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CONFIDENCE INTERVALS
Test of variance

EXAMPLE 1

EX: A financial analyst has developed a theory of investment and claims it will produce

results that are better than the average return from the stock market. The true average
rate of return for the market during the period of the test was exactly μ0 = 10%, and

the volatility  of the market  (standard deviation  of  prices)  was 4%. The measured

results for the performance of the new theory are as follows:

n = 25 X = 12%  s2 = (5.844 %)2

a) Use a confidence interval to determine whether the analyst's average results are

quite  likely  better  than  the  average  rate  of  return  of  the  market.  Use  a

significance  level  of  1%.  Assume  you  are  creating  the  confidence  interval

before you know the measured results for the new theory.

b) Use a confidence interval to determine whether the analyst's theory produces a

variance  that  is  quite  likely  higher  than  the  average  for  the  market,  thus

indicating that the investment is higher risk. Use a significance level of 1%.

Assume you are creating the confidence interval before you know the measured

results for the new theory.
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V AND I DIVIDERS
Voltage divider

EXAMPLE 1 (CONT.)

NOTE:

PROOF:

PSEUDOCODE:
   1.250000000000000   1.250000000000000
7878
  899889

SOL'N: a)

b)

NOTE:

eqn





˙ˆ∆˚˜œ†    –“‘ 

ı˝ˆ˜Œ‰ˇ„˛ €‹›fifl‡‚— ”’˘
ı˝ˆ˜
REF: NIST/SEMATECH e-Handbook of Statistical Methods, 

http://www.itl.nist.gov/div898/handbook/eda/section3/eda3672.htm, 28 April 
28, 2006. 
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EXAMPLE 1 (CONT.)

REF: Ronald E. Walpole, Raymond H. Myers, Sharon L. Myers, and Keying Ye, 
Probability and Statistics for Engineers and Scientists, 8th Ed., Upper Saddle 
River, NJ: Prentice Hall, 2007.

REF: [1] Marc  Bodson,  "Control  of  Electric  Motors,"  2004,  University  of  Utah

ECE Dept.

REF: [1] Ronald E. Walpole, Raymond H. Myers, Sharon L. Myers, and Keying

Ye, Probability and Statistics for Engineers and Scientists, 8th Ed., Upper

Saddle River, NJ: Prentice Hall, 2007.

[2] Anthony J. Hayter, Probability and Statistics for Engineers and Scientists,

2th Ed., Pacific Grove, CA: Duxbury, 2002.

REF: [1] James  A.  Nilsson,  Susan  A.  Riedel,  Electric  Circuits, 8th  Ed.,  Upper

Saddle River, NJ: Prentice Hall, 2007.
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