
 
 

Interpretation of alpha () 
 
 
The index (market) model in excess return form: 
 
Rit = αi + βi RMt + eit                                         (1) 

 
where Rit = rit – rft and RMt = rMt – rft                (2) 
 
 
From (1) and (2), 
 

 rit – rft = αi + βi (rMt – rft ) + eit, where eit  0 
 
 
→ αi = rit – rft  – βi (rMt – rft )    
 
→ αi = rit – [rft + βi (rMt – rft )] 

 

  


