Hypothesis Testing

B - P
Construct the t-statistic: t —stat = L1
SE,

where: 3, = estimated value of 3,
B, = hypothesized value of £, (from H,)
SE, =estimated SD of $3, (SE from regression)

Hypotheses:
o = Significance Level = Probability of rejecting a true null hypothesis

p-value = Smallest value of a at which null hypothesis can be rejected (probability you would
obtain a t-stat larger than what you got)

Two-sided H,:5 =0
H,:8 %0
If | t-stat | > tyo,m2) = Reject Hy If | t-stat | <tynm2 > Fail toreject Hy
If p-value < a - Reject Hy If p-value > o - Fail to reject Hy
One-sided (@) H,: 5 <0
H,:5 >0
If t-stat >ty m-2) - Reject Hy If t-stat <ty m2) —> Fail to reject Hy
If PYa/, < g and t-stat >0 > Reject Hy If P2/, > g or t-stat < 0 -> Fail to reject Hy
(b) H,: 5 20
H,:5 <0
If t-stat < -ty (n-2) - Reject Hy If t-stat > -tym2) —> Fail to reject Hy

If PYa/, < gandt-stat <0 > Reject Hy If PYalve/, < g or t-stat > 0 > Fail to reject Hy



