[Handout]  Interpretation of Regression Results

1. (Brooks, p. 211) Sovereign credit ratings by Moody’s and S&P


Rating: Highest 16 (Aaa/AAA) ~  Lowest 1 (B3/B-)


Moody’s rating = 3.408 + 1.027 Per capita income + 0.13 GDP growth – 0.63 Inf




+ 0.049 Fiscal balance + 0.006 External balance – 0.015 External debt 



+ 2.957 Developed – 1.63 Default 


S&P’s rating = -0.524 + 1.458 Per capita income + 0.171 GDP growth – 0.591 Inf



+ 0.097 Fiscal balance + 0.001 External balance – 0.011 External debt 




+ 2.595 Developed – 2.622 Default 
For each regression, interpret each of the coefficients of 

(i) per capita income ($1,000) 

(ii) inflation 

(iii) External debt (foreign debt as a proportion of exports in 1994, %)

(iv) Developed (1 = developed, 0 = developing)

(v) Default (1 = experienced default, 0 = not experienced)
2.  Interpret the slope coefficient.

(a) RGNPt (in trillion dollars) = - 447 + 9.357 t 

(b) Log(RGNP)t =  3.06 + 0.031 t

(c) Per capita GNP ($) = 1262 + 6.65 Ms
(d) Log(Per capita GNP) = 6.119 + 0.334 Log(Ms)

(e) Sales = 200 + 150 D1 – 100 D2 + 120 D3


D1 = 1 for Q.1  or 0 otherwise



D2 = 1 for Q.2  or 0 otherwise



D3 = 1 for Q.3  or 0 otherwise



D4 = 1 for Q.4  or 0 otherwise (omitted: reference)

(f) Wage ($) = -6.40 + 0.116 Age + 0.99 ED + 0.238 HISP – 1.06 NonWhite 


       - 2.76 SEX (1 = female)


(White = reference)

(g) Log(Wage) = 0.53 + 0.012 Age + 0.097 ED + 0.087 HISP – 0.064 NonWhite 


       - 0.25 SEX 

3. (Brooks, p. 141) Hedonic model of rental prices (per month)


Rental price  = 282.21 – 53.10 Log(Age) + 48.47 (# of bedrooms) + 88.51 Elevator


   .. (omit) + 5.84 Log(distance to downtown) – 10.04 (distance to the shopping 




center)

    
Interpret each of the coefficients of

(i) Log(Age) 

(ii) # of bedrooms 

(iii) Elevator

(iv) Log(distance to downtown in miles)

(v) Distance to the nearest shopping center

4. (Brooks, p. 130) The capital asst pricing model (CAPM) is based on the following equation.


Rit = (i + (i Rmt + uit
where Rit is the excess return for security i at time t and Rmt is the excess return on a proxy for the market portfolio at time t.  Suppose that the following estimation result has been obtained for the Capstone company’s stock, using 62 daily observations (standard error in parenthesis).



 eq \O(R,^) = 0.5 + 1.147 Rm       




   (0.548)

(a) Interpret the slope coefficient. 

(b) To examine if this security closely follows the market, one wants to test if the slope coefficient is greater than 1.  Write down the null and alternative hypotheses and conduct the test.
