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This paper examines the impact of breaks in the level of the series on
the properties of in-sample and out-of-sample tests of predictive ability.
By means of Monte Carlo simulations we uncover the followings.

(1) A level shift in individual series can result in severe size distortions
for both types of tests, with little evidence that the magnitude of the size
distortion tends to be larger in either type of the tests.

(2) Both types of tests are undersized when the level shift occurs only
in the predicted variable, while they might be strongly oversized when
both the predicted and predictor variables experience a level shift,
generating a spurious appearance of predictive ability when in fact there
is none.

(3) The severity of the over-rejection problem is determined by various



factors, such as the sample size, the timing and magnitude of level shifts,
and the choice of sample split for conducting out-of-sample analysis. Most
importantly, the problem becomes more pronounced as the distance
between break dates for the two variables decreases.

(4) Adjusting for level shifts by the use of standard structural break
tests works well in practice to reduce the size distortions of predictive
ability tests.

To illustrate the practical relevance of the simulation results, we provide
an empirical example regarding the predictive link between wage growth

and price inflation.

O F8 A3 : Babara Rossi 24~ (Dukettil) TOZRE A Zto o3|
Z1 A i g:]-

AvHoE S5HQ Bosh I ol s Lo 2L

- B AT aHete AAIEY FAEY FE W £29] o598 W
S #AAsH7] 8l HE ngdE W E(o): Giacomini-Rossi, 2011 5)oll &=
Au 3t FF= MA=AE AES A Fv|ER ALY

[0 &3 BACIE 2 AZFEA AA F7}

O 7¢ 49(%)
D Alfred Nobel Lecture

- FA: Equilibrium Labor: Turnover, Firm Growth, and Unemployment
H
=

F 2} : Dale Mortensen, Northwestern University

(@ Applied Microeconometrics



- A : Rising Wage Inequality and Postgraduate Education
- WA} : Stephen Machin, University College London

- FA4| : How the Allocation of Children’s Time Affects Cognitive and
Non-Cognitive Development

- W3EA} : Michael Keane. University of New South Wales

Econometric Theory 1

- FA| : Estimation of Income Distributions from Grouped Data Using a
Mixture of Lognormals

- W32} : Gholamreza Hajargasht, University of Melbourne

- A : VAR Modeling and Business Cycle Analysis: A Taxonomy of
Errors

- WA : Wenying Yao, Monash University

- FA : Identifying observed factors in approximate factor models:
estimation and hypothesis testing

- 32} ¢ liang chen, U. Carlos III de Madrid

- A : Cross-Sectional Averages or Principal Components?

=
- WA} : Joakim Westerlund, Deakin University
Presidential Address

- A : Theoretical Foundation for the Stakeholder Corporation

=
- W3E 2} : Jean-Charles Rochet, Zurich University

Econometric Theory 2



- A : Testing for Partial Exogeneity with Weak Identification

=
- W3 A} : Firmin Sabro Doko Tchatoka, University of Tasmania

- A : Point Optimal Testing in the Presence of Unavoidable Nuisance
Parameters

- W3R} Sivagowry Sriananthakumar, RMIT University

- A : TESTING COMMON NONLINEAR FEATURES IN NONLINEAR
VECTOR AUTOREGRESSIVE MODELS

- 32} : Dao Li, Dalarna University

- FA . Inverse Test Confidence Intervals for Turning points: A
Demonstration with Higher Order Polynomials.

- WA} : Joe Hirschberg, University of Melbourne
@ E.J. Hannan Lecture

- A : Kidney Exchange: Accomplishments and New Challenges
13 4F : Alvin Roth, Harvard University

@ Time Series

- FA : Tests of Specification and Distributional Change for Predictive

Densities
- X% 2} . Barbara Rossi, ICREA, UPF, CREI and Barcelona GSE

- A : Exogeneity Tests, Weak Identification and IV Estimation

=
- WA} : Jean-Marie Dufour, McGill University
@ Macro Dynamics

- A : Evaluating the role of firm-specific capital in New Keynesian



models

- W3R} Joao Madeira, University of Exeter

FA : A Common-Feature Approach for Testing Present-Value

Restrictions with Financial Data

- 43E A} Alain Hecq, Maastricht University

- A : Effects of incorrect specification on the finite sample properties of
full and limited information estimators in DSGE models

- B 2} . Sebastian Giesen, Halle Institute for Economic Research

(® Colin Clark Lecture

- A : Structural Change, Industrialization, and Economic Convergence

==
- W3 A} : Dani Rodrik, Harvard University
O 749 6¥Y(%)
(D Econometric and Statistical Methods

- A : Some Impossibility Results for Point Estimators
=]
=

F3£ 2} : Keisuke Hirano, University of Arizona

- A : A Dual Approach to Confidence Intervals for Partially Identified
Parameters
- W3E 2} Jinyong Hahn, UCLA

(2 Bayesian Econometrics
- FA : Bayesian Inference for Time-varying Coefficient Time Series

Models
- 32} : Tingting Cheng, Monash University



A : Bayesian Testing of Granger Causality in Makrov-Switching VARs
=]

3% 2} : Tomasz Wozniak, University of Melbourne

FA] : Parameter estimation for a discrete-response model with double
rules of sample selection: A Bayesian approach
EA} : Rong Zhang, The Melbourne Institute of Applied Economic &

Social Research
A.W. Phillips Lecture

A : Nonlinear Panel Data Models with Heterogeneity and Endogeneity
1=

F3E A} Jeffrey Wooldridge, Michigan State University
Econometric Methods and Applications

A : Small Business Redefined: A Quasi-Linear Fuzzy Classification of
Firm Size

W3 2} : Sasan Bakhtiari, University of New South Wales

FA Doubly Robust Estimation of Causal Effects with Multivalued
Treatments

322 : Derya Uysal, Institute for Advanced Studies, Vienna

A . Propensity Score Matching: An Application Using the ABS
Business Characteristics Survey

W 2} Sezim Dzhumasheva, Australian Bureau of Statistics
How To Publish in Top Journals

- A3 : Andy McLennan, University of Queensland
- W3R} : Stephen Morris (Princeton University), Dani Rodrik (Harvard
University), Keisuke Hirano (University of Arizona), George Mailath

(University of Pennsylvania)



O WA : Adrian Pagan 1L~
O WE &
DA AALY B4 £8Y A8 wy

- Adrian Pagan 2.7} #H<* Don Harding w9} 35 AT 5 A7 A
5
=

23 A AR B3 WS =3 &8 ekl #e =9

- F31#3% : Harding, Don & Pagan, Adrian, 2002. "Dissecting the cycle: a
methodological investigation," Journal of Monetary Economics, Elsevier,
vol. 49(2), pages 365-381, March.

ks

£3l Z3 NBER 7|53y Ao U3
ol

u]=-2] A ZAGDP

= 7t 2

dot

T—
T

o of
Y, o
2o
e
o
s
(o

T—
T

i

el

@ i ALY NFE 28D 4

- Pagan 147} Harding 24} 3502 /)dst & WHS HES:H 7)Y
S o] &35l EF oY AAIGAAA TIFE T8 Y (reference date)s FET
T A 3

- & WHL Boehm and Moore (1984)9] Wi S dAH THANA A X 1A
21 A

- #3#3 : Harding, Don & Pagan, Adrian, 2006. "Synchronization of



cycles," Journal of Econometrics, Elsevier, vol. 132(1), pages 59-79, May.

Pagan 249} Harding w47 & WS v 2FA2, 18, wj&9,
25 AR AE3 23 NBER 7I&-ddd AY FAGE 2345 AA 3]

rr

Aow el

H

5 AN AR M= v 3 AAE Hole ALR H
SR

=
o
=

0=
H i
30 rlo

Zr1F3 ;. Chauvet, M. and Piger, J., 2008, A comparison of the
real-time performance of business cycle dating methods, Journal of

Business and Economic Statistics, vol. 26, number 1, 42-49.

R R

J|m

Aol B3 =9

A2 2A2H W 484 mys FEOE 49 FA Aol B9 o
e 79

& 97~ Pagan-Harding *}'H

S (o3|
= |=
AP o] ojud FYE FEHO J=AE A3 AL

A7ef ZQbol #all AwrAo= w4 3 A HUeE A ded 2
=4

* Hodrick-Prescott ZE]+ Burns-Mitchell® 1A% ZH7|HF Ao H3ls}
A gormg o st == AT A

“ WMo} 19

rol

a7y

fllo
il

o Hest

P

[-'J



