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Abstract: 
Since 2001, foreign investors have acquired roughly $5 trillion in U.S. securities – more 
than doubling their holdings of U.S. equities and bonds – as both official and private 
inflows have financed record U.S. current account deficits.  Although the rapid growth of 
foreign holdings of U.S. securities raises concerns that foreign investors may have 
become too heavily weighted in U.S. assets, foreign investors have not in fact materially 
changed the relative allocations between U.S. and other foreign securities in their 
portfolios in recent years.  Based on data from the most recent comprehensive surveys of 
foreign portfolio investment, the 2006 IMF Coordinated Portfolio Investment Surveys 
(CPIS), most foreign investors remain relatively more underweight in both U.S. equities 
and bonds than they do in foreign securities in general.  Although the underweight 
position suggests that there remains potential for foreign investors to continue to acquire 
U.S. securities, econometric evidence indicates that the underweight position itself 
reflects a preference by foreign investors for securities of countries with which they have 
strong economic or cultural ties, consistent with recent research that suggests “location” 
or “information” preferences in both domestic and international portfolios.  As securities 
markets abroad continue to deepen, such factors are likely to continue to attract 
investment from “nearby” markets, especially from European investors.  
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Introduction 
 
For the past several years, foreign investors have acquired record amounts of U.S. 
securities, as both official and private inflows have financed the record U.S. current 
account deficits.  According to official Balance of Payments estimates, foreign 
acquisitions of U.S. securities totaled about $3 trillion over the five-year period from 
2001 to 2005, and in 2006 and 2007, foreign investors acquired $2 trillion more.  Have 
such large increases in foreign holdings of U.S. securities increased foreign portfolio 
shares to the extent that foreign investors are close to having acquired their “fill” of U.S. 
securities?      
 
Future foreign demand for U.S. securities depends importantly on the perceived relative 
attractiveness of U.S. assets as well as developments in wealth and securities markets 
abroad.  On the one hand, increased financial wealth abroad provides a larger pool of 
investable funds available for acquisition of U.S. securities, and advances in financial 
intermediation will make it easier for foreign investors to acquire them.  If U.S. securities 
are considered especially attractive to investors in terms of the liquidity of markets, the 
variety of products offered, and in disclosure, accounting standards, and corporate 
governance, then increased wealth abroad should continue to provide a steady source of 
capital inflows to the United States.  On the other hand, increased issuance of securities 
abroad means there is a growing pool of attractive alternatives to investing in U.S. 
financial assets.  At the same time, the development of foreign securities markets 
provides alternatives that may attract U.S. investors to move an increasing share of their 
portfolios abroad.  Any increase in such capital outflows means the inflows from abroad 
required to finance a given current account deficit would have to be that much larger.  An 
additional component to assessing foreign demand for U.S. assets is the potential for 
foreign official inflows into the U.S. both in the form of international reserves investment 
and from sovereign wealth funds.       
 
To assess the potential for further foreign acquisitions of U.S. securities, we need to 
understand how large foreign holdings of U.S. securities are:  not so much in absolute 
terms but in relation to the rest of the foreign portfolio.  We also need to understand the 
determinants of foreign portfolio allocations to understand how much “room” there is for 
additional acquisitions of U.S. securities.  This study finds that recent record foreign 
inflows into U.S. securities have not materially altered the relative allocations between 
U.S. and other foreign securities in foreign portfolios.  In fact most countries continue to 
be more underweight in U.S. assets than they are in foreign assets in general according to 
the standard model of international asset allocation, the International Capital Asset 
Pricing Model (ICAPM).  Thus, even with the recent depreciation of the dollar – which 
works to reduce the optimal share of the portfolio allocated to U.S. securities – there still 
appears to be ample “room” for foreigners to continue to acquire additional U.S. 
securities.   
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But the persistent presence of this underweight itself carries a warning on the relative 
attractiveness of U.S. securities to foreign investors.  Econometric evidence indicates that 
this underweight reflects in large part a preference for securities issued in markets that are 
closer to the home countries of foreign investors and with whom foreign investors have 
closer cultural and economic ties, consistent with recent research that suggests “location” 
or “information” preferences in both domestic and international portfolios.1  Though U.S. 
assets are often thought of as “superior” in terms of liquidity, market depth, and investor 
protections, these advantages may not be sufficient to offset perceived advantages of 
investments “closer to home”.  
 
The results in this paper are complementary to those of Forbes (2008), who, focusing 
only on investment into the United States, finds that countries with less-developed home 
securities markets tend to have larger shares of their foreign portfolios in U.S. securities, 
but also that countries with larger trade flows and that are closer to the U.S. tend to have 
larger portfolio shares as well.  Thus, investors from Latin American countries as well as 
Asian countries with strong trade links with the United States tend to hold more of their 
foreign portfolio in U.S. securities than in other foreign securities.  However, further 
deepening of securities markets abroad is also likely to continue to attract investment 
from “nearby” markets, especially from those developed country investors who currently 
provide the bulk of private investment into U.S. securities.  Nonetheless, it appears that 
when these portfolio determinants are taken into consideration, foreign portfolios should 
be able to absorb the additional U.S. securities necessary to fund expected future current 
account deficits, even under fairly conservative estimates of growth in market 
capitalization over the next several years.   
 
Section 1 reviews recent developments in foreign official and private portfolios of 
equities and debt securities, and section 2 compares current foreign portfolio allocations 
with the predictions of the ICAPM.  Sections 3 and 4 present econometric analysis of the 
determinants of foreign portfolio allocations and recent changes in these allocations.  
Section 5 concludes with an examination of the implications for further acquisitions of 
U.S. securities under alternative assumptions about market growth abroad.     
 

                                                 
1 See for example Chan, Covrig, and Ng (2004), Coval and Moskowitz (1999), and Ivkokic and 
Weisbenner (2003) for results finding location-based investor preferences and Kang and Stultz for 
preferences for larger (better known) firms.  
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1.  How large are foreign holdings of U.S. securities and how have they evolved in 
recent years?   
 
1.a. Recent estimates of foreign acquisitions of U.S. securities 
 
Between 2001 and 2007, cumulated U.S. current account deficits amounted to roughly 
$4 trillion.  These deficits were largely financed by foreign acquisitions of U.S. 
securities:  during this period, securities inflows from foreign official and private sources 
were about $5.3 trillion (Figure 1), bringing estimated total foreign holdings of U.S. long-
term securities to nearly $10 trillion by year-end 2007.  Between 2001 and 2007, 
combined U.S. equity and bond market capitalization increased by roughly $21 trillion.  
In other words, the increase in foreign holdings of U.S. long-term securities represented 
roughly 25 percent of the increase in U.S. market capitalization.       
 
If current account deficits continue the neighborhood of $600-$650 billion for the next 4-
5 years,2 financing those deficits over the next several years will require further net 
financial inflows of more than $3 trillion.  Based on the experience of the past several 
years, the bulk of these inflows most likely will continue to be in the form of foreign 
acquisitions of U.S. securities.  However, as Figure 1 also illustrates, U.S. investors’ 
acquisitions of foreign securities have generated an increasing offset to this source of 
financial inflows:  financial outflows from U.S. acquisitions of foreign securities have 
grown from less than $100 billion per year in 2001 and 2002 to more than $360 billion in 
2006 and more than $275 billion in 2007.  Financing current account deficits through 
2012 could require foreign holdings of U.S. securities to increase by considerably more 
than $3 trillion, with foreign holdings of U.S. securities by 2011-2012 increasing to levels 
in the neighborhood of $13-$14 trillion.  Looking further out, Bertaut, Kamin, and 
Thomas (2008) use projections from a detailed partial-equilibrium model of the U.S. 
external sector and find that U.S. portfolio liabilities in held in the form of U.S. securities 
could reach $34 trillion by 2020.  Would such large increases in holdings of U.S. 
securities make foreign portfolios unreasonably exposed or “overweight” in U.S. assets?   
 
To address these questions, it is useful to understand how large foreign private holdings 
of U.S. securities are, how large they are relative to foreign official holdings, and how 
such holdings have grown over time.  We begin by looking at comprehensive estimates 
of U.S. long-term debt securities and equities held by foreign investors (Figure 2).  As of 
the most recent survey of foreign holdings of U.S. securities conducted for June 2007, 
foreigners held $9.1 trillion in U.S. long-term securities, with $6 trillion held in long-term 
debt securities and $3.1 trillion in equities.  Total foreign holdings are estimated to have 

                                                 
2 As of April 2008, Consensus Forecasts showed a projection of $688 billion for the U.S. current account 
deficit in 2008, and long-term projections of the U.S. current account deficit of about $625 billion per year 
through 2012.  The IMF’s projection of the U.S. current account deficit for 2008 is somewhat smaller at 
$615 billion but is projected to increase by 2013 to about $675 billion (as of the April 2008 World 
Economic Outlook). 
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reached about $9.5 trillion by year-end 2007.3  Figure 2 also documents the sizable (and 
growing) share of U.S. securities held by foreign official investors, which include both 
reserve holdings and holdings of central government investment funds. U.S. securities 
held by foreign official institutions were measured at $2.8 trillion in June 2007 and are 
estimated to have grown to more than $3.5 trillion by year-end 2007.  The larger share of 
foreign holdings in the form of debt securities compared to equities in part reflects the 
sizable holdings of official investors.  However, foreign private investors also hold a 
somewhat larger share of their U.S. portfolio in long-term debt securities (about 55 
percent) than in equities (roughly 45 percent).4     
 
1b. How large are foreign holdings of U.S. securities relative to other foreign assets in 
foreign portfolios? 
 
Although U.S. liabilities estimates are considered to be reasonably comprehensive in 
their measures of U.S. securities held by foreigners—and in the changes in such 
holdings—they do not allow us to gauge how large such holdings are relative to other 
foreign securities or to domestic securities in foreign investors’ portfolios.   Fortunately, 
we now have access to several years of comprehensive cross-border portfolio data from 
the IMF’s Coordinated Portfolio Investment Surveys (CPIS) to help address this question.  
Approximately seventy countries participate in the CPIS, measuring and reporting, by 
country, their domestic investors’ private portfolio holdings of equity, long-term debt, 
and short-term debt.  Among countries that do not participate, the most notable (in terms 
of holdings of U.S. securities as measured by the U.S. liabilities surveys) are Mainland 
China, Taiwan, and most Middle East oil exporters.5   
 
Table 1a shows total holdings of all foreign long-term debt securities and holdings of 
U.S. long-term debt securities from the 2001 and 2006 CPIS surveys for the countries 
with the largest foreign debt portfolios.  Because the CPIS data exclude reserve holdings, 

                                                 
3 Estimates of foreign holdings of U.S. securities are derived from the comprehensive annual surveys of 
foreign holdings (now conducted annually each June) and extended with the Treasury International Capital 
(TIC) monthly data on cross-border securities transactions, adjusting for valuation changes.  See Bertaut 
and Tryon (2007) for a discussion of the methodology.   
4 See also Lane and Milesi-Feretti (2005) for a discussion of the implications of the changing nature of U.S. 
inflows for sustainable adjustment of the U.S. current account. 
5 Another advantage to using the CPIS data is that although the U.S. liabilities data are considered very 
comprehensive in their ability to identify U.S. securities held by foreigners, the use of chains of 
intermediaries in the custody and management of securities makes it difficult to accurately identify the 
actual country of ownership of U.S. securities.  For example, if an Italian resident acquires a U.S. security 
but has it held with a custodian bank in Luxembourg, the U.S. liabilities data will typically only be able to 
identify that that particular security is held in Luxembourg, and not that it actually represents an investment 
by an Italian resident.  Thus, holdings as measured by the U.S. liabilities surveys are subject to “custodial 
bias” as they tend to overstate holdings of countries that have large custodial centers (such as Belgium, 
Luxembourg, Switzerland, the United Kingdom, and financial centers in the Caribbean), and to understate 
holdings of other countries. For a more detailed discussion of how comparable the U.S. liabilities data are 
to reported holdings of U.S. securities in the CPIS, refer to Bertaut, Griever, and Tryon (2006). 
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the table also shows comparable figures from the IMF Survey of Geographical 
Distribution of Securities Held as Foreign Exchange Reserves (SEFER) on long-term 
securities held as reserves and by international organizations, and the portion of those 
held in the form of U.S. long-term debt securities.6   
 
In all countries shown, total holdings of foreign debt securities (“bonds”) increased 
between 2001 and 2006 – and in many cases, total holdings of foreign securities more 
than doubled over this five-year period.  For all countries shown, holdings of U.S. bonds 
also increased but in general neither the share in U.S. bonds nor the increase in the share 
appears especially large for any given country.  Total reserve holdings and reserve 
holdings in U.S. debt securities also increased over this period, but here the share held in 
U.S. debt securities declined somewhat to about 0.5 by 2006.   
 
Because not all countries participate in the SEFER, Table 2 summarizes more complete 
information on reserve holdings from the IMF Currency Composition of Official Foreign 
Exchange Reserves (COFER) surveys, and provides estimates of the portion of those 
reserves held in dollars.  According to these data, total reserves holdings have grown 
from about $2 trillion at year-end 2001 to about $5 trillion at year-end 2006 and 
$6.4 trillion at year-end 2007.  Based on COFER information on how much of these 
reserves are dollar-denominated, we estimate that total dollar reserves likely increased 
from about $1.5 trillion at year-end 2001to about $4 trillion by 2007, although the dollar 
share of total reserves is estimated to have declined from about 71 percent to about 63 
percent, primarily because of dollar depreciation:  over the 6-year period, the dollar 
depreciated about 33 percent relative to the currencies in the Federal Reserve’s Nominal 
Major Foreign Currency Index.7  The table also shows a similar increase (though starting 
from a somewhat lower level) for estimated total foreign official holdings of U.S. dollar-
denominated portfolio assets from the U.S. liabilities surveys and TIC data.8  We also 

                                                 
6 The SEFER data report aggregate holdings of short-term and long-term debt securities and of equities, by 
country of issuer of the security, that are held by international organizations or as reserves.  No detail is 
available by country of reserve holder, and the IMF does not release information on which countries 
participated in the SEFER.  For year-end 2006, total securities holdings reported in the SEFER amounted to 
$2,221 billion, of which $1,639 billion was in long-term debt securities.  In comparison, total reserves in 
the COFER data were $4,174 billion.   
7 Not all reserves reported in the COFER data are allocated by currency.  Nearly all industrial country 
reserves are allocated, and of these, the dollar share in 2005 was 73.6 percent.  For developing countries, 
only about 53 percent of reserves were allocated by currency, with a dollar share of about 60 percent.  We 
assume that for all industrial countries, the dollar share in each period is the same as the allocated industrial 
dollar share, and likewise for developing countries, the dollar share is the same as the allocated developing 
country dollar share.   
8 Total liabilities as reported in the TIC system differ from total estimated reserve holdings of dollar assets 
in two important ways that are somewhat offsetting.  First, the TIC system definition of “foreign official” is 
broader than that of reserve holders because it includes entities such as general government investment 
funds.  Second, the TIC data and U.S. liabilities surveys can only account for U.S. securities and other 
dollar liabilities that are held with custodians in the United States.  If foreign official investors hold U.S. 
securities with foreign custodians, the U.S. liabilities surveys will identify them as being foreign held, but 
as being privately held by the custodian bank in the country of custody.   
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include information on China’s total reserves as reported to the IMF, and, because China 
is not a CPIS reporter, compare these with our TIC-based estimates of total Chinese 
holdings of U.S. dollar-denominated assets.  We estimate that China’s dollar holdings 
(which include holdings by private Chinese investors as well as official holdings) at year-
end 2007 were a little over $1 trillion, of which about $500 billion were in Treasury 
securities and about $400 billion were in long-term agency securities.  It is probably 
reasonable to assume from these estimates that the bulk of China’s total foreign portfolio 
is in the form of official holdings of U.S. debt securities, and that the share of China’s 
portfolio in dollars has increased from roughly 60 percent in 2001 to about 75 percent by 
year-end 2006.9   
 
Many of the larger CPIS reporters are euro area countries, and in large part, the 
substantial increases in holdings of foreign bonds for euro area investors reflects 
expansion into holdings of securities issued by other countries that are also in the euro 
area.  This factor also accounts for the relatively small share held in U.S. securities for 
some euro area countries – for example, for Germany in 2006, U.S. bonds made up only 
8 percent of all foreign long-term debt securities held by German investors, whereas 
bonds issued by other euro-area countries made up nearly 70 percent.  Table 1b shows 
same data as Table 1a, but aggregates foreign holdings of all reporting euro-area 
countries, and excludes intra-euro area holdings.  In this presentation the euro area in 
aggregate is now the largest holder of long-term debt foreign securities (excluding 
reserve holdings), even when intra-euro area securities are excluded.  U.S. securities 
make up a larger share of the foreign portfolio of the euro area aggregate portfolio, but 
they are still less than a third of all foreign debt held by euro area investors, (and in fact 
the share in 2006 is slightly less than the share in 2001).  Only for a few countries 
(Bermuda, Canada) are U.S. securities the majority of foreign holdings.10  For most 
others it is well under half.   
 
Tables 3a and 3b show similar information from the 2001 and 2006 CPIS for holdings of 
foreign equity.  As 3a clearly illustrates, the United States is by far largest holder of 
foreign equities, with holdings at year-end 2006 measured at $4.3 trillion.  Holdings of 
U.S. equities by other foreign countries are relatively modest, amounting to $2.1 trillion 

                                                 
9 Although the COFER data do not indicate which countries report allocated reserves and which do not, 
increases in the “unallocated” totals for developing countries have tracked well with published increases in 
China’s reserves over the past couple years.  If China is indeed one of the countries reporting reserves in 
the “unallocated” developing country category, our estimate of total reserves in dollars may be on the low 
side, because it appears that China’s dollar share is greater than the 60 percent assumed for all developing 
countries.   
10 For Bermuda, U.S. long-term debt securities were 83 percent of all foreign bonds held in 2001 and 77 
percent in 2006.  This U.S-heavy portfolio presumably reflects the holdings of the large number of mutual 
funds in Bermuda. 
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in aggregate, less than a fourth of their total holdings of foreign equities and only about 
half for Canada and Australia.11   
 
2.  Comparing portfolio weights to the ICAPM 
 
2.a.  Constructing foreign portfolio shares 

 
Although the CPIS data suggest that foreign holdings of U.S. securities are not “outsized” 
relative to total holdings of foreign securities, we also need to consider holdings of 
“home country” securities to properly put U.S. and other foreign holdings into 
perspective and to assess how much “room” foreign investors have to expand their U.S. 
portfolios.  Large holdings (in dollar terms) of foreign securities may not be large relative 
to holdings of domestic securities, while investors in countries with relatively modest 
foreign portfolios may in fact be quite internationally diversified.  Following the same 
methodology as in Bertaut and Kole (2003), we construct estimates of domestic holdings 
of domestic securities, using national financial balance sheet data where available and 
using proxies based on estimates of market capitalization and international investment 
position data where balance sheet data are not available.  Although this exercise allows 
for more complete portfolio measures, it limits the sample of “useable” CPIS countries to 
26, but those countries account for nearly 85 percent of foreign equities reported in the 
total CPIS for 2006, and more than 80 percent of non-reserve holdings of bonds.12   
 

                                                 
11 A sizable portion of U.S. holdings of foreign equity reflects investment in equity issued in Caribbean 
offshore financial centers, in many cases issued by formerly-U.S. based multi-national corporations that 
have reincorporated in the Caribbean for tax and regulatory advantages.  As of December 2006, U.S. 
holdings of equity issued in Caribbean financial centers (the Bahamas, Bermuda, the Cayman Islands, the 
British Virgin Islands, the Netherlands Antilles, and Panama) were $439 billion, accounting for about 10 
percent of all foreign equity held by U.S. investors.  These financial center holdings raise a problem of 
interpretation:  U.S. investors may not think of these securities as foreign securities, because they trade in 
dollars on U.S. exchanges and are often issued by firms that in many respects behave like U.S. firms.  
Although we do not know the extent to which holdings of Caribbean center equity for other CPIS-reporting 
countries similarly reflects holdings of equities of reincorporated multinationals, we suspect that at least 
some are similarly affected:  total holdings of Bermudan equity in December 2006 by CPIS countries other 
than the United States amounted to over $150 billion, whereas market capitalization of Bermuda (which 
excludes such reincorporates) was estimated at only about $2 billion (Standard and Poor’s Global market 
Factbook).  If we include reported holdings of Caribbean financial center equity with U.S. equity as an 
“upper bound” to what may be thought of as equity of “U.S.” firms, estimated foreign holdings of “U.S.” 
equity are increased by $535 billion, or by about 20 percent.  Almost half of this increase is due to 
Caribbean holdings attributed to Hong Kong; for the other CPIS countries the addition has a much smaller 
effect.  But even when we add in Caribbean equity, U.S. holdings are less than half for most countries; for 
the euro area aggregate, U.S. and Caribbean financial center equity together still account for less than 10 
percent of the foreign portfolio. 
 
12 The largest omissions in our sample (in terms of amounts of foreign securities reported in the CPIS) are 
Ireland, Luxembourg, the Channel Islands, Bermuda, the Cayman Islands, and the Netherlands Antilles.  
Together, these countries account for about 16 percent of reported foreign long-term securities in the 2006 
CPIS and 12 percent of long-term U.S. securities.   
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Also following Bertaut-Kole, we define each investor country x’s total equity portfolio as 
investment by domestic residents in home equities plus investment in foreign equities, as 
taken from x=s asset survey.  We then calculate the share of x=s portfolio allocated to 
country y equities as x=s holdings of y equities divided by x=s total equity portfolio: 
 

'
'

y
x

x s holdings of y equities
Seq

x s total equity portfolio
=  

 
The share of country x’s total portfolio invested in all foreign equities is given by  
 

'
'x

x s holdings of all foreign equities
Seq

x s total equity portfolio
=  

 
Although portfolio shares held in long-term debt securities can be defined in an 
analogous way, an additional complication arises from reserve holdings.  Because 
motivations of reserve holders may differ from those of private investors, we first 
calculate private bond shares relative to each country x’s portfolio excluding reserves, 
which we denote as  y

xSbp  : 
' ( )

' ( )
y
x

x s holdings of y bonds excluding y bonds held as reserves
x s total bond portfolio excluding bonds held as reserves

Sbp =  

We likewise calculate the share of country x’s total private portfolio invested in all 
foreign bonds as 
 

' ( )
' ( )x

x s holdings of all foreign bonds excluding held as reserves
x s total bond portfolio excluding bonds held as reserves

Sbp =  

For some countries, however, reserve holdings can make a marked difference to total 
holdings of foreign bonds.13  Following the methodology discussed in Bertaut, Griever, 
and Tryon (2006), we add to each country’s foreign bond investment from the CPIS an 
estimate of total reserve holdings in foreign long-term debt securities, and we add to the 
reported holdings of U.S. securities an estimate of reserves held in dollars.14  Figure 3 
shows the effect of adding reserves to estimated foreign portfolio shares for some of the 
largest CPIS reporting countries in 2001 and 2006, with the euro area countries again 
shown in aggregate.  For some countries, especially emerging market countries, total 
                                                 
13 Although reserves can be held in equity, data from the SEFER (which include both reserve holdings as 
well as holdings of international organizations) indicate that such holdings are small, and that excluding 
reserve holdings is a fairly small omission when considering a country’s total equity portfolio.  Total 
reported holdings of equity on the SEFER were $43 billion for December 2006 (1.5 percent of the SEFER 
total).    
14 Long-term debt securities held as reserves are based on each country’s reported total reserves less gold.  
The share allocated to long-term debt securities is estimated from the relation between total reserve 
holdings identified in the SEFER and holdings of long-term debt securities identified in the SEFER.  To 
estimate reserve holdings of U.S. long-term debt securities, we use data from the IMF COFER survey of 
the currency composition of reserves.  For more details, see text note 23 to Bertaut, Griever, and Tryon.  
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foreign shares and shares in U.S. securities are a good bit larger when we include 
estimates of reserve holdings.  The chart also shows a notable increase in the portfolio 
shares held in other foreign securities, especially euro area securities.  
 
2.b.  Comparing portfolio shares to market shares and ICAPM predictions 
            
Because the share of a given investor country’s portfolio allocated to a given destination 
country’s securities will change as the market value of the securities held is altered by 
exchange rate movements, asset price changes, and growth in market capitalization, it is 
useful to compare holdings to shares in market capitalization, which are similarly 
affected.  Figure 4 shows how global market cap shares of equities and bonds have 
changed over the period 2001 to 2006.  The U.S. market cap share has declined from 
nearly 50 percent in 2001 to 36 percent in 2005 for equities, and from 45 percent to 39 
percent for bonds.  At the same time, the euro area share was unchanged for equities but 
has increased from 22 percent to 28 percent for bonds.  In part, the declining market cap 
share for the United States reflects the depreciation of the dollar over this period, while 
the increased shares for the euro area (for bonds) also reflects the sizable growth in the 
euro-area securities markets. 
 
To compare each country’s investments to the global market portfolio, we calculate for 
each investor country x the relative portfolio weight )( y

xWe  of equities held in each 
destination country y as the ratio of two fractions: The numerator is the share of each 
country x’s holdings of country y equities as defined above, and the denominator is the 
share of country y’s equity market capitalization (EMC) in the global equity market:  

y
y x
x

y

y
y

Seq
We

EMC

EMC

=

∑

 

Likewise, the relative portfolio weight in destination country y bonds is calculated as the 
ratio of the share of each country x’s holdings of country y bonds to the share of country 
y’s bond market capitalization in the global bond market.   
 
Comparing shares to market cap allocations also allows for comparison of actual 
portfolio allocations to the implications of the ICAPM that investors should hold the 
world portfolio and for measures of international home bias.  For example, if an investor 
country held 36 percent of its equity portfolio in U.S. equities in 2006, this ratio would be 
equal to 1. For investment in any country y, a value less than 1 implies an underweight in 
country y equities relative to the ICAPM prediction, and a value greater than 1 implies an 
overweight position. 
    
We construct similar measures to determine whether a country’s holdings of foreign 
equities or bonds more generally are consistent with the benchmark portfolio. For 
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equities, the numerator of this calculation is country x’s total foreign equity holdings 
divided by x’s total equity holdings. For each country, the denominator is the size of the 
foreign equity market from country x’s perspective–that is, the global market excluding 
x’s home equities–relative to the global market: 
 

y
x

y xY
x

y
y x

x y
y x

Seq
We

MC

EMC EMC

≠

≠

≠

=

+
⎛ ⎞
⎜ ⎟
⎝ ⎠

∑
∑

∑

 

 
 
In this case, the weight can also be thought of as a measure of “home bias”, as it will be 
equal to 1 if the share of foreign equities (bonds) in a country’s portfolio equals the share 
of foreign equities (bonds) in the global market. A value less than 1 implies a relative 
underweight position in foreign equities (bonds) and a corresponding overweight position 
in domestic securities (home bias). 
 
2.c.  Changes in U.S. and foreign portfolio weights 
 
Figure 5 shows the relative portfolio weights in all foreign equities (the horizontal axis) 
and in U.S. equities (the vertical axis) for several CPIS reporting countries (the euro area 
countries are shown in aggregate) in 2001 and 2006.  The arrows show the change in 
these weights over the five-year period.  Note the scales on both the horizontal and 
vertical axes:  all values shown are less than 1, indicating that the countries shown have 
less than the ICAPM portfolio weight in foreign equity (that is, they have “home bias”).  
They also have less than the ICAPM weight in U.S. equity.  The diagonal line indicates 
portfolios where the portfolio allocation to U.S. equity, though it may be less than the 
ICAPM weight, is at least as great as the portfolio allocation to foreign equity in general.  
Points below the diagonal line indicate portfolios that are more biased against U.S. equity 
than they are against foreign equity in general, whereas points above the diagonal line 
indicate portfolios in which U.S. equities are relatively favored, compared with foreign 
equity in general.  Overall, the chart suggests that many foreign portfolios – especially 
European portfolios – tend to be disproportionably weighted against U.S. equity:  more of 
these country portfolios lie below the 45 degree line than above, and for no country does 
the weight in U.S. equity seem to be unduly large relative to total foreign exposure.15 

 
For most countries, the movement between the 2001 and 2006 surveys is upward and to 
the right, indicating portfolios that are becoming somewhat less home-biased.  In most 
                                                 
15 Note that if we were to show the euro area countries individually and to count intra-euro holdings of 
other euro area equity as foreign, all of their portfolios would lie well below the 45 degree line – indicating 
portfolios with a larger bias against U.S. equity than for the euro-area aggregate portfolio.  
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cases, the movement is also roughly parallel to the 45-degree line, indicating a roughly 
equal expansion in U.S. exposure and in foreign exposure in general.  However, for a few 
countries – notably the Czech Republic and Canada, this measure of “home bias” 
increased.  This somewhat surprising development is the result of a considerable 
expansion in home equity for these countries:  for the Czech Republic, domestic equity 
market cap grew 5-fold over this 6-year period, and for Canada, market cap grew 250 
percent, whereas global market cap about doubled.  As most of this domestic equity was 
held by domestic investors in both countries, the portfolio shares in foreign equity—and 
U.S. equity—declined, although in both countries the actual dollar amounts of both their 
U.S. and their total foreign equity holdings increased.       

 
Figure 6 shows the same presentation for changes in portfolio weights in foreign and U.S. 
bonds.  Bond portfolio weights – and their changes between 2001 and 2006 – show a 
generally similar picture to that for equities, with all countries displaying “home bias”, a 
number of countries lying below the 45-degree line, and no countries with appreciably 
higher U.S. weights than foreign weights in general.   
 
For many countries, however, reserve holdings account for an important share of the total 
foreign bond portfolio.  Figure 7 plots portfolio weights in U.S. and all foreign bonds, 
including bonds held as reserves, with the countries shown in two panels to make it easier 
to identify the individual country movements.  Adding estimates of reserve holdings and 
the fraction of those denominated in dollars makes a noticeable difference to both foreign 
and U.S. bonds shares, especially for emerging market economies.  However, there has 
only been a limited effect so far on relative weights in all foreign debt compared with 
U.S. debt. 
 
3.  Accounting for relative portfolio weights in foreign equities and bonds 
 
On the surface, then, it appears that foreign investors have “room” to increase holdings of 
U.S. securities.  Based on developments between 2001 and 2006, any further reduction in 
home bias is likely to be achieved through increases in both U.S. and foreign securities.  
And compared to the ICAPM, foreign investors could increase their holdings of U.S. 
securities at least to be equally weighted with all foreign securities even if the current 
extent of home bias persists.  But this assumption leaves unanswered the question of what 
accounts for the relative underweight in U.S. securities, at least in foreign private 
portfolios.  If this underweight is likely to persist, the potential room to increase holdings 
of U.S. securities will be more limited.   
 
Looking only at equities, Bertaut and Kole (2003) find that while foreign investors are 
underweight in U.S. securities, they tend to be more heavily weighted in securities of 
neighboring countries and countries with which they have strong trade connections.  And 
as has been found in other research, foreign investors are also significantly more likely to 
hold higher portfolios weights in countries with superior country credit risk ratings and 
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with stronger accounting disclosure rules.16  But although equities issued or listed in the 
United States may be thought of – at least by U.S. investors – to be superior on 
disclosure, accounting rules, and governance, these factors do not appear to overcome 
perceived or actual information advantages that attract non-U.S. investors to other 
“nearby” markets.  As a result, investors in euro area countries tend to be more highly 
weighted – and in fact may be overweight – in other European and particularly in other 
euro area equities, investors in Nordic countries tend to be more highly weighted in other 
Nordic equities, and Australian and New Zealand investors tend to be more highly 
weighted in each other’s equities.17    
 
This study follows the methodology of Bertaut-Kole to estimate the determinants of 
relative portfolio weights in both equities and bonds for private investors of 26 investor 
countries and for an expanded list of destination countries (nearly 80) for 2006.18  
Investor countries are primarily developed economies but include some emerging 
markets as well, whereas about two-thirds of the destination countries are emerging 
market economies.19  As in Bertaut-Kole, the estimation model is based on the Cooper-
Kaplanis (1985) model of international portfolio allocation, with the implication that 
investors will hold foreign securities closer to their market capitalization weights where 
(relative) costs of investing are smaller.  Such costs will depend on frictions such as 
restrictions to foreign investment, transaction costs or custodial fees, the legal 
environment, and the costs of acquiring information.  Only private portfolios are 
considered, as motivations of official investors are likely to differ.   
 
The dependent variables are the relative portfolio weights of each destination country y’s 
equities or bonds for each investor country x y

xWe as of December 2006 (as defined 
above).  Explanatory variables include measures of trade connections, distance between 
investor and destination countries, common language, and several variables included to 
measures financial market depth and tradability, information costs, credit ratings, relative 
market performance, and measures of investor protection and enforcement of contracts.  
Some of these variables are specific to investor-destination county pairs while others 
apply more generally across all investor countries.  We include the euro area countries 
individually in these regressions, but also include a dummy variable for “euro area pair” 
to capture any effects of intra-euro area investment beyond those explained by trade, 
distance, or other measures of information costs.  Dummy variables are also included for 

                                                 
16 See for example Dahlquist, Pinkowitz, Stulz, Williamson (2003); Aggarwal, Klapper, and Wysocki 
(2003); Gompers, Ishii, and Metrick (2001); Gugler, Mueller, Yurtoglu (2003).  
17 In related research using the 1997 and 2001 CPIS, Berkel (2007) finds a “friendship bias” in equity 
portfolios of some country pairs, especially those within the euro area.    
18 The sample for bonds is a bit smaller (26 investor countries) because it is difficult to obtain reliable 
estimates of domestic investment in domestic bonds.  For robustness, regressions were also calculated for 
2003. 
19 Emerging market investor countries are Argentina, Chile, the Czech Republic, Israel, Korea, and 
Malaysia.  
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financial center locations including the United States.  Details of the explanatory 
variables and their expected contributions are listed in table 4.    
 
The regressions are estimated with two types of models:  first, the equations for equities 
and bonds are estimated separately, allowing for individual investor-county country fixed 
effects in explaining portfolio weights.  Second, the equations are estimated with a 
bivariate model, allowing for the portfolio choices of each investor country across 
destination country equities and bonds to be determined jointly.  For roughly half of the 
investor-destination country pairs the observed portfolio weight is zero, so both models 
use tobit specifications.  Because of probable errors in determining total market cap for 
some destination countries as well as possible misclassification of destination countries 
by some CPIS reporters, we censor the weights from above at a portfolio weight of 6 to 
trim the extreme outliers in the data and allow us to better identify explainable variation 
in most portfolio weights.20  Censoring with a weight of 6 will still allow us to identify 
destination countries with considerable overweights, as the average (uncensored) 
portfolio weights are under 1 for both equities and bonds:  the average equity portfolio 
weight in 2006 was 0.67 and the average bond portfolio weight was 0.79.21 (Appendix 
Table A1 compares results for the standard equity and bond models with those from 
uncensored models with and without Luxembourg as a destination (for equities) and with 
and without several Eastern European countries (for bonds)). 

                                                 
20 Measures of market cap may be incomplete especially for equities, as some of these securities may be 
privately held and non-traded, or are held as fund shares that are frequently not included in measures of 
market cap.  Misattribution by destination country can arise if CPIS reporters record the nationality of 
securities held in their portfolios by location of holdings rather than country of issue.  This is not usually a 
problem for countries that conduct security-level asset surveys, but even such surveys can misclassify 
holdings of companies that have reincorporated in a different country.      
21 Fewer than 2 percent of equity and bond weights in the sample have uncensored values greater than 6.  
For equities, the most frequent destination country by far to be censored is Luxembourg: 19 of the 28 
countries in the sample had reported holdings of Luxembourg equity sufficient to generate equity portfolio 
weights greater than 6.  Some CPIS countries (i.e. Italy and Switzerland) reporting holdings of 
Luxembourg equity sufficient to generate overweights in excess of 100.  Because Luxembourg is a major 
custodial center, it is probable that some of these overweights reflect holdings of equity held in 
Luxembourg but not necessarily issued in Luxembourg (see Warnock 2007).  However, the pervasiveness 
of the Luxembourg overweight suggests that fund shares that are not included in the estimate of 
Luxembourg’s market capitalization may also be a contributing factor.  For example, two countries known 
to conduct security-by-security CPIS surveys and thus presumably able to correctly assign equity holdings 
to actual country of issuance (Austria and Netherlands) have estimated weights in Luxembourg equity of 
43.7 and 27, respectively.  And although the United States does not appear overweight in Luxembourg 
equity (calculated relative portfolio weight is .47), nearly one-fourth of Luxembourg equity held by U.S. 
investors is the form of fund shares (see Report on Foreign Portfolio Holdings of U.S. Securities as of June 
30, 2007 http://www.treas.gov/tic/shl2007r.pdf).  Reference survey report).For bonds, the most frequent 
overweights are calculated for a number of emerging-market European countries.  For these destination 
countries, incomplete measures of market cap are likely to be a source of large overweights, as holdings 
attributed to these destinations are unlikely to reflect custodial holdings.   
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The basic estimation models for the portfolio weights of any investor country i in equities 
and bonds of any destination country j are then: 
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For the fixed effect models, eqα and bdα take individual values for each investor country: 

,eq iα and ,bd iα  
For the bivariate specification, the error terms are distributed as  

 
;  ~ 0,0, , ,  

 
3.a.  Explaining portfolio weights in foreign equities and bonds 
 
Results from the fixed-effect tobit models for equities and bonds for 2006 are presented 
in Table 5.   
 
Effects of proximity, trade, and common language: 
 
In all models, the share of a given country’s cross-border trade with a given destination 
country (TRADE06) has a significant positive coefficient in the equity equation, 
indicating that investors are significantly more likely to have higher equity portfolio 
weights in countries where trade connections are stronger.  An interpretation of this result 
is that such trade connections give information about the destination country’s firms.  
TRADE06 does not enter significantly in the bond regressions, possibly because a sizable 
portion of foreign bond portfolios are likely to be in the form of public sector debt, and 
thus trade connections are less likely to provide information about individual firms.  
DISTANCE between investor-destination country capitals (in thousands of kilometers) 
has a consistently significant negative coefficient in both the equity and bond equations, 
indicating that investors are indeed more likely to invest in “nearby” firms.  But this 
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effect is non-linear:  distance squared (DISTSQR) enters with a significant positive 
coefficient, so although distance works against investment in a given country’s securities, 
the “penalty” for being increasingly distant diminishes.  The significance of TRADE06 
and DISTANCE help account for the relative underweights of U.S. equities and bonds in 
many foreign portfolios, especially European portfolios:  Although the U.S. is a relatively 
important trading partner for many countries (including euro area countries), the distance 
between the U.S. and European countries is quite large (and certainly is large compared 
to intra-European distances).  The coefficient on the dummy variable for common official 
or primary language (LANGUAGE) between investor-destination pairs is also significant 
and positive in both equations.  This finding may suggest that investors are more likely to 
invest in countries where common language allows for easier access to information about 
the country’s firms, or it may reflect colonial or cultural ties that also make it easier to 
acquire information.  This effect also tends to work against the U.S. for investment from 
many European countries.    
 
Although trade, distance, and language are all significant in a basic model such as model 
1a, there is clearly an overlap in what these variables capture, as trade shares are likely to 
be larger for countries that are nearby, and are also likely to be larger for countries that 
share colonial or cultural ties.  Table 6 repeats the regression results for 1a and compares 
results with models that individually drop trade, distance, and language.  When TRADE 
is dropped, overall model fit is slightly worse, the negative coefficients on DISTANCE in 
and the positive coefficients on LANGUAGE are increased in both equations.  Dropping 
DISTANCE and DISTSQR increases the positive coefficients on TRADE and 
LANGUAGE (and TRADE now enters significantly in the bond equation), although 
there is a more noticeable deterioration in model fit.  Dropping LANGUAGE again leads 
to somewhat larger positive coefficient on TRADE in the equity equation but has little 
effect on coefficients in the bond equation.  Table 8 (discussed below) presents marginal 
effects from the regression models to quantify the combined contributions of trade, 
proximity, and language as well as other explanatory variables in explaining portfolio 
weights.    
 
Effects of regulatory environment, credit risk, and information: 
 
Returning to Table 5, the strength of the regulatory environment of the destination 
country is clearly important to foreign investors, as countries are significantly more likely 
to have larger portfolio weights in both equities and bonds of countries that have larger 
values for DOING BUSINESS06, a variable constructed from the World Bank’s Ease of 
Doing Business project.22  Investors are also significantly more likely to invest in equities 

                                                 
22 The Doing Business project ranks 178 countries on the strength of regulations regarding starting a 
business, obtaining required licenses, hiring or terminating workers, property rights, rights of borrowers 
and lenders, shareholder protection, paying taxes, conducting cross-border trade, contract enforcement, and 
closing a business.  The DOING BUSINESS06 variable is a rescaled version of the summary Ease of 
Doing Business ranking so that larger values correspond to a higher ranking.    
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of destination countries with a larger share of their domestic companies’ equity issued 
either as either level 2 or level 3 American Depositary Receipts and traded on U.S. 
exchanges (USADR06).  Interpreting the results for ADRs requires a little caution, 
however.  Existing research suggests that U.S. investors are more likely to hold foreign 
equity offered as ADRs, presumably because ADRs lower transactions and information 
costs to U.S. investors.  Additionally, issuance as a level 2 or 3 ADR may be interpreted 
as a firm’s intent to adhere to U.S. accounting standards, which presumably are 
considered by U.S. investors to be superior.  In the model specifications here, we assume 
that all U.S. equities held by foreigners are exchange-listed and thus satisfy these same 
disclosure and accounting standards, and so the value of the ADR variable for the U.S. as 
a destination country is 1.  Note, however, the coefficient on the dummy variable for the 
U.S. as a destination is negative and significant and of a size that nearly offsets the 
contribution of ADR.  This result suggests that while issuance as an ADR attracts foreign 
investors to foreign equity offered as ADRs, features of U.S. listing—or features of U.S. 
markets including its depth, credit risk, and governance—do not provide proportional 
benefits to U.S. firms.  Thus, U.S. firms are actually slightly disfavored in foreign 
portfolios – at least compared to foreign equities that are issued as ADRs – even after 
accounting for differences in trade shares and distance (see Table 8 below).23  The 
coefficient on foreign equity offered as a Global Depositary Receipt and traded on the 
London Stock Exchange (GDR06) also enters with a positive coefficient, but this 
coefficient is only marginally significant in this variant of the model.   
 
Models 2 and 3 substitute measures of credit risk as measured by CRATE06, the 2006 
Euromoney credit risk rating,24 and the Doing Business subcategory rating for investor 
protection (IPROTECT06) for the composite variable of the strength of the regulatory 
environment.  Both of these variables also enter significantly in both the equity and bond 
regressions with little effect on the size or significance of the other explanatory variables, 
suggesting that all three of these variables in general capture overall “attractiveness” of a 
country’s securities, and that such factors are clearly important for foreign investors.25   
Models 4 and 5 investigate whether part of overall “attractiveness” reflects access to 
information about a given country’s securities or firms by substituting access to 
information as the number of internet users per 1 million population (INTET06), or the 
number of fixed or mobile phone subscribers per 1 million population (PHONE06) for 

                                                 
23 These results are not inconsistent with other research that finds that listing in the U.S. is beneficial for 
attracting U.S. investors (see in particular Ahearne, Griever, and Warnock (2004), also Edison and 
Warnock (2004), and Pagano, Roell, and Zechner (2002)). 
24 This “omnibus” variable is a weighted average of Euro money scores assigned to political risk, economic 
performance, debt indicators, debt in default or rescheduled, credit ratings, access to bank finance, access to 
short-term finance, access to capital markets, and forfeiting. 
25 The difference in the sizes of the coefficients on CRATE06 and IPROTECT06 reflects the differences in 
the means of respective variables (see Table 4).  Not surprisingly, CRATE06 and IPRTOECT06 are both 
quite highly correlated with the summary variable DOBUSINESS06 (with correlation coefficients of .78 
and .63, respectively).  If both CRATE06 and DOBUSINESS06 are included, DOBUSINESS06 enters with 
a more significant coefficient in both the equity and bond equations.  
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DOBUSINESS06.  Both these variables enter significantly in the bond regressions but 
not the equity regressions, though again with little difference in overall model fit or in the 
coefficients on other variables.26  Substituting the World Bank “Doing Business” measure 
of contract enforcement (CONTRACT) also generates a significant coefficient only in the 
bond equation.  Taken together, we interpret these results as suggesting that foreign 
investors are attracted to countries where access to information is easier, and where credit 
risk and investor protection standards are high.   
 
Effects of market liquidity, market structure, and relative performance: 
 
To capture the relative size or liquidity of the destination country capital market, 
MCEQUITYGDP06 and MCBONDSGDP06 are included as the ratio of destination 
country equity or bond market capitalization to GDP (expressed relative to the investor 
country capitalization ratio).  This variable enters with a positive and significant 
coefficient in all variants of the bond equations, suggesting that investors do seek out 
destinations where debt securities markets are relatively more developed than their home 
markets.  However, a similar effect does not appear to be present for equity investment, 
as this variable enters with a negative (though insignificant) coefficient.  Likewise, a 
measure of equity market liquidity (TURNOVER) also enters with an unexpected 
negative but insignificant coefficient.   
 
For bonds, there is a very significant positive contribution from the percent of 
international bond issuance of a given destination country that was in the currency of 
each investor country (ISSUANCE).27  Because most European debt recently has been 
issued in euros, the contribution of this variable helps explain the “overweight” of euro-
area countries in debt securities of other euro area countries, as well as relatively high 
weights in debt securities of European emerging market countries.   
 
Measures of relative market performance between investor-destination pairs 
(BETAEQUITY06 and BETABONDS06) enter with expected negative signs but are only 
consistently significant in the various versions of the equity regressions.  Beyond the 
effects of currency movements captured in the Betas, there does not appear to be an 
additional significant effect of currency movements as measured as the monthly average 
change in investor-destination exchange rates (EXM0106).  Somewhat surprisingly, the 
average 3-month market interest rate in each destination country (expressed as the spread 

                                                 
26 INTNET06 and PHONE06 are not surprisingly quite highly correlated with each other, but somewhat 
surprisingly also highly correlated with both DOBUSINESS06 and CRATE06:  the correlation between 
INTNET06 and PHONE06 is .738; between INTNET06 and DOBUSINESS06 is .718; between 
INTNET06 and CRATE06 is .805; between PHONE06 and DOBUSINESS06 is .660 and between 
PHONE06 and CRATE06 is .798.  
27 Percent in each currency calculated from total bonds issued over the 2004-2006 period as reported by 
DCM Analytics.  
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over 3-month U.S. 3-month market rates) enters with a positive though generally 
insignificant coefficient.   
 
Of the financial center destination dummy variables included, Ireland, Luxembourg, and 
Singapore enter with consistently positive coefficients in the equity equations, whereas 
the U.K. enters with a consistently negative coefficient.  For the U.K., the negative 
coefficient about offsets much of the positive contribution from ADR, suggesting that 
U.K. firms also may not get the same benefit listing in U.S. markets as do other foreign 
firms.    
 
For the bond equations, Switzerland has a significant negative coefficient in many of the 
equations.  This result is perhaps not surprising:  although Switzerland ranks highly in 
terms of credit rating, is close to many other European countries, and shares common 
language with several, its domestic bond market is quite small.  Although we control for 
bond market size relative to GDP, the result for Switzerland suggests that this effect may 
not be adequately captured through this variable.    
 
Table 9 compares the results from the fixed-effect models 1a and 1b with results from 
from the bivariate tobit model specification.  Although the estimated correlation across 
error terms (rho) is significant and positive, indicating that there are investor-country-
specific characteristics not captured in the various explanatory variables, the estimated 
coefficients are very similar to those obtained in the fixed effect models.   
 
3.b.  Marginal contributions and fixed-effect terms 
 
Because interpreting the relative contributions of the various explanatory variables is not 
straightforward from the model coefficients for a Tobit regression, Table 8 shows the 
estimated marginal contributions from model 1a for equities and 1b for bonds.  To help 
put these contributions into perspective, the final three columns in the upper panel of the 
table compare the estimated contributions for euro area investors investing in securities of 
other euro area countries with those for euro area investors investing in the U.S. securities 
and in securities issued by new entrants to the European Union.   
 
For a euro area investor, the trade share with another euro area country on average is only 
slightly smaller than the trade share with the U.S., and for the equity regressions, this 
effect contributes about .06 to the equity portfolio weight in both other euro area and U.S. 
equities.  However, the effect of distance reduces the estimated weight considerably more 
for U.S. equities, while the language effect has a small positive contribution for euro area 
equities.  Altogether, trade, distance, and language subtract a negligible amount from the 
weight in intra-euro area equity investment, but a more sizable -0.3 from euro area 
investment in U.S. equities.  Euro area trade shares with new EU entrants are fairly small, 
but on average these countries are not that far away; taken together, trade, distance, and 
language subtract about 0.1 from euro area equity investment in these countries, 
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somewhat less than for investment in the U.S. equities.  Thus, trade, distance and 
language can account for sizable portion of the difference between euro-area investment 
in U.S. versus intra-euro area equities. 
 
Because the U.S. has high ranking for “doing business”, the estimated contribution from 
this variable to the portfolio weight in U.S. equities is a sizable 0.28.  Euro area countries, 
on average, have slightly lower “doing business” rankings, but the resulting estimated 
contribution is still a good-sized 0.23 to for euro area investment in other euro area 
equities.  EU entrants on average have only slightly lower “doing business” rankings than 
do euro area countries, and so the estimated contribution from this variable is again a 
sizable 0.22.  Equity issuance as ADRs contributes about 0.19 on average to intra-euro 
area investment and a much larger 0.76 to U.S. equity investment, but as noted above, the 
effect for U.S. equity is nearly offset by the negative coefficient on the dummy variable 
for the U.S. as a destination.  Because relatively little equity is issued as GDRs in our 
sample, the estimated contribution from this variable is quite small despite the sizable 
coefficient.  For portfolio weights in the new EU countries, neither ADR nor GDR 
issuance contribute much, as relatively little of their equity is issued in either form.28  
Thus, on net, measures of credit risk or ease of doing business, and listing on U.S. 
exchanges or issuance as DRs contributes nearly 0.5 to intra-euro area investment in 
equities, a bit less(0.36) to investment in U.S. equities, and a still-sizable 0.26 to 
investment in new EU entrant countries.   
 
Although the coefficient on BETAEQUITY06 enters significantly and with the expected 
negative sign, the contribution from this variable to investment in either U.S. or euro area 
equities is fairly small.  All told, the contributions from estimates of Beta, relative size of 
market capitalization, exchange rate movements, and three-month interest rates subtract 
about 0.1 from the euro area estimated portfolio weight in U.S. equity, about 0.05 from 
the weight in other euro area equities, and about 0.01 from the weight in EU entrant 
equities.     
 
The lower panel of Table 8 reports marginal contributions for model 2b for bonds.  
Because the coefficient on trade is small and insignificant, its contribution is negligible, 
while distance has a much larger negative effect than in the equity models.  For euro area 
investors, the combined effects of trade, distance, and language subtract an estimated .12 
from the portfolio weight in intra-euro area bonds, a much larger .58 from the weight in 
U.S. bonds, and .22 from the weight for EU entrant countries.  The “doing business” 
ranking makes a significant and sizable contribution of roughly the same size as in the 
equity equations, adding about .17 to the estimated weight in U.S. bonds, and .14 and .13 
to intra-euro area and EU entrant bonds.   
                                                 
28 We note however that the contribution from GDR is larger for equity investment in new EU countries 
than for either investment in intra-euro area equities or investment in U.S. equities, and for some individual 
EU countries the effect is a good bit larger:  for example, for investment in the Czech Republic, GDR 
issuance contributes about .10 to the estimated portfolio weight.   
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Bond issuance in own currency makes a very sizable positive contribution to estimated 
holdings especially for intra-euro area bond investment.  This variable adds nearly 0.5 to 
the estimated portfolio weight in bonds for these countries and also a sizable 0.3 to the 
estimated weight in bonds of EU entrant countries.  In contrast, because relatively little 
U.S. debt is issued in euros, the estimated contribution to the weight in U.S. bonds is only 
0.01.  
 
All told, the bond regression results tend to support those of the equity regressions:  for 
euro area investors, the weights allocated to U.S. securities will be tend to be less than 
those for other euro area securities and usually no larger than those for EU expansion 
countries, despite the liquidity and depth of U.S. financial markets, and despite the U.S.’s 
favorable ratings for “doing business” or alternatively for credit risk.  For foreign 
investors in general, the European example suggests that although these benefits of U.S. 
financial markets do make sizeable, significant contributions to foreigners’ portfolio 
weights in U.S. securities, the effects may be offset by real or perceived benefits of 
investment in “nearby” countries.      
 
Because the estimations are run as fixed effect panel tobit regressions, we can also 
compare the sizes the investor-country specific intercept terms, although we cannot 
estimate a standard error for these coefficients.  Table 9 summarizes the intercept terms 
for models 1a and 2a for equity and 1b and 2b for bonds.  Although the panel tobit 
specification does not allow us to say whether one country’s intercept coefficient is 
significantly larger than another’s, nor can we in this framework identify reasons for why 
one intercept coefficient may be larger than another, there are some clear differences in 
these intercept terms that help explain some of the variation in observed foreign portfolio 
weights.  In general, the intercept terms are notably smaller (or more negative) for 
emerging market countries (Argentina, Malaysia, Czech Republic), contributing to their 
larger observed home bias.   The intercept terms tend to be largest for smaller advanced 
economies with small but well developed domestic financial markets (Denmark, Finland, 
and Sweden (equities), Austria, Hong Kong and Netherlands (bonds)), accounting in part 
for their larger average total foreign portfolio weights.  For advanced economies with 
large domestic capital markets (United States, United Kingdom), the intercept 
coefficients tend to be in the middle of the range of estimates.   
 
4.  Explaining changes in portfolio holdings between 2001 and 2006.   
 
The analysis in the previous section points to the importance of trade connections or 
proximity, along with credit rating and measures of access to financial markets or 
information as important factors for home investors as they determine where to invest 
their foreign portfolios.  Because we now have access to CPIS data for several years we 
can also investigate what factors contributed most to changes in foreign portfolio 
allocations over the past few years.   
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As indicated by the movements of the arrows in Figures 5 and 6, the total portfolio 
weight in all foreign securities generally – but not always – increased between 2001 and 
2006.  Likewise, the weight in U.S. securities generally – but not always – increased.  To 
put portfolio changes on a more equal basis, we compute, for each investor country, the 
total change in portfolio weight for equities and for bonds between 2001 and 2006 (these 
changes correspond to the movements along the horizontal axis in Figures 6 and 7).  
Then, for each investor country, we compute the change in the portfolio weight for each 
destination country relative to the investor country’s total change in foreign weight.  This 
specification allows us to put allocation changes for an investor country such as France 
(where the change in total foreign equity weight was +.116) on an equal footing with 
those of an investor country such as the Czech Republic (where the change in total 
foreign equity weight was -.04).     
 
Table 10 shows the actual and relative increases for each investor country in our sample 
in U.S. equity and U.S. bonds.  For the countries in our sample on average, the portfolio 
weight in both U.S. equities and bonds increased between 2001 and 2006, but by a little 
less than the relative increase in all foreign securities (the average relative change was 
negative for both stocks and bonds).  For bonds, there is a clear geographic pattern, with 
European investors tending to increase the weight in U.S. debt securities by less than they 
increased weights in other securities, whereas Canadian and Asian investors tended to 
increase the U.S. weight by a little more.  For equities, there is no such clear pattern.   
 
To identify the factors that may account for changes in portfolio weights, we estimate a 
probit model for a change in the weight in a given destination country that is greater than 
the investor country’s overall change in foreign weight.  Thus, for France, any destination 
country receiving an increase in equity portfolio weight greater than .116 is coded with a 
1 and all other destination countries are coded 0.  For the Czech Republic, any change 
greater than -.04 is coded with a 1.29 
 
The first set of columns in the top panel of Table 11 presents the results from this 
exercise.  For changes in equity holdings (upper panel, columns 1-4), investor countries 
were more likely to increase equity portfolio weights in countries where trade shares 
were larger and that were relatively close by.  Credit rating has a somewhat surprising 
negative (though insignificant) coefficient, while change in credit rating has positive 
(though insignificant) coefficient.       
 
The first four columns in the lower panel present results for changes in bond holdings.  
As tended to be the case for the tobit portfolio weight regressions, trade is not significant, 

                                                 
29 Destination countries with a 0 weight in both periods are coded as 0.   
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but distance and distance squared are, 30 and bond issuance in investor country currency 
also enters with a sizable positive coefficient. As with the results for the change in equity 
weights, credit rating has a negative and insignificant coefficient, while the coefficient on 
the change in credit rating is positive but not significant.  Taken together, these results 
suggest that countries were more likely to increase the portfolio weights (relative to their 
overall foreign portfolio allocation) into securities of countries that are close by and were 
important trading partners, but the information on credit rating provides somewhat of a 
puzzle, as the tobit regressions suggested that credit risk rating (or proxies such as “doing 
business” ranking were important in explaining portfolio weights.   
 
A concern with this specification is that these results may in lare part reflect investor-
destination pairs with weights of 0 in 2001 and again in 2006:  in 2001, investor countries 
tended not to invest in securities of countries that were distant or with whom trade was 
relatively unimportant, and that had a relatively low credit rating.  As most of these 
factors did not change appreciably between 2001 and 2006, these investor countries were 
still unlikely to invest in these destinations in 2006.  Indeed, examination of the predicted 
probabilities suggests that much of the model’s power may be coming from its ability to 
identify these “0, 0” portfolios and not from its ability to identify positive increases in 
portfolio weights. 
 
Columns 8-11 in Table 11 present results from the same probit regressions, but here the 
samples exclude investor-destination pairs where the actual portfolio weights in 2001 and 
2006 were both 0, so that we only examine portfolio combinations that increased or 
decreased.  Trade (or distance) remains an important determinant for a relative increase in 
portfolio weight, though common language enters with a significant negative coefficient 
in the equity regression.  Credit rating now has a larger negative and quite significant 
coefficient in both the equity and bond regressions, whereas the change in credit rating 
enters with a sizable positive coefficient in both equations, though it is significant only in 
the equity regression.  This finding is robust to alternative specifications substituting 
internet access or ”doing business” ranking for credit rating.  Interpreting these 
coefficients is tricky, as the full sample results (as well as the tobit results presented in 
Tables 5 and 6) clearly indicate that credit risk does matter for portfolio allocations. 
Instead, these results suggest that when we exclude country pairs with no investment in 
either year (typically, in destination countries with the lowest credit ratings), investor 
countries were then somewhat more likely between 2001 and 2006 to increase their 
shares (relative to the rest of their foreign portfolio) into securities issued by those 
countries whose credit ratings increased over the period, rather than those with the 
highest ratings.   
 

                                                 
30 And as was true for the tobit regressions, the coefficient on trade becomes significant if distance and 
distance squared are dropped from the regression. 
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In particular, euro area and other developed European country investors tended to 
increase their exposures to other securities of other developed European countries by 
more than they did for foreign exposure overall, reflecting the importance of trade and 
other connections brought about by proximity.  This finding may suggest that for euro 
area investors, such securities may increasingly be thought of as substitutes for domestic 
securities in their portfolios.  But European investors also expanded into emerging 
markets where credit ratings increased, especially into those that met the criteria for 
joining the European Union in 2004.  These results thus suggest that although there 
continued to be considerable appetite for U.S. securities between 2001 and 2006 (as 
actual weights in U.S. securities did increase over this period), it may not be reasonable 
to assume going forward that the weight allocated to U.S. securities will increase 
proportionally with an increase in total foreign securities, especially for European 
investors.   
 
5.  How much “room” is there in foreign portfolios for further acquisitions of U.S. 
securities? 
 
What do these results suggest about “room” in foreign portfolios for additional holdings 
of U.S. securities required to finance projected U.S. external deficits?  Using long-run 
projections of a detailed partial-equilibrium model of the U.S. balance of payments, 
Bertaut, Kamin, and Thomas (2008) show that under plausible assumptions, the U.S. 
current account balance will widen further to a little more than 6 percent of GDP by 2020 
and the U.S. NIIP will deteriorate further to roughly 60 percent of GDP.  They estimate 
that financing these cumulated deficits would require foreign investors to acquire roughly 
$26 trillion in additional holdings of U.S. securities over this period, with the result that 
their holdings of U.S. securities would increase from $8.5 trillion at end-2006 to more 
than $34 trillion by 2020.31  Based on fairly modest assumptions of growth in relative 
market capitalization (assuming U.S. and foreign market cap grow at the respective rates 
of their nominal GDP), the share of U.S. securities in foreign portfolios would grow from 
an estimated 0.12 in 2006 to roughly 0.18 by 2020, and the relative portfolio weight in 
U.S. securities would grow from 0.30 to roughly 0.55 over the same period, an increase 
they note is substantial but still implies that foreigners would remain underweight in U.S. 
assets.  
 
We extend the analysis of Bertaut, Kamin, and Thomas to consider what an aggregate 
foreign portfolio weight of 0.55 in U.S. securities might mean for foreign industrial, 
emerging market, and official portfolios. As discussed above, foreign private industrial 
country investors have tended to be more underweight in U.S. securities than they are in 
all foreign securities, but their total holdings of U.S. securities are considerably larger and 
                                                 
31 The estimate of a $26 billion increase in foreign holdings of U.S. securities comes from the model’s 
projections of the increase in U.S. portfolio assets, the increase in U.S. portfolio liabilities, and an 
assumption that roughly 80 percent of portfolio liabilities are held in the form of U.S. securities (a fraction 
that is actually somewhat larger than in recent years).   
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their portfolio acquisitions have accounted for a larger fraction of financial inflows into 
U.S. securities.  Private emerging market country investors tend to have somewhat higher 
U.S. exposures (relative to their total holdings of foreign securities), but their total 
holdings of U.S. securities only account for about 20 percent of total foreign holdings.  
Although a full examination of potential portfolio shifts is beyond the scope of this paper, 
we can present some scenarios of different market capitalization and portfolio growth 
rates to consider how plausible the resulting portfolio combinations are, given the 
assumption that foreign investors would need to acquire $26 billion in additional U.S. 
securities by 2020.  
    
We assume that, as in the “baseline” scenario presented in Bertaut, Kamin, and Thomas, 
U.S. and foreign market capitalization grow at the respective rates of nominal GDP used 
in the baseline projections.32  In the first scenario, we refine this assumption by assuming 
different rates of growth of market capitalization of industrial and emerging market 
economies, reflecting their respective rates of nominal GDP growth.  As a result, the 
share of emerging market capitalization in global market capitalization increases from 17 
percent in 2006 to 21 percent by 2020, while the share for industrial countries grows from 
46 percent to 48 percent and the share for the U.S. shrinks from 37 percent to 31 
percent.33   We further assume that total private portfolios in foreign industrial and 
emerging market countries grow proportionally with their growth in market 
capitalization, and that foreign industrial and emerging market investors continue to hold 
7.5 percent and 15 percent, respectively, of their total portfolios in U.S. securities, the 
shares held on average in 2006-2007.  Foreign official investors are assumed to acquire 
any residual U.S. securities necessary to finance current account deficits.   
 
Column A of Table 12 shows the results of this baseline scenario.  Industrial country 
investors would acquire an additional $5.8 trillion in U.S. securities, bringing their total 
holdings of U.S. securities to $10.4 trillion, and emerging market investors would acquire 
$3.6 trillion, bringing their total holdings of U.S. securities to $5.3 trillion.  Industrial 
country investors’ relative portfolio weight in U.S. securities would increase by a fairly 
small amount, from 0.20 on average in 2006 to 0.24 by 2020.  The effect on emerging 
market investors is a bit more noticeable (the weight increases from 0.39 to 0.49) but this 
too does not appear worrisome.  Because we assume that foreign official investors would 
absorb any residual financing required, their holdings of U.S. securities would have to 
increase by $16.4 trillion to $18.6 trillion.  Though this is a large increase, it does not 
appear unrealistic, given projections of growth in reserve holdings and expectations of 
increasing portfolios of sovereign wealth funds.34  Further, the rate of growth in official 

                                                 
32 Faster growth of foreign market cap relative to U.S. market cap would make the U.S. share in global 
market cap smaller than in the baseline assumption and, all else equal, would increase the implied total 
foreign weight in U.S. securities to a bit above .55.   
33 The decline in the market cap share for the U.S. to .31 is slightly larger than the .32 generated in BKT 
because updated estimates for 2007 show slightly more deterioration.     
34 See for example Stephen Jen (2007), “How Big Could Sovereign Wealth Funds Be by 2015?” 
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holdings of U.S. securities from 2007 to 2020 is roughly the same as occurred between 
1995 and 2007, and while the projected share of U.S. liabilities held by official investors 
would increase from 26 percent in 2006 to 54 percent by 2020, at 54 percent, the share 
would be no larger than that held by official investors in the first half of the 1980s.   
 
In scenario B, we assume the same rate of growth of foreign market capitalization and the 
same increase $26 trillion increase in U.S. securities required to finance U.S. current 
account deficits, but we assume a slightly faster rate of growth for foreign industrial 
country market capitalization and foreign industrial portfolios, and correspondingly 
slower growth rates for emerging market portfolios.  We further assume that industrial 
country investors increase the share of their portfolio held in U.S. securities to 10.5 
percent, while emerging market investors decrease their share to 12 percent.  Under these 
assumptions, industrial country investor holdings would grow to $15.3 trillion, an 
increase of $11 trillion, more than offsetting the smaller increase in emerging market 
investor holdings.  As a result, the residual financing required by official investors is 
smaller than in scenario A, increasing to $15.1 trillion, or 44 percent of U.S. liabilities.  
The portfolio weight of industrial country investors in U.S. securities would increase to 
0.33, somewhat larger than in scenario A, while that of emerging market investors would 
remain unchanged at 0.39.   
 
Scenario C considers the effect of a faster pace of growth of emerging market portfolios 
and market capitalization, and correspondingly smaller increases for investor countries.  
Investor countries are also assumed to hold a smaller share of their portfolio in U.S. 
securities (4.5 percent) while emerging market investors increase their share to 18 
percent.  Under these assumptions, industrial country investor holdings would increase 
only $1 trillion to $5.6 trillion, while emerging market investors would acquire $6.1 
trillion, increasing their holdings to $7.8 trillion.  The portfolio weight of industrial 
investors would actually decrease in this scenario to 0.14, while that of emerging market 
investors would increase to 0.58.  Because the increase in emerging market country 
holdings is not sufficient to offset the decrease in industrial country holdings, a larger 
share would have to be absorbed by official investors, increasing their holdings to $21 
trillion, or 61 percent of U.S. liabilities. 
 
All told, the results of these scenarios suggest that the implied financing needs of 
projected current account deficits would be reasonably be accommodated by a 
combination of industrial, emerging market, and official acquisitions, and that the 
resulting effects on portfolio weights in U.S. securities are not themselves likely to be a 
source of concern. 
 
Concluding remarks 
   
The experience of the past several years indicates that while projected financing needs of 
expected U.S. current account deficits are large, there remains considerable room in 
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foreign portfolios for increased holdings of U.S. assets, taking into account the continued 
need for reserve holdings and the potential for further diversification of official holdings.  
Despite the roughly 33 percent depreciation of the dollar over the 2001-2007 period, 
foreign private investors nonetheless increased the dollar amounts of their holdings of 
U.S. equities and bonds by nearly $3.5 trillion, and official investors acquitted a further 
$1.8 trillion.  Thus far, increased foreign holdings of U.S. securities have been matched 
by substantial increases in holdings of other foreign securities, in large part reflecting the 
rapid growth in market capitalization abroad, so that while on average the foreign relative 
portfolio weight in U.S. securities increased over the period, in most cases it increased by 
less than did the weight in all foreign securities.  However, the persistence of the relative 
underweight of U.S. securities in foreign portfolios itself suggests that foreign investors 
are indeed finding attractive alternatives to U.S. securities for portfolio diversification, 
and the growing availability of such alternatives may have implications for the prices at 
which foreign investors choose to acquire U.S. securities.   
 
A useful extension of this work would be to explore more fully how country-specific 
institutional factors and recent changes in investor country domestic markets have 
affected their demand for foreign securities.  The relative sizes of the fixed-effect terms 
in the panel regressions suggest that such factors contribute importantly to the extent of 
“home bias” abroad, and thus to foreign demand for both U.S. and other external assets.  
Understanding how such changes in market developments abroad are likely to affect the 
willingness of foreign investors to invest outside their home country will help us better 
assess how future foreign demand for U.S. assets is likely to evolve.  
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Total Long-
term Debt, 2001

Total Long-
term Debt, 2006

Holdings of 
U.S. long-term 

debt, 2001

Holdings of 
U.S. long-term 

debt, 2006
Share in US 

securities, 2001
Share in US 

securities, 2006
Total CPIS 6,426,437 16,295,314 1,661,234 3,625,226 0.258 0.222
Total  Reserves 921,350 1,955,426 530,411 976,828 0.576 0.500
Japan 1,004,878 1,811,986 347,168 563,401 0.345 0.311
France 462,133 1,569,158 63,562 145,080 0.138 0.092
United Kingdom 667,303 1,559,315 160,994 458,441 0.241 0.294
Germany 401,582 1,289,385 34,908 104,831 0.087 0.081
United States 555,358 1,275,516 .... .... .... ....
Luxembourg 414,491 1,128,219 60,643 185,112 0.146 0.164
Netherlands 244,746 694,304 47,372 93,838 0.194 0.135
Ireland 183,871 683,104 38,348 137,346 0.209 0.201
Italy 307,580 598,936 35,580 71,749 0.116 0.120
Spain 103,395 471,405 7,733 39,531 0.075 0.084
Switzerland 227,602 406,675 35,306 53,987 0.155 0.133
Belgium 165,127 394,632 18,685 31,722 0.113 0.080
Bermuda 96,077 263,338 79,496 203,866 0.827 0.774
Austria 80,288 260,595 7,793 17,706 0.097 0.068
Norway 58,838 259,063 14,825 49,784 0.252 0.192
Jersey 44,977 253,048 20,836 97,679 0.463 0.386
Hong Kong SAR of China 85,877 189,303 22,902 45,849 0.267 0.242
Sweden 38,981 126,350 11,542 28,053 0.296 0.222
Canada 25,285 118,571 15,212 69,582 0.602 0.587
Denmark 36,875 116,970 6,210 16,955 0.168 0.145
All Other 299,822 870,016 101,707 233,892 0.339 0.269

Total Long-
term Debt, 2001

Total Long-
term Debt, 2006

Holdings of 
U.S. long-term 

debt, 2001

Holdings of 
U.S. long-term 

debt, 2006
Share in US 

securities, 2001
Share in US 

securities, 2006
Total CPIS 4,957,339 11,620,821 1,661,234 3,625,226 0.335 0.312
Total  Reserves 921,350 1,955,426 530,411 976,828 0.576 0.500
EuroArea 967,292 2,714,144 321,153 843,079 0.332 0.311
Japan 1,004,878 1,811,986 347,168 563,401 0.345 0.311
United Kingdom 667,303 1,559,315 160,994 458,441 0.241 0.294
United States 555,358 1,275,516 .... .... .... ....
Switzerland 227,602 406,675 35,306 53,987 0.155 0.133
Bermuda 96,077 263,338 79,496 203,866 0.827 0.774
Norway 58,838 259,063 14,825 49,784 0.252 0.192
Jersey 44,977 253,048 20,836 97,679 0.463 0.386
Hong Kong SAR of China 85,877 189,303 22,902 45,849 0.267 0.242
Sweden 38,981 126,350 11,542 28,053 0.296 0.222
Canada 25,285 118,571 15,212 69,582 0.602 0.587
Denmark 36,875 116,970 6,210 16,955 0.168 0.145
Singapore 41,960 82,159 11,269 19,951 0.269 0.243
Australia 14,396 80,710 6,951 35,002 0.483 0.434
All Other 170,288 408,246 76,958 162,771 0.452 0.399

Table 1a.  Total private holdings of foreign long-tem debt securities and holdings of long-term U.S. debt 
securities, selected countries, 2001 and 2006 CPIS, and total reserve holdings, 2001 and 2006 SEFER.  Millions 

of Dollars

Table 1b.  Total private holdings of foreign long-tem debt securities and holdings of long-term U.S. debt 
securities, selected countries, 2001 and 2006 CPIS, and total reserve holdings, 2001 and 2006 SEFER.  Euro-

area countries aggregated and intra-euro holdings excluded.  Millions of Dollars.
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Table 2:  Total and dollar reserves, IMF COFER data
billions of dollars percent

change change
2001 2002 2003 2004 2005 2006 2007 2001-2007 2001-2007

IMF COFER data:  total reserves 2,049.8 2,408.4 3,025.2 3,748.4 4,174.4 5,036.8 6,396.5 4,346.7 3.12
Allocated 1,566.9 1,793.8 2,220.6 2,641.6 2,822.4 3,315.3 4,322.3 2,755.4 2.76
in dollars 1,120.0 1,202.6 1,463.3 1,738.3 1,883.8 2,171.0 2,605.9 1,485.9 2.33
(estimated:  total in dollars) 1,459.0 1,603.5 1,956.6 2,405.3 2,709.0 3,225.6 4,022.4 2,563.4 2.76
estimated share in dollars 0.712 0.666 0.647 0.642 0.649 0.640 0.629

Total TIC FOI liabilities in dollars 1,052.4 1,199.3 1,510.4 1,997.3 2,305.4 2,805.9 3,393.3 2,340.8 3.22
(of which: debt securities) 981.4 1,107.7 1,382.5 1,861.0 2,150.6 2,614.6 3,326.0 2,344.6 3.39

memo:
China, total reserves 215.6 291.1 408.2 614.5 821.5 1,068.5 1,530.3 1,314.7 7.10
China, US liabilities estimates, total $ holdings 154.1 220.1 296.0 443.0 609.0 813.6 1,127.1 973.0 7.31
US dollar liabilities/total reserves 0.715 0.756 0.725 0.721 0.741 0.754 0.754

Source:  IMF COFER survey, and FRB staff estimates 
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Total Foreign 
Equity, 2001

Total Foreign 
Equity, 2006 U.S. equity, 2001 U.S. equity, 2006

Share in US equity, 
2001

Share in US equity, 
2006

Total CPIS 5,200,145 13,779,537 1,027,413 2,096,152 0.198 0.152
United States 1,612,667 4,328,962 .... .... .... ....
United Kingdom 558,379 1,362,010 129,190 340,777 0.231 0.250
Luxembourg 319,093 1,148,213 85,544 213,233 0.268 0.186
France 201,752 706,969 41,916 92,162 0.208 0.130
Germany 381,184 611,558 69,891 71,173 0.183 0.116
Netherlands 235,023 558,129 94,262 209,698 0.401 0.376
Ireland 133,755 543,534 46,180 139,472 0.345 0.257
Italy 239,472 534,875 38,099 31,809 0.159 0.059
Japan 227,351 510,418 123,511 224,136 0.543 0.439
Canada 230,796 480,281 134,390 236,901 0.582 0.493
Switzerland 247,409 421,723 47,216 63,354 0.191 0.150
Hong Kong SAR of China 94,615 350,846 11,458 15,537 0.121 0.044
Belgium 106,331 267,105 10,033 21,708 0.094 0.081
Sweden 105,051 260,392 39,254 65,054 0.374 0.250
Norway 41,472 176,025 11,868 46,459 0.286 0.264
Spain 58,698 175,415 8,650 12,327 0.147 0.070
Australia 64,160 164,856 37,377 81,144 0.583 0.492
Denmark 48,085 130,725 14,902 31,555 0.310 0.241
Bermuda 31,032 113,922 11,974 39,747 0.386 0.349
Finland 20,155 96,259 4,106 11,420 0.204 0.119
Guernsey 24,991 95,495 5,611 17,202 0.225 0.180
Singapore 31,319 93,973 6,034 15,801 0.193 0.168
Austria 31,190 88,145 6,999 9,273 0.224 0.105
Jersey 32,617 75,248 10,440 11,038 0.320 0.147
All other 123,547 484,460 38,509 95,172 0.312 0.196

Total Foreign 
Equity, 2001

Total Foreign 
Equity, 2006 U.S. equity, 2001 U.S. equity, 2006

Share in US equity, 
2001

Share in US equity, 
2006

Total CPIS 4,365,873 11,440,365 1,027,413 2,096,152 0.235 0.183
United States 1612667 4328962 .... .... .... ....
total Euro area 901,705 2,431,345 407,028 817,807 0.451 0.336
United Kingdom 558,379 1,362,010 129,190 340,777 0.231 0.250
Japan 227,351 510,418 123,511 224,136 0.543 0.439
Canada 230,796 480,281 134,390 236,901 0.582 0.493
Switzerland 247,409 421,723 47,216 63,354 0.191 0.150
Hong Kong SAR of China 94,615 350,846 11,458 15,537 0.121 0.044
Sweden 105,051 260,392 39,254 65,054 0.374 0.250
Norway 41,472 176,025 11,868 46,459 0.286 0.264
Australia 64,160 164,856 37,377 81,144 0.583 0.492
Denmark 48,085 130,725 14,902 31,555 0.310 0.241
Bermuda 31,032 113,922 11,974 39,747 0.386 0.349
Guernsey 24,991 95,495 5,611 17,202 0.225 0.180
Singapore 31,319 93,973 6,034 15,801 0.193 0.168
Jersey 32,617 75,248 10,440 11,038 0.320 0.147
Mauritius 446 70,463 5 588 0.011 0.008
South Africa 28,408 66,082 3,893 12,685 0.137 0.192
All Other 85,369 307,600 33,262 76,366 0.390 0.248

Table 3a.  Total private holdings of foreign equity and holdings of U.S. equity, selected countries, 2001 and 2006 CPIS.  
Millions of Dollars

Table 3b.  Total private holdings of foreign equity and holdings of U.S. equity, selected countries, 2001 and 2006 CPIS.  Euro-
area countries aggregated and intra-euro holdings excluded.  Millions of Dollars
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Table 4. Details of variables included in the tobit regressions for relative portfolio weights in foreign country equities and bonds

Dependent variables:
for each investor country, relative portfolio weight in destination county y equities or bonds

mean
Equity 0.294
Bonds 0.570
Explanatory variables:

mean
Expected 

Contribution Description

TRADE06 1.234 + for each investor country, the share of total trade accounted for by destination country y
Source:  IMF Direction of Trade database

DISTANCE 7.211 - distance between each investor-destination country pair capitals, in 1,000 kilometers
LANGUAGE 0.092 + Dummy variable; = 1 if investor-destination country pair share a common official or national language
EMCGDP06 1.066 + Equity market capitalization/GDP for each destination country, relative to market capitalization/GDP ratio of investor country.  Source:  S&P Global Market Factbook
EXM0106 0.235 - For each investor-destination country pair, monthly average change in exchange rate between December 2001 and December 2006 (+ is investor country appreciation).
EXT0601 21.787 - For each investor-destination country pair, total change in exchange rate between December 2001 and December 2006 (+ is investor country appreciation).
IRATE3MO 3.982 - For each destination country, the spread for the destination country 3-month money market rate (or 3 month treasury bill rate) over the U.S. 3-month money market rate.
CRATE06 0.660 + For each destination country, the Euromoney Country Credit Risk rating for 2006
INTNET06 36.053 + For each destination country, number of internet users per 1,000,000 population in 2006

Source:  World Bank Information and Communication technology indicators in the World Development Indicators (WDI) database.
PHONE06 113.284 + For each destination country, number of fixed or mobile telephone subscribers per 1,000,000 population in 2006

Source:  World Bank Information and Communication technology indicators in the World Development Indicators (WDI) database.
DOING BUSINESS 06 1.196 + For each destination country, World Bank “Doing Business”  overall index for 2006, rescaled
CONTRACT 1.118 + For each destination country, World Bank “Doing Business”  measure of contract enforcement
IPROTECT 5.597 + For each destination country, World Bank “Doing Business”  of investor protection standards 
for equities:
BETAEQUITY06 1.033 - For each investor-destination country pair, the estimated slope coefficient from a regression equation of the average monthly return on equity in the destination country

for the period 2001-2006 on an intercept and the average monthly return on a global equity market cap portfolio.
ADR06 0.104 + For each destination country, share of market capitalization issued as American Depositary Receipts as of December 2006

Source:   BoNY ADR Index

GDR06 0.009 + For each destination country, share of market capitalization issued as Global Depositary Receipts and trading on the London Stock Exchange as of December 2006
for bonds:
BETABD06 0.757 - For each investor-destination country pair, the estimated slope coefficient from a regression equation of the average monthly return on bonds in the destination country

for the period 2001-2006 on an intercept and the average monthly return on a global bond market cap portfolio.
BMCGDP06 7.892 + For each destination country, estimated bond market capitalization relative to GDP (for 2006).  Source:  BIS securities database; domestic + international bonds

Dummy variables for destination = United Kingdom, Ireland, Luxembourg, Switzerland, Hong Kong, Singapore, Bahamas, or United States
DEUROPR Dummy variable; = 1 if investor & destination countries are both in the euro area
DNEWEU Dummy variable; = 1 if destination country was one of the new entrants to the European Union in 2004

Additional variables for probit regressions (Table 8) 

RPEMC0106 2.477 + Percent growth in equity market capitalization relative to investor country market cap growth, December 2001 to December 2006
RPBMC0106 1.868 + Percent growth in bond market capitalization relative to investor country market cap growth, December 2001 to December 2006
DCR0306 0.077 + Change in Euromoney Country Credit Risk rating, 2003 to 2006. 
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Table 5a:  Tobit Regression Results:  
Dependent variable = relative portfolio weight in destination country equity

Model 1a Model 2a Model 3a

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value
TRADE06 0.023 0.006 3.476 0.001 0.023 0.007 3.542 0.000 0.023 0.006 3.716 0.000
DISTANCE -0.127 0.016 -8.121 0.000 -0.121 0.016 -7.524 0.000 -0.129 0.015 -8.810 0.000
DISTSQR 0.004 0.001 5.012 0.000 0.004 0.001 4.751 0.000 0.005 0.001 5.554 0.000
LANGUAGE 0.227 0.078 2.897 0.004 0.240 0.079 3.046 0.002 0.197 0.075 2.626 0.009
MCEQUITYGDP06 -0.018 0.024 -0.724 0.469 -0.019 0.025 -0.775 0.438 -0.031 0.023 -1.359 0.174
TURNOVER -0.001 0.001 -1.482 0.138 -0.001 0.001 -1.402 0.161 0.000 0.000 -0.592 0.554
EXM0106 -0.034 0.053 -0.646 0.518 -0.039 0.055 -0.713 0.476 -0.072 0.048 -1.490 0.136
IRATE3MO06 0.008 0.004 2.026 0.043 0.007 0.004 1.754 0.079 0.005 0.004 1.201 0.230
BETAEQUITY06 -0.223 0.096 -2.323 0.020 -0.194 0.096 -2.013 0.044 -0.191 0.089 -2.131 0.033
DOING BUSINESS06 0.289 0.064 4.539 0.000
CRATE06 0.586 0.191 3.064 0.002
INVPROTECT06 0.060 0.016 3.710 0.000
CONTRACT
INTERNET06
PHONE06
USADR06 1.366 0.239 5.727 0.000 1.183 0.252 4.702 0.000 1.403 0.222 6.314 0.000
GDR06 1.545 0.838 1.843 0.065 0.769 0.815 0.944 0.345 0.746 0.759 0.983 0.326
DUK -0.594 0.185 -3.217 0.001 -0.514 0.185 -2.774 0.006 -0.661 0.175 -3.776 0.000
DIREL 1.827 0.191 9.571 0.000 1.911 0.191 9.998 0.000 1.779 0.183 9.723 0.000
DLUX 4.601 0.165 27.949 0.000 4.456 0.176 25.305 0.000
DSWITZ -0.195 0.181 -1.078 0.281 -0.207 0.182 -1.136 0.256 0.033 0.176 0.185 0.854
DHK 0.411 0.277 1.485 0.138 0.468 0.278 1.685 0.092 0.473 0.261 1.813 0.070
DSING 0.303 0.170 1.783 0.075 0.313 0.173 1.807 0.071 0.245 0.163 1.502 0.133
DUS -1.219 0.249 -4.886 0.000 -1.071 0.252 -4.241 0.000 -1.318 0.236 -5.586 0.000
DEUROPR 0.072 0.096 0.751 0.453 0.038 0.097 0.395 0.693 -0.010 0.093 -0.107 0.915
Std.Dev. 0.770 0.015 49.916 0.000 0.775 0.016 49.891 0.000 0.717 0.014 49.838 0.000

loglikelihood -1677.457 -1682.473 -1568.544
N 1686 1686 1660

Table 5b:  Tobit Regression Results: 
Dependent variable = relative portfolio weight in destination country bonds

Model 1b Model 2b Model 3b

TRADE06 0.001 0.009 0.156 0.876 0.001 0.009 0.077 0.938 0.002 0.009 0.244 0.808
DISTANCE -0.183 0.022 -8.215 0.000 -0.176 0.023 -7.580 0.000 -0.181 0.022 -8.107 0.000
DISTSQR 0.006 0.001 5.256 0.000 0.006 0.001 4.706 0.000 0.006 0.001 5.236 0.000
LANGUAGE 0.475 0.106 4.481 0.000 0.565 0.109 5.172 0.000 0.473 0.108 4.371 0.000
MCAPBONDSGDP06 0.101 0.028 3.558 0.000 0.104 0.030 3.404 0.001 0.144 0.040 3.613 0.000
EXM0106 0.021 0.068 0.312 0.755 0.042 0.072 0.589 0.556 0.005 0.067 0.078 0.938
IRATE3MO06 0.004 0.005 0.873 0.382 0.003 0.005 0.552 0.581 0.003 0.005 0.672 0.501
BETABONDS06 -0.236 0.156 -1.510 0.131 -0.274 0.176 -1.556 0.120 -0.231 0.159 -1.456 0.146
DOING BUSINESS06 0.157 0.081 1.947 0.052
CRATE06 0.343 0.237 1.445 0.148
INVPROTECT06 0.023 0.021 1.109 0.268
CONTRACT
INTERNET06
PHONE06
ISSUANCE 0.976 0.170 5.741 0.000 1.063 0.169 6.305 0.000 1.036 0.170 6.096 0.000
DUK -0.212 0.222 -0.957 0.339 -0.215 0.236 -0.911 0.362 -0.221 0.223 -0.991 0.322
DIREL -0.025 0.236 -0.107 0.915 -0.026 0.248 -0.105 0.917 -0.136 0.254 -0.536 0.592
DLUX -0.042 0.341 -0.122 0.903 -0.128 0.358 -0.359 0.720
DSWITZ -0.510 0.236 -2.159 0.031 -0.550 0.250 -2.200 0.028 -0.394 0.243 -1.621 0.105
DUS -0.180 0.238 -0.757 0.449 -0.200 0.255 -0.786 0.432 -0.211 0.242 -0.872 0.383
DEUROPR -0.268 0.164 -1.631 0.103 -0.347 0.169 -2.055 0.040 -0.310 0.169 -1.829 0.067
DNEWEU 0.209 0.102 2.044 0.041 0.267 0.103 2.603 0.009 0.249 0.102 2.451 0.014
Std.Dev. 1.063 0.021 51.658 0.000 1.119 0.022 51.558 0.000 1.056 0.020 51.606 0.000

loglikelihood -2149.602 -2254.817 -2116.248
N 1644 1694 1618
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Table 5a (continued):  Tobit Regression Results:  
Dependent variable = relative portfolio weight in destination country equity

Model 4a Model 5a Model 6a

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value
TRADE06 0.023 0.006 3.834 0.000 0.022 0.007 3.383 0.001 0.021 0.007 3.229 0.001
DISTANCE -0.122 0.015 -8.299 0.000 -0.128 0.016 -7.999 0.000 -0.134 0.016 -8.246 0.000
DISTSQR 0.004 0.001 5.356 0.000 0.005 0.001 5.163 0.000 0.005 0.001 5.470 0.000
LANGUAGE 0.229 0.075 3.066 0.002 0.239 0.079 3.043 0.002 0.235 0.079 2.982 0.003
MCEQUITYGDP06 -0.025 0.023 -1.079 0.281 -0.013 0.024 -0.516 0.606 -0.009 0.024 -0.357 0.721
TURNOVER 0.000 0.000 -0.560 0.575 0.000 0.001 -0.589 0.556 0.000 0.001 -0.296 0.767
EXM0106 -0.107 0.047 -2.296 0.022 -0.091 0.052 -1.750 0.080 -0.113 0.051 -2.207 0.027
IRATE3MO06 0.005 0.004 1.343 0.179 0.005 0.004 1.222 0.222 0.005 0.004 1.164 0.244
BETAEQUITY06 -0.226 0.090 -2.504 0.012 -0.203 0.096 -2.111 0.035 -0.204 0.096 -2.112 0.035
DOING BUSINESS06
CRATE06
INVPROTECT06
CONTRACT 0.067 0.046 1.456 0.145
INTERNET06 0.001 0.001 1.164 0.244
PHONE06 0.000 0.001 -0.511 0.609
USADR06 1.365 0.223 6.128 0.000 1.362 0.245 5.566 0.000 1.446 0.244 5.916 0.000
GDR06 0.390 0.751 0.520 0.603 0.630 0.817 0.771 0.441 0.538 0.813 0.661 0.508
DUK -0.545 0.172 -3.176 0.001 -0.532 0.185 -2.876 0.004 -0.533 0.185 -2.873 0.004
DIREL 1.947 0.177 10.997 0.000 1.942 0.193 10.046 0.000 1.908 0.191 9.984 0.000
DLUX 4.593 0.171 26.875 0.000 4.661 0.168 27.684 0.000
DSWITZ -0.162 0.169 -0.959 0.338 -0.176 0.182 -0.964 0.335 -0.181 0.182 -0.994 0.320
DHK 0.551 0.260 2.117 0.034 0.492 0.278 1.773 0.076 0.520 0.282 1.846 0.065
DSING 0.374 0.160 2.342 0.019 0.402 0.171 2.357 0.018 0.452 0.173 2.618 0.009
DUS -1.188 0.233 -5.104 0.000 -1.158 0.251 -4.620 0.000 -1.183 0.252 -4.705 0.000
DEUROPR -0.042 0.092 -0.459 0.646 0.061 0.097 0.634 0.526 0.055 0.097 0.564 0.572
Std.Dev. 0.718 0.014 49.834 0.000 0.775 0.016 49.881 0.000 0.775 0.016 49.879 0.000

loglikelihood -1574.661 -1686.553 -1687.269
N 1660 1686 1686

Table 5b:  Tobit ReTable 5b (continued):  Tobit Regression Results: 
Dependent variableDependent variable = relative portfolio weight in destination country bonds

Model 4b Model 5b Model 6b

TRADE06 0.000 0.009 0.021 0.983 0.001 0.009 0.125 0.901 0.003 0.009 0.342 0.733
DISTANCE -0.175 0.022 -7.876 0.000 -0.175 0.023 -7.517 0.000 -0.170 0.023 -7.451 0.000
DISTSQR 0.006 0.001 4.951 0.000 0.006 0.001 4.608 0.000 0.006 0.001 4.658 0.000
LANGUAGE 0.499 0.108 4.641 0.000 0.562 0.109 5.153 0.000 0.532 0.108 4.937 0.000
MCAPBONDSGDP06 0.130 0.040 3.271 0.001 0.101 0.030 3.330 0.001 0.095 0.029 3.251 0.001
EXM0106 -0.002 0.066 -0.036 0.972 0.035 0.069 0.510 0.610 -0.004 0.068 -0.065 0.948
IRATE3MO06 0.003 0.005 0.682 0.495 0.002 0.005 0.348 0.728 0.004 0.005 0.788 0.431
BETABONDS06 -0.304 0.161 -1.883 0.060 -0.264 0.167 -1.581 0.114 -0.381 0.172 -2.211 0.027
DOING BUSINESS06
CRATE06
INVPROTECT06
CONTRACT 0.181 0.065 2.782 0.005
INTERNET06 0.003 0.002 2.036 0.042
PHONE06 0.003 0.001 2.816 0.005
ISSUANCE 0.998 0.170 5.860 0.000 1.053 0.168 6.251 0.000 1.047 0.167 6.281 0.000
DUK -0.229 0.219 -1.042 0.297 -0.220 0.233 -0.944 0.345 -0.287 0.230 -1.249 0.212
DIREL -0.079 0.246 -0.322 0.748 0.059 0.249 0.236 0.814 -0.026 0.242 -0.107 0.914
DLUX -0.125 0.357 -0.351 0.726 -0.091 0.348 -0.260 0.795
DSWITZ -0.492 0.236 -2.086 0.037 -0.526 0.248 -2.125 0.034 -0.523 0.241 -2.169 0.030
DUS -0.241 0.238 -1.012 0.312 -0.220 0.253 -0.873 0.383 -0.185 0.242 -0.765 0.444
DEUROPR -0.296 0.169 -1.750 0.080 -0.318 0.168 -1.891 0.059 -0.344 0.164 -2.095 0.036
DNEWEU 0.203 0.102 1.982 0.047 0.256 0.103 2.494 0.013 0.204 0.103 1.989 0.047
Std.Dev. 1.055 0.020 51.625 0.000 1.117 0.022 51.619 0.000 1.088 0.021 51.646 0.000

loglikelihood -2113.121 -2253.920 -2200.531
N 1618 1694 1668
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Table 6:  Tobit Regression Results:  Comparing Effects of TRADE, DISTANCE, and LANGUAGE on destination country equity or bonds

Equity model 1a Equity model 1a, dropping TRADE

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value

TRADE06 0.023 0.006 3.476 0.001 TRADE06 0.044 0.006 6.830 0.000 TRADE06 0.026 0.006 4.053 0.000
DISTANCE -0.127 0.016 -8.121 0.000 DISTANCE -0.143 0.015 -9.230 0.000 DISTANCE -0.129 0.016 -8.192 0.000
DISTSQR 0.004 0.001 5.012 0.000 DISTSQR 0.005 0.001 5.758 0.000 DISTSQR 0.004 0.001 5.037 0.000
LANGUAGE 0.227 0.078 2.897 0.004 LANGUAGE 0.291 0.080 3.658 0.000 LANGUAGE 0.290 0.082 3.536 0.000
MCEQUITYGDP06 -0.018 0.024 -0.724 0.469 MCEQUITYGDP06 -0.025 0.025 -1.020 0.308 MCEQUITYGDP06 -0.032 0.026 -1.248 0.212 MCEQUITYGDP06 -0.020 0.025 -0.836 0.403
TURNOVER -0.001 0.001 -1.482 0.138 TURNOVER 0.000 0.001 -0.422 0.673 TURNOVER 0.000 0.001 -0.656 0.512 TURNOVER -0.001 0.001 -1.797 0.072
EXM0106 -0.034 0.053 -0.646 0.518 EXM0106 -0.001 0.053 -0.015 0.988 EXM0106 -0.153 0.054 -2.837 0.005 EXM0106 -0.035 0.053 -0.651 0.515
IRATE3MO06 0.008 0.004 2.026 0.043 IRATE3MO06 0.007 0.004 1.594 0.111 IRATE3MO06 0.009 0.004 2.076 0.038 IRATE3MO06 0.009 0.004 2.184 0.029
BETAEQUITY06 -0.223 0.096 -2.323 0.020 BETAEQUITY06 -0.223 0.099 -2.253 0.024 BETAEQUITY06 -0.130 0.099 -1.306 0.192 BETAEQUITY06 -0.249 0.096 -2.581 0.010
DOING BUSINESS06 0.289 0.064 4.539 0.000 DOING BUSINESS06 0.278 0.066 4.223 0.000 DOING BUSINESS06 0.270 0.066 4.110 0.000 DOING BUSINESS06 0.295 0.064 4.595 0.000
USADR06 1.366 0.239 5.727 0.000 USADR06 1.490 0.245 6.079 0.000 USADR06 1.025 0.243 4.215 0.000 USADR06 1.381 0.241 5.725 0.000
GDR06 1.545 0.838 1.843 0.065 GDR06 1.663 0.864 1.924 0.054 GDR06 2.980 0.862 3.455 0.001 GDR06 1.345 0.844 1.595 0.111
DUK -0.594 0.185 -3.217 0.001 DUK -0.591 0.191 -3.096 0.002 DUK -0.334 0.191 -1.754 0.080 DUK -0.579 0.186 -3.104 0.002
DIREL 1.827 0.191 9.571 0.000 DIREL 1.756 0.196 8.950 0.000 DIREL 2.065 0.197 10.485 0.000 DIREL 1.843 0.193 9.558 0.000
DLUX 4.601 0.165 27.949 0.000 DLUX 4.611 0.170 27.124 0.000 DLUX 4.710 0.172 27.366 0.000 DLUX 4.632 0.166 27.882 0.000
DSWITZ -0.195 0.181 -1.078 0.281 DSWITZ -0.239 0.187 -1.283 0.199 DSWITZ 0.119 0.187 0.635 0.525 DSWITZ -0.154 0.182 -0.846 0.398
DHK 0.411 0.277 1.485 0.138 DHK 0.508 0.285 1.782 0.075 DHK 0.458 0.290 1.577 0.115 DHK 0.467 0.279 1.675 0.094
DSING 0.303 0.170 1.783 0.075 DSING 0.355 0.176 2.019 0.043 DSING 0.163 0.178 0.917 0.359 DSING 0.343 0.171 2.002 0.045
DUS -1.219 0.249 -4.886 0.000 DUS -1.171 0.256 -4.573 0.000 DUS -1.169 0.258 -4.531 0.000 DUS -1.217 0.252 -4.825 0.000
DEUROPR 0.072 0.096 0.751 0.453 DEUROPR 0.115 0.099 1.163 0.245 DEUROPR 0.297 0.098 3.030 0.002 DEUROPR 0.082 0.097 0.842 0.400
Std.Dev. 0.770 0.015 49.916 0.000 Std.Dev. 0.797 0.016 49.463 0.000 Std.Dev. 0.806 0.016 49.383 0.000 Std.Dev. 0.779 0.016 49.505 0.000

loglikelihood -1677.457 loglikelihood -1725.089 loglikelihood -1733.331 loglikelihood -1681.777
N 1686 N 1711 N 1686 N 1686

Bond model 1b Bond model 1b, dropping TRADE

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value

TRADE06 0.001 0.009 0.156 0.876 TRADE06 0.0326 0.0087 3.7690 0.0002 TRADE06 0.007 0.009 0.846 0.397
DISTANCE -0.183 0.022 -8.215 0.000 DISTANCE -0.188 0.022 -8.658 0.000 DISTANCE -0.188 0.023 -8.368 0.000
DISTSQR 0.006 0.001 5.256 0.000 DISTSQR 0.007 0.001 5.465 0.000 DISTSQR 0.007 0.001 5.340 0.000
LANGUAGE 0.475 0.106 4.481 0.000 LANGUAGE 0.483 0.107 4.505 0.000 LANGUAGE 0.558 0.110 5.071 0.000
MCAPBONDSGDP06 0.101 0.028 3.558 0.000 MCAPBONDSGDP06 0.099 0.029 3.416 0.001 MCAPBONDSGDP06 0.099 0.030 3.362 0.001 MCAPBONDSGDP06 0.096 0.029 3.345 0.001
EXM0106 0.021 0.068 0.312 0.755 EXM0106 0.040 0.069 0.580 0.562 EXM0106 -0.155 0.069 -2.266 0.023 EXM0106 0.031 0.069 0.446 0.656
IRATE3MO06 0.004 0.005 0.873 0.382 IRATE3MO06 0.003 0.005 0.733 0.464 IRATE3MO06 0.006 0.005 1.162 0.245 IRATE3MO06 0.005 0.005 0.967 0.334
BETABONDS06 -0.236 0.156 -1.510 0.131 BETABONDS06 -0.195 0.159 -1.224 0.221 BETABONDS06 -0.132 0.161 -0.819 0.413 BETABONDS06 -0.305 0.157 -1.940 0.052
DOING BUSINESS06 0.157 0.081 1.947 0.052 DOING BUSINESS06 0.160 0.082 1.952 0.051 DOING BUSINESS06 -0.004 0.082 -0.045 0.964 DOING BUSINESS06 0.182 0.081 2.240 0.025
ISSUANCE 0.976 0.170 5.741 0.000 ISSUANCE 0.985 0.173 5.701 0.000 ISSUANCE 1.584 0.166 9.522 0.000 ISSUANCE 0.973 0.172 5.656 0.000
DUK -0.212 0.222 -0.957 0.339 DUK -0.205 0.227 -0.903 0.366 DUK 0.004 0.230 0.019 0.985 DUK -0.193 0.224 -0.860 0.390
DIREL -0.025 0.236 -0.107 0.915 DIREL -0.020 0.240 -0.081 0.935 DIREL 0.198 0.245 0.809 0.418 DIREL 0.053 0.238 0.222 0.825
DLUX -0.042 0.341 -0.122 0.903 DLUX -0.014 0.345 -0.041 0.968 DLUX 0.272 0.353 0.772 0.440 DLUX 0.063 0.344 0.182 0.855
DSWITZ -0.510 0.236 -2.159 0.031 DSWITZ -0.532 0.241 -2.204 0.028 DSWITZ -0.310 0.245 -1.266 0.206 DSWITZ -0.430 0.238 -1.805 0.071
DUS -0.180 0.238 -0.757 0.449 DUS -0.157 0.232 -0.679 0.497 DUS -0.383 0.246 -1.556 0.120 DUS -0.192 0.240 -0.798 0.425
DEUROPR -0.268 0.164 -1.631 0.103 DEUROPR -0.281 0.165 -1.703 0.089 DEUROPR -0.341 0.171 -1.997 0.046 DEUROPR -0.251 0.166 -1.512 0.130
DNEWEU 0.209 0 2 0 DNEWEU 0 0 2 0 DNEWEU 0 0 4 0 DNEWEU 0 0 2 0
Std.Dev. 1.063 0.021 51.658 0.000 Std.Dev. 1.088 0.0212 51.3393 0.0000 Std.Dev. 1.106 0.022 51.238 0.000 Std.Dev. 1.075 0.0209 51.3468 0.0000

loglikelihood -2149.602 loglikelihood -2192.3040 loglikelihood -2200.8910 loglikelihood -2158.1180
N 1644 N 1669 N 1644 N 1644

Equity model 1a, dropping LANGUAGE (Language 
dummy)

Bond model 1b, dropping LANGUAGE (Language 
dummy)

Equity model 1a, dropping DISTANCE and DISTSQR

Bond model 1b, dropping DISTANCE and DISTSQR
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Table 7:  Tobit Regression Results:  Comparison of Fixed Effect Models with Bivariate Model

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value
CONSTANT 0.334 0.193 1.736 0.083
TRADE06 0.023 0.006 3.476 0.001 0.022 0.007 3.288 0.001 0.019 0.008 2.515 0.012
DISTANCE -0.127 0.016 -8.121 0.000 -0.127 0.016 -7.839 0.000 -0.143 0.019 -7.379 0.000
DISTSQR 0.004 0.001 5.012 0.000 0.004 0.001 4.655 0.000 0.005 0.001 3.938 0.000
LANGUAGE 0.227 0.078 2.897 0.004 0.228 0.082 2.785 0.005 0.248 0.074 3.334 0.001
MCEQUITYGDP06 -0.018 0.024 -0.724 0.469 0.001 0.025 0.048 0.962 0.004 0.031 0.125 0.900
TURNOVER -0.001 0.001 -1.482 0.138 -0.001 0.001 -1.488 0.137 0.000 0.001 -0.348 0.728
EXM0106 -0.034 0.053 -0.646 0.518 -0.052 0.054 -0.957 0.338 0.036 0.043 0.834 0.404
IRATE3MO06 0.008 0.004 2.026 0.043 0.011 0.004 2.604 0.009 0.009 0.004 2.256 0.024
BETAEQUITY06 -0.223 0.096 -2.323 0.020 -0.334 0.103 -3.236 0.001 -0.272 0.139 -1.958 0.050
DOING BUSINESS06 0.289 0.064 4.539 0.000 0.317 0.066 4.802 0.000 0.332 0.100 3.323 0.001
USADR06 1.366 0.239 5.727 0.000 1.318 0.245 5.369 0.000 1.119 0.408 2.741 0.006
GDR06 1.545 0.838 1.843 0.065 1.293 0.864 1.497 0.134 1.539 1.384 1.112 0.266
DUK -0.594 0.185 -3.217 0.001 -0.633 0.190 -3.331 0.001 -0.579 0.569 -1.018 0.309
DIREL 1.827 0.191 9.571 0.000 1.821 0.196 9.288 0.000 1.927 0.218 8.821 0.000
DLUX 4.601 0.165 27.949 0.000 4.556 0.169 26.889 0.000 4.577 0.130 35.096 0.000
DSWITZ -0.195 0.181 -1.078 0.281 -0.268 0.187 -1.435 0.151 -0.270 0.523 -0.517 0.605
DHK 0.411 0.277 1.485 0.138 0.190 0.290 0.657 0.511 0.158 0.591 0.267 0.790
DSING 0.303 0.170 1.783 0.075 0.213 0.176 1.208 0.227 0.197 0.327 0.604 0.546
DUS -1.219 0.249 -4.886 0.000 -1.226 0.257 -4.778 0.000 -1.102 0.628 -1.754 0.079
DEUROPR 0.072 0.096 0.751 0.453 0.063 0.099 0.633 0.527 0.035 0.110 0.320 0.749
Std.Dev. 0.770 0.015 49.916 0.000 0.791 0.016 48.439 0.000 0.822 0.010 78.628 0.000

loglikelihood -1677.457 -1647.017
N 1686 1636

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value
CONSTANT 0.941 0.192 4.912 0.000
TRADE06 0.001 0.009 0.156 0.876 0.000 0.009 -0.033 0.973 -0.004 0.015 -0.274 0.784
DISTANCE -0.183 0.022 -8.215 0.000 -0.184 0.023 -7.900 0.000 -0.215 0.026 -8.298 0.000
DISTSQR 0.006 0.001 5.256 0.000 0.006 0.001 5.001 0.000 0.007 0.002 4.112 0.000
LANGUAGE 0.475 0.106 4.481 0.000 0.534 0.112 4.765 0.000 0.532 0.112 4.744 0.000
MCAPBONDSGDP06 0.101 0.028 3.558 0.000 0.099 0.030 3.354 0.001 0.031 0.032 0.979 0.327
EXM0106 0.021 0.068 0.312 0.755 0.038 0.071 0.533 0.594 0.189 0.070 2.699 0.007
IRATE3MO06 0.004 0.005 0.873 0.382 0.003 0.005 0.668 0.504 -0.001 0.007 -0.091 0.927
BETABONDS06 -0.236 0.156 -1.510 0.131 -0.268 0.164 -1.638 0.101 -0.134 0.168 -0.798 0.425
DOING BUSINESS06 0.157 0.081 1.947 0.052 0.150 0.084 1.793 0.073 0.242 0.092 2.625 0.009
ISSUANCE 0.976 0.170 5.741 0.000 0.987 0.179 5.511 0.000 1.005 0.116 8.671 0.000
DUK -0.212 0.222 -0.957 0.339 -0.221 0.230 -0.961 0.337 -0.285 0.598 -0.478 0.633
DIREL -0.025 0.236 -0.107 0.915 -0.035 0.245 -0.142 0.887 0.135 0.415 0.325 0.745
DLUX -0.042 0.341 -0.122 0.903 -0.045 0.354 -0.126 0.900 0.561 0.435 1.292 0.196
DSWITZ -0.510 0.236 -2.159 0.031 -0.515 0.245 -2.104 0.035 -0.698 0.366 -1.909 0.056
DUS -0.180 0.238 -0.757 0.449 -0.185 0.246 -0.753 0.452 -0.140 1.209 -0.116 0.908
DEUROPR -0.268 0.164 -1.631 0.103 -0.270 0.171 -1.583 0.113 -0.405 0.209 -1.939 0.052
DNEWEU 0.209 0 2 0 0.189 0 2 0 0.128 0.096 1.337 0.181
Std.Dev. 1.063 0.021 51.658 0.000 1.100 0.022 49.638 0.000 1.195 0.019 64.239 0.000
rho 0.296 0.022 13.563 0.000

loglikelihood -2149.602 -2102.044 -3727.084
N 1644 1593 1569

Bivariate Model 

Bonds

Equity

Fixed effect model 1a Fixed model, sample adjusted
to correspond more closely with 

bivariate model sample
EquityEquity

Bonds Bonds
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Mean of dependent variable Estimated contribution to equity weight
Euro area investor in:

Marginal 
effect Std. Error P-value US

other euro 
area 

countries

EU 
enlargement 

countries US

other euro 
area 

countries

EU 
enlargement 

countries

TRADE06 0.012 0.004 0.002 4.76 4.60 0.64 0.057 0.059 0.008
DISTANCE -0.070 0.010 0.000 6.66 1.45 2.05 -0.102 -0.468 -0.144
DISTSQR 0.002 0.000 0.000 44.39 2.09 4.21 0.005 0.108 0.010
LANGUAGE 0.125 0.048 0.009 0.00 0.13 0.00 0.016 0.000 0.000
MCEQUITYGDP06 -0.010 0.013 0.466 1.97 1.23 0.51 -0.012 -0.019 -0.005
TURNOVER 0.000 0.000 0.137 182.80 100.51 33.46 -0.043 -0.077 -0.014
EXM0106 -0.019 0.028 0.510 0.68 0.00 0.06 0.000 -0.013 -0.001
IRATE3MO06 0.005 0.002 0.048 0.00 0.18 1.97 0.001 0.000 0.009
BETAEQUITY06 -0.123 0.043 0.005 0.76 1.12 1.11 -0.138 -0.093 -0.136
DOING BUSINESS06 0.160 0.049 0.001 1.75 1.45 1.36 0.279 0.231 0.217
USADR06 0.755 0.145 0.000 1.00 0.25 0.01 0.191 0.755 0.006
GDR06 0.853 0.506 0.092 0.00 0.01 0.04 0.004 0.002 0.035
DUK -0.328 0.106 0.002
DIREL 1.010 0.177 0.000
DLUX 2.542 0.344 0.000
DSWITZ -0.108 0.100 0.282
DHK 0.227 0.151 0.133
DSING 0.168 0.096 0.080
DUS -0.673 0.155 0.000 1 -0.673
DEUROPR 0.040 0.054 0.460 1 0.040

Total estimated contributions (excluding fixed effect intercept terms) -0.413 0.525 -0.016

Mean of dependent variable Estimated contribution to bond weight
Euro area investor in:

Marginal 
effect Std. Error P-value US

other euro 
area 

countries

EU 
enlargement 

countries US

other euro 
area 

countries

EU 
enlargement 

countries

TRADE06 0.001 0.005 0.876 4.76 4.60 0.64 0.004 0.004 0.001
DISTANCE -0.114 0.013 0.000 6.66 1.45 2.05 -0.759 -0.165 -0.234
DISTSQR 0.004 0.001 0.000 44.39 2.09 4.21 0.177 0.008 0.017
LANGUAGE 0.295 0.074 0.000 0.00 0.13 0.00 0.000 0.038 0.000
MCAPBONDSGDP06 0.063 0.018 0.000 1.29 1.70 0.20 0.081 0.107 0.013
EXM0106 0.013 0.043 0.757 0.68 0.00 0.06 0.009 0.000 0.001
IRATE3MO06 0.003 0.003 0.390 0.00 0.18 1.97 0.000 0.000 0.005
BETABONDS06 -0.147 0.089 0.100 0.66 1.04 0.77 -0.098 -0.152 -0.112
DOING BUSINESS06 0.098 0.054 0.071 1.75 1.45 1.36 0.171 0.141 0.133
ISSUANCE 0.608 0.131 0.000 0.02 0.82 0.53 0.014 0.500 0.320
DUK -0.132 0.138 0.339
DIREL -0.016 0.147 0.915
DLUX -0.026 0.212 0.903
DSWITZ -0.317 0.155 0.040
DUS -0.112 0.149 0.452 1 -0.112
DEUROPR -0.167 0.106 0.115 1 -0.167
DNEWEU 0.130 0.067 0.052 1 0.130

Total estimated contributions (excluding fixed effect intercept terms) -0.512 0.315 0.272

Equity investment

Bond investment

Table 8.  Estimated marginal contributions to relative portfolio weights from model 1a for equities and 1b bonds, and estimated 
effects for euro area investors
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Model 1a Model 2a model 1b model 2b

US 0.463 0.373 0.743 0.742
Austria 0.334 0.272 1.912 1.893
Belgium 0.354 0.288 0.924 0.841
Denmark 0.524 0.455 1.421 1.375
Finland 0.790 0.725 0.853 0.764
France 0.370 0.303 0.961 0.970
Germany 0.125 0.061 1.199 1.167
Greece -0.070 -0.133 0.534 0.514
Italy 0.281 0.218 0.562 0.495
Netherlands 0.350 0.285 1.404 1.368
Norway 0.451 0.378 1.080 1.089
Portugal 0.293 0.227 0.661 0.616
Spain 0.092 0.022 0.388 0.305
Sweden 0.578 0.508 0.787 0.686
Switzerland 0.384 0.309 1.302 1.259
UK 0.402 0.329 1.660 1.649
Czech Rep 0.311 0.243 0.449 0.428
Canada 0.160 0.070 0.679 0.602
Argentina 0.056 -0.049 0.109 0.036
Chile 0.267 0.167 0.396 0.283
Hong Kong 0.071 -0.027 1.144 1.142
Japan 0.243 0.152 1.067 1.035
Korea 0.029 -0.064 0.715 0.631
Malaysia -0.178 -0.276 0.205 0.103
Singapore 0.392 0.299 1.001 0.880
Australia 0.204 0.106 0.394 0.257

Equity Bonds

Table 9.  Fixed effect intercept coefficients from model 1a  (equity) 
and model 1b (bonds)
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Actual change 
in US equity 

weight

change in US 
equity weight 

relative to 
average change in 

foreign equity

Actual change 
in US bond 

weight

change in US bond 
weight relative to 
average change in 

foreign bonds

Austria -0.043 -0.130 0.009 -0.154
Belgium -0.043 -0.113 0.013 -0.143
Denmark 0.043 0.008 0.027 -0.046
Finland 0.054 -0.168 -0.015 -0.282
France -0.001 -0.117 0.031 -0.233
Germany -0.020 0.014 0.037 -0.132
Greece 0.055 -0.010 0.006 -0.191
Italy -0.044 -0.087 0.021 -0.009
Netherlands 0.171 0.084 -0.007 -0.133
Norway 0.112 0.050 0.134 -0.187
Portugal 0.025 -0.174 0.027 -0.103
Spain -0.014 -0.018 0.020 -0.014
Sweden -0.008 -0.029 0.052 -0.081
Switzerland -0.027 0.084 0.040 -0.081
UK 0.126 0.034 0.089 0.093
Czech Rep 0.002 0.041 -0.001 -0.080
Canada -0.007 0.039 0.132 0.049
Argentina 0.114 0.016 0.066 0.045
Chile 0.194 0.055 0.054 0.036
Hong Kong -0.022 -0.028 0.088 -0.031
Japan 0.014 0.016 0.026 0.047
Korea 0.019 -0.021 0.060 0.021
Malaysia 0.000 -0.007 0.004 -0.115
Singapore 0.062 -0.022 0.020 0.003
Australia 0.004 0.027 0.372 0.112

All investor countries 0.031 -0.033 0.052 -0.122

Equity Bonds

Table 10.  Change in foreign portfolio weights in U.S. equity and bonds and change relative 
to average change in foreign portfolio weights 
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Table 11
Probit Regressions:  Increase in equity portfolio weight in given destination country 

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value

TRADE06 0.049 0.014 3.553 0.000 0.046 0.014 3.239 0.001
DISTANCE -0.063 0.028 -2.233 0.026 -0.057 0.033 -1.727 0.084
DISTSQR 0.002 0.002 1.083 0.279 0.002 0.002 0.966 0.334
LANGUAGE -0.104 0.138 -0.752 0.452 -0.274 0.151 -1.808 0.071
RPEMC0106 -0.020 0.015 -1.356 0.175 -0.035 0.020 -1.744 0.081
EXT0601 -0.001 0.001 -1.184 0.236 -0.002 0.001 -1.590 0.112
IRATE3MO06 0.011 0.007 1.562 0.118 0.022 0.011 2.023 0.043
BETAEQUITY06 -0.110 0.159 -0.695 0.487 -0.245 0.196 -1.246 0.213
CRATE06 -0.158 0.267 -0.591 0.555 -0.660 0.348 -1.897 0.058
DCR0306 1.157 0.888 1.303 0.193 1.937 1.050 1.844 0.065
USADR06 0.294 0.260 1.134 0.257 0.004 0.268 0.015 0.988
GDR06 1.451 1.435 1.011 0.312 -0.370 1.667 -0.222 0.824

N 1684 1105
Log likelihood -788.444 -620.456

Pred 0 Pred 1 Total Pred 0 Pred 1 Total
Actual 0 926 105 1031 Actual 0 465 128 593
Actual 1 237 344 581 Actual 1 182 260 442
Total 1163 449 1612 Total 647 388 1035

Probit Regressions:  Increase in bond portfolio weight in given destination country 

Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value

TRADE06 0.004 0.010 0.432 0.666 -0.002 0.010 -0.159 0.874
DISTANCE -0.114 0.028 -4.066 0.000 -0.136 0.035 -3.904 0.000
DISTSQR 0.004 0.002 2.751 0.006 0.007 0.002 3.207 0.001
LANGUAGE 0.360 0.126 2.857 0.004 0.451 0.143 3.158 0.002
RPBMC0106 -0.037 0.015 -2.376 0.017 -0.061 0.020 -3.042 0.002
EXT0601 -0.001 0.001 -0.659 0.510 -0.001 0.001 -1.216 0.224
IRATE3MO06 0.010 0.006 1.583 0.113 -0.002 0.010 -0.223 0.823
BETABONDS06 0.058 0.198 0.295 0.768 -0.051 0.235 -0.216 0.829
CRATE06 -0.251 0.251 -0.998 0.318 -0.880 0.344 -2.561 0.010
DCR0306 0.490 0.912 0.537 0.591 1.657 1.110 1.492 0.136
ISSUANCE 0.655 0.163 4.031 0.000 0.755 0.193 3.907 0.000

N 1666 1083
Log likelihood -844.954 -611.287

Pred 0 Pred 1 Total Pred 0 Pred 1 Total
Actual 0 1023 104 1127 Actual 0 574 82 656
Actual 1 307 116 423 Actual 1 232 100 332
Total 1330 220 1550 Total 806 182 988

All investor-destination pairs
Excludes pairs with 0 weight in both 

2001 and 2006

All investor-destination pairs
Excludes pairs with 0 weight in both 

2001 and 2006
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Table 12:  Estimated increases in portfolio holdings and portfolio weights of US securities necessary to finance 
projected to finance U.S. current account deficit in 2020

All foreign investors 0.625 8.5 0.317
  Industrial countries 0.456 4.6 0.201
  Emerging Market countries 0.169 1.7 0.388

  Foreign Official Holders 2.2
  (holdings as share of U.S. liabilities) 0.26

Baseline 
Scenario Scenario Scenario

Baseline 
Scenario Scenario Scenario

Baseline 
Scenario Scenario Scenario

A B C A B C A B C
All foreign investors 0.691 0.691 0.691 34.3 34.3 34.3 0.544 0.544 0.544
  Industrial countries 0.480 0.512 0.431 10.4 15.5 5.6 0.236 0.330 0.141
  Emerging Market countries 0.211 0.179 0.260 5.3 3.6 7.8 0.486 0.389 0.583

  Foreign Official Holders 18.6 15.2 20.9
  (holdings as share of U.S. liabilities) 0.54 0.44 0.61

Assumptions:

Baseline case (Scenario A)
Emerging market country market capitalization and emerging market securities portfolios grow 8.3 percent on average.
Industrial country market capitalization and total securities portfolios grow 5.3 percent on average
Emerging market investors hold 15 percent of their total portfolio in U.S. securities (share held in 2006-2007)
Industrial country investors hold 7.5 percent of their total portfolio in U.S. securities (share held in 2006-2007)
Official investors acquire residual amount of U.S. securities necessary to finance the current account deficit.

Scenario B
Emerging market country market capitalization and emerging market securities portfolios grow 6.9 percent on average.
Industrial country market capitalization and total securities portfolios grow 5.8 percent on average
Emerging market investors hold 12 percent of their total portfolio in U.S. securities 
Industrial country investors hold 10.5 percent of their total portfolio in U.S. securities 
Official investors acquire residual amount of U.S. securities necessary to finance the current account deficit.

Scenario C
Emerging market country market capitalization and emerging market securities portfolios grow 10 percent on average.
Industrial country market capitalization and total securities portfolios grow 4.4 percent on average
Emerging market investors hold 18 percent of their total portfolio in U.S. securities 
Industrial country investors hold 4.5 percent of their total portfolio in U.S. securities 
Official investors acquire residual amount of U.S. securities necessary to finance the current account deficit.

Projections of U.S. current account and associated financing needs are taken from the baseline projections in Bertaut, Kamin, and Thomas (2008):  How 
Long can the  unsustainable U.S. current account deficit be sustained?  
In all scenarios, total foreign holdings of U.S. securities are assumed to reach $34.3 trillion by 2020.  Foreign and U.S. market capitalization are assumed to 
grow at their projected rates of growth of nominal GDP.  U.S. share of global market cap declines to .309 percent in 2020. 

Share of Global Market 
Capitalization

2006 2006 2006

Projected shares in 2020 Projected amounts in 2020 Projected weights in 2020

Estimated  holdings of US securities 
(trillions of dollars)

Relative Portfolio Weight in 
U.S. securities
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Appendix Table A1:  Tobit Regression Results:  comparison of models 1a and 1b with models without top censor

Results for Equity
Model 1a Model 1a no top censor Model 1a no top censor, excl Luxembourg Model 1a no top censor, excl Luxembourg

and several eastern European countries
Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value

TRADE06 0.023 0.006 3.476 0.001 -0.020 0.040 -0.493 0.622 0.020 0.011 1.838 0.066 0.019 0.010 1.905 0.057
DISTANCE -0.127 0.016 -8.121 0.000 -0.307 0.097 -3.167 0.002 -0.177 0.027 -6.660 0.000 -0.149 0.025 -5.929 0.000
DISTSQR 0.004 0.001 5.012 0.000 0.009 0.005 1.699 0.089 0.006 0.002 3.728 0.000 0.004 0.001 2.998 0.003
LANGUAGE 0.227 0.078 2.897 0.004 1.643 0.484 3.396 0.001 0.447 0.135 3.299 0.001 0.404 0.125 3.220 0.001
MCEQUITYGDP06 -0.018 0.024 -0.724 0.469 0.167 0.149 1.121 0.262 -0.039 0.041 -0.940 0.347 -0.048 0.039 -1.241 0.215
TURNOVER -0.001 0.001 -1.482 0.138 0.001 0.003 0.209 0.835 -0.001 0.001 -1.649 0.099 -0.002 0.001 -1.887 0.059
EXM0106 -0.034 0.053 -0.646 0.518 -0.161 0.324 -0.497 0.619 -0.060 0.089 -0.679 0.497 -0.096 0.083 -1.162 0.245
IRATE3MO06 0.008 0.004 2.026 0.043 0.043 0.026 1.662 0.097 0.032 0.007 4.648 0.000 0.035 0.006 5.363 0.000
BETAEQUITY06 -0.223 0.096 -2.323 0.020 -1.174 0.590 -1.988 0.047 -0.464 0.162 -2.869 0.004 -0.435 0.150 -2.909 0.004
DOING BUSINESS06 0.289 0.064 4.539 0.000 0.910 0.394 2.312 0.021 0.540 0.108 5.009 0.000 0.518 0.102 5.077 0.000
USADR06 1.366 0.239 5.727 0.000 6.914 1.468 4.709 0.000 2.382 0.405 5.878 0.000 2.127 0.374 5.685 0.000
GDR06 1.545 0.838 1.843 0.065 14.646 5.155 2.841 0.004 3.774 1.416 2.665 0.008 2.808 1.360 2.064 0.039
DUK -0.594 0.185 -3.217 0.001 -2.421 1.133 -2.136 0.033 -1.055 0.313 -3.376 0.001 -0.926 0.288 -3.219 0.001
DIREL 1.827 0.191 9.571 0.000 -0.518 1.184 -0.437 0.662 1.732 0.324 5.348 0.000 1.801 0.298 6.041 0.000
DLUX 4.601 0.165 27.949 0.000 30.911 1.011 30.589 0.000
DSWITZ -0.195 0.181 -1.078 0.281 -1.341 1.112 -1.206 0.228 -0.340 0.307 -1.108 0.268 -0.232 0.282 -0.822 0.411
DHK 0.411 0.277 1.485 0.138 0.179 1.702 0.105 0.916 0.774 0.470 1.648 0.099 0.817 0.435 1.880 0.060
DSING 0.303 0.170 1.783 0.075 1.180 1.046 1.128 0.259 0.457 0.288 1.588 0.112 0.429 0.265 1.619 0.105
DUS -1.219 0.249 -4.886 0.000 -5.095 1.534 -3.321 0.001 -1.952 0.423 -4.617 0.000 -1.714 0.391 -4.379 0.000
DEUROPR 0.072 0.096 0.751 0.453 1.692 0.592 2.859 0.004 -0.089 0.167 -0.533 0.594 0.025 0.156 0.161 0.872
Std.Dev. 0.770 0.015 49.916 0.000 4.728 0.094 50.469 0.000 1.303 0.026 49.391 0.000 1.199 0.025 48.303 0.000

loglikelihood -1677.457 -3566.299 -2011.552 -1829.908
N 1686 1686 1660 1560

Results for Bonds
Model 1b Model 1b no top censor Model 1b no top censor, excl Luxembourg Model 1b no top censor, excl Luxembourg

and several eastern European countries
Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value Coeff. Std.Err. t-ratio P-value

TRADE06 0.001 0.009 0.156 0.876 -0.003 0.026 -0.106 0.915 -0.005 0.027 -0.173 0.862 0.004 0.014 0.299 0.765
DISTANCE -0.183 0.022 -8.215 0.000 -0.397 0.067 -5.912 0.000 -0.402 0.068 -5.872 0.000 -0.164 0.038 -4.353 0.000
DISTSQR 0.006 0.001 5.256 0.000 0.015 0.004 3.985 0.000 0.015 0.004 3.984 0.000 0.005 0.002 2.246 0.025
LANGUAGE 0.475 0.106 4.481 0.000 0.657 0.320 2.052 0.040 0.700 0.331 2.117 0.034 0.545 0.178 3.070 0.002
MCAPBONDSGDP06 0.101 0.028 3.558 0.000 0.247 0.086 2.884 0.004 0.377 0.124 3.033 0.002 0.212 0.068 3.133 0.002
EXM0106 0.021 0.068 0.312 0.755 0.109 0.205 0.533 0.594 0.102 0.207 0.494 0.621 0.037 0.112 0.326 0.744
IRATE3MO06 0.004 0.005 0.873 0.382 0.016 0.014 1.125 0.261 0.017 0.014 1.180 0.238 0.005 0.008 0.621 0.535
BETABONDS06 -0.236 0.156 -1.510 0.131 -0.374 0.470 -0.796 0.426 -0.533 0.492 -1.083 0.279 -0.316 0.266 -1.187 0.235
DOING BUSINESS06 0.157 0.081 1.947 0.052 0.563 0.243 2.313 0.021 0.516 0.249 2.077 0.038 0.095 0.134 0.706 0.480
ISSUANCE 0.976 0.170 5.741 0.000 1.740 0.512 3.399 0.001 1.782 0.523 3.406 0.001 1.404 0.314 4.471 0.000
DUK -0.212 0.222 -0.957 0.339 -0.438 0.666 -0.658 0.511 -0.507 0.674 -0.752 0.452 -0.172 0.362 -0.476 0.634
DIREL -0.025 0.236 -0.107 0.915 -0.444 0.711 -0.625 0.532 -0.770 0.752 -1.024 0.306 -0.257 0.404 -0.635 0.526
DLUX -0.042 0.341 -0.122 0.903 -1.001 1.026 -0.976 0.329
DSWITZ -0.510 0.236 -2.159 0.031 -0.684 0.709 -0.965 0.334 -0.584 0.721 -0.810 0.418 -0.433 0.388 -1.117 0.264
DUS -0.180 0.238 -0.757 0.449 0.017 0.714 0.024 0.981 -0.115 0.728 -0.158 0.875 -0.222 0.391 -0.568 0.570
DEUROPR -0.268 0.164 -1.631 0.103 -1.367 0.494 -2.768 0.006 -1.462 0.516 -2.831 0.005 -0.564 0.298 -1.895 0.058
DNEWEU 0.209 0.102 2.044 0.041 0.687 0.308 2.228 0.026 0.729 0.314 2.323 0.020 0.249 0.190 1.307 0.191
Std.Dev. 1.063 0.021 51.658 0.000 3.190 0.061 52.004 0.000 3.219 0.063 51.487 0.000 1.727 0.034 50.427 0.000

loglikelihood -2149.602 -3216.293 -3165.888 -2330.104
N 1644 1644 1618 1519
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Figure 1.  Foreign acquisitions of U.S. securities and U.S. aquisitions of foreign securities
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Figure 2.  Estimated Foreign Holdings of US Long-Term Securities,
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Figure 3.  Portfolio shares in foreign long-term debt securities, foreign private holdings 
from the 2001 and 2006 CPIS plus estimated reserve holdings
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Figure 4.  Shares of Global Bond and Equity Markets Capitalization, 2001 and 2006
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Figure 5

Change in Relative Portfolio Weights in U.S. and Foreign Equity, 2001-2006
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Figure 6

Change in Relative Portfolio Weights in U.S. and Foreign Bonds (Private Portfolios), 2001-2006
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Figure 7

Change in Relative Portfolio Weight in U.S. and Foreign Bonds, Including Reserves, 2001-2006

0.0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9
0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

Relative Portfolio Weight in Foreign Bonds, Including Reserves

2001

2006

 Relative Portfolio Weight in U.S. Bonds, Including Reserves

EUR

ARG
CZE

HK

JAP

KOR

NOR

PHI

SIN

SWE
SWI

THA

UK

0.0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9
0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

Note: Malaysia 2001 is estimate based on 2002 CPIS. Relative Portfolio Weight in Foreign Bonds Including Reserves

2001

2006

 Relative Portfolio Weight in U.S. Bonds, Including Reserves

AUS

CAN

CHI

DEN

MAL

50



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




