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Figure 1 Number of country funds and ETFs - 1984-2018

We report the total number of country funds and exchange trade from 1984 to 2018. Country funds
are any mutual or investment trust whose long name include either the country name or one of its
key region name (Latin America, Asia Pacific, Central European, BRIC, Emerging Asia, Middle
East & Africa, and Eastern Europe). ETFs are Exchange Traded Funds whose long name include
either the country name or one of its key region name.



Table 1 Model estimates using the volatility-adjusted CS as a bid-ask spread proxy

Panel A: Models for world and open markets

Liquidity level k World price of risk ~
(i) (i)

On gross returns coefficient 0.00 1.48
t-ratio (0.01) (1.25)
On net returns coefficient 0.00 1.78
t-ratio (0.01) (1.28)
Model selection p-value 0.47

Panel B: Models for partially segmented markets

Price of unspanned
Liquidity level & pe local risk 7k
DM EM DM EM

() (i) (i) (iv)

On gross returns average coeflicient 0.12 0.11 0.19 1.93
proportion 100.00% 89.47% 18.18% 52.63%
On net returns average coefficient 0.12 0.11 0.18 1.91
proportion 100.00% 94.74% 18.18% 52.63%
Model selection proportion 0% 0%

We report model estimates using the volatility-adjusted CS as a bid-ask spread proxy. To orthog-
onalize the bid-ask spread proxy, we (i) estimate a GARCH model on weekly returns, (ii) regress
the proxy on a constant and the demeaned conditional return volatilities, and (iii) compute the
difference between the FHT measure and the product of demeaned conditional volatility and its
regression coefficient. In Panel A, we report model estimates of the system of equations (8) in the
main text for the world and open markets. We report coefficients as well as their ¢-ratios below
in parentheses. In Panel B, we report average model estimates of the system of equations (11)
in the main text. We report the average coefficient across DMs and across EMs as well as the
proportion of countries for which each coefficient is significant at the 10% level. In both panels,
we estimate the system of equations with returns gross of transaction costs (i.e., no liquidity risk)
on the right-hand side of the return equations and with returns net of transaction costs (i.e., with
liquidity risk). We use the Vuong (1989) test for non-nested models to see whether the model with
liquidity risk has a significantly better fit. We report the test p-value in the row Model selection
in Panel A and the proportion of countries with a p-value smaller than 10% in Panel B. Data are
weekly from 1997 to 2018.
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Figure 2 Cross-sectional average risk premia using the volatility-adjusted CS as a bid-

ask spread proxy
We report liquidity level and unspanned local risk premia over time. The top graph reports on the
annualized liquidity level premium
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in percent. The bottom graph reports on the annualized unspanned local risk premium

¢
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in percent. In each graph, we compute the cross-sectional equal-weighted average each week across
DMs (dashed line) and across EMs (continuous line). We report the cross-sectional averages when
at least five countries are available. Model estimates are reported in Table 1. The data are weekly
from 1997 to 2018.
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Table 2 Model estimates using the volatility-adjusted AR as a bid-ask spread proxy

Panel A: Models for world and open markets

Liquidity level k World price of risk ~
(i) (i)

On gross returns coeflicient 0.00 2.31
t-ratio (0.00) (1.79)
On net returns coefficient 0.00 2.46
t-ratio (0.02) (1.94)
Model selection p-value 0.56

Panel B: Models for partially segmented markets

Price of unspanned
Liquidity level ke local risk 7k
DM EM DM EM

() (i) (i) (iv)

On gross returns average coeflicient 0.04 0.02 0.16 2.41
proportion 54.55% 36.84% 9.09% 52.63%
On net returns average coeflicient 0.04 0.02 0.16 2.28
proportion 63.64% 42.11% 9.09% 47.37%
Model selection proportion 0% 0%

We report model estimates using the volatility-adjusted AR as a bid-ask spread proxy. To orthog-
onalize the bid-ask spread proxy, we (i) estimate a GARCH model on weekly returns, (ii) regress
the proxy on a constant and the demeaned conditional return volatilities, and (iii) compute the
difference between the FHT measure and the product of demeaned conditional volatility and its
regression coefficient. In Panel A, we report model estimates of the system of equations (8) in the
main text for the world and open markets. We report coefficients as well as their ¢-ratios below
in parentheses. In Panel B, we report average model estimates of the system of equations (11)
in the main text. We report the average coeflicient across DMs and across EMs as well as the
proportion of countries for which each coefficient is significant at the 10% level. In both panels,
we estimate the system of equations with returns gross of transaction costs (i.e., no liquidity risk)
on the right-hand side of the return equations and with returns net of transaction costs (i.e., with
liquidity risk). We use the Vuong (1989) test for non-nested models to see whether the model with
liquidity risk has a significantly better fit. We report the test p-value in the row Model selection
in Panel A and the proportion of countries with a p-value smaller than 10% in Panel B. Data are
weekly from 1997 to 2018.
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Figure 3 Cross-sectional average risk premia using the volatility-adjusted AR as a
bid-ask spread proxy

We report liquidity level and unspanned local risk premia over time. The top graph reports on the
annualized liquidity level premium

52 X Kk Fy [CNk,t-i-l] ’

in percent. The bottom graph reports on the annualized unspanned local risk premium
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in percent. In each graph, we compute the cross-sectional equal-weighted average each week across
DMs (dashed line) and across EMs (continuous line). We report the cross-sectional averages when
at least five countries are available. Model estimates are reported in Table 2. The data are weekly
from 1997 to 2018.
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Table 3 Model estimates with all stocks as non-investables using alternative liquidity

measures

Liquidity level & p
DM EM
(i) (i)

Price of unspanned

local risk 7k
DM EM

(iii) (iv)

Panel A: Using volatility-adjusted CS

average coefficient 0.11 0.11
proportion 100.00% 90.00%

On net returns

Panel B: Using volatility-adjusted AR

average coeflicient 0.04 0.02
proportion 83.33% 40.00%

On net returns

0.34 2.10
25.00% 55.00%
0.32 247
25.00% 45.00%

We report average model estimates of the system of equations (11) in the main text. We report
the average coefficient across DMs and across EMs as well as the proportion of countries for which
each coefficient is significant at the 10% level. Panels A-B report these results with the different
alternative bid-ask spread proxies, respectively, volatility-adjusted CS, and volatility-adjusted AR.

Data are weekly from 1997 to 2018.
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Figure 4 Cross-sectional average risk premia using the volatility-adjusted CS as a bid-
ask spread proxy and all stocks

We report liquidity level and unspanned local risk premia over time. The top graph reports on the
annualized liquidity level premium

52 X Kk Fy [CNk,t-i-l] ’

in percent. The bottom graph reports on the annualized unspanned local risk premium

¢
52 X Tkvary (r%ek’tﬂ) (1 - IINtk:)

in percent. In each graph, we compute the cross-sectional equal-weighted average each week across
DMs (dashed line) and across EMs (continuous line). We report the cross-sectional averages when
at least five countries are available. Model estimates are reported in Table 3. The data are weekly
from 1997 to 2018.
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Figure 5 Cross-sectional average risk premia using the volatility-adjusted AR as a
bid-ask spread proxy and all stocks

We report liquidity level and unspanned local risk premia over time. The top graph reports on the
annualized liquidity level premium

52 X Kk Fy [CNk,t-i-l] ’

in percent. The bottom graph reports on the annualized unspanned local risk premium

¢
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in percent. In each graph, we compute the cross-sectional equal-weighted average each week across
DMs (dashed line) and across EMs (continuous line). We report the cross-sectional averages when
at least five countries are available. Model estimates are reported in Table 3. The data are weekly
from 1997 to 2018.
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