Assignment 2: Submit individually to me by Wednesday the 26th
5% of Class Grade

Grading will be done on 

Accuracy of Data Analysis

Appropriateness of Data Analysis (did you use the right analysis)

Comprehensiveness of Data Analysis (are there gaping holes in your analysis?)

Reporting of Data Analysis (did you follow the rules in reporting)

Analysis Techniques you will use

Means, Standard Deviations, Graphical Techniques (Histogram, Bar Charts), ScatterPlots & Correlations.

How to Write a Results Section
Look at the below resources

http://www.otal.umd.edu/SHORE2000/columns/results.html
or look at one of my papers:

http://www.sims.berkeley.edu/~sinha/papers/Recommenders_Delos01.PDF
or you can also take a look at some of the projects from IS271 last year

http://www.sims.berkeley.edu/~sinha/teaching/Infosys271_2000/SearchEngine/index.html
It might be a good idea to take a look at all through sources to gain a general understanding of how to report analysis.

Details of Assignment:

Finish analyzing the Dow Jones data, write up a 3-4 page results section (including tables and figures).

Don’t do the below

Do not give me raw SPSS output.

Report Means without standard deviations

Report correlations without having taken a look at the scatter plots (you don’t necessarity need to include the scatterplot. Just make sure to take a look at it to make sure relationship is linear).

Hints

It is very difficult to include standard deviations in BarCHarts in SPSS. I would suggest that you get the means and standard deviations in the SPSS output and then take that into Excel to create graphs.

To get Basic Descriptive Statistics in SPSS, you can use Explore, Descriptive Statistics, or Reports. All of them lead to similar results.

 Darts vs. The Experts Dataset

The Wall Street Journal has a continuing contest beween the darts and the experts. As of this time, Nov. 23, 1998, they have had 101 overlapping six month contests. A new contest is started every month. This data gives the percent gain for the average of the

experts, the darts, and the Dow.

A discussion of the contest

In 1988 the Wall Street Journal began a contest that was inspired by Burton Malkiel’s book A Random Walk Down Wall Street. In the book, the Princeton Professor heorized that "a blindfolded monkey throwing darts at a newspaper’s financial pages could select a portfolio that would do just as well as one carefully selected by experts." 

        The Journal set out to create an entertaining contest to test Malkiel's theory and give its readers some new investment ideas in the process. Wall Street Journal staff members typically play the role of the monkeys (the Journal listed liability insurance as one reason for not going all the way and actually using live monkeys).

        The contest has become a popular feature for the Journal and has also drawn much interest and commentary from journalists, investors, and academics. Several academic papers have been written about the contest and its implications (summaries and links are included below). 

        The contest began on October 4, 1988 and since then more than 100 contests have been completed under the current rules. Initially the contest lasted one month, but recognizing that the publication of the contest was creating a publicity effect on the pro’s stock picks, the Journal began measuring the results over a six month period beginning in 1990. 

        The rules have changed at various times during the contest, but the current rules are as follows. Each month four "professionals" are given the opportunity to select one stock (long or short) for the following six months. The stocks must meet the following criteria. 

        1.Market capitalization must be at least $50 million. 

        2.Daily trading volume must be at least $100,000. 

        3.Price must be at least $2. 

        4.Stocks must be listed on the NYSE, AMEX, or NASDAQ and any foreign stocks must have an ADR.

        The pro's stock picks compete against four stocks usually chosen by Journal staffers flinging darts at the Wall Street Journal stock tables, which are pasted to a board. At the end of six months, the price appreciation for the pro’s stocks and the dartboard stocks are compared (dividends are not included). The two best performing pros are invited back for the next contest and two new professionals are added. In the latest twist to the contest, the Journal has begun taking stock picks from Journal readers which will also be compared with the pro's and dart's picks (see 4/8/99 article $$).

        On October 7, 1998 the Journal presented the results of the 100th dartboard contest. So who won the most contests and by how much? The pros won 61 of the 100 contests versus the darts. That’s better than the 50% that would be expected in an efficient market. On the other hand, the pros losing 39% of the time to a bunch of darts certainly could be viewed as somewhat of an embarrassment for the pros. Additionally, the performance of the pros versus the Dow Jones Industrial Average was less impressive. The pros barely edged the DJIA by a margin of 51 to 49 contests. In other words, simply investing passively in the Dow, an investor would have beaten the picks of the pros in roughly half the contests (that is, without even considering transactions costs or taxes for taxable investors).

        The pro’s picks look more impressive when the actual returns of their stocks are compared with the dartboard and DJIA returns. The pros average gain was 10.8% versus 4.5% for the darts and 6.8% for the DJIA.

        Some commentators have therefore concluded that the contest offers some proof that the pros have beaten the forces of chance and the Journal described the pros as "comfortably ahead of the darts" in the dartboard column published on 3/10/99 ($$). However, that conclusion is not shared by many others that have analyzed the contest.

     Malkiel and other academics have responded to those that consider the contest to be a victory for the pros with what amounts to a collective response of "not so fast my friend" (as they like to say on ESPN).

        Researchers that have come to the defense of the darts argue that the contest has some unique circumstances that deserve elaboration. It can easily be argued that the contest itself and the rules of the contest tilt the odds in the pro’s favor. In fact, the academics seem to argue that it's not the darts that are on the losing end. Rather, they argue that investors that buy the pro’s recommend stocks are "naïve" and that those investors are acting on nothing more than "noise."

        Before the contest even began, Professor Malkiel had suggested that the results would be affected by an announcement effect. In other words, the very act of publishing the pro’s picks in the Journal could cause those stocks to rise as the hundreds of  thousands of Journal readers (the Journal’s current circulation is listed at over1.7 million) open their morning paper and react to the recommendations of the pros. Professor Malkiel suggests to Investor Home that the pros advantage effectively disappears if you (1) account for the fact that the pros pick relatively riskier stocks and (2) measure returns from the day after the column appears (thereby eliminating the announcement effect).

        There have actually been several very thorough studies that have analyzed the contest in great detail. In "The Dartboard Column: Second-Hand Information and Price Pressure," Brad Barber and Douglas Loeffler (Journal of Financial and Quantitative Analysis, June 1993) addressed the question of whether the pro's stock picks created temporary buying pressure by naïve investors (known as the "price pressure hypothesis") or reveal relevant information (otherwise known as the "information hypothesis"). The authors found evidence for both but also came to some interesting conclusions. 

        Two days following publication, the pro picks had average abnormal returns of 4%. However, those returns partially reversed within 25 days. Those returns were nearly twice the level of abnormal returns documented in previous research on analyst recommendations and the volume of pro’s stocks nearly doubled after the contest  publication (which at the time was greater than the volume increase of the Journal's Heard on the Street" column). They also found that the pros picked stocks with (1) lower dividends, (2) higher historic and projected EPS growth, and (3) slightly higher PE ratios and betas. 

Continued on http://www.investorhome.com/darts.htm
