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Regularized Regression
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OLS Regression Results
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Dep. Variable: SP500 R-squared: 0.774
Model: OLS Adj. R-squared: 0.750
Method: Least Squares F-statistic: 32.48
Date: XXX XXX XX XXX XX XX Prob (F-statistic): 3.03e-31
Time: ):0:9:9:9:9:0:0:0.0:0.:0.0:0:9:0¢ Log-Likelihood: 493.88
No. Observations: 127 AIC: -961.8
Df Residuals: 114 BIC: -924.8
Df Model: 12
Covariance Type: nonrobust

coef std err t P>t [0.025 0.975]
const -0.0005 0.000 -1.038 0.302 -0.001 0.000
TSLA 0.0248 0.011 2.248 0.027 0.003 0.047
WMT 0.0272 0.041 0.667 0.506 -0.054 0.108
MCD 0.1435 0.057 2.536 0.013 0.031 0.256
USB 0.0164 0.051 0.322 0.748 -0.084 0.117
YUM 0.1469 0.047 3.114 0.002 0.053 0.240
NFLX 0.0972 0.021 4.539 0.000 0.055 0.140
JPM 0.1415 0.055 2.583 0.011 0.033 0.250
PFE 0.0546 0.033 1.662 0.099 -0.010 0.120
F -0.0068 0.036 -0.187 0.852 -0.078 0.065
GM -0.0105 0.027 -0.388 0.699 -0.064 0.043
COST 0.2176 0.059 3.713 0.000 0.101 0.334
INJ 0.2414 0.056 4.350 0.000 0.131 0.351
Omnibus : 7.561 Durbin-Watson: 1.862
Prob (Omnibus) : 0.023 Jarque-Bera (JB) : 8.445
Skew: 0.400 Prob (JB) : 0.0147
Kurtosis: 3.978 Cond. No. 156.
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from sklearn.linear_model import Ridge
from sklearn.metrics import mean_squared_error

® clf = Ridge()
coefs = []
errors = []
coeff_df = pd.DataFrame()

alphas = np.logspace(-4, 2, 200)

for alpha_i in alphas:
clf.set_params(alpha=alpha_i)
clf.fit(X_df, y_df)
coefs.append(clf.coef_)
errors.append(mean_squared_error(clf.coef_,
b.reshape(1,-1)))

_i = clf.coef_

_X_df = pd.DataFrame(data=b_i[:,1:].T,
index = tickers[1:],
columns=[alpha_i])
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coeff_df = pd.concat([coeff_df, b_X_df], axis = 1) Cg:)
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(a) alpha = 0.00001

(b) alpha = 0.0001
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6.0001 y =0.026 +3.491x' —13.188x? + 24.668x° — 23.210x" +12.008x° —3.515x° +0.547x" — 0.035x°
8.01 y =0.222 +0.380x" +0.149x2 +0.258x° —0.391x* +0.203x° —0.093x® +0.027x" —0.003x*
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1.0 y =0.335+0.125x" + 0.132x* + 0.099x° + 0.019x* — 0.048x® — 0.033x° + 0.022x’ — 0.003x°
10.0 y =0.428+0.045x" + 0.064% + 0.070x° + 0.049x* — 0.008x® — 0.065x° + 0.030x” — 0.004x®
100.0 y =0.585+ 0.013x" + 0.020%? + 0.024x° + 0.019x* — 0.004x° — 0.029x°® + 0.013x” — 0.002x°
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