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International Evidence on the Size Effect
SAVINA RIZOVA

The existence of a size effect, the tendency of small capitalization stocks to outperform
large capitalization stocks, has been well documented in the United States (e.g., Banz
1981, Fama and French 1992 and 1993). The goal of this overview is to summarize the
international evidence.'

There are numerous studies on the existence of a size effect in developed markets. A
strong negative relation between average stock returns and firm size has been found
in the United Kingdom (Corhay et al. 1988), Ireland (Coghlan 1988), Spain (Rubio
1988), Belgium (Hawawini et al. 1989), Japan (Hawawini 1991, Chan et al. 1991),
Switzerland (Corniolay and Pasquier 1991), Germany and Sweden (Heston et al. 1995),
and Greece (Leledakis et al. 2003). For France and Canada, earlier research (Hawawini
and Viallet 1987, Calvet and Lefoll 1989) does not find a reliable size effect, whereas
later research (Heston et al. 1995, Elfakhani et al. 1998) does.

There is also ample evidence that the size premium is positive for most developed
markets (see Exhibit 1). Size premium is the difference in average returns between
small and large stocks. Positive size premiums have been documented in Australia
(Brown et al. 1983); Canada (Berges et al. 1984); Japan (Ziemba 1991); Ireland
(Coghlan 1988); Spain (Rubio 1988); New Zealand (Gillan 1990); Singapore (Wong
et al. 1990); France (Louvet et al. 1991); Switzerland (Corniolay and Pasquier 1991);

! Most of the literature published prior to 1996 is reviewed by Hawawini and Keim (2000).
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Germany (Stehle 1992); the United Kingdom (Strong and Xu 1997); Austria, Norway,
the Netherlands, and Denmark (Heston et al. 1999); and Greece (Rouwenhorst 1999).

A negative size premium has been found in Italy (Heston et al. 1999) and Portugal
(Rouwenhorst 1999). For Belgium, Hawawini et al. (1989) estimate a positive
premium, whereas Heston et al. (1999) report a negative one. Heston et al. also look at
an international sample of twelve European countries from 1978 to 1995 and find that
the size premium for Europe is 29 basis points monthly, or 3.48% annualized (with
a t-statistic of 3.67). Bauman et al. (1998) examine developed markets not only in
Europe but around the globe. They report that the difference in average annual returns
between the smallest-cap and largest-cap quartiles of non-US developed markets is
11.2% for 1986-1996. In addition, Liew and Vassalou’s study (2000) confirms the
existence of a size effect in developed markets when controlling for book-to-market
and momentum effects.

The tendency of small stocks to have higher average returns than large stocks has
also been documented in emerging markets. Herrera and Lockwood (1994) find that
firm size is inversely related to average returns in Mexico for the 1987-1992 period.
Chui and Wei (1998) report an inverse relation between stock returns and size in Hong
Kong, Korea, Malaysia, Thailand, and Taiwan. The relation is reliable in all Pacific
Basin markets except Taiwan.

Rouwenhorst (1999) examines the size effect for twenty emerging markets in Latin
America, Europe, Africa, the Middle East, and Asia from as early as January 1982
to April 1997. Even though the size premium is not statistically reliable for many
individual markets (probably due to short sample periods and high return volatility),
an international portfolio of small stocks has outperformed an international portfolio
of large stocks by an average of 69 basis points per month, or 8.28 percentage points
annualized (with a t-statistic of 3.09). Adjusting for the book-to-market effect, Drew
and Veeraraghavan (2001) provide evidence of a size premium in Korea, Hong Kong,
Malaysia, and the Philippines. Using the same methodology, Drew et al. (2003) find a
strong size premium in China. From 1994 to 2001, small companies outperformed large
companies on the Shanghai stock exchange by an average of 93 basis points monthly,
or 11.12 percentage points annualized (t-statistic = 2.38). For further information on
the size premiums documented in emerging markets, see Exhibit 2.

To summarize, there is ample academic evidence that small stocks tend to have higher
expected returns than large stocks not just in the United States but also in developed
and emerging markets. Hence, the size effect is a reliable global phenomenon.
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