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		Abstract

		We show that institutional portfolio rules induce regression discontinuity experiments in stock markets using the Russell indices. Stocks are ranked each May 31st based on their market capitalization. Those ranked above the 1000 cut-off are in the Russell 1000. Those below the 1000 cut-off and above the 3000 cut-off are in the Russell 2000. Indices are value-weighted.  Small stocks just below the 1000 cut-off are heavily weighted in Russell 2000 and receive more forced buying than large ones just above the cut-off that have little weight in Russell 1000. Just-included stocks have discontinuously higher returns in June compared to just-excluded ones, followed by return reversal in July. Just-included stocks discontinuously co-vary more with the market subsequent to index inclusion. There is also a discontinuity around the 3000 cut-off.  

NOTE: This is an old draft.  The new draft "Regression Discontinuity and the Price Effects of Stock Market Indexing" can be found at: http://ssrn.com/abstract=2288184 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: portfolio rules, regression discontinuity, index inclusion

	
	

	
    

    
	

	
	
		JEL Classification: G11, G12, G14, G2

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chang,  Yen-Cheng and Hong,  Harrison G., Rules and Regression Discontinuities in Asset Markets (August 27, 2012).  Available at SSRN: https://ssrn.com/abstract=1918594 or http://dx.doi.org/10.2139/ssrn.1918594 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Yen-Cheng Chang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Taiwan University - Department of Finance  ( email )

			

			
			
				
				
				
					1, Sec. 4, Roosevelt Road
Taipei, 106
Taiwan

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Taiwan University - Center for Research in Econometric Theory and Applications  ( email )

			

			
			
				
				
				
					1, Sec. 4, Roosevelt Road
Taipei, 106
Taiwan

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Harrison G. Hong (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Columbia University, Graduate School of Arts and Sciences, Department of Economics  ( email )

			

			
			
				
				
				
					420 W. 118th Street
New York, NY  10027
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      714

			

		
		
		
			Abstract Views

			    5,169

		

		
		 
		
			Rank

			    5,955

		

		
	


	
		
            
            	        2 Citations
		

	

	



	
		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

                                    

                                
                            

                        

                    

                
	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

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

                                
                                    
                                        FOLLOWERS

                                            2,978

                                    

                                    
                                        PAPERS

                                           17,673

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

            	
                        
                        

                        
                        
                        The Real Effects of Financial Markets

                        
                            By
                                
                                
                                    
                                    Philip Bond, 
                                    
                                
                                    
                                    Alex Edmans, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Real Effects of Financial Markets

                        
                            By
                                
                                
                                    
                                    Philip Bond, 
                                    
                                
                                    
                                    Alex Edmans, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Real Effects of Financial Shocks: Evidence from Exogenous Changes in Analyst Coverage

                        
                            By
                                
                                
                                    
                                    FranÃ§ois Derrien
                                     and 
                                
                                    
                                    Ambrus Kecskes
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Real Effects of Analyst Coverage

                            
                                By
                                    
                                    
                                        
                                        FranÃ§ois Derrien
                                         and 
                                    
                                        
                                        Ambrus Kecskes
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.141 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
