
Accepted Manuscript

Foreign institutional ownership and liquidity commonality around
the world

Baijun Deng, Zhongfei Li, Yong Li

PII: S0929-1199(17)30700-9
DOI: doi:10.1016/j.jcorpfin.2018.04.005
Reference: CORFIN 1367

To appear in: Journal of Corporate Finance

Received date: 18 November 2017
Revised date: 31 March 2018
Accepted date: 27 April 2018

Please cite this article as: Baijun Deng, Zhongfei Li, Yong Li , Foreign institutional
ownership and liquidity commonality around the world. The address for the corresponding
author was captured as affiliation for all authors. Please check if appropriate. Corfin(2017),
doi:10.1016/j.jcorpfin.2018.04.005

This is a PDF file of an unedited manuscript that has been accepted for publication. As
a service to our customers we are providing this early version of the manuscript. The
manuscript will undergo copyediting, typesetting, and review of the resulting proof before
it is published in its final form. Please note that during the production process errors may
be discovered which could affect the content, and all legal disclaimers that apply to the
journal pertain.

https://doi.org/10.1016/j.jcorpfin.2018.04.005
https://doi.org/10.1016/j.jcorpfin.2018.04.005


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

1 
 

 

Foreign institutional ownership and liquidity commonality around the world  

 

Baijun Denga,b, Zhongfei Lic*, Yong Lid,1 

a. Research Center, Shenzhen Capital Group Co. Ltd., Shenzhen, 518048 

b. PBC School of Finance, Tsinghua University, Beijing, 100083 

c. Sun Yat-sen Business School, Sun Yat-sen University, Guangzhou, 510275 

d. School of Finance, University of International Business and Economics, Beijing, 100029 

 

ABSTRACT 

In this study, we identify the relation between foreign institutional ownership and stock liquidity 

commonality in 39 countries from 2000 to 2014. Our results show a negative and robust linkage 

between foreign institutional ownership and global stock liquidity commonality. Corporate 

transparency is a key mechanism through which foreign institutional investors can reduce stock 

liquidity commonality. Independent and U.S.-based foreign institutional investors have a greater 

effect on reducing stock liquidity commonality. Additionally, there is a U-shaped relation between 

foreign institutional ownership and stock liquidity commonality. Next, we provide evidence that 

foreign institutional investors mitigate the effects of local culture, exaggerate the impacts of 

economic policy uncertainty, and substitute the role of a country’s corporate governance level. 

Finally, it is evident that stock liquidity commonality mediates the relation between foreign 

institutional ownership and firm valuation. Foreign institutional investors can enhance firm 

valuation through stock liquidity commonality and stock illiquidity. 
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