - 1, and Vs is the U.S. sentiment variable that is orthogonal to
the world factor, and Ho: ¢”™™™ = 0. Note that the definition of R;""*™™ reflects the fact that the fund premium is
simply an accounting relationship for the exchange of the fund and the underlying portfolio.

The study aggregates equations (2) and (3) and uses the a first-order approximation to obtain the pricing
relationship for the fund:

Fund _ . Fund NAV NAV; Premium Fund
R =a "+ 47 Ryt Vit 4 Vus. + g (4)

This equation reflects that the returns of the fund are likely to be driven by three variables: the world factor,
the local factor, and the U.S. sentiment factor. The local variable is included because the fund holdings are traded in
the local market, and the U.S. sentiment variable is included because the fund premium may be affected by changes
in U.S. sentiment. One of the strengths of the specification is that, after accounting for the world market risk of the
fund, the specification in equation (4) measures the relative impacts of local factor and U.S. sentiment on fund share
prices in a symmetrical manner.  The use of the orthogonal regression residuals of local security returns and U.S.
security returns against world returns to proxy for the local factor and the U.S. sentiment variable, respectively,
would not lead to a potential spurious relationship between fund returns and the U.S. sentiment variable because of
the large market capitalization of the U.S. market. The specification also enables econometricians to study country
funds in a richer data setting in the sense that equation (4) does not require observations on fund premiums. Many
existing studies rely on weekly NAV observations that are usually disclosed on weekends. A few funds (e.g., the
Mexico Fund, the India Fund, and the Taiwan Fund) do not report their NAVs on weekends and this increases the
complexity of non-synchronous analysis. Through the avoidance of these data problems, the proposed specification
enables one to study country funds in a broader data setting because fund returns are available at daily and lower
frequencies from the Center for Research in Security Prices (CRSP) database.

The current approach and the clientele-based specification of Bodurtha, Kim, and Lee (1995) are empirical.
It is thus necessary to compare equations (2) and (3) with the pricing relationships in equations (2a) and (2b) of
Bodurtha, Kim, and Lee (1995, p.888).2 One finds that equations (2) and (2a) are similar, whereas equations (3) and

(2b) are different. Bodurtha, Kim, and Lee state in their equation (2b) that the pricing of fund shares (using our
notation) can be explained in the following relationship:*

RjFund — ajFund+ﬂjFundew+ ¢1FundVU.S. + ngund (5)
That is, under the usual first-order approximation, one would obtain the following pricing relationship:

NAV Premium _ , Fund Fund Fund Fund
Ri™ +R =q T Rt Vus t g ©

% The equations (2a) and (2b) of Bodurtha, Kim, and Lee (1995) are R = o™ + B + 5MVs;MY + g (2a) and R = ﬁsp
+ B+ 75> + & (2b) where SP stands for stock price of the fund, f; is the fundamental risk factor for the local market, s;*"
is the foreign market demand in country j, and s;*" is the U.S. market demand (sentiment).

% The authors use the j subscript on Rjw to reflect market segmentation.
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By moving R"™™"" to the right side of the equation and recognizing that R;"*™™ is not a function of the
local factor because fund shares are traded in the U.S., one would obtain the following pricing relationship:

RjNAV — ajFund + ,BjFundew + @FundVU.S. - f(VU.S)+ ngund (7)

where the general function f(Vys) = R”™™"™ is used to highlight the fact that the return on fund premium is not
related to the local factor. As a result, equation (7) and, thus, equation (2b) of Bodurtha, Kim, and Lee (1995),
implies that the pricing of the NAV is not a function of the local factor. However, this is a contradiction of equation
(2) and the authors’ equation (2b) in which the two equations relate the pricing of the NAV to the local factor. A
natural consequence of the contradiction is that the authors’ equations (2a) and (2b) cannot both be true.*

DATA

Daily and monthly country fund returns are retrieved from the 2001 CRSP database. The ending period of
the sample is December 31, 2000. The study excludes country funds whose first available daily returns are later
than January 1, 1993. The study also excludes the first two years’ fund return observations from the analysis to
mitigate IPO effects.> World returns are proxied by Morgan Stanley Capital International (MSCI) World Index.
The U.S. investor sentiment variable is proxied by (1) orthogonal regression residuals of S&P 500 returns against
MSCI world returns and (2) orthogonal regression residuals of NYSE smallest decile returns against MSCI world
returns. The use of the latter proxy is motivated by the documented association between country fund premiums and
U.S. small stocks (Bodurtha, Kim, and Lee (1995)). The local factor is proxied by orthogonal regression residuals
of local market returns against MSCI world returns. D and monthly U.S. dollar returns of local markets are obtained
from MSCI. This leads to a sample of 31 country funds: 11 are developed market country funds, and 21 are
emerging market country funds.

Table | presents summary statistics of the sample. Except for the Singapore Fund, the Brazil Fund, and the
Mexico Fund, the CRSP has return observations for sample country funds almost immediately after their IPO dates.
The realized returns on sample country funds vary considerably over an average 10-year sample period. The
Indonesia Fund has an annualized return of -9.87%, whereas the Mexico Fund has an annualized return of 22.92%.
The annualized standard deviations of sample country funds range from 21.24% to 49.97%. The standard deviations
of emerging market country funds are generally higher than the standard deviations of developed market country
funds.

EMPIRICAL RESULTS

To correct for the effect of non-synchronous trading, this study follows Scholes and Williams (1977) and
Dimson (1979) and augments equation (4) to include leading and lagging explanatory variables.

Table 1l reports the results of daily time-series regressions on country fund returns using world market
returns, orthogonal local returns, and U.S. orthogonal returns. Consistent with Hardouvelis, La Porta, and Wizman
(1994) and Bodurtha, Kim, and Lee (1995), this study finds that the concurrent U.S. investor sentiment exposures
are all statistically significant at the 1% level for the sample of 11 developed market country funds. The Newey-
West (1987) adjusted t-statistics range from 2.98 to 8.70. Among the sample of 20 emerging market country funds,
10 have statistically significant exposures to the concurrent U.S. sentiment variable at the 1% level and 7 have
statistically significant exposures to the concurrent U.S. sentiment variable at the 5% level.

Concurrent local factors also have substantial impacts on country fund returns. The adjusted t-statistics
range from 4.69 to 27.66 and 31 and are statistically significant at the 1% level for the 31 sample funds. The
concurrent betas with respect to MSCI world returns range from 0.58 for the Chile Fund to 1.65 for the Japan OTC
Fund. The adjusted t-statistics range from 6.74 to 24.09 and are all statistically significant at the 1% level. The

* Another way to see the contradiction is to note that if R"" is a function of the local factor and R"*" is a component of fund
returns, fund returns must be a function of the local factor.
® We also repeat our analysis with the first two years’ fund return observations. The results are similar.
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inclusion of leading and lagged explanatory variables has little impact on the overall results as evidenced by their
low level of statistical significance. This inclusion is repeated in subsequent analyses throughout the paper without
the non-synchronous adjustment. The results are robust regardless of whether this inclusion is adopted.

This study aggregates five daily returns into weekly returns and performs the same time-series regressions
using weekly observations. The weekly regression results are reported in Table Il1l. The concurrent market betas
remain statistically significant at the 1% level and are consistent with the results that were produced using daily data.
The adjusted t-statistics range from 6.08 to 19.08. Concurrent local factors also retain their statistical significance at
the 1% level. The adjusted t-statistics range from 4.05 to 22.49. The overall effects of world and local factors on
country fund returns are invariant to the decrease in data frequency based on the levels of adjusted t-statistics. In
contrast, the statistical significance of the U.S. investor sentiment variable in describing country fund returns largely
disappears when weekly observations are used. Except in the case of the France Growth Fund, the Germany Fund,
and the Japan Equity Fund, 8 of the 11 developed market country funds lose their statistical significance to the
concurrent U.S. sentiment variable. Among the 20 emerging market country funds, only the Brazil Fund, Chile
Fund, and Taiwan Fund show statistically significant exposures to the concurrent U.S. investor sentiment variable at
the 5% level.

These results differ from those documented by Hardouvelis, La Porta, and Wizman (1994) and Bodurtha,
Kim, and Lee (1995) in which concurrent U.S. investor sentiment proxies are shown to be statistically significant
variables in describing country fund returns at weekly frequency. The results from the current study imply that most
of the high-frequency effects of the U.S. investor sentiment variable on country fund returns largely cancel out
within a week. This is consistent with the hypothesis that U.S. demand shocks in country funds are not systematic at
lower frequencies.

Given the results that U.S. investor sentiment fades at weekly frequency, one would expect a further
reduction in the effects of the U.S. investor sentiment variable on country fund prices at monthly frequency. This
expectation is verified in Table IV. None of the 11 developed market country funds yields statistically significant
exposures to the concurrent U.S. investor sentiment variable in a monthly setting. These estimates center on zero
and have a range from -0.38 to 0.57 and their adjusted t-statistics range from -1.13 to 1.08. Among the 20 emerging
market country funds, only the ROC Taiwan Fund yields a statistically significant estimate to the concurrent U.S.
investor sentiment variable at the 5% level. Because weekly returns of the ROC Taiwan Fund lack a statistical
significance associated with the concurrent U.S. investor sentiment variable, the statistically significant result
documented at the monthly level does not seem to be the result of persistent sentiment. Meanwhile, the explanatory
ability of concurrent world and local risks holds up well. The adjusted t-statistics for the concurrent betas of the 31
sample funds range from 3.74 to 13.80. They are all statistically significant at the 1% level. The adjusted t-statistics
for the concurrent local factor range from 2.54 to 15.27. The comparison of daily, weekly and monthly results
suggests that the effects of the U.S. investor sentiment variable on country fund returns are rather short-lived.

To further illustrate the benefit of using daily return data for studying the impact of investor sentiment on
country fund prices, daily return data is aggregated to create 12-day returns. The augmented regressions of equation
(4) are repeated for these aggregated returns. Figure 1 depicts the mean, 25 percentile, and 75 percentile of
concurrent U.S. investor sentiment exposures as the data frequency decreases. As the figure clearly shows, the
decay function appears linear; the sentiment in country fund returns does not accumulate over time. The average
value of concurrent U.S. investor sentiment exposures decreases by approximately 50% after five days. When 10-
day returns are used the average value of concurrent U.S. investor sentiment exposures is virtually zero. The result
suggests that investor sentiment for country fund returns does not have a persistent component.

The study has thus far documented that the U.S. investor sentiment variable is important at high frequency.
To further relate the sentiment proxy to small investor sentiment, according to Lee, Shleifer, and Thaler (1991), it is
necessary to establish an association between country fund returns and U.S. small stock returns because U.S. small
stocks are known to be subject to small investor sentiment. In the framework of equation (4) this would mean that if
U.S. small investor sentiment affects country fund returns, orthogonal regression residuals of NYSE smallest decile
returns against MSCI world returns would be sharper than orthogonal regression residuals of S&P 500 returns
against MSCI world returns in describing country fund returns.
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Tables V through VII report test results using the smallest decile of NYSE returns. The daily regression
results shown in Table V confirm that the concurrent U.S. exposures documented in Table Il are indeed related to
small investor sentiment. Except for the India Growth Fund, the R? values in Table V are all higher than their
counterparts in Table 1l. In addition, except for the India Growth Fund, the concurrent U.S. investor sentiment
exposures for the remaining 30 country funds are statistically significant at the 5% level. In Table II, there are three
country funds whose concurrent U.S. investor sentiment exposures are not statistically significant at the 5% level.
This sharper evidence is consistent with notion that small investors have preferred habitats in that investor sentiment
drives both U.S. small stock returns and country fund returns. The concurrent world factor and local factor continue
to be important explanatory variables in describing country fund returns. These estimates are all statistically
significant at the 1% level.

Table VI reports weekly regression results with the use of NYSE smallest decile returns. Orthogonal
regression residuals of NYSE smallest decile returns are still sharper than orthogonal regression residuals of S&P
500 returns in describing country fund returns, but this empirical superiority is considerably reduced as data
frequency decreases. Of the 31 R? values in Table VI, 26 (five) are higher (lower) than their counterparts in Table
I11. Eleven of the 31 country funds show statistically significant exposures to the concurrent U.S. investor sentiment
variable: five at the 1% level and six at the 5% level. Compared with the daily regression results in Table V, these
weekly results suggest that there is an element of U.S. investor sentiment in country fund prices at a daily frequency.
This effect diminishes at a weekly frequency. Meanwhile, concurrent world factor and local factor remain important
explanatory variables in describing weekly returns. These estimates are all statistically significant at the 1% level.

Whereas the use of NYSE smallest decile returns improve the statistical significance for the U.S. investor
sentiment variable at daily and weekly frequencies, the effect of U.S. investor sentiment on country fund returns
disappears at monthly frequency. Of the 31 R? values in Table VII, 15 (16) are higher (lower) than their
counterparts in Table IV. None of the 11 developed market country funds shows statistical significance to the
concurrent U.S. investor sentiment variable. Among the 21 emerging market country funds, the ROC Taiwan Fund
is the only example showing statistical significance at the 5% level with respect to the concurrent U.S. investor
sentiment variable. The results confirm that the effects of U.S. sentiment on country fund returns cancel out at low
frequencies.

This study demonstrates that there is a component of U.S. investor sentiment in country fund returns and is
largely consistent with Hardouvelis, La Porta, and Wizman (1994) and Bodurtha, Kim, and Lee (1995). These
results show that the effects of U.S. investor sentiment on country fund returns are rather short-lived and are only
apparent with the use of daily country fund returns. They fade quickly at weekly frequency and virtually disappear
when monthly return observations are used. The linearly decreasing decay function in Figure 1 suggests that
investor sentiment for country fund prices does not accumulate over time.

It is possible that exchange rate risk may influence the results of the present analysis given the well-
documented result that exchange rate risk is priced in international equity markets (Chan, Karolyi, and Stulz (1992),
and Dumas and Solnik (1995)). To evaluate this possibility the percentage change of exchange rates is included in
the regression specification.® To make the presentation more concise, Table VIl summarizes daily and monthly
regression results for the five developed market country funds that show statistical significance for the concurrent
U.S. investor sentiment variable in Table VI, i.e., the France Growth Fund, Germany Fund, Japan Equity Fund, New
Germany Fund, and Swiss Helvetia Fund. Table IX summarizes daily and monthly regression results for the four
emerging market country funds that show statistical significance for the concurrent U.S. investor sentiment variable
in Table VI; i.e., the Brazil Fund, Chile Fund, Mexico Fund, and Thai Fund.

The results indicate that exchange rate risk is priced in country fund prices. This is consistent with
previous literature. Eight out of the nine sample country funds show statistically significance exposures at the 1%
level to the percentage changes of exchange rate at daily frequency. Two out of the nine sample funds yield
statistically significant exposures to the percentage changes of exchange rate at monthly frequency. The addition of
the exchange rate risk, however, makes little impact on the general conclusion: U.S. investor sentiment in country

® Daily percentage changes of exchange rates are inferred from daily U.S. dollar returns and daily local currency returns.
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fund returns matters only at high frequency. None of the nine sample funds have statistically significant exposures
to the concurrent U.S. investor sentiment variable at monthly frequency.

CONCLUSIONS

Closed-end country funds provide an attractive research topic where excellent measures of fundamentals
are directly observable. By using this property and a new empirical specification, this study examines the effects of
U.S. investor sentiment on country fund returns at daily, weekly, and monthly frequencies. The results show that
there is a component of U.S. investor sentiment in country fund returns which is consistent with the existing
literature. The study finds, however, that this component exists only at high frequency. Once monthly return
observations are used, the effects of U.S. investor sentiment virtually disappear. The evidence suggests that U.S.
investor sentiment in country funds is short-lived. The “half-life” of investor sentiment in country fund prices is
about five days since the average amount of U.S. investor sentiment exposure is reduced by approximately one-half
when time-series regressions are applied using weekly returns.

This study is an exploration of the time-series properties of investor sentiment. The inquiry is important
because it has direct implications on arbitrage costs as well as on the limitation and degree of market efficiency.
Although the observability of NAVs mitigates the inherent difficulty in testing the joint hypotheses of an asset
pricing model and market efficiency, this appealing property limits the scope of the results. One should note that
many risky securities are imprecisely priced. To the extent that pricing difficulties may introduce and nurture
investor sentiment, one would expect investor sentiment in these risky securities to be longer lived than the
estimates from the present study. In contrast, the empirical estimate of the speed of the mean-reverting process in
investor sentiment among closed-end country funds suggests that this is not likely to be the case.
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Table I: Sample of Country Funds

Fund Name IPO Date Date of First Return Annualized Annualized
(Ticker) Observation Return (%) Std. Dev. (%)

Panel A. Developed Markets

Austria Fund (OST) 09/21/89 09/25/89 8.08 31.35
First Australia Fund (IAF) 12/12/85 12/17/85 8.41 30.09
France Growth Fund (FRF) 05/10/90 05/14/90 15.43 23.05
Germany Fund (GER) 07/18/86 07/21/86 14.11 32.29
Italy Fund (ITA) 02/26/86 02/27/86 13.72 35.53
Japan Equity Fund (JEQ) 03/14/90 08/17/92 -1.06 34.41
Japan OTC Equity Fund (JOF) 03/14/90 03/15/90 0.82 36.85
New Germany Fund (GF) 01/24/90 01/26/90 9.34 22.22
Singapore Fund (SGF) 06/18/87 07/26/90 5.49 36.63
Spain Fund (SNF) 06/21/88 06/22/88 15.32 42.04
Swiss Helvetia Fund (SWZ) 08/19/87 08/20/87 13.91 21.24
Panel B. Emerging Markets

Argentina Fund (AF) 10/12/91 10/14/91 9.37 34.69
Brazil Fund (BZF) 03/31/88 04/04/88 21.44 42.18
Brazilian Equity Fund (BZL) 04/05/92 04/06/92 10.52 41.94
Chile Fund (CH) 09/27/89 09/27/89 17.87 34.78
China Fund (CHN) 07/10/92 07/13/92 -4.32 40.17
First Philippine Fund (FPF) 11/08/89 11/09/89 4.85 39.51
Greater China Fund (GCH) 07/15/92 07/16/92 -1.28 44.25
India Growth Fund (IGF) 08/12/88 08/15/88 -4.99 35.70
Indonesia Fund (IF) 03/01/90 03/02/90 -9.87 45.82
Jardine Fleming China (JFC) 07/16/92 07/17/92 -8.39 4224
Korea Fund (KF) 08/22/84 08/23/84 5.48 42.49
Korean Investment Fund (KIF) 02/17/92 02/18/92 1.07 45.14
Malaysia Fund (MF) 05/08/87 05/11/87 10.47 48.83
Mexico Equity & Income (MXE) 08/14/90 08/16/90 15.10 37.91
Mexico Fund (MXF) 06/03/81 06/09/81 22.92 41.12
ROC Taiwan Fund (ROC) 05/12/89 05/15/89 3.93 35.34
Taiwan Fund (TWN) 12/16/86 12/17/86 8.87 41.50
Thai Capital Fund (TC) 05/22/90 05/24/90 -2.77 49.23
Thai Fund (TTF) 02/17/88 02/18/88 3.42 49.97
Turkish Investment Fund (TKF) 12/05/89 12/06/89 16.67 48.80
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Table 11: Daily Regressions
This table reports regression results based on the following specification:

+1 +1 ha
RFMM=a"+ % BiRywi+t L NViui+t DG Vus i+ a
1 -1 -1

where R, is the daily return on the country fund invested in country j, R, is the daily return on the world market, V; is the daily
orthogonal local return, and Vy g, is the daily orthogonal U.S. return. Newey-West (1987) adjusted t-statistics are reported in the
second row for each country fund.

Fund

aFund ﬂ ¥ ¢ R2
t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)
Panel A. Developed Markets
Austria -0.00 0.02 0.81 0.05 0.11 0.22 0.11 0.04 0.25 -0.06 1343
t-stat -0.03 0.47  1188* 0.85 2.48% 4.69*  2.70* 0.51 3.20*  -1.00
Australia 0.00 -0.04 0.67 0.08 0.10 0.35 0.06 -0.09 0.43 -0.06  16.91
t-stat 0.50 -094 10.35* 156 3.15* 10.49* 184 -131  6.14*  -1.07
France G. 0.00 -0.03 111 0.07 0.17 0.64 0.05 -0.09 0.56 -0.11  37.28
t-stat 0.99 -0.59 2037  1.72 5.10* 17.26* 151 -160 870* -1.80
Germany 0.00 0.01 0.95 0.01 0.16 0.32 0.19 -0.19 0.51 0.04 17.33
t-stat 0.98 0.20  13.70* 0.20 3.37* 4.84*  3.04* -217f 5.97* 0.60
Italy 0.00 0.05 0.76 0.04 0.09 0.35 -0.00 0.05 0.28 -0.13  16.72
t-stat 1.14 1.06  11.56* 0.71 2.82* 11.79*  -0.01 0.90 4.37*  -1.97%
Japan E. -0.00 -0.26 1.44 -0.03 0.03 0.52 0.12 -0.20 0.47 0.10 28.07
t-stat -128  -3.26* 1271* -0.28 0.54 8.83* 1.84 -1.67  3.53* 0.86
Japan OTC -0.00 -0.29 1.65 0.12 -0.04 0.64 0.14 -0.23 0.78 0.12 26.72
t-stat -0.97  -4.09* 1829* 145 -0.81 8.36*  2.33f -2.07+ 5.85* 0.92
N. Germany 0.00 -0.14 1.08 0.11 0.03 0.35 0.11 -0.07 0.45 -0.02 3176
t-stat 0.04  -2.75* 19.64* 2.69* 0.67 8.67* 296* -1.23 6.42* -0.40
Singapore -0.00 0.01 0.92 0.12 0.07 0.41 0.10 0.01 0.28 0.06 20.89
t-stat -0.65 0.21  12.15* 1.88 1.33 539*  2.357% 0.10 2.98* 0.83
Spain 0.00 0.09 0.87 -0.09 0.10 0.38 -0.04 -0.00 0.33 -0.06 1781
t-stat 0.22 185  14.99* -1.65 3.05* 9.81*  -1.22 -0.07  5.24*  -1.02
Swiss H. 0.00 0.03 0.70 0.01 0.12 0.27 0.04 -0.08 0.30 0.01 20.36
t-stat 1.45 0.81 15.80* 0.13 3.42* 4.84* 0.87 -166  4.37* 0.14
Panel B. Emerging Markets
Argentina -0.00 0.17 1.07 -0.05 0.08 0.58 0.09 -0.02 0.26 -0.06  44.43
t-stat -0.70 2.57% 15.59*  -0.80 2.80*  17.72* 2.38% 030 2.75* -0.65
Brazil 0.00 0.01 1.18 -0.01 -0.02 0.52 0.04 -0.04 0.46 -0.08  41.90
t-stat 2.41% 0.06 16.73*  -0.22 -0.71 12.85* 1.15 -0.55  581* -1.23
Brazilian E. 0.00 -0.14 1.61 -0.03 -0.10 0.74 0.02 -0.05 0.21 0.07 53.07
t-stat 2.72* -1.96+  21.31* -0.43 -2.66*  19.12*  0.66 -0.54  2.18% 0.81
Chile 0.00 0.03 0.58 -0.02 0.18 0.64 0.13 0.02 0.33 -0.05  32.79
t-stat 2.15% 0.52 11.84*  -0.47 4.34*  14.01* 2.80* 0.43 5.10* -0.88
China -0.00 -0.13 1.17 -0.05 0.08 0.35 0.06 0.01 0.32 -0.10  31.50
t-stat -1.00 -1.98+ 8.14*  -041 2.02% 1452* 193 0.08  2.03f -1.00
F. Philippine -0.00 -0.12 0.90 0.11 0.04 0.46 0.26 -0.19 0.24 0.03 24.89
t-stat -0.67 -1.39 10.03*  1.59 0.82 8.76*  507* -1.73  2.23% 0.37
G. China -0.00 -0.27 1.48 -0.05 0.06 0.43 0.10 -0.10 0.23 0.02 37.68
t-stat -0.62 -3.15*  11.38* -0.44 1.47 14.65* 3.39* -0.87 1.59 0.19
India G. -0.00 -0.09 0.84 0.00 0.01 0.69 0.06 -0.03  -0.07 -0.19 3946
t-stat -0.54 -1.44 10.90*  0.07 0.67 22.40* 190 -0.32 -096  -2.22%
Indonesia -0.00 -0.06 0.75 0.36 0.02 0.46 0.13 0.04 0.44 -0.17  15.87
t-stat -1.39 -0.53 6.74*  3.44* 0.36 7.87*  2.80* 033 347 -1.35
J.F. China -0.00 -0.29 1.38 -0.01 0.02 0.38 0.08 -0.25 0.29 0.00 33.76
t-stat -1.16 -2.83*  10.77* -0.12 0.70 13.56* 242+ -1.74  2.15% 0.02
Korea -0.00 -0.33 1.20 0.07 0.00 0.58 0.16 -0.23 0.41 -0.11  34.49
t-stat -0.24 -4.76*  14.26*  0.95 0.05 22.60* 5.49* -2.521 553* -147
Korean 1. -0.00 -0.32 1.27 -0.18 -0.01 0.64 0.10 -0.14 0.26 -0.14  38.03
t-stat -0.62 -2.72* 10.29*  -1.75 -0.41 17.27*  3.09* -0.96 1.96F -1.22
Malaysia -0.00 0.05 1.19 -0.01 0.06 0.41 0.12 -0.12 0.41 0.08 21.23
t-stat -0.61 0.68 12.20*  -0.07 1.33 5.46* 242+ -1.36  4.00* 0.96
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Table I1: continued

Mexico E&l 0.00 0.02 1.20 -0.00 0.13 0.78 -0.02 -0.11 0.17 -0.08  42.68
t-stat 0.80 0.36 16.37*  -0.07 3.83* 20.92* -0.61 -1.47 1.75 -1.02
Mexico 0.00 -0.05 1.30 0.08 0.04 0.92 0.04 -0.13 0.47 -0.11 5153
t-stat 1.64 -1.18 2409 176 1.50 27.66* 144 224y 7.08* -1.85
ROC Taiwan -0.00 -0.21 0.97 0.08 -0.01 0.63 0.08 -0.11 0.38 -0.08  26.92
t-stat -0.26 -2.70*  11.06* 1.22 -0.44 2048* 2151  -1.24 461* -0.99
Taiwan 0.00 -0.07 0.93 0.07 -0.00 0.45 0.08 0.04 0.25 -0.04  24.89
t-stat 0.07 -1.14 12.71*  1.06 -0.07 16.49*  2.78* 0.56 347*  -045
Thai C. -0.00 0.01 0.93 0.07 0.06 0.47 0.13 -0.16 0.36 -0.07 2285
t-stat -1.21 0.05 7.47* 0.61 1.57 11.46* 4.44* -133 235t -0.56
Thai -0.00 -0.04 0.97 0.09 0.08 0.39 0.15 -0.12 0.31 0.09 23.98
t-stat -1.10 -0.42 9.84* 1.22 2.78%  13.04* 459* -115  3.26* 1.07
Turkish I. 0.00 0.05 0.93 -0.00 0.09 0.43 0.03 0.11 0.27 -0.15  26.56
t-stat 0.56 0.42 9.01*  -0.04 4.19*  16.30* 1.39 1.09 2.24%  -143

*Significant at the 1% level
tSignificant at the 5% level

Table I11: Weekly Regressions

This table reports regression results based on the following specification:

+1 +1 +1
REM™M=a""+ > BiRywit 2AViwi+t 2@ Vus ui+ &
-1 -1 -1
Fund

where R is the weekly return on the country fund invested in country j, Ry, is the weekly return on the world market, V; is the
weekly orthogonal local return, and Vg, is the weekly orthogonal U.S. return. Newey-West (1987) adjusted t-statistics are
reported in the second row for each country fund.

aFund ﬂ ¥ ¢ R2

t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)
Panel A. Developed Markets
Austria -0.00 0.22 0.94 -0.08 -0.00 0.40 0.11 -0.27 -0.03 0.22 25.22
t-stat -0.27 210+  10.02*  -0.87 -0.01 5.44* 1.49 -1.45 -0.14 1.46
Australia 0.00 -0.02 0.76 -0.16 0.20 0.55 0.01 -0.09 0.15 0.14 31.02
t-stat 0.75 -0.40 10.01* -2.21f @ 2.86* 7.78*% 0.24 -0.89 1.21 1.15
France G. 0.00 0.04 1.19 0.05 0.14 0.92 0.05 -0.24 0.28 -0.05 57.21
t-stat 0.70 0.76 16.81* 0.95 2541  15.26* 0.86 -2.267  2.21% -0.33
Germany 0.00 0.00 1.18 0.00 0.18 0.71 0.03 -0.27 0.47 -0.20 34.57
t-stat 0.79 0.04 12.97* 0.01 1.76 5.93* 0.31 -1.77 3.01* -1.25
Italy 0.00 0.20 0.92 0.06 0.18 0.53 0.08 -0.09 0.14 0.01 29.46
t-stat 0.71 2.69* 9.60* 0.72 3.02* 7.39% 151 -0.71 0.99 0.06
Japan E. -0.00 -0.07 1.14 -0.16 0.00 0.69 0.15 0.12 0.68 0.63 31.46
t-stat -1.62 -0.60 9.68* -1.50 0.02 5.16* 1.26 0.46 2.15¢  2.30f
Japan OTC -0.00 -0.14 1.60 0.11 -0.05 0.66 0.21 -0.41 0.45 0.45 42.49
t-stat -1.42 -1.42 13.22* 1.07 -0.49 5.16* 1.85 -1.59 1.59 1.46
N. Germany -0.00 0.03 0.94 0.14 0.15 0.54 0.08 -0.17 0.15 0.15 37.69
t-stat -0.19 0.41 11.65* 2.31f  2.28% 8.33* 1.13 -1.36 1.18 1.22
Singapore -0.00 0.15 1.01 0.00 0.06 0.41 0.18 -0.33 0.21 0.01 28.89
t-stat -1.18 1.50 6.55* 0.03 0.94 4.72* 3.14*  -2.22% 0.93 0.05
Spain -0.00 0.11 1.01 0.12 0.14 0.51 -0.02 0.04 0.19 0.02 36.01
t-stat -0.32 1.37 12.55* 1.87 2.00t 7.51* -0.32 0.32 1.42 0.16
Swiss H. 0.00 0.19 0.85 -0.04 0.16 0.43 0.08 -0.19 0.23 0.01 36.08
t-stat 1.08 3.35* 1521  -0.81 2.24+ 4.05* 1.30 -1.93 1.93 0.16
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Table I11: continued

Panel B. Emerging Markets

Argentina -0.00 0.09 1.26 -0.15 0.05 0.80 -0.04 -0.10 -0.06 0.20 70.20
t-stat -0.73 1.11 17.23*  -2.26% 1.02 15.69* -0.94 -0.62 -0.45 1.60

Brazil 0.00 0.17 1.23 -0.01 -0.06 0.48 -0.07 0.13 0.39 0.10 51.85
t-stat 1.66 1.74 11.79*  -0.06  -2.11f 14.93* -2.42% 0.73 2127 0.62

Brazilian E. 0.01 0.17 1.75 -0.19 -0.05 0.68 -0.01 -0.15 -0.04 0.05 66.82
t-stat 1.62 1.74 14.92*  -2.03f -1.02 9.61* -0.29 -0.82 -0.13 0.21

Chile 0.00 0.08 0.67 -0.11 0.08 0.94 -0.12 -0.01 0.31 0.05 53.46
t-stat 2.46F 1.14 8.09* -1.33 1.49 16.19* -243%  -0.09 2427 0.38

China -0.00 0.12 1.29 -0.05 0.15 0.44 0.04 -0.32 0.36 -0.12 50.98
t-stat -1.25 0.87 10.10*  -0.63 2.71* 8.85* 1.08 -1.24 1.43 -0.46

F. Philippine -0.00 0.11 1.00 0.02 0.05 0.76 0.09 -0.10 -0.01 0.04 49.33
t-stat -1.01 0.69 8.07* 0.18 0.70 12.05*  2.06F -0.76 -0.07 0.26

G. China -0.00 0.08 1.45 0.04 0.09 0.56 0.05 -0.27 0.24 0.07 58.80
t-stat -1.06 0.53 10.43* 0.34 1.60 13.23* 1.26 -1.14 -0.93 0.30

India G. -0.00 -0.14 1.09 -0.12 -0.03 0.70 0.13 -0.13 -0.21 0.13 49.23
t-stat -0.51 -1.20 8.03* -1.07 -0.55  11.66* 2.27f -0.55 -0.85 0.46

Indonesia -0.00 0.04 1.15 -0.26 0.08 0.57 -0.01 0.11 0.33 -0.08 26.31
t-stat -1.30 0.26 6.08* -1.63 0.91 7.94* -0.13 0.43 1.12 -0.28

J.F. China -0.00 0.08 1.32 0.08 0.09 0.45 0.05 -0.26 0.02 -0.02 5351
t-stat -1.93 0.57 10.29* 0.94 2,051  11.22* 1.48 -1.23 0.09 -0.08

Korea -0.00 -0.04 1.20 -0.02 -0.05 0.64 0.06 -0.18 -0.06 0.11 44.00
t-stat -0.74 -0.40 9.60* -0.19 -1.00  14.55* 1.38 -1.09 -0.35 0.73

Korean 1. -0.00 -0.01 1.42 -0.03 0.08 0.68 -0.07 -0.44 -0.49 0.27 54.54
t-stat -1.40 -0.12 8.16* -0.26 1.50 11.03* -138 -2.01f -1.86 1.43

Malaysia -0.00 0.01 1.23 -0.09 0.02 0.62 0.17 0.06 0.28 -0.08  34.92
t-stat -0.53 0.09 10.05*  -0.78 0.27 8.49* 2.63* 0.31 1.21 -0.42

Mexico E&l 0.00 0.05 1.25 0.09 0.11 0.86 -0.06 -0.15 -0.18 -0.05  58.88
t-stat 0.62 0.46 10.26* 0.95 2.04f 19.76*  -1.42 -1.02 -0.92 -0.38

Mexico 0.00 -0.15 1.43 0.02 -0.00 1.03 0.02 -0.04 0.16 -0.09 67.82
t-stat 2.03F -1.55  19.08* 0.36 -0.05  22.49* 0.39 -0.36 1.47 -0.66

ROC Taiwan -0.00 0.08 0.93 0.01 -0.08 0.74 0.10 0.05 0.18 0.26 42.32
t-stat -0.59 0.75 8.24* 0.10 -1.74  14.16*  2.06% 0.31 1.09 1.69

Taiwan -0.00 0.04 1.04 0.12 -0.02 0.54 0.05 -0.10 0.35 0.03 38.25
t-stat -0.10 0.37 10.42* 1.17 -0.38  10.04* 1.17 -0.65 2.07% 0.19

Thai C. -0.00 -0.03 1.43 -0.05 0.02 0.68 0.03 0.02 -0.10 -0.46  55.34
t-stat -1.99%  -0.22 9.39* -0.29 0.47 14.78* 0.67 0.13 -0.67  -2.067

Thai -0.00 -0.02 1.22 0.28 -0.06 0.61 0.05 -0.43 0.28 -0.26  41.79
t-stat -1.68 -0.15 7.67* 1.86 -1.28  11.31* 0.83 -1.961 1.53 -1.33

Turkish 1. 0.00 0.06 1.20 -0.26 0.08 0.49 0.06 0.01 0.05 0.43 49.02
t-stat 0.55 0.56 9.61* -2.15f 3.38* 10.99* 1.87 0.05 0.25 2.087

*Significant at the 1% level
tSignificant at the 5% level
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Table 1V: Monthly Regressions
This table reports regression results based on the following specification:

+1 +1 ha
RFMM=a"+ % BiRywi+t L NViui+t DG Vus i+ a
1 -1 -1

where R is the monthly return on the country fund invested in country j, R, is the monthly return on the world market, V; is
the monthly orthogonal local return, and Vs is the monthly orthogonal U.S. return. Newey-West (1987) adjusted t-statistics are
reported in the second row for each country fund.

Fund

aFund ﬂ ¥ ¢ RZ

t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)
Panel A. Developed Markets
Austria -0.01 0.07 1.33 0.14 0.03 0.63 -0.03 -0.33 -0.06 0.17 45.85
t-stat -0.64 0.41 6.88* 0.80 0.23 3.63* -0.22 -1.55 -0.20 0.58
Australia -0.01 0.22 1.07 -0.04 0.23 0.72 -0.17 0.08 0.14 -0.02 51.08
t-stat -1.14 1.18 8.58* -0.41 3.07* 571*  -2.37f 0.38 0.71 -0.09
France G. -0.00 -0.17 1.37 0.16 0.22 0.85 0.09 0.23 -0.18 0.05 76.85
t-stat -0.56  -2.19f 13.80* 2.79*  2.89* 9.01* 1.25 1.28 -1.13 0.31
Germany 0.00 0.02 1.20 0.06 0.12 0.86 0.19 -0.04 -0.07 -0.10 50.04
t-stat 0.07 0.18 11.49* 0.53 1.39 6.62* 1.03 -0.15 -0.22 -0.37
Italy 0.00 0.18 1.34 -0.07 -0.04 0.78 -0.11 0.21 0.13 -0.28 53.06
t-stat 0.07 1.86 10.26*  -0.43 -045  11.01*  -1.29 0.96 0.48 -1.23
Japan E. -0.01 -0.35 1.52 0.44 -0.05 0.64 0.08 -0.13 0.31 -0.96 51.86
t-stat -1.55 -1.36 6.28* 2.04% -0.20 2.54% 0.44 -0.25 0.40 -2.04%
Japan OTC -0.01 -0.08 1.64 0.16 -0.48 1.01 0.32 -0.84 0.57 0.07 56.53
t-stat -1.32 -0.42  10.02* 1.04 -1.64 4.38* 1.43 -1.28 1.08 0.25
N. Germany -0.01 -0.11 1.19 0.20 0.22 0.66 0.05 0.22 -0.10 0.28 65.62
t-stat -1.33 -0.81 9.41* 2.05f 253} 7.21* 0.55 1.15 -0.58 1.75
Singapore -0.01 -0.25 1.39 -0.11 0.14 0.68 0.11 0.40 -0.13 0.30 50.13
t-stat -0.99 -1.03 7.08* -0.60 0.88 2.77* 0.60 1.10 -0.31 0.86
Spain 0.00 0.15 1.45 -0.06 0.09 0.71 0.16 -0.01 -0.38 -0.02 38.64
t-stat 0.02 0.81 7.27* -0.34 0.47 5.91* 151 -0.02 -0.94 -0.08
Swiss H. -0.00 -0.14 0.98 0.11 0.11 0.58 0.03 -0.08 0.13 -0.14 57.58
t-stat -0.10 -1.57 9.42* 1.42 1.25 777 0.43 -0.55 1.00 -0.77
Panel B. Emerging Markets
Argentina -0.00 -0.03 1.51 -0.24 0.03 0.81 0.06 -0.05 0.22 0.07 72.44
t-stat -0.92 -0.24 12.83* -223f 032 11.10* 0.62 -0.23 0.95 0.32
Brazil 0.01 0.24 1.34 -0.06 0.01 0.25 -0.02 0.33 0.42 -0.01  46.72
t-stat 1.17 1.46 6.47*  -0.35 0.21 5.34* -0.53 0.99 1.36 -0.03
Brazilian E. -0.00 -0.12 1.71 0.06 -0.01 0.44 -0.17 0.29 0.34 0.08 52.37
t-stat -0.51 -0.65 7.82* 0.32 -0.15  4.02* -1.66 0.76 0.79 0.19
Chile 0.01 0.19 0.85 -0.11 -0.09 0.89 0.25 0.13 0.38 -0.44  63.05
t-stat 1.24 1.12 5.90*  -0.56 -1.62 6.98* 1.88 0.45 1.35 -1.35
China -0.01 -0.68 1.46 0.56 0.01 0.62 0.04 0.17 -0.04 -0.72 68.10
t-stat -0.83 -4.02* 7.18*  2.95*% 0.18 6.16* 0.60 0.38 -0.08 -1.39
F. Philippine -0.01 -0.09 1.33 0.20 -0.06 0.90 0.02 0.23 -0.17 -0.23  69.11
t-stat -1.66 -0.73 7.94* 1.74 -093  11.20* 0.22 1.05 -0.56 -0.82
G. China -0.01 -0.56 1.57 0.63 -0.00 0.65 0.09 0.37 0.18 -0.62 7230
t-stat -1.30 -2.51% 8.24*  356* -0.04 8.04* 1.36 1.17 0.43 -1.24
India G. -0.01 -0.38 0.77 0.10 0.12 0.89 0.07 0.53 0.30 -0.18  59.31
t-stat -0.78 -2.64* 3.74* 0.74 139 1040 0.70 1.35 0.52 -0.42
Indonesia -0.01 -0.56 1.24 0.21 0.08 0.67 0.03 0.35 -0.25 -0.02 4523
t-stat -1.28 -1.42 6.38* 0.84 0.70 5.49* 0.20 0.82 -0.52 -0.06
J.F. China -0.02 -0.41 1.57 0.51 -0.04 0.56 0.07 -0.05 0.42 -0.59  68.67
t-stat -2.35% -2.59* 7.50* 247t  -0.50 7.24* 1.12 -0.13 1.03 -1.33
Korea -0.01 0.06 1.54 0.02 -0.09 0.83 -0.01 0.14 -0.04 0.45 64.96
t-stat -1.02 0.23 7.98* 0.15 -1.06  11.87*  -0.07 0.62 -0.12 141
Korean 1. -0.01 -0.45 1.68 0.06 0.04 0.83 -0.04 0.71 -0.03 0.33 68.89
t-stat -1.42 -3.09* 6.79* 0.36 050  15.27* -0.52 1.36 -0.08 0.74
Malaysia 0.00 -0.01 1.40 -024  -0.12 0.74 0.34 0.22 0.05 -0.16 4547
t-stat 0.14 -0.06 8.50* -1.09  -0.65 3.87*  2.87* 0.79 0.13 -0.34
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Table 1V: continued

Mexico E&I 0.01
t-stat 1.29
Mexico 0.01
t-stat 2.04%
ROC Taiwan -0.00
t-stat -0.72
Taiwan 0.00
t-stat 0.71
Thai C. -0.02
t-stat -2.51*
Thai -0.01
t-stat -1.58
Turkish I. 0.01
t-stat 0.62

-0.28
-1.44
0.14
1.03
-0.05
-0.27
-0.36
-1.69
-0.04
-0.12
0.21
1.05
-0.12
-0.67

1.33
6.69*
1.40
10.29*
1.07
6.38*
1.39
5.54*
1.95
7.72*%
1.67
10.69*
1.25
5.02*

-0.01
-0.05
-0.20
-1.47
-0.03
-0.25
0.09
0.57
0.43
141
0.35
1.21
-0.10
-0.42

0.20
2.28+
0.15
1.74
-0.04
-0.67
-0.07
-0.82
0.05
0.47
0.12
1.36
0.05
1.11

0.97
13.09*
0.97
14.84*
0.64
7.87*
0.57
5.37*
0.80
18.92*
0.76
13.20*
0.59
8.35*

-0.04
-0.66
0.05
0.70
0.04
0.62
0.02
0.27
0.07
0.97
0.03
0.73
0.05
1.17

-0.04
-0.12
-0.32
-1.49
-0.09
-0.30
-0.42
-1.19
0.13
0.29
0.16
0.42
0.14
0.39

-0.44
-1.39
-0.03
-0.12
0.43
1.99+
0.29
0.89
0.03
0.08
-0.43
-1.03
0.13
0.36

0.04
0.15
-0.44
-2.12%
0.18
0.61
-0.10
-0.25
0.07
0.15
-0.30
-0.77
-0.42
-1.02

68.20

67.27

59.36

42.48

64.26

55.26

67.99

*Significant at the 1% level
tSignificant at the 5% level

Table V: Daily Regressions with the Use of NYSE Smallest Decile Returns

This table reports regression results based on the following specification:

+1 +1 +1
Fund — ,Fund )
Rt und = a e+ Zﬂ' Rw‘t+i + z%vj,tﬂ + z¢ VSmaII,t+i + &
-1 -1 -1

where R, is the daily return on the country fund invested in country j, R, is the daily return on the world market, V; is the daily
orthogonal local return, and Vg is the daily orthogonal NYSE smallest decile return. Newey-West (1987) adjusted t-statistics
are reported in the second row for each country fund.

Fund ;

aFund ﬂ ¥ ¢ RZ

t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)
Panel A. Developed Markets
Austria -0.00 0.03 0.81 0.03 0.10 0.24 0.09 0.02 0.46 -0.12 14.35
t-stat -0.00 0.58 12.15* 0.54 2.36+ 5.28* 2.297 0.26 5.27* -1.69
Australia 0.00 -0.05 0.68 0.07 0.10 0.35 0.05 -0.11 0.55 -0.07 17.36
t-stat 0.49 -1.19  10.69* 1.33 3.26*  10.47* 1.58 -1.42 6.71* -1.04
France G. 0.00 -0.04 1.13 0.05 0.17 0.63 0.06 -0.18 0.72 -0.11 38.03
t-stat 1.04 -0.92  21.91* 1.35 521*  17.46* 1.72 -2.60*  9.88* -1.62
Germany 0.00 0.00 0.95 0.01 0.16 0.33 0.17 -0.28 0.66 -0.01 17.91
t-stat 0.99 0.06 14.16* 0.18 3.45* 5.11* 2.78*  -2.69*  6.92* -0.09
Italy 0.00 0.05 0.76 0.03 0.09 0.35 -0.00 0.05 0.41 -0.17 17.16
t-stat 1.14 1.05 11.86* 0.56 2.86* 11.97*  -0.13 0.74 537  -2.38}
Japan E. -0.00 -0.27 1.44 -0.04 0.01 0.54 0.11 -0.37 0.65 0.07 28.70
t-stat -1.24  -3.45* 13.26* -0.42 0.09 9.33* 1.73 -2.571  4.25* 0.53
Japan OTC -0.00 -0.31 1.66 0.11 -0.06 0.65 0.12 -0.36 0.93 0.03 27.00
t-stat -0.94  -4.54* 18.79* 1.42 -1.02 8.44* 1.93 -2.87*  6.18* 0.22
N. Germany 0.00 -0.15 1.09 0.10 0.02 0.36 0.09 -0.13 0.63 -0.07 32.85
t-stat 0.09 -3.06*  20.71*  2.467 0.67 9.29* 2.527 -1.93 8.18* -1.23
Singapore -0.00 0.01 0.92 0.11 0.07 0.42 0.10 -0.03 0.43 0.05 21.33
t-stat -0.62 0.22 12.28* 1.75 1.27 5.50* 2177 -0.35 4.10* 0.57
Spain 0.00 0.08 0.87 -0.10 0.10 0.37 -0.05 -0.05 0.45 -0.07 18.23
t-stat 0.24 1.76 15.22*  -1.86 3.05* 3.05* -1.29 -0.70 6.06* -1.08
Swiss H. 0.00 0.03 0.69 -0.01 0.12 0.27 0.03 -0.09 0.44 0.01 21.18
t-stat 1.48 0.73 16.47*  -0.19 3.67* 4.88* 0.74 -1.64 5.70* 0.15
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Table V: continued

Panel B. Emerging Markets

Argentina -0.00 0.17 1.08 -0.06 0.08 0.57 0.08 -0.11 0.41 -0.02 44.79
t-stat -0.69 2.68* 16.62* -1.15 3.00% 17.55* 237} -1.34 3.80* -0.24
Brazil 0.00 -0.01 1.20 -0.03 -0.02 0.52 0.04 -0.11 0.60 -0.09 4221
t-stat 2.44% -0.07 1727  -0.46 -0.67  12.83* 1.15 -1.19 6.51*  -1.18
Brazilian E. 0.00 -0.13 1.61 -0.05 -0.09 0.74 0.02 -0.09 0.38 0.14 53.32
t-stat 270 -1.88 2142 -0.76 -259* 19.07* 0.65 -0.85 3.44* 1.50
Chile 0.00 0.02 0.59 -0.03 0.18 0.63 0.13 -0.01 0.45 -0.05 3317
t-stat 2.17% 0.44 12.31*  -0.75 4.39* 13.78%  2.79* -0.20 6.12*  -0.75
China -0.00 -0.13 1.17 -0.06 0.08 0.35 0.06 -0.00 0.51 -0.13  32.07
t-stat -1.01 -1.99%  8.46* -0.57 2.04f  14.89* 1.83 -0.03 275 -131
F. Philippine -0.00 -0.12 0.90 0.10 0.04 0.46 0.25 -0.27 0.39 0.01 25.29
t-stat -0.66 -1.38  10.28* 1.43 0.82 8.89* 4.99*  -2.04f 3.04* 0.06
G. China -0.00 -0.26 1.48 -0.06 0.05 0.44 0.10 -0.19 0.42 -0.00  38.17
t-stat -0.62  -3.12* 11.88* -0.61 141 14.91*  3.24* -1.42 2.467 -0.03
India G. -0.00 -0.07 0.85 -0.01 0.02 0.69 0.06 0.00 0.03 -0.21 39.46
t-stat -0.60 -1.21 10.95* -0.13 0.68 22.49* 1.86 0.03 0.32 -2.00F
Indonesia -0.00 -0.06 0.76 0.34 0.01 0.46 0.13 -0.02 0.65 -0.22 16.27
t-stat -1.37 -0.56 6.85* 3.22* 0.30 7.96* 272  -0.13 476*  -1.61
J.F. China -0.00 -0.28 1.39 -0.03 0.02 0.39 0.08 -0.37 0.52 -0.01 34.62
t-stat -1.18  -2.81* 1117 -0.40 0.62 13.72* 2361 -2.14f 3.33*  -0.05
Korea -0.00 -0.34 121 0.06 0.00 0.58 0.16 -0.30 0.48 -0.14 3453
t-stat -0.23  -5.01* 14.50* 0.85 0.05 22.52*  557* -279* 562* -1.68
Korean 1. -0.00 -0.31 1.27 -0.20 -0.02 0.64 0.10 -0.23 0.43 -0.22 38.45
t-stat -0.61  -2.74* 10.50* -1.92 -048  17.29* 3.11* -1.41 296*  -1.75
Malaysia -0.00 0.04 1.20 -0.02 0.06 0.42 0.11 -0.18 0.55 0.12 21.61
t-stat -0.59 0.56 12.43*  -0.27 1.35 5.62* 2.32% -1.83 4.71* 1.27
Mexico E&l 0.00 0.04 1.20 -0.02 0.13 0.77 -0.01 -0.20 0.33 -0.14 4311
t-stat 0.80 0.56 17.31*  -0.27 4.11*  20.94* -044 2371t 291* -1.60
Mexico 0.00 -0.06 1.32 0.07 0.05 0.92 0.04 -0.22 0.62 -0.10  51.95
t-stat 1.65 -142  24.97* 1.44 1.63 27.60* 144  -3.42* 8.02* -152
ROC Taiwan -0.00 -0.22 0.98 0.08 -0.02 0.64 0.07 -0.17 0.45 -0.12 26.96
t-stat -0.25  -2.85* 11.18* 1.15 -0.49  20.30*  2.11f -1.60 4.86*  -1.26
Taiwan 0.00 -0.08 0.94 0.06 -0.00 0.46 0.08 0.01 0.36 -0.03 25.09
t-stat 0.09 -1.19  13.01* 0.90 -0.11  16.54*  2.76* 0.09 441*  -0.35
Thai C. -0.00 -0.00 0.93 0.06 0.06 0.47 0.13 -0.15 0.53 -0.11 23.08
t-stat -1.18 -0.02 7.48* 0.49 1.66 11.55* 429 -111 3.00* -0.78
Thai -0.00 -0.03 0.98 0.07 0.08 0.40 0.15 -0.15 0.50 0.08 24.47
t-stat -1.09 -0.41 9.93* 0.97 2.74* 1337  4.46* -1.23 4.75* 0.88
Turkish 1. 0.00 0.05 0.94 -0.02 0.09 0.43 0.03 0.11 0.40 -0.14 26.68
t-stat 0.58 0.42 8.98* -0.24 4.14*  16.24* 1.38 0.80 281*  -1.18

*Significant at the 1% level
tSignificant at the 5% level
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Table VI: Weekly Regressions with the Use of NYSE Smallest Decile Returns
This table reports regression results based on the following specification:

+1 +1 +1
Fund _ Fund ,
REM=a""+ % BiRywi+t LA Viwi+ 2@ Vonan i + &
i} i} a1

where R is the weekly return on the country fund invested in country j, Ry, is the weekly return on the world market, V; is the
weekly orthogonal local return, and Vgpay is the weekly orthogonal NYSE smallest decile return. Newey-West (1987) adjusted t-
statistics are reported in the second row for each country fund.

Fund

aFund ﬂ ¥ ¢ RZ
t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)

Panel A. Developed Markets
Austria -0.00 0.23 0.93 -0.09 -0.01 0.42 0.08 -0.46 0.08 -0.00 25.81
t-stat -0.31 2221  10.06*  -0.97 -0.06 6.15* 1.22 -1.97+ 0.34 -0.00
Australia 0.00 -0.02 0.76 -0.16 0.20 0.55 0.01 -0.09 0.21 0.13 31.13
t-stat 0.74 -046  10.02* -2.19%f  2.87* 7.67* 0.17 -0.92 1.52 0.99
France G. 0.00 0.05 1.18 0.05 0.14 0.92 0.05 -0.31 0.38 -0.10 57.82
t-stat 0.70 0.83 17.21* 0.87 2561  15.62* 0.86 -2.60*  3.03* -0.64
Germany 0.00 0.00 1.19 -0.00 0.19 0.70 0.03 -0.29 0.56 -0.20 34.69
t-stat 0.77 0.01 13.14*  -0.03 1.88 5.91* 0.33 -1.75 3.38* -1.19
Italy 0.00 0.20 0.92 0.06 0.18 0.53 0.08 -0.11 0.24 -0.02 29.70
t-stat 0.70 2.69* 9.78* 0.68 3.06* 7.39* 1.51 -0.77 1.59 -0.11
Japan E. -0.00 -0.09 1.13 -0.14 0.00 0.71 0.12 0.10 0.76 0.49 31.44
t-stat -1.45 -0.78  10.10*  -1.38 0.01 5.49* 1.34 0.45 2.74* 196}
Japan OTC -0.00 -0.15 1.59 0.11 -0.06 0.65 0.18 -0.54 0.50 0.33 42.56
t-stat -1.43 -153  13.00* 111 -0.66 5.36* 1.78 -2.12% 1.82 1.21
N. Germany -0.00 0.03 0.94 0.14 0.16 0.55 0.08 -0.15 0.27 0.14 38.05
t-stat -0.14 0.40 12.07* 2261  2.43% 8.48* 1.18 -1.23 2.06+ 1.18
Singapore -0.00 0.14 1.01 -0.01 0.06 0.41 0.18 -0.29 0.36 0.04 29.07
t-stat -1.12 1.42 6.67* -0.06 0.96 4.77* 3.19* -1.82 1.50 0.23
Spain -0.00 0.11 1.00 0.12 0.12 0.51 -0.02 -0.02 0.25 -0.06 36.23
t-stat -0.32 1.40 12.66* 1.89 1.90 7.56* -0.43 -0.17 1.63 -0.46
Swiss H. 0.00 0.19 0.85 -0.04 0.16 0.42 0.07 -0.20 0.36 -0.01 36.90
t-stat 1.07 3.38* 1548* -0.82 2.347 4.01* 1.26 -2.041  2.99* -0.10
Panel B. Emerging Markets
Argentina -0.00 0.09 1.25 -0.15 0.05 0.80 -0.04 -0.18 0.05 0.29 70.33
t-stat -0.73 1.18 16.98*  -2.24% 1.07 15.82*  -0.97 -0.99 0.36 2.267
Brazil 0.00 0.17 1.23 -0.01 -0.06 0.48 -0.07 0.11 0.50 0.17 52.13
t-stat 1.69 1.68 12.03* -0.07 -2.11f 14.99* -245% 0.54 2.57% 1.03
Brazilian E. 0.01 0.16 1.74 -0.19 -0.06 0.68 -0.01 0.02 0.14 0.04 66.81
t-stat 1.60 1.66 14.85* -2.02f -1.14 9.59* -0.17 0.08 0.58 0.15
Chile 0.00 0.08 0.67 -0.11 0.08 0.93 -0.13 -0.03 0.42 0.11 53.81
t-stat 2.467 1.08 8.31* -1.38 1.46 16.03* -2.541 -0.21 3.01* 0.71
China -0.00 0.11 1.29 -0.06 0.14 0.44 0.03 -0.34 0.51 -0.13 5145
t-stat -1.29 0.78 10.00* -0.63  2.58*  8.62* 0.96 -1.33 197t  -0.54
F. Philippine -0.00 0.11 0.99 0.02 0.05 0.76 0.09 -0.14 0.08 0.03 49.39
t-stat -1.02 0.71 8.15* 0.22 0.72 11.85* 1.98f  -0.92 0.40 0.15
G. China -0.00 0.11 1.45 0.04 0.09 0.56 0.04 -0.31 0.29 0.01 58.90
t-stat -1.06 0.48 10.40*  0.36 1.56 13.68* 1.17 -1.34 1.03 0.04
India G. -0.00 -0.14 1.08 -0.13 -0.04 0.70 0.13 -0.21 -0.25 0.11 49.31
t-stat -0.49 -1.17 8.07* -1.09 -0.64 1187 227t  -0.86 -1.12 0.38
Indonesia -0.00 0.05 1.14 -0.25 0.07 0.57 -0.01 0.15 0.57 -0.09  26.72
t-stat -1.28 0.33 6.16* -1.56 0.86 8.04* -0.14 0.58 1.86 -0.32
J.F. China -0.00 0.09 1.31 0.08 0.09 0.45 0.05 -0.41 0.02 -0.09 5391
t-stat -1.91 0.58 10.30*  0.90 2,01+  11.47* 1.47 -2.01 0.06 -0.41
Korea -0.00 -0.03 1.20 -0.02 -0.04 0.64 0.06 -0.22 -0.11 0.09 44.05
t-stat -0.75 -0.37 9.62* -0.24 -1.01  14.58* 1.35 -1.25 -0.60 0.59
Korean I. -0.00 -0.04 1.38 -0.05 0.09 0.69 -0.06 -0.24 -0.10 0.35 53.75
t-stat -1.41 -0.33 7.61* -0.38 1.68 10.81*  -1.27 -1.08 -0.39 1.65
Malaysia -0.00 0.01 1.23 -0.09 0.02 0.62 0.16 0.08 0.39 -0.07 3514
t-stat -0.52 0.06 10.13*  -0.77 0.24 8.51*  2.60* 0.40 1.59 -0.39
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Table VI: continued

Mexico E&l 0.00 0.05 1.25 0.08 0.11 0.86 -0.06 -0.17 -0.14 -0.04  58.86
t-stat 0.62 0.48 10.25* 0.85 2.04f  1955* -141 -1.09 -0.69 -0.29
Mexico 0.00 -0.15 1.43 0.02 -0.00 1.02 0.02 -0.05 0.27 -0.07 67.97
t-stat 2.04% -1.57  19.08* 0.30 -0.05 22.32* 0.39 -0.40 2.47% -0.51
ROC Taiwan -0.00 0.08 0.93 0.01 -0.08 0.74 0.10 0.01 0.22 0.30 42.42
t-stat -0.58 0.78 8.36* 0.12 -1.75  14.25*  2.10% 0.06 1.27 1.88
Taiwan -0.00 0.03 1.03 0.11 -0.02 0.54 0.05 -0.18 0.36 0.03 38.32
t-stat -0.08 0.30 10.53* 1.11 -0.40  10.03* 1.18 -1.10 2.02% 0.15
Thai C. -0.00 -0.03 1.43 -0.05 0.02 0.69 0.04 -0.08 -0.13 -0.50  55.42
t-stat -2.03+  -0.18 9.42* -0.33 0.42 14.74* 0.73 -0.43 -0.74  -2.02%
Thai -0.00 -0.01 1.22 0.27 -0.06 0.61 0.05 -0.49 0.43 -0.26  42.08
t-stat -1.72 -0.08 7.72* 1.85 -1.26  11.26* 0.86 -2.101  2.13%F -1.23
Turkish I. 0.00 0.06 1.20 -0.25 0.08 0.49 0.06 0.04 0.13 0.37 48.87
t-stat 0.56 0.55 9.51*  -2.09f 3.32* 10.94* 1.79 0.18 0.58 1.70

*Significant at the 1% level
tSignificant at the 5% level

Table VII: Monthly Regressions with the Use of NYSE Smallest Decile Returns

This table reports regression results based on the following specification:

+1 +1 +1
Fund _ ,Fund 1
Ry =a™"+ Zﬂ' Ru, t+i + Z}’fvj,m + Z¢| Vomall, t+i + &
-1 -1 -1

where R is the monthly return on the country fund invested in country j, Ry, is the monthly return on the world market, V; is
the monthly orthogonal local return, and Vsyay is the monthly orthogonal NYSE smallest decile return. Newey-West (1987)
adjusted t-statistics are reported in the second row for each country fund.

Fund

aFund ﬂ ¥ ¢ R2

t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)
Panel A. Developed Markets
Austria -0.00 0.07 1.32 0.14 0.07 0.65 -0.01 -0.41 -0.40 -0.12 46.81
t-stat -0.49 0.39 7.26* 0.80 0.62 3.74* -0.05 -1.55 -1.09 0.38
Australia -0.01 0.22 1.07 -0.04 0.23 0.72 -0.18 0.09 0.14 0.08 51.13
t-stat -1.16 1.16 8.34* -0.37 3.03* 547*  -2.37% 0.41 0.67 0.32
France G. -0.00 -0.16 1.36 0.18 0.20 0.85 0.10 0.18 -0.18 -0.02 76.61
t-stat -0.53  -2.10f  13.47* 2.90*  2.71* 8.87* 141 1.05 -1.36 -0.16
Germany 0.00 0.02 1.20 0.06 0.12 0.86 0.19 -0.06 -0.01 -0.07 49.98
t-stat 0.05 0.15 11.78* 0.52 1.38 6.75* 1.02 -0.21 -0.03 -0.26
Italy 0.00 0.17 1.34 -0.07 -0.04 0.78 -0.11 0.18 0.13 -0.30 52.98
t-stat 0.10 171 10.28*  -0.44 -045  10.75*  -1.33 0.78 0.48 -1.21
Japan E. -0.01 -0.36 1.53 0.34 -0.06 0.68 0.30 0.21 0.47 -0.05 50.17
t-stat -1.37 -1.37 7.72* 1.56 -0.23 3.35* 1.50 0.39 0.93 -0.13
Japan OTC -0.01 -0.11 1.69 0.13 -0.42 0.89 0.42 -0.58 0.20 0.37 55.28
t-stat -1.37 -0.52 9.65* 0.88 -1.69 4.28* 1.71 -1.02 0.55 1.10
N. Germany -0.01 -0.07 1.19 0.22 0.22 0.68 0.04 0.24 -0.03 0.25 65.38
t-stat -1.44 -0.54 9.37* 2.28+ 2.51% 7.34* 0.42 1.05 -0.17 1.45
Singapore -0.01 -0.21 1.37 -0.08 0.14 0.68 0.10 0.47 -0.11 0.22 50.15
t-stat -1.05 -0.87 7.29* -0.44 0.85 2.78* 0.58 1.27 -0.28 0.67
Spain 0.00 0.16 1.44 -0.08 0.08 0.72 0.15 0.05 -0.38 -0.14 38.67
t-stat 0.02 0.88 6.94* -0.40 0.46 5.78* 1.53 0.11 -0.97 -0.41
Swiss H. -0.00 -0.16 1.00 0.10 0.12 0.58 0.04 -0.14 0.23 -0.16 58.28
t-stat -0.13 -1.77 9.58* 1.31 1.37 7.75*% 0.54 -1.01 1.93 -0.82
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Table VII: continued

Panel B. Emerging Markets

Argentina -0.00 -0.03 1.51 -0.24 0.03 0.80 0.06 -0.09 0.33 0.15 72.77
t-stat -0.92 -0.21 13.62* -2.09t  0.37 11.17*  0.60 -0.49 1.34 0.71
Brazil 0.01 0.23 1.34 -0.06 0.01 0.25 -0.02 0.27 0.41 -0.03  46.64
t-stat 1.25 1.42 6.49* -0.30 0.18 5.46* -0.57 0.83 1.16 -0.12
Brazilian E. -0.00 -0.12 1.70 0.06 -0.01 0.44 -0.17 0.24 0.46 0.14 52.66
t-stat -0.49 -0.70 7.77* 0.30 -0.13 4.05* -1.67 0.62 0.97 0.30
Chile 0.01 0.16 0.85 -0.12 -0.08 0.88 0.25 0.04 0.52 -0.43  63.34
t-stat 1.30 0.95 5.98* -0.59 -1.46 6.87* 1.84 0.14 1.74 -1.19
China -0.01 -0.72 1.45 0.54 0.03 0.62 0.05 -0.08 0.28 -0.79  68.37
t-stat -0.77 -3.94* 7.19%  3.07* 0.35 5.91* 0.66 -0.16 0.60 -1.62
F. Philippine -0.01 -0.09 1.33 0.20 -0.07 0.91 0.02 0.26 -0.26 -0.21  69.24
t-stat -1.65 -0.70 8.05* 1.86 -1.02 1137 025 1.19 -0.93 -0.72
G. China -0.01 -0.60 1.56 0.61 0.01 0.64 0.10 0.02 0.51 -0.69 7253
t-stat -1.15 -2.65* 8.35*  3.78* 0.12 8.08* 1.34 0.05 1.36 -1.41
India G. -0.00 -0.39 0.80 0.12 0.12 0.86 0.05 0.20 0.02 -0.20  58.47
t-stat -0.67 -2.53% 3.85* 0.97 1.32 10.53*  0.55 0.57 0.03 -0.54
Indonesia -0.01 -0.51 1.25 0.21 0.09 0.66 0.02 0.15 0.19 0.35 45.15
t-stat -1.27 -1.31 6.19* 0.86 0.80 5.48* 0.12 0.39 0.45 0.74
J.F. China -0.02 -0.45 1.58 0.47 -0.04 0.56 0.08 -0.21 0.50 -0.44  68.56
t-stat -2.33F -2.76* 7.66* 2391  -0.43 7.93* 111 -0.64 1.23 -0.97
Korea -0.01 0.08 1.54 0.05 -0.08 0.83 -0.00 0.16 -0.04 0.43 64.85
t-stat -1.06 0.33 7.73* 0.34 -0.99 1199 -0.03 0.64 -0.13 1.38
Korean 1. -0.01 -0.44 1.66 0.08 0.06 0.83 -0.04 0.62 0.07 0.21 68.47
t-stat -1.43 -2.57* 6.83* 0.48 0.68 14.03*  -0.49 1.35 0.21 0.48
Malaysia 0.00 0.04 1.39 -0.19 -0.13 0.74 0.34 0.32 -0.02 0.05 45.54
t-stat 0.06 0.18 9.18* -0.88 -0.69 391  2.78* 1.04 -0.04 0.13
Mexico E&l 0.01 -0.26 1.32 0.00 0.22 0.97 -0.04 -0.09 -0.40 0.01 68.07
t-stat 1.23 -1.33 6.39* 0.00 2.39%  12.98*  -0.65 -0.28 -1.24 0.03
Mexico 0.01 0.10 1.45 -0.21 0.15 0.97 0.04 -0.36 0.13 -0.33  67.13
t-stat 1.96+ 0.66 10.17*  -1.45 1.67 14.55*  0.55 -1.61 0.53 -1.51
ROC Taiwan -0.00 -0.05 1.07 -0.03 -0.04 0.63 0.05 -0.14 0.47 0.27 59.70
t-stat -0.64 -0.30 6.44* -0.30 -0.65 7.70* 0.69 -0.46  2.067 0.94
Taiwan 0.00 -0.44 1.44 0.07 -0.07 0.57 0.02 -0.59 0.37 -0.13 4324
t-stat 0.79 -2.00t 5.47* 0.42 -0.80 5.39* 0.27 -1.61 1.16 -0.35
Thai C. -0.02 -0.04 1.94 0.44 0.05 0.80 0.07 0.01 0.02 -0.05  64.23
t-stat -2.51* -0.11 7.74* 1.45 0.52 17.38*  1.00 0.01 0.03 -0.13
Thai -0.01 0.21 1.68 0.35 0.13 0.77 0.04 0.10 -0.49 -0.33  55.34
t-stat -1.64 1.02 10.32* 125 1.46 11.96*  0.76 0.31 -1.04 -0.89
Turkish 1. 0.01 -0.15 1.25 -0.10 0.05 0.59 0.05 0.03 0.09 -046  67.95
t-stat 0.66 -0.81 5.03* -0.41 1.07 8.37* 1.16 0.09 0.26 -1.10

*Significant at the 1% level
tSignificant at the 5% level
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Table VIII: Time-Series Regressions with the Inclusion of Exchange Rate Risk-Developed Markets

This table reports regression results based on the following specification:

+1 +1 +1 +1
Fund — ,Fund X
Rt und = a e+ Z/Bl Rw,t+i + Z% Vj,t+i + z¢ VSmaII,t+i + val Ej,t+i + &
-1 -1 -1 -1

where R, is the return on the country fund invested in country j, R is the return on the world market, Vj is the orthogonal local return, Vgp is the orthogonal N'YSE smallest

decile return, and E; is the percentage change in exchange rate j. Panels A and B report daily and monthly regression results, respectively. Newey-West (1987) adjusted t-statistics
are reported in the second row for each country fund.

aFund ﬁ y ¢ v RZ
t-1 t t+1 t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)

Panel A: Daily Regression

France G. 0.00 -0.08 1.18 0.04 0.17 0.68 0.07 -0.25 0.59 -0.06 0.03 -0.41 0.08 40.06
t-stat 0.91 -1.65 23.80* 1.09 5.13* 18.90* 1.98+ -3.54* 7.59* -0.90 0.52 -6.69* 1.48

Germany 0.00 -0.06 1.04 0.04 0.16 0.43 0.20 -0.37 0.50 -0.02 0.10 -0.50 -0.08 19.60
t-stat 0.95 -0.87 15.25* 0.57 3.20* 5.49* 2.94* -3.56* 5.03* -0.19 131 -5.23* -1.20

Japan E. -0.00 -0.36 1.53 0.04 -0.02 0.71 0.19 -0.47 0.56 0.02 0.15 -0.51 -0.27 31.46
t-stat  -1.18 -4.43* 14.57* 0.45 -0.40 10.36* 2.78* -3.23* 3.78* 0.16 1.96 -5.54* -3.28*

N. Germany -0.00 -0.20 1.15 0.11 0.02 0.45 0.10 -0.22 0.49 -0.06 0.10 -0.47 -0.00 35.83
t-stat  -0.13 -4.19* 22.91* 2.49% 0.54 11.30* 2.67* -3.11* 6.28* -0.92 2.021 -7.66* -0.08

Swiss H. 0.00 0.01 0.73 -0.00 0.12 0.34 0.06 -0.14 0.35 0.01 0.03 -0.26 -0.03 2241
t-stat 1.50 0.14 17.76* -0.08 2.99* 4.78* 1.07 -2.48+ 4.45* 0.18 0.66 -4.95* -0.56

Panel B: Monthly Regression

France G. -0.00 -0.18 1.37 0.18 0.24 0.82 0.07 0.13 -0.17 -0.01 0.27 -0.34 -0.92 78.39
t-stat  -0.89 -2.267 14.82* 2.99* 3.14* 8.50* 1.09 0.84 -1.44 -0.09 0.94 -0.88 -2.43+

Germany 0.00 0.04 1.17 0.05 0.18 0.89 0.21 -0.04 -0.04 -0.00 -1.67 -0.44 -1.30 52.06
t-stat 0.38 0.32 12.35*% 0.48 1.93 6.65* 1.23 -0.12 -0.14 -0.02 -1.61 -0.75 -2.08+

Japan E. -0.01 -0.36 1.53 0.33 -0.07 0.72 0.25 0.16 0.63 -0.07 0.75 0.10 0.86 50.81
t-stat  -1.55 -1.37 7.79* 1.45 -0.29 3.62* 1.29 0.32 1.23 -0.21 0.71 0.07 0.75

N. Germany -0.01 -0.07 1.18 0.22 0.23 0.69 0.04 0.23 -0.05 0.24 -0.07 0.42 0.45 65.84
t-stat  -1.53 -0.53 9.62* 2.33% 2.48+ 7.30* 0.40 1.02 -0.27 1.43 -0.14 0.80 1.05

Swiss H. -0.00 -0.16 1.01 0.10 0.12 0.59 0.04 -0.14 0.21 -0.13 -1.20 0.29 0.62 59.97
t-stat  -0.17 -1.81 9.90* 1.26 1.34 8.08* 0.47 -1.03 1.74 -0.75 -2.13+ 0.59 1.05

*Significant at the 1% level; fSignificant at the 5% level

139



International Business & Economics Research Journal — January 2011 Volume 10, Number 1

Table IX: Time-Series Regressions with the Inclusion of Exchange Rate Risk-Emerging Markets
This table reports regression results based on the following specification:

+1 +1 +1 H
Fund — ,Fund X
Rt und = a e+ Zﬂ' Rw,t+i + Z% Vj,t+i + z¢ VSmaII,t+i + va' Ej,t+i + &
-1 -1 -1 -1

where R, is the return on the country fund invested in country j, R is the return on the world market, Vj is the orthogonal local return, Vgp is the orthogonal N'YSE smallest
decile return, and E; is the percentage change in exchange rate j. Panels A and B report daily and monthly regression results, respectively. Newey-West (1987) adjusted t-statistics
are reported in the second row for each country fund.

aFund ﬂ y ¢ v RZ
t-1 t t+1 t-1 t t+1 t-1 t t+1 t-1 t t+1 (%)

Panel A: Daily Regression

Brazil 0.00 -0.03 1.18 -0.04 -0.01 0.53 0.05 -0.13 0.57 -0.13 -0.10 -0.19 -0.12 43.39
t-stat  5.73* -0.35 17.28* -0.59 -0.20 12.77* 1.67 -1.38 6.14* -1.66 -1.86 -2.85* -2.34%

Chile 0.00 0.01 0.57 -0.03 0.18 0.62 0.12 -0.02 0.44 -0.06 -0.09 -0.46 -0.14 34.16
t-stat  2.76* 0.25 11.85* -0.84 4.37* 13.77* 2.62* -0.30 6.11* -0.90 -0.88 -4.50* -1.38

Mexico 0.00 -0.04 1.22 0.05 0.01 0.85 0.06 -0.18 0.54 -0.09 -0.00 -0.61 -0.08 57.10
t-stat  3.05* -1.02 22.34* 0.92 0.36 27.89* 2.27% -2.93* 7.47* -1.34 -0.03 -9.29* -1.31

Thai -0.00 -0.05 0.97 0.08 0.08 0.39 0.15 -0.14 0.51 0.09 -0.14 -0.12 0.02 24.70
t-stat  -0.97 -0.50 9.92* 0.99 2.55% 12.51* 4.42* -1.07 4.93* 0.90 -1.13 -1.17 0.16

Panel B: Monthly Regression

Brazil 0.08 0.09 1.16 -0.05 0.10 0.40 0.13 -0.05 0.34 -0.21 -0.15 -0.25 -0.18 63.18
t-stat  5.85* 0.79 5.66* -0.33 2.60* 8.32* 2.64* -0.16 1.05 -0.80 -1.60 -2.42% -2.52%

Chile 0.01 0.21 0.80 -0.06 -0.10 0.90 0.26 0.03 0.63 -0.50 -0.28 -0.40 0.41 65.57
t-stat 1.39 1.22 5.29* -0.35 -1.79 8.01* 2.10% 0.07 1.86 -1.31 -1.10 -0.92 1.37

Mexico 0.02 0.05 1.29 -0.17 0.08 0.91 0.02 -0.26 0.14 -0.08 0.11 -0.83 0.10 75.97
t-stat  3.57* 0.36 9.09* -1.17 1.05 16.65* 0.21 -1.30 0.58 -0.38 0.93 -6.60* 1.58

Thai -0.01 0.31 1.68 0.18 0.01 0.70 0.08 0.55 -0.22 -0.36 0.22 -0.22 -0.98 61.52
t-stat  -1.16 1.56 9.64* 0.79 0.10 8.87* 1.39 1.43 -0.62 -0.95 0.76 -0.61 -2.20%

*Significant at the 1% level; fSignificant at the 5% level
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Figure 1: Concurrent U.S. Investor Sentiment Exposures

This figure depicts the mean, the 25 percentile, and the 75 percentile of concurrent U.S. investor sentiment exposures
with daily returns aggregated over 1 to 12 days.
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