Interpretation of alpha (o)

The index (market) model in excess return form:
Rit= ai + Bi Rmt + eit (1)

where Rit = rit — r and Rmt = rmt — It (2)

From (1) and (2),

rt— re= Qi + Bi (rmt — 1t ) + €i, where eit = 0

— Qi = rit — it — Bi (rme — rt)

— Qi = it — [re + Bi (rme — It )]



