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Regression	analysis	simple	explanation

Multiple	regression	analysis	simple	explanation.	How	to	regression	analysis.	How	to	explain	regression	analysis.	How	to	use	a	regression	analysis.

The	regression	analysis	is	a	series	of	statistical	methods	used	for	the	estimate	of	the	relationships	between	a	dependent	variable	and	one	or	more	independent	variables.	Independent	variable	An	independent	variable	is	an	input,	assumption	or	driver	that	is	changed	to	assess	its	impact	on	a	dependent	variable	(the	result).	It	can	be	used	to	evaluate
the	strength	of	the	relationship	between	variables	and	to	shape	the	future	relationship	between	them.	The	regression	analysis	includes	several	variants,	such	as	linear,	multiple	linear	and	not	linear.	The	most	common	models	are	multiple	linear	and	linear.	The	non-linear	regression	analysis	is	commonly	used	for	the	most	complicated	data	sets	in	which
the	dependent	and	independent	variables	show	a	non-linear	relationship.	The	regression	analysis	offers	numerous	applications	in	various	disciplines,	including	finance.	Pressressure	analysis	â	€	"Linear	model	recruitment	The	analysis	of	linear	regression	is	based	on	six	fundamental	hypotheses:	the	dependent	and	independent	variables	show	a	linear
relationship	between	slope	and	interception.	The	independent	variable	is	not	random.	The	residue	value	(error)	is	zero.	The	value	of	the	residue	(ERROR)	is	constant	in	all	observations.	The	value	of	the	residue	(error)	is	not	related	to	all	the	observations.	Residual	values	​​(error)	follow	normal	distribution.	Regression	analysis	â	€	"Simple	linear
regression	simple	linear	regression	is	a	model	that	assesses	the	ratio	between	a	dependent	variable	and	an	independent	variable.	The	simple	linear	model	is	expressed	using	the	following	equation:	Y	=	A	+	BX	+	ÎμWhere:	Y	â	€	"Depending	Variability	â	€"	Independent	(Epplicative)	Variabilia	â	€	"InterceptB	â	€"	slope	â	€	"Residual	(error)	Regression
Analysis	â	€	"Multiple	Linear	RegressionMultiple	Linear	Regressession	Analysis	is	substantially	similar	to	the	simple	linear	model,	with	the	exception	that	more	independent	variables	are	used	in	the	model.	The	mathematical	representation	of	multiple	linear	regression	is:	Y	=	A	+	BX1	+	CX2	+	DX3	+	ÎμWhere:	Y	â	€	"Depending	Variability1,	X2,	X3	â
€"	Independent	(Explanatory)	Variability	-	InterceptB,	C,	D	â	€	â	€	â	€	"Slopesî	â	€"	residual	(error)	multiple	linear	regression	follows	the	same	conditions	as	the	simple	linear	model.	However,	since	there	are	several	independent	variables	in	multiple	linear	analysis,	there	is	another	mandatory	condition	for	the	model:	non-collinearity:	independent
variables	must	show	a	minimum	correlation	between	them.	If	independent	variables	are	highly	related	to	each	other,	it	will	be	difficult	to	evaluate	the	actual	relations	between	the	dependent	and	independent	variables.	Connection	analysis	in	analysis	FINANCREGRESSE	is	supplied	with	different	applications	in	finance.	For	example,	the	statistical
method	is	fundamental	to	Captol	Asset	Pricing	Model	(CAPM)	Capm	Captol	Asset	Pricing	Model	(CAPM)	is	a	model	that	describes	the	relationship	between	expected	and	e	of	security.	The	CAPM	formula	shows	that	the	return	of	a	security	is	equal	to	the	risk-free	return	plus	a	risk	premium,	based	on	the	beta	of	that	security.	In	essence,	the	CAPM
equation	is	a	model	that	determines	the	relationship	between	the	expected	return	of	an	asset	and	the	market	risk	premium.	Analysis	is	also	used	to	predict	the	yields	of	securities,	based	on	different	factors,	or	to	predict	the	performance	of	a	company.	Find	out	more	forecasting	methods	in	the	IFC	Budget	and	Forecasting	course!1.	The	finance	of	Beta
and	CAPMIn,	the	regression	analysis	is	used	to	calculate	the	BetaBeta	(Î2)	of	an	investment	security	(i.e.	a	warehouse)	is	a	measure	of	its	volatility	of	returns	relative	to	the	entire	market.	It	is	used	as	a	risk	measure	and	is	an	integral	part	of	the	Capital	Asset	Pricing	Model	(CAPM).	A	company	with	a	higher	beta	has	a	higher	risk	and	also	higher
expected	returns.	(volatility	of	returns	compared	to	the	global	market)	for	a	stock.	It	can	be	done	in	Excel	using	the	SlopeSLOPE	FunctionThe	SLOPE	function	is	classified	in	Excel	Statistics	functions.	It	will	return	the	slope	of	the	regression	line	through	the	data	points	in	known_y	and	known_x.	In	financial	analysis,	SLOPE	can	be	useful	in	calculating
the	beta	for	a	stock.	Formula	=	LOPE	(known_y’s,	Know_x’s)	The	function	uses	the.	Download	CFI’s	free	beta	calculator	Beta	Calculator	This	beta	calculator	allows	you	to	measure	the	volatility	of	returns	of	a	single	stock	relative	to	the	entire	market.	The	beta	(Î2)	of	an	investment	security	(i.e.	a	stock)	is	a	measure	of	its	yield	volatility	relative	to	the
entire	market.	It	is	used	as	a	risk	measure	and	is	an	integral	part	of	Cap!2.	Forecasting	Revenues	and	ExpensesWhen	Forecasting	the	Budget	Financial	ForecastingFinancial	Forecasting	is	the	process	of	estimating	or	forecasting	how	a	business	will	perform	in	the	future.	This	guide	on	how	to	build	a	financial	forecast	for	a	company,	it	can	be	helpful	to
do	a	multiple	regression	analysis	to	determine	how	changes	in	certain	assumptions	or	business	drivers	will	affect	revenue	or	expenses	in	the	future.	For	example,	there	can	be	a	very	high	correlation	between	the	number	of	vendors	employed	by	a	company,	the	number	of	stores	operating,	and	the	revenue	the	company	generates.	The	example	above
shows	how	to	use	the	FORECAST	forecast	function	The	FORECAST	function	is	classified	according	to	Excel	Statistics	functions.	A	future	value	will	be	calculated	or	predicted	using	existing	values.	In	financial	modeling,	the	forecast	function	can	be	useful	in	calculating	the	statistical	value	of	a	forecast	made.	For	example,	if	we	know	past	earnings	and
in	Excel	to	calculate	the	revenues	of	a	company,	based	on	the	number	of	ads	it	runs.	Learn	more	forecasting	methods	during	the	course	of	budgeting	and	forecasting	Excel	regression	tools	remains	a	popular	tool	to	conduct	basic	regression	analysis	in	finance,	however	there	are	many	others	statistical	instruments	that	can	be	used.	Python	and	R	are
both	powerful	coding	languages	that	have	become	popular	for	all	types	of	financial	modeling,	including	regression.	These	techniques	form	a	fundamental	part	of	data	science	and	machine	learning	in	which	models	are	trained	to	detect	these	data	reports.	Learn	more	about	regression	analysis,	Python	and	Machine	Learning	in	CFI’s	Business
Intelligence	&	Data	Analysis	certification.	Additional	Resources	Learn	more	about	related	topics,	see	the	following	free	CFI	resources:	Behavior	Analysis	CostCost	Analysis	Behaviour	Analysis	Cost	analysis	refers	to	the	attempt	of	management	to	understand	how	operating	costs	change	in	relation	to	a	change	in	financial	modeling	skills	of	an
organizationLearn	the	10	most	important	financial	modeling	skills	and	what	is	necessary	to	be	good	at	financial	modeling	in	Excel.	Main	skills:	Accounting	Methods	of	forecastingForecasting	Methods	of	main	forecasting.	In	this	article,	we	will	explain	four	types	of	revenue	forecasting	methods	that	financial	analysts	use	to	predict	future	revenue.	High-
level	methodHigh-Low	Method	In	cost	accounting,	the	high-low	method	is	a	technique	used	to	divide	mixed	costs	into	variable	and	fixed	costs.	Although	the	high-low	method	Of	course,	it	is	an	omnipresent	tool	of	scientific	research,	but	what	is	exactly	a	regression,	and	what	is	its	use?	Peter	Dizikes,	MIT	Regression	Analysis	of	the	office.	Sounds	like	a
part	of	Freudian	psychology.	In	fact,	a	regression	is	a	seemingly	omnipresent	statistical	instrument	that	appears	in	legions	of	scientific	documents,	and	regression	analysis	is	a	method	of	measuring	the	link	between	two	or	more	phenomena.	Imagine	you	want	to	know	the	connection	between	the	square	footage	of	houses	and	their	sales	prices.	A
regression	represents	such	a	link,	thus	indicating	“an	average	causal	effect”,	as	the	economist	of	MIT	Josh	Angrist	and	his	co-author	Jorn-Steffen	Pischke	of	the	London	School	of	Economics	put	it	in	their	2009	book,	“Mostly	Harmless	Econometrics”.	To	grasp	the	basic	concept,	take	the	simplest	form	of	a	regression:	a	linear	regression,	bivariata,
describing	an	unalterable	relationship	between	two	(and	no	more)	phenomena.	Now	suppose	that	you	are	wondering	if	there	is	a	connection	between	the	time	students	of	high	school	spend	doing	the	French	tasks,	and	the	votes	they	receive.	These	types	of	data	can	be	traced	as	points	on	a	chart,	where	the	x	axis	is	the	average	number	of	hours	per
week	a	student	study,	and	the	y	axis	represents	the	exam	scores	on	100.	Together,	data	points	will	usually	spread	a	bit	on	the	chart.	Regression	analysis	creates	the	single	line	that	summarizesThe	distribution	of	points.	Mathematically,	the	line	that	represents	a	simple	linear	regression	is	expressed	through	a	basic	equation:	y	=	a0	+	a1	x.	here	x	is
hours	of	study	a	week,	the	â	€	œvariable	independentâ	€.	Y	is	the	score	of	the	exam,	the	"variable	dependent",	from	the	moment	-	we	believe	-	those	those	It	depends	on	the	time	spent	studying.	Furthermore,	A0	is	the	intercept	y	(the	value	of	y	when	x	is	zero)	and	A1	is	the	slope	of	the	line,	which	characterizes	the	relationship	between	the	two
variables.	Having	two	slightly	more	complex	equations,	the	"normal"	»For	the	basic	linear	regression	line,	we	can	insert	all	the	numbers	of	X	and	Y,	solve	for	A0	and	A1,	and	actually	traces	the	line.	This	line	often	represents	the	lowest	aggregate	of	the	squares	of	the	distances	between	all	the	points	and	itself,	the	method	of	«minimum	squareâ»	(OLS)
mentioned	in	mountains	of	academic	documents.	To	understand	why	ols	is	logical,	imagine	a	regression	line	that	passes	6	units	under	a	data	point	and	6	units	above	another	point;	On	average	there	is	6	units	under	the	two	points.	Now	suppose	a	second	line	passes	10	units	under	a	data	point	and	2	units	above	another	point;	On	average	it	is	also	6
units	away	from	the	two	points.	But	if	we	quit	the	distances	involved,	we	obtain	different	results:	62	+	62	=	72	in	the	first	case,	and	102	+	22	=	104	in	the	second	case.	Then	the	first	line	produces	the	lower	figure	Â	«I	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â
â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â	â"	minimum	squareâ	€	"and	is	a	more	substantial	reduction	than	the	distance	from	the	data	points.	(Further	methods,	in	addition	to	OLS,	can	find	the	best	line	for	more	complex	forms	of	regression	analysis.)	In	turn,	the	typical	distance	between	the	line	and	all	points
(sometimes	called	Â	"Standard	error")	indicates	if	the	™	regression	analysis	has	detected	a	strong	or	weak	relationship.	More	a	line	is	close	to	data	points,	overall,	stronger	is	the	report.	The	regression	analysis,	once	again,	establishes	a	correlation	between	the	phenomena.	But	as	the	proverb	says,	correlation	is	not	causal.	Even	a	line	that	fits	the	data
points	well	may	not	say	anything	definitive	about	causality.	Perhaps	some	students	succeed	in	the	French	class	because	they	study	hard.	Or	maybe	these	students	benefit	from	better	natural	linguistic	capabilities,	and	they	simply	enjoy	studying	more,	but	they	don't	benefit	any	benefits.	Perhaps	there	would	be	a	stronger	correlation	between	test
scores	and	the	total	time	that	students	had	spent	hearing	French	speak	before	entering	this	particular	class.	The	story	that	emerges	from	good	data	may	not	be	the	whole	story.	Therefore	it	still	takes	critical	thinking	and	attentive	studies	to	identify	significant	cause-effect	relationships	in	the	world.	But,	as	a	minimum,	the	regression	analysis	helps
establish	the	existence	of	links	that	require	a	more	in-depth	investigation.
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