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This Computer Handout 6 will compare models with different trend structure and illustrate the use of 

the AIC and the SIC as two forms of selection criteria. 

The variable of interest is the volume on the New York Stock Exchange. 

Model 1) Linear trend: ls nysevol c @trend  

 

 

 

Model 2) Quadratic trend: 

  



Model 2) Quadratic trend: ls nysevol c @trend  @trend^2 

 

 

 

 
 

  



Model 3) Cubic trend: ls nysevol c @trend  @trend^2 @trend^3 

 

 

  



Model 4) Fourth power trend: ls nysevol c @trend  @trend^2 @trend^3 @trend^4 

 

 

 

 

 

Linear Quadratic Cubic Four Five 

R-squared 0.6739 0.9255 0.9553 0.9553 0.9561 

Adjusted R-squared 0.6733 0.9252 0.9551 0.9550 0.9557 

S.E. of regression 933.4706 446.7168 346.1037 346.4165 343.6152 

Akaike info criterion (AIC) 16.5194 15.0473 14.5387 14.5424 14.5280 

Schwarz critetion (SIC) 16.5353 15.0711 14.5705 14.5821 14.5757 

 

  



Model Selection Summary: 

The R-squared will always increase as we include more variables into the model, hence does not work as 

a model selection criterion. 

The Adjusted R-squared and the Standard Error of the regression do penalize for the inclusion of more 

variables into the model (which decreases the degrees of freedom), but the penalty is not severe 

enough. They can increase or decrease as more variables are included. 

The AIC and the SIC can increase or decrease as more variables are included. The selected model should 

be the one that has the smallest AIC and SIC. When they do not select the same model, the 

parsimonious model should be selected. That is, the one with the least number of estimated parameters 

and this will be given by the SIC. In the models above, AIC selects the fifth specification, but SIC selects 

the cubic specification. We pick the parsimonious model: the cubic. 

Forecasting: 

Getting the out-of-sample point forecast values is simple. After estimating the equation, just click on 

Forecast and make sure the "Forecasting sample" contains some values into the future: 

 

For the selected cubic model we have: 



 

The dotter red lines are the one standard deviation confidence intervals. Notice that the sample spans 

for an additional year (the twelve months of 1995). 


