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In this paper, we use a novel application of the Capital Assets Pricing Model (CAPM) with
country betas to determine if U.S. investors would benefit by adding iShares exchange-traded
country index funds into their portfolios. Our findings indicate that U.S. investors would benefit by
including any of the 21 iShares country index funds studied in the paper in their portfolios. We also
use the Markowitz mean-variance portfolio optimization approach to determine which iShares
country index funds can make the greatest contribution to global portfolios. We find that U.S.
investors could increase the portfolio return per unit of volatility risk by increasing the foreign
investment component in their global portfolios.
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Previous evidence on market efficiency in emerging economies could be tainted by the presence of thin
trading and price non-linearity. We examine the impact of thin trading by decomposing weekly stock returns
into permanent and cyclical components and then subject the permanent component (correct index) to a
battery of efficiency diagnostic tests; and account for price non-linearitv by modeling stock returns in the
context of an EGARCH-in-mean. Our results from weekly returns in twenty emerging markets are unanimous
in rejecting efficiency in all markets after adjustments for thin trading and price non-linearitv. We also find
evidence that regulatory reforms have enhanced market efficiency but only in some of the sampled markets.
implying that emerging markets can benefit from further regulatory changes. Until then, though, several
emerging markets remain a potential lucrative source of arbitrage opportunities for international investors







