
  Cart Log in Register

Home   Journal of Business & Economic Statistics   List of Issues   Volume 6, Issue 1

 Stable Factors in Security …

The online home for the publications of the American Statistical Association

Volume 6, 1988 - Issue 1

Journal of Business & Economic Statistics 

28

Views 

30

CrossRef citations to date 

0

Altmetric

 Cite this article   https://doi.org/10.1080/07350015.1988.10509628

Original Articles

Stable Factors in Security Returns:

Identification Using Cross-Validation

Pages 1-15 | Published online: 02 Jul 2012

 &Delores A. Conway Marc R. Reinganum

 

     References  Citations   Metrics   Reprints & Permissions

 Read this article  Share

Abstract

Recent papers in financial research focus on identifying a stable factor structure for

security returns. The likelihood ratio test typically is used to determine the number of

factors from exploratory factor analysis models. In this article, we consider the use of

cross-validation to identify a stable factor structure in security returns. When applied to

actual stock-return data, cross-validation identifies a smaller number of stable factors

than the likelihood ratio test. In groups of 30–60 randomly selected securities, cross-

validation suggests one dominant factor, whereas the likelihood ratio test identifies

from four to six factors. Furthermore, when groups are designed to highlight industry or

size effects, the discovery of more than one dominant factor is problematic. Even if

there are multiple economic factors generating stock returns, they may be difficult to

disentangle if the underlying factors tend to be correlated.



We Care About Your Privacy

We and our 907 partners store and access personal data,

like browsing data or unique identifiers, on your device.

Selecting "I Accept" enables tracking technologies to

support the purposes shown under "we and our partners

process data to provide," whereas selecting "Reject All" or

withdrawing your consent will disable them. If trackers are

disabled, some content and ads you see may not be as

relevant to you. You can resurface this menu to change your

choices or withdraw consent at any time by clicking the

["privacy preferences"] link on the bottom of the webpage

[or the floating icon on the bottom-left of the webpage, if

applicable]. Your choices will have effect within our Website.

For more details, refer to our Privacy Policy. Here

We and our partners process data to provide:

U i l ti d t A ti l d i

I Accept

Reject All

Show Purpose

https://amstat.tandfonline.com/
https://amstat.tandfonline.com/action/showCart?FlowID=1
https://amstat.tandfonline.com/action/showLogin?uri=%2Fdoi%2Fabs%2F10.1080%2F07350015.1988.10509628
https://amstat.tandfonline.com/action/registration?redirectUri=%2F
https://amstat.tandfonline.com/
https://amstat.tandfonline.com/ubes20
https://amstat.tandfonline.com/loi/ubes20
https://amstat.tandfonline.com/toc/ubes20/6/1
https://amstat.tandfonline.com/toc/ubes20/6/1
https://amstat.tandfonline.com/journals/ubes20
https://doi.org/10.1080/07350015.1988.10509628
https://amstat.tandfonline.com/author/Conway%2C+Delores+A
https://amstat.tandfonline.com/author/Reinganum%2C+Marc+R
https://amstat.tandfonline.com/doi/ref/10.1080/07350015.1988.10509628?scroll=top
https://amstat.tandfonline.com/doi/citedby/10.1080/07350015.1988.10509628?scroll=top&needAccess=true
https://amstat.tandfonline.com/doi/metrics/10.1080/07350015.1988.10509628?scroll=top
https://amstat.tandfonline.com/doi/permissions/10.1080/07350015.1988.10509628?scroll=top
https://amstat.tandfonline.com/doi/abs/10.1080/07350015.1988.10509628
https://www.addtoany.com/share#url=https%3A%2F%2Famstat.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F07350015.1988.10509628&title=Stable%20Factors%20in%20Security%20Returns%3A%20Identification%20Using%20Cross-Validation%3A%20Journal%20of%20Business%20%26%20Economic%20Statistics%3A%20Vol%206%2C%20No%201
https://www.informa.com/privacy-policy/


 KEY WORDS: Arbitrage pricing theory Factor analysis Statistical methods in finance Likelihood ratio test

Covariance structures

 

Further reading 

Cited by

© Informa Group plc

Privacy policy

Cookies

Terms & conditions

Accessibility

Help

Contact us

Registered in England & Wales No. 3099067

5 Howick Place | London | SW1P 1WG

Recommended articles

https://amstat.tandfonline.com/keyword/Arbitrage+pricing+theory
https://amstat.tandfonline.com/keyword/Factor+analysis
https://amstat.tandfonline.com/keyword/Statistical+methods+in+finance
https://amstat.tandfonline.com/keyword/Likelihood+ratio+test
https://amstat.tandfonline.com/keyword/Covariance+structures
http://www.tandfonline.com/privacy-policy
http://www.tandfonline.com/cookies
http://www.tandfonline.com/terms-and-conditions
http://www.tandfonline.com/accessibility
http://www.tandfonline.com/page/help
http://www.tandfonline.com/action/contactUs
http://taylorandfrancis.com/

