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above and beyond

Box 15.1  Linear Regression Indicators

One way to extend the use of linear regression is to compute a new forecast for each data point in a 

time series, like a moving average. Doing this would essentially amount to plotting the end point of a 

large series of linear regression lines, one for each consecutive time period. Those end points would 

be your forecast. You could vary the amount of data you used to compute the linear regression indica­

tor (like varying the time periods used in a moving average). Although you would pay the price of a 

significant increase in computational complexity and heavy lifting, the forecasts using such a method 

would be much less lagged than a moving average – they would have a much quicker response to trend 

changes, in other words. Such a method works best for strong trends and is often used by financial 

analysts. It is quite a way beyond the scope of this introductory chapter, but, on the other hand, if you 

think carefully you should be able to work out how to do it yourself. Once you are there, you will prob­

ably think of even more interesting ways to forecast. What about combinations of methods? I will touch 

on this later…

Take a look at Table 15.4, which is an approximate recreation of average UK house prices from 1997 to 

2006 (which is the year I bought my first house). The data is not exact, but it is generally representative 

of the trend and magnitude of house prices in the UK at the time. 

Table 15.4  Approximate UK average 
house price data, 1997–2006

Year Price (£000s)

1997 55

1998 61

1999 70

2000 75

2001 79

2002 95

2003 110

2004 135

2005 155

2006 160

There is a completely obvious upward trend here, and most analysts would probably agree that a linear 

trend would be a pretty good representation of the data. Looking at Figure 15.7, you can easily see the 

trend, and I have also added in a linear trend line. It looks like this trend line provides a pretty good 

description of the long-term movement in the time series. Of course, this is just an rough guess at the 

trend line so far, so maybe it is worth thinking about whether it is possible to compute a more accurate 

trend line. Indeed, we can apply the basic principles of least squares regression, which have been covered 
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