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response to transactions taxes, 296--302,
307; in multiasset investor sentiment
model, 351-53; in portfolio-balance
model, 151-54; in portfolio mean-
variance model, 154-55, 156; rational
and irrational, 348. See also Noise
traders

Investors, foreign: foreign investment turnover
rates, 202-5; restrictions in developing
and emerging countries, 266—69. See
also Barriers to foreign investment

Investors, institutional, 357-58

Investors, U.S.: foreign investment turnover
rates, 202-5; portfolio allocation ac-
cording to CAPM, 208-12, 219-20; pur-
chases of foreign equity, 205-8

Investor sentiment model (noise traders): for
analysis of variation in country fund dis-
counts, 374-81; applied to prices of coun-
try funds, 353-56; comments on, 400~
402; predictions of, 362, 367, 370;
specifications, 351-53

Investor sentiment (noise traders): country eq-
uity funds in analysis of, 349; effect on
discount stationarity, 363-65; in price of
country funds, 366—67; in pricing of
country equity funds, 382

Liquidity: in correlation across markets,
15-16; effect of securities transactions
taxes on, 306

Marginal-rate-of-substitution method. See
Pricing kernel methodology

Market contagion hypothesis, 310-11, 324~
25, 337

Market segmentation, 386—88

Money-market instruments tax, 281, 287-9

Net asset values (NAVs), 358

News. See Information

Noise trader model. See Investor sentiment
model (noise traders)

Noise traders: defined, 348; influence on coun-
try fund premia, 362; influence on price
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volatility, 365-66; in investor sentiment
model, 351-53

Offshore markets: with cross-border restric-
tions, 307; effect on proposed transac-
tions taxes, 307; Sweden, 282

Opening: of less-developed countries, 13-14;
as trend in international equity markets,
1-2

Option deltas tax, 294-95

Portfolio allocation, U.S., 208-12

Portfolio-balance model, 9, 149; nondynamic
and dynamic perspectives, 176-79; the-
ory and form for estimation, 151-54. See
also CASE (constrained asset share effi-
ciency) method

Portfolio mean-variance model: analysis of
U.S. investor allocation according to
CAPM, 208-13, 219-20; estimates using
CASE method, 157-62; investors, 154—
55, 156, 163-64; risk aversion in, 151~
54,163

Premia. See Risk premia

Prices: exchange rate effect on country fund,
375; investor sentiment in country fund,
382; investor sentiment model applied to
country fund, 353-56. See also Dis-
counts; Premia

Price-to-book value ratios, country versus
world, 122-28

Price-to-earnings ratio: country-specific asset-
pricing in world context, 122-28; country
versus world, 108-21; relation to invest-
ability indexes and equity returns,
244-62

Price volatility: cross-market correlations and
spillovers, 16, 326-27; cross-market de-
pendence on, 317-19; effect of securities
transactions taxes on, 305-6: influence of
noise traders on, 365-66; lagged spill-
over from foreign markets, 311-12

Pricing kernel methodology, 25-28. See also
Capital asset pricing model (CAPM)

Purchasing power parity (PPP), 179, 181

Rational expectations (portfolio-balance
model), 156-57, 181-82

Revenues: with hypothetical U.S. transactions
tax, 301; securities transaction taxes as
source of, 296-300

Risk: in country fund prices, 353-56; in factor
models of asset returns, 139, 144; global
risk factors, 63-65, 99-106, 143-44; vari-
ation in country fund, 374-92. See also
Betas; Discounts; Premia

Risk aversion: differences in investor, 149; in
portfolio-balance model, 151-54, 156,
157-60, 173-74

Risk factors: global, 63—-64, 99-106, 143-44;
noise-trader, 348; relation to covariances
or betas of equities, 59-60; strategies to
identify, 139

Risk hypothesis, time-varying, 386-88

Risk premia: average premia and aftermarket
performance of country funds, 359-63;
common component in country fund,
367, 370-74; in estimates of portfolio
mean-variance model, 158-160, 162; of
foreign exchange in dynamic portfolio-
balance model, 177-81; foreign-exchange
risk in international CAPM, 23; influence
of time-varying, 377-80, 386; in pricing
kernel methodology, 25-27, 30, 41-43;
sources of variation in country fund,
374-92; tests of CAPM against alterna-
tive models of, 166—69; to value of coun-
try equity funds, 346-50

Securities markets. See Equity markets; Stock
markets

Securities transactions taxes (STTs): according
to payoff patterns, 294-95; according to
resource costs, 295-96; tax avoidance,
304-5; underlying principles to deter-
mine, 293-94; worldwide, 278-79

Securitization, 1

Stamp duty, U.K., 289-92

Stehl test, 233, 234, 235, 239, 262

Stock market crashes: October 1987: return
spillovers, 330-31; October 1987: time-
varying dependence of New York and
Tokyo markets, 321-23; October 1987
volume behavior: New York and Tokyo,
312-13

Stock markets: influence of Japanese, 383-86;
opening of developing country, 232; as
predictor of itself, 23-24

Stock markets, international: asymmetric ef-
fects on cross-market dependence in
stock returns, 323-25; interdependence
of returns in bull and bear markets,
319-21; time-varying dependence of re-
turns, 321-23
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Stock options: transactions tax in Sweden,
280-81; U.K. transaction tax on, 289
Stock prices: economic indicators to explain
returns, 23~24; information in opening in-
dex, 319; leading indicators as forecast of
returns, 44—48; returns related to, 5-6
STTs. See Securities transactions taxes (STTs)
Summers ketchup critique, 5-6

Taxation. See Derivatives tax; Equities tax;
Money-market instruments tax; Option
deltas tax; Revenues; Securities trans-
actions taxes (STTs)

Timing: of New York and Tokyo stock ex-
changes, 15, 314-17, 319; of release of
economic indicator information, 41; re-

turn spillovers in October 1987 Crash,
330-31; of trading in international mar-
kets, 339-40, 389, 392-93

Trading volume: cross-market correlation,
326, 328-29, 336-37; cross-market de-
pendence, 317-19; lagged spillover from
foreign markets, 312; relation to heteroge-
neity of beliefs, 342-43; relation to U.S.
equity flows and turnover, 200-205; test
for spillover, 312-13

Valuation ratios: country level, 61-62, 92,
93-94; cross-country differences, 140—
41. See also Dividend-to-price ratios;
Price-to-book value ratios; Price-to-
earnings ratio



Books of Related Interest

Foreign Direct Investment
Edited by KENNETE A. FROOT

Over the past decade, foreign direct investment (FDI) around the world has
nearly tripled, and with this surge have come dramatic shifts in FDI flows.
This volume examines changes in FDI, including historical trends, specific
country experiences, developments in the semiconductor indusiry, and
vartations in international mergers and acquisitions.

An NBER Project Report

Studies in International Taxation
Edited by ALBERTO GIOVANNINL, R. GLENN HUBBARD, AND JOEL SLEMROD

This volume presents pioneering empirical research on how taxes affect
the investment and financing dectsions of multinational corporations in
today's giobal economy.

An NBER Project Report

Winner of the 1994 Masayoshi Ohira Memorial Prize for outstanding work in
economics relating to the Pacific Basin Community Concept

Regionalism and Rivalry
Japan and the United States in Pacific Asia
Edited by JEFFREY A. FRANKEL AND MILES KAHLER

Is Japan forming a trading bloc in Pacific Asia? Does Japan use foreign
direct investment in Southeast Asia to achieve national goals? Does Japan
possess the teadership qualities necessary for a nation assuming greater
political responsibility in international affairs? Leading economists and
political scientists contend that the rapid growth of intraregional trade in
East Asia is not due to a trade bloc, but can be explained by the rapid
growth of East Asian economues.

An NBER Conference Report

The University of Chicago Press

ISBN 0O-22b-2k00L-1

978022626001






