FIN 534 – Seminar In Corporate Finance
Project #1
Single Factor and Multifactor Models

In this project, you will estimate the single factor and the multifactor models for two companies that you are going to select among firms listed on the US stock exchanges. One of these companies has to be a large one (high market value), whereas the other one has to be a small company (low market value). A company with a market value less than $200 million will be considered as a low market value company whereas a company with a market value greater than $10 billion will be considered as a high market value company for the purposes of this project.

First, you need to obtain monthly closing prices for the company you have selected. To obtain these closing prices, go to the following web site: finance.yahoo.com. Once this page is loaded, enter the symbol code of your company in the “Enter Symbol(s)” box at the top and then hit go. If you don’t know the symbol code for your company, you can click on the “Symbol Lookup” link on the right of this box and find the symbol code for your company. Once the page for that company is loaded, check the market cap reported by yahoo finance for your company and make sure that it satisfies the requirement for a high or low market value company. In the panel on the left hand side, you will see a choice for “Historical Prices”. Select that link. Once you are on that page, you are asked for the dates for which you want to obtain the historical prices and with what frequency you want the data to be reported. Your start date is Jan 30th, 2010 and your end date is Dec 30th, 2014. Choose monthly observation interval. Scroll down on that page until you see “download to spreadsheet” option. When you select that option you are asked whether you want to open or save or cancel. Choose save and tell the program where you want the data to be saved and under what file name. When you open this file into Excel, you will notice that your dates are reported in dd-mmm-yy format. However, yahoo reports the dates in mmm-yy format. So the dd’s assigned to each date by Excel under the assumption that you have data from the beginning of each month. However, your data is closing prices at the end of every month. Therefore, change the format of that column to mmm-yy in excel so that you don’t have any information on days. The only data you need from this Excel file are the date and the adjusted closing prices. You can delete the rest of it. Notice that the data is sorted in descending order of date. Sort the data in ascending order of date. Then use the following formula to calculate your monthly returns:
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You will not have a return figure for Jan 2010. So, your monthly return data will start from Jan 2010 and runs till Dec 2014. You should have a total of 60 monthly return observations.

Go to the http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html page and click on the link for “Fama/French Factors”. Download that file. It is a zipped file. After you unzipped the file, you will get a data file named “FF_Research_Data_Factors.txt”. It is a text file and contains monthly and annual observations for the three Fama-French risk factors and the risk free rate. You are going to use the monthly data from Jan 2010 to Dec 2014. In order to be able to use this data, you need to parse the data into columns. When you try to open this file into Excel, it is going to ask how you want Excel to parse the data into columns. Select delimited option and hit next. In the next dialog box, choose “Space” as your delimiter and select “Finish” at the bottom of that box. If you did this part correctly, you will see that Date, Mkt-RF, SMB, HML, and RF are all stored in separate columns in your Excel worksheet. This data set is already sorted in ascending order of date. Merge this data set with the one containing company data making sure that data from the same dates are lined correctly. Calculate the excess return in each month for your company using the risk free rate data you have. Remember that the excess return is the difference between the return on the company shares and the risk free rate of return. 
In Excel, go to the “Tools” menu and see if you have an option called “Data Analysis”. If you do, you can skip the rest of the things in this paragraph. If not, you have to follow them. Go to the “Tools” and select “Add-Ins”. You will get a list of functions that you can add in. Select “Analysis ToolPak”, and “Analysis ToolPak – VBA”. You will need the functions that are contained in these modules to do your assignment. If this worked properly, then you should see “Data Analysis” as an option when you select “Tools” from the menu.

Using regression function in Data Analysis, you will run two sets of regressions for each of your companies. In the first regression, monthly excess return on your company shares is the dependent variable (Y variable) and the monthly market risk premium (Mkt-RF) is the only explanatory variable (X variable). So, with this regression, you are estimating a single factor model (or essentially the CAPM). In the second regression, monthly excess return on your company shares is the dependent variable (Y variable) and the monthly market risk premium (Mkt-RF), monthly small minus big (SMB) and monthly high minus low (HML) are your independent or explanatory variables (X variables). Hence, with this regression, you are estimating a multifactor model (or essentially the APT). Run these two sets of regressions for both of your companies.

In your paper, I would like you to report the following things:

1. Results of the single factor model for your two companies with monthly observations. Make sure that you include the regression outputs from Excel as an exhibit to your report.
2. Any observations you can make regarding the explanatory power of the single factor model (R2 and adjusted R2) and beta coefficient for large versus small company shares. 

3. Results for the multifactor model for your two companies with monthly observations. Make sure that you include the regression outputs from Excel as an exhibit to your report.
4. Any observations you can make regarding the explanatory power of the multifactor model (R2 and adjusted R2) and regression coefficients for large versus small company shares.
5. Any observations you can make regarding the explanatory power of the model (R2 and adjusted R2) and beta coefficient as you go from a single factor model to a multifactor model for each of your companies.
6. Any observations you can make regarding the validity and usefulness of the single factor and the multifactor models for each of your companies.

Your report should not be any longer than .three pages excluding exhibits. Please don’t use font sizes smaller than 12 and have double spacing. Also, make sure that you have at least 1 inch margins on each side. So, your report should include all the relevant exhibits and it should be self contained. 
_1244267066.unknown

