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Psychic Distance and Foreign Portfolio Investment

—— An Empirical Research Based on Cross-Country Data

YANG Da, LIU Hong-zhong
(School of International Studies. Liaoning University, Shenyang 110136, China)

Abstract: Clarifying the factors affecting the choice of foreign portfolio investment
will not only help investors to better invest in foreign securities, but also help a
country to effectively attract foreign capital. Based on the theoretical explanation of
the psychic distance affecting the choice of foreign portfolio investment, the
improved gravity model of foreign portfolio investment and the application of cross-
country data, the paper empirically examines the influence of psychic distance and
its dimensions on the two types of foreign portfolio investment, namely, foreign
equity investment and foreign bond investment. The empirical results show that
psychic distance or psychic distance components have a significant negative impact
on the two types of foreign portfolio investment. And the degree of negative impact
on foreign bond investment is stronger than the negative impact on foreign equity
investment. At the same time, the quality of accounting, the efficiency of financial
services and the degree of investor protection have a significant positive impact on
the two types of foreign portfolio investment.
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PSD; , —0.297"""  1.872 —0.343""" 2,005
LAD;, —0.108"""  2.185 —0.125"""  2.531
CUD;,, —0.039"" 1.976 —0.046"" 1. 987
RED;; , —0.074""  3.028 —0.085"""  2.971
EDD, , —0.051" 1. 394 —0.059" 1. 960
POD;, —0.022"" 1.074 —0.026"" 1.872
pwd,; —0.069" 2.239 —0.053" 2.006 —0.080" 2.605 —0.072"" 2. 059
In(1+ | REL;,,—, D 0.091" 3.013  0.097" 3.006
In(1+ |RDBy., D 0.107*" 3.392 0.112* 3.017
thi,, —0.266"" 1.552 —o0.324""  1.051 —0.207"" 1.353 —0.263"" 1.432
acq, 0.259"""  2.003 0.282°""  2.196 0.159"" 1.873 0.171"" 1. 965
ava,, 0.117*" 2.012 0.103" 2.053 0.149" 2.006 0.113* 1.997
inp;, 0.085"" 1.557 0.064"" 1.608 0.091" 1.923 0.079"" 1.862
prs; —0.169""°  1.402 —0.213"" 1.037 —0.203"" 1.985 —0.262"" 1.116
R? 0.597 0.591 0.629 0.621
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