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One of the first things to learn in statistics is that the coefficient of determi
nation, R2, by definition takes values always in the closed internal [0, 1]. Occasio
nally, however, one is puzzled by a computer output reporting negative R2. How 
should this be interpreted? Is it an indication that the model fits data poorly? If 
so, in which direction should the model be modified? Or is it due to rounding» 
errors and the near singularity of the observation matrix? Moreover, can this 
reasoning sufficiently justify values of R2 equal to —19.7? 

These and other more wild guesses can create, at least, great discomfort and 
uncertaintly. Initially, the whole affair is viewed as a mere curiocity and is asserti
vely attributed to rounding errors and the ill-conditionality of the observation 
matrix. As, however, the frequency of negative R2 increases, so does the mistrust 
and skepticism (both exhibit a very strong positive correlation with the frequency 
of negative R2 appearances); more fundamental but as yet unintelligible deficien
cies of the statistical package are thought to be the villains. Gradually, one reaches 
a state of absolute mistrust for the package and adopts a nihilistic attitude, coupled 
with a scornful tone rowards the estimates. Lacking, however, any alternative, 
investigators willy-nilly accept whatever the computer grinds out. The cynics among 
them either report bluntly the negative valued coefficients of determination, or 
they opt not to report this statistic at all. Others, in an obscure footnote akno-
wledge their incomprehention and desparation while they appeal apologetically 
to some higher authority. Neither however can come to grips with the invisible 
forces that are operating behind the scenes. The ensuing paragraphs offer a reso
lution to this unfortunate state of affairs and a boost of confidence for the esti
mates. 
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The most widely used econometric package is the Time Series Processor 
(TSP). It was developed in the mid-sixties at the University of Chicago, but since 
then it has undergone substantial revisions pua extensions, keeping pace with the 
evolution of econometric thinking. 











coefficient of determination does not admit a finite lower bound. What actio: 
should be taken in the presence of negative-valued coefficients of determination 
The answer remains unchanged: this statistic should be ignored. After all, the coeffi 
cient of determination, adjusted or not, is not the decisive criterion in performin 
specification analysis. 
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