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earlier in the book, to time series analysis like this. In essence, what we will do is estimate a relationship 

between time and house price.

You should recall the basic regression equation from earlier, which describes a linear relationship 

between an independent variable x and a dependent variable y:

y b b xo
 = + 1

Now, it is helpful to change some of the notation here, because we are dealing with a time series 

model and therefore the independent variable is time. So, let’s change the equation notation to the 

following:

T b b tt o= + 1

where:

Tt = trend value of the time series in period t

b0 = intercept of the trend line

b1 = slope of the trend line

t = time

Now, do not get confused. Remember, this is the same equation – the notation is just slightly different 

to remind you that time is involved. So, moving on, we let t = 1 for the first data point of the time series, 

t = 2 for the second data point and so on. As such, t = 1 is the oldest time point we use. We can use the 

following equations to compute the estimated regression coefficients:
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where:
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