Excel Output: Regression Analysis for the SCL of HP
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1) Interpreting the output
The intercept:
· It is the value of individual stock’s return if market return is zero.
· If the value of alpha is consistently greater than zero, then this stock’s return would be greater than expected.
· You would expect investors to purchase this stock, causing its price to rise and its return to fall.
· HP’s alpha is 0.86% per month (10.32% annually) but it is not statistically significant
The slope:
· The beta is the rate of change of individual stock’s return as market return changes.
· HP’s beta is 2.0348; the 95% confidence interval is 1.43 to 2.53
· If excess market return increases by 1.0%, you would expect individual excess return to increase by 2.0348%.
2) Assessing the Fit of the Model
· It is important to know how closely your model fits the data.
· The model explains about 52% of the variation in HP
· Variation in the S&P500 excess returns explains about 52% of the variation in the risk premium of the HP stock.
· Regression SS (.3752) – the portion of the variance of the DV that is explained by the IV.
· Residual MS (.0059) – the variance of the unexplained portion of the HP’s return
· The portion of return that is independent of the market index
· The square root of this value equals standard error of regression (.0767)
· Correlation of HP with the S&P 500 is 0.7238
· HP tracts changes in the returns of the S&P500.
· Standard error (.0767) – standard deviation of the residual; the impact of firm specific, diversifiable risk, factors
· To correct for autocorrelation or heteroscedasticity, refer to “violations of the OLS error assumptions” in econometrics.
3) Testing the Model
· After fitting a model, you can test hypotheses about the model parameters
· The parameter estimates, their standard errors, the t-statistics, and p values are displayed in the output.
· Large t stat (β) – low probability that the true value (β) = 0
· Low t stat (α) – high probability that the true but unobservable value might actually equal zero; the true α is actually zero or even lower.
· The p values of these tests refer to the level of significance; we allow only p<.05 Type I Error.
· These t-statistics indicate that α is not different from zero at the .05 level while β is.
· We can conclude that changes in market return affect the level of individual return.
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Regression Statisti

Multiple R 7238
R-square .5239
Adjusted R-square 5157
Standard error .0767
Observations 60
ANOVA
df SS Ms
Regression 1 3752 3752
Residual 58 3410 .0059
Total 59 7162
Coefficients  Standard Error t-Stat p-Value
Intercept 0.0086 .0099 0.8719 3868
S&P 500 2.0348 2547 7.9888 .0000





