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Wan-Jung Hsu

“Predicting and Capitalizing on Two Types of Stock Bear Markets in the U.S.” (Job Market
Paper), under review

Forecasting the states of the stock market is of interest to policy makers and investors. Different from
previous literature that classifies the stock market into binary states (bull and bear markets), | further
classify U.S. stock bear markets into good bear and bad bear markets. The latter are the bear markets
associated with contraction phases of future cash flows, while the former are not. Most bad bear
market states are accompanied by NBER declared recessions, whereas good bear markets are not
accompanied by serious depressions in the real economy. Commonly used macroeconomic predictors
also signal differently in forecasting these two types of bear markets. The value premium has distinct
magnitude across the two types of bear markets. By applying a multinomial logit model with three
alternatives (i.e., bull, good bear, and bad bear markets) to predict stock market states, | provide richer
information about stock market states which is beneficial for policy makers and investors.

“Predicting Recessions with Bad Bear Markets” (work in progress)

This study extends Hsu (2015) to examine the reliability and timeliness of using stock bad bear
markets as early warning signals of economic recessions. It finds that bad bear markets based on Hsu
(2015) classification are much more reliable to predict recessions than conventional stock bear markets
or the forecasting model that targets recessions directly. The forecasting model that predicts bad bear
markets also provides timely information in the starts and the ends of economic recessions over NBER
announcements.

“Revisit the “Too Much Finance” with Panel Data Analysis” (work in progress)

This paper revisits the issue of “too much finance” on economic growth. Specifically, we use different
econometric methods in the panel data framework to address potential biases induced by dynamic
dependent variable, weak exogenous independent variables, but control the heterogeneity across
countries and time. Our dataset covers 85 developed and emerging countries for the period 1960 -
2014. We first reexamine the “vanishing” effect of financial growth on economic growth, and then
investigate the non-linear finance-growth relationship by a quadratic specification. Our methods
involve the standard FE (fixed-effect) estimations, GMM-System estimations, proposed by Blundell
and Bond (1998), and the Half-Panel Jackknife Fixed-effect estimations, proposed by Chudik, Pesaran,
and Yang (2016). After considering biases induced by dynamic specification, weak exogenous
variables, we find a negative effect from the square term of financial development on economic
growth. However, the corresponding threshold is sensitive to the data coverages and modelling
choices.



