Histograms

Let’s look at how to construct and interpret histograms that summarize the values of monthly returns on Cisco and GM stock for the years 1990–2000. You’ll find this data (and returns for other stocks) in the file Stock.xls. Figure 34-1 shows a subset of the data. During March 1990, for example, Cisco stock increased in value by 1.075 percent.
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Figure 34-1 Monthly stock returns.

To create our bin ranges, I first enter CSCO, .4, .3, .2, …, -.2, -.3 (the boundaries of the bin ranges) in cells H54:H62. Next I choose Tools, Data Analysis to open the Analysis Toolpak. The Analysis Toolpak contains many of Excel’s statistical capabilities.

Note If the Data Analysis command doesn’t appear on the Tools menu, choose Tools, Add-Ins, select the check boxes for Analysis Toolpak and Analysis Toolpak VBA, and then click OK. Now when you

choose Tools, Data Analysis, the Analysis Toolpak will be ready to use. By selecting the Histogram option in the Data Analysis dialog box, we open the Histogram dialog box, shown in Figure 34-2.
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Figure 34-2 Dialog box for the Cisco histogram.

Here’s how to fill in the dialog box as it’s shown:

· Select the Input Range (F51:F181). (To select the range F51:F181, you can select cell F51 and then press Ctrl+Shift+Down Arrow. This takes you to the bottom of the column.) This range includes all the

data we want to use to create our histogram. I included the label CSCO from cell F51 because when you do not include a label in the first row, the x-axis of the histogram is often labeled with a number, which is confusing.

· Bin Range (H54:H62) includes the boundaries of our bin ranges. Excel will create bins of -30 to -20 percent, -20 to -10 percent, and so on up to 30–40 percent.

· I checked the Labels option because the first rows of both our bin range and input range contain labels.

· I chose to create the histogram in a new worksheet (named Histos).

· Select Chart Output, or you will not create a histogram.

Click OK in the Histogram dialog box, and our Cisco histogram will look like the one shown in Figure 34-3.
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Figure 34-3 Cisco histogram created with Excel’s Analysis Toolpak.

When you create the histogram, you’ll see gaps between the bars. To remove these gaps, select any bar on the graph and choose Format, Data Series. On the Options tab, set Gap Width to 0. You will also see that a label does not show for each bar. To show a label for each bar, you must reduce the font size. To reduce the font size, right-click on the graph axis and choose Format Axis. Change the font size to 5 points. You can also change the title of the chart by selecting the text and entering the title you want. After making these changes, the histogram appears as its shown in Figure 34-4.
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Figure 34-4 You can change the format of different elements in the chart.

Notice that Cisco returns are most likely between 0 and 10 percent per month, and the height of the bars drops off as the graph moves away from the tallest bar. When we create the histogram, we also obtain the bin range frequency summary shown in Figure 34-4.

From the bin range frequencies, we learn, for example, that for two months Cisco’s return was greater than -30 percent and less than or equal to-20 percent; in 13 months, the monthly return was greater than -20 percent and less than or equal to -10 percent.

