
Ad
ve

r

The Journal of Finance / Volume 58, Issue 4 /  pp. 1393-1413

article

Spurious Regressions in Financial Economics?

First published: 15 July 2003

https://doi.org/10.1111/1540-6261.00571

ABSTRACT

REFERENCES 

Bekaert, Geert, Robert J. Hodrick, and David Marshall, 1997, On biases in tests of the expectations hypothesis of
the term structure, Journal of Financial Economics 44, 309–348.

Bossaerts, Peter, and Pierre Hillion, 1999, Implementing statistical criteria to select return forecasting models:
What do we learn? Review of Financial Studies 12, 405–428.

Boudoukh, Jacob, and Matthew Richardson, 1994, The statistics of long-horizon regressions, Mathematical

Finance 4, 103–120.

Breen, William, Lawrence R. Glosten, and Ravi Jagannathan, 1989, Economic signi�cance of predictable
variations in stock index returns, Journal of Finance 44, 1177–1190.

Wayne E. Ferson, Sergei Sarkissian, Timothy T. Simin

PDF

Even though stock returns are not highly autocorrelated, there is a spurious regression bias in
predictive regressions for stock returns related to the classic studies of Yule (1926) and Granger
and Newbold (1974). Data mining for predictor variables interacts with spurious regression bias.
The two e�ects reinforce each other, because more highly persistent series are more likely to be
found signi�cant in the search for predictor variables. Our simulations suggest that many of the
regressions in the literature, based on individual predictor variables, may be spurious.
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