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		Abstract

		Stock markets proved to be statistically predictable on an economically interesting scale over the past decade by fully data driven automatically constructed maps that associate to a set of new factor values a return prediction that is the average of historically observed returns for an area in factor space around the new values. Partitioning of the factor space in suitable areas is easily done by regression trees. Annual updating improves performance.  

Such an updated model with five value and two momentum factors on World Industrials showed out-of-sample over the past decade and after transaction costs more than 90% probability of best to worst quintile outperformance within six months, and 90% probability of more than 15% annual outperformance over ten years. Such models deliver excellent return/risk tradeoff and lower risk by internal diversification of alpha sources, exploiting linear as well as non-linear multifactor anomalies.  

The choice of factors requires economic expertise and insight, both enhanced by single factor maps and projections of regression tree models that allow to interpret the contents of the noisy and extensive tree models. Such maps as function of time show for instance that momentum factors ceased to work over the past decade while value factors proved reliable. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Stock Prediction, Nonlinear multifactor model, Momentum, Value, Regression tree

	
	

	
    

    
	

	
	
		JEL Classification: C45, C51, C53, C67, G11, G12, G14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Verbiest,  Eddy Hector, Stock Return Prediction by History Mapping (November 23, 2011).  Available at SSRN: https://ssrn.com/abstract=1963679 or http://dx.doi.org/10.2139/ssrn.1963679 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Eddy Hector Verbiest (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Avondale Alternative Advisors  ( email )

			

			
			
				
				
				
					Rue d'argout, 5, Floor 1
Paris, 75002
France
+32478798850 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.avondale-aa.net
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      314

			

		
		
		
			Abstract Views

			    2,706

		

		
		 
		
			Rank

			  177,666

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Capital Markets: Market Efficiency eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Efficiency eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,918

                                    

                                    
                                        PAPERS

                                           23,377

                                    

                                

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Î² = 1 Does a Better Job than Calculated Betas

                        
                            By
                                
                                
                                    
                                    Pablo Fernandez
                                     and 
                                
                                    
                                    Vicente J. Bermejo
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Betas Used by Professors: A Survey with 2,500 Answers

                        
                            By
                                
                                
                                    
                                    Pablo Fernandez
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Do Stock Prices Influence Analystsâ€™ Earnings Forecasts?

                        
                            By
                                
                                
                                    
                                    Jeffrey S. Miller
                                     and 
                                
                                    
                                    Lisa M. Sedor
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Momentum Loses Its Momentum: Implications for Market Efficiency

                            
                                By
                                    
                                    
                                        
                                        Debarati Bhattacharya, 
                                        
                                    
                                        
                                        Raman Kumar, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            One-Month Individual Stock Return Reversals and Industry Return Momentum

                            
                                By
                                    
                                    
                                        
                                        Marc William Simpson, 
                                        
                                    
                                        
                                        Emiliano Giudici, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Return Prediction and Anomaly Detection by Regression Trees

                            
                                By
                                    
                                    
                                        
                                        Eddy H. Verbiest
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Stock Prices Influence Analystsâ€™ Earnings Forecasts?

                            
                                By
                                    
                                    
                                        
                                        Lisa M. Sedor
                                         and 
                                    
                                        
                                        Jeffrey S. Miller
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
