JOURNAL OF FINANCIAL

AND QUANTITATIVE ANALYSIS

November 1979

PROCEEDINGS OF THE 14TH
ANNUAL MEETING OF THE
WESTERN FINANCE ASSOCIATION
JUNE 21-23, 1979



https://doi.org/10.1017/S0022109000005603

JOURNAL OF FINANCIAL AND QUANTITATIVE ANALYSIS

A JOINT PUBLICATION

OF THE

GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

UNIVERSITY OF WASHINGTON

AND THE

WESTERN FINANCE ASSOCIATION

POLICY ADVISORY COMMITTEE

Guilford C. Babcock
Charles A. D'Ambrosio
Donald E. Farrar

Alan Kraus

William F. Sharpe
Seha M. Tinic

EDITORIAL STAFF

Robert C. Higgins, Managing Editor
Lynn Lewicki, Editorial Associate

University of Washington

ASSOCIATE EDITORS

Richard H. Bernhard, North Carolina State
Gerald O. Bierwag, Oregon
Michael J. Brennan, UBC
Andrew H. Chen, Ohio State
Peter A. Frost, Washington
Robert S§. Hamada, Chicago
Frank C. Jen, SUNY, Buffalo
George Kaufman, Oregon
Michael A. Klein, Indiana
Alan Kraus, UBC

Cheng-few Lee, Illinois

John G. McDonald, Stanford
Richard Pettit, Houston

George E. Pinches, Kansas

Barr Rosenberg, Berkeley

Gary G. Schlarbaum, Purdue

Clifford W. Smith, Jr., Rochester

Bruno H. Solnik, CESA,
Jouy-en-Josas, France

Bernell K. Stone, Georgia Institute
of Technology

James Van Horne, Stanford

David A. Walker, Federal Deposit
Insurance Corporation

Richard R. West, Dartmouth

Robert L. Winkler, Indiana

ssa.d Anssanun abpriquie) Aq auljuo paysiignd £095000006012200S/£ 101 0L/B10 10p//:sdny


https://doi.org/10.1017/S0022109000005603

WESTERN FINANCE ASSOCIATION

1979-80 Executive Committee

Donald E. Farrar, President University of Utah

Charles A. D'Ambrosio, President-Elect University of Washington

James C. Van Horne, Vice President Stanford University

D. Stuart Bancroft, Secretary-Treasurer Pacific Lutheran University
Guilford C. Babcock, Past President University of Southern California
Robert C. Higgins, Editor University of Washington

Thomas E. Stitzel Boise State University

George N. Engler California State University

Alan Kraus University of British Columbia
William F. Sharpe Stanford University

INSTITUTIONAL MEMBERS

University of Calgary, Faculty of Business Loyola Marymount University
California State College, Bakersfield College of Business Administratior
Center for Business/Economic Research University of Southern California
University of California, Berkeley Graduate School of Business

School of Business Administration Administration
University of California, Los Angeles University of Utah

Study Center for Finance and Department of Finance

Business Economics First Security Corporation

Salt Lake City, Utah

CORPORATE SPONSORS

Security Pacific National Bank Los Angeles, California
Wells Fargo Bank San Francisco, California
Transamerica Corporation San Francisco, California
Bank of America San Francisco, California
Huntsman Chemical & Oil Corporation Salt Lake City, Utah
Mattel, Inc. Hawthorne, California
Gifford Fong Associates Santa Monica, California

Copyright 1979 by the Graduate School of Business Administration, University of
Washington

ssa.d Anssanun abpriquie) Aq auljuo paysiignd £095000006012200S/£ 101 0L/B10 10p//:sdny


https://doi.org/10.1017/S0022109000005603

The Journal of Financial and Quantitative Analysis is published by the Graduate
School of Business Administration, University of Washington, Seattle, Washington 98195,
in conjunction with the Western Finance Association. Regular issues are published in
March, June, September, and- December, and a Proceedings Issue is published in

November. Second-class postage is paid at Seattle, Washington.

The Proceedings Issue contains selected papers, abstracts of papers, discussants'

comments, and the proceedings of the Western Finance Association meetings. From time

to time a special issue, devoted to one topic of interest to the membership, is published.

The views and opinions expressed are those of the authors and do not necessarily
reflect those of the Graduate School of Business Administration of the University of

Washington nor of the Western Finance Association.

For individuals, the annual subscription rate to the JFQA is $17.50 (three-year
rate, $47.50); for firms or libraries, the annual rate is $25.00 (three-year rate $70).
Annual subscription rates for individuals and libraries outside the United States (except
Canada) are $18.50 for individuals (three-year rate $50.50), and $26.00 for libraries
and firms (three-year rate, $73). Single copies are $5.00. The fiscal year of the
Journal of Financial and Quantitative Analysis begins on January 1.

Manuscripts and $25 submission fee per manuscript ($15 for W.F.A. members) as
well as editorial correspondence, should be sent to the Managing Editor. Correspon-
dence relating to advertising, subscriptions, and billing should be addressed: Sub-
scription Manager, JFQA, University of Washington, DJ-10, Seattle, WA 98195.

Correspondence pertaining to the Western Finance Association should be sent to

Mr. D. Stuart Bancroft, Secretary-Treasurer, School of Business Administration,

Pacific Lutheran University, Tacoma, WA 98447,

Journal of Financial and Quantitative Analysis - ISSN 0022-1090/USPS 872-260

ssa.d Anssanun abpriquie) Aq auljuo paysiignd £095000006012200S/£ 101 0L/B10 10p//:sdny


https://doi.org/10.1017/S0022109000005603

ERRATA

An error was made in Don M. Chance's comment that appeared on page 642 of

the September issue of this Journal. The second paragraph should have read;

A second problem involves the authors' improper and inappropriate use of
one-sided t-tests for the significance of the coefficients. Lloyd and Shick
have fallen into a very common statistical trap by using two one-sided tests
with the choice of test depending upon the sign of their calculated t-statistic.
For example, they compute a t-statistic of -2.526 for the Citizens and Southern
Version~2 stock beta. Since the statistic is negative, the authors contend
that the critical value of t at a significance level of .05 is -1.680 and they
reject the null hypothesis and accept Hl : B < 0. In other instances, however,
when the computed t-statistic is positive, Lloyd and Shick employ a critical
value of +1.680, and reject the null for t greater than this value. Apparently
unbeknownst to them, they are actually using a two-sided test of the beta co-
efficients with a level of significance not .05 as they state, but twice that,
.10. To obtain a 5 percent level of significance, the correct critical value
is +2.010. We reexamined the significance of the bond betas and found that
seven of fifteen for the bank sample were in fact not significant at the 0.05
level. For the Dow sample, six of twenty-one were no longer significant at the
.05 level. The implication is an overstatement of the influence of the bond

index in their two index models.
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