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Stocks, Bonds and the Investment Horizon: A Spatial Dominance Approach

This paper compares the distributions of cumulative returns for stocks and bonds at
different investment horizons by using tests for spatial dominance. Spatial dominance is
a generalization of the concept of stochastic dominance to dynamic settings with non-
stationary variables. The results suggest that for investment horizons of one year or less,
bonds second order spatially dominate stocks, which means that risk averse investors
obtain higher levels of utility by investing in bonds. In contrast, for investment horizons
of five years or longer, stocks second order spatially dominate bonds. For investment
horizons of nine years or more stocks first order spatially dominate bonds, which means
that investors who prefer more to less will obtain a higher expected utility by investing
in stocks. This result is consistent with the advice given by practitioners to investors of
allocating a higher proportion of stocks in their portfolio decisions.

Testing for Stochastic Dominance with Uncertain Time Horizon

This paper introduces a generalization of stochastic dominance to situations that involve
an uncertain time horizon, and proposes a statistical test based on spatial analysis. In
this setup, the expected utility depends on the distribution of the value of the asset as
well as the distribution of the time horizon, which together form the weighted spatial
distribution. The testing procedure is based on the Kolmogorov Smirnov distance be-
tween the empirical weighted spatial distributions. The distribution of the test statistic
is data dependent but the critical values can be estimated using a subsampling proce-
dure. An empirical application is presented assuming that the event of exit time follows
an independent Poisson process with constant intensity.

Forecasting Inflation in Mexico using Factor Models: Do disaggregated CPI
data improve forecast accuracy?

In this paper we apply a factor model to generate out of sample forecasts for the inflation

rate in Mexico and to evaluate the role of using an important number of macroeconomic
variables. We use a large data set containing 54 macroeconomic series and 243 CPI sub-
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components from 1988 to 2008. Our results indicate that: i) Factor models outperform
the benchmark autoregressive model at horizons of one, two, four and six quarters, ii)
Using disaggregated price data improves forecasting performance, and iii) The factors
are related to key variables in the economy such as output growth and inflation.
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