

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	A Note on Nonsense Predictive Regressions Arising from Structural Breaks

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			9 Pages
		
		

		Posted: 3 Aug 2006
		
		
		
	

	
		
			
			




	See all articles by Alexander W. ButlerAlexander W. Butler
Rice University - Jesse H. Jones Graduate School of Business
Gustavo Grullon
Rice University - Jesse H. Jones Graduate School of Business
James Weston
Rice University - Jesse H. Jones Graduate School of Business


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: July 31, 2006

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		In this short note we respond to the argument advanced by Baker, Taliaferro, and Wurgler (2006) that our criticism of the market timing literature is simply a reinterpretation of Stambaugh's (1999) small sample bias.  We show analytically how structural breaks in an economic time-series may result in spurious, or nonsense, predictive regressions, whether or not there is any small-sample bias at play.  We also provide a simple example showing that the magnitude of this bias could explain the predictive power of certain variables. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Market Timing, Spurious Regressions

	
	

	
    

    
	

	
	
		JEL Classification: G14, G32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Butler,  Alexander W. and Grullon,  Gustavo and Weston,  James Peter, A Note on Nonsense Predictive Regressions Arising from Structural Breaks (July 31, 2006).  Available at SSRN: https://ssrn.com/abstract=921420 or http://dx.doi.org/10.2139/ssrn.921420 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Alexander W. Butler

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Rice University - Jesse H. Jones Graduate School of Business  ( email )

			

			
			
				
				
				
					MS 531
Houston, TX  77005
United States
713-348-6341 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.owlnet.rice.edu/~awbutler/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Gustavo Grullon (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Rice University - Jesse H. Jones Graduate School of Business  ( email )

			

			
			
				
				
				
					P.O. Box 2932
Houston, TX  77252-2932
United States
(713) 348-6138 (Phone)
(713) 348-6331 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.ruf.rice.edu/~grullon/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						James Peter Weston

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Rice University - Jesse H. Jones Graduate School of Business  ( email )

			

			
			
				
				
				
					6100 South Main Street
P.O. Box 1892
Houston, TX  77005
United States
713-348-4480 (Phone)
713-348-6331 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      318

			

		
		
		
			Abstract Views

			    1,808

		

		
		 
		
			Rank

			  174,748

		

		
	


	
		
            
            	        9 Citations
		

	

	
		
			
				       10 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,905

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,411

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

                                    

                                

                                
                            

                        

                    

                
	
                    Corporate Finance: Capital Structure & Payout Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Capital Structure & Payout Policies eJournal

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

                                
                                    
                                        FOLLOWERS

                                            2,644

                                    

                                    
                                        PAPERS

                                           15,037

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Equity Share in New Issues and Aggregate Stock Returns

                        
                            By
                                
                                
                                    
                                    Malcolm P. Baker
                                     and 
                                
                                    
                                    Jeffrey Wurgler
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Equity Share in New Issues and Aggregate Stock Returns

                        
                            By
                                
                                
                                    
                                    Malcolm P. Baker
                                     and 
                                
                                    
                                    Jeffrey Wurgler
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Maturity of Debt Issues and Predictable Variation in Bond Returns

                        
                            By
                                
                                
                                    
                                    Malcolm P. Baker, 
                                    
                                
                                    
                                    Robin M. Greenwood, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Maturity of Debt Issues and Predictable Variation in Bond Returns

                            
                                By
                                    
                                    
                                        
                                        Malcolm P. Baker, 
                                        
                                    
                                        
                                        Robin M. Greenwood, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Rate of Return to Corporate Capital and Factor Shares: New Estimatesusing Revised National Income Accounts and Capital Stock Data

                            
                                By
                                    
                                    
                                        
                                        James M. Poterba
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Corporate Cost of Capital and the Return on Corporate Investment

                            
                                By
                                    
                                    
                                        
                                        Eugene F. Fama
                                         and 
                                    
                                        
                                        Kenneth R. French
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Aggregate Change in Shares and the Level of Stock Prices

                            
                                By
                                    
                                    
                                        
                                        William R. Nelson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Managerial Actions in Response to a Market Downturn: Valuation Effects of Name Changes in the Dot.Com Decline

                            
                                By
                                    
                                    
                                        
                                        Ajay Khorana, 
                                        
                                    
                                        
                                        Michael J. Cooper, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
