
461 Chapter 13    Demand Forecasting Methods

(Y) is a function of the independent variable t (the
time period). The linear regression technique can be
used in a similar way to determine the association or
relationship between two variables.

For example, suppose the demand for houses is 
a function of price. If that’s the case, the price is the 
independent or predictor variable, and demand is 
the dependent or predicted variable. We can then 
use regression for forecasting purposes. The only 
difference between the trend equation we used in the 
linear trend analysis and the linear regression equa-
tion we will use as an associative method is that the 
independent variable will be denoted by x instead 
of t. Other than this difference, the procedure for 
using the linear regression equation is exactly the 
same—the least-squares method. When there is an 
associative relationship between two variables, the 
linear regression equation takes the following form:

yc = a + bxi

where yc is the computed or forecasted value of demand, and the slope (b) of the regression line is:
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The intercept of the line is given by:
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EXAMPLE 13.9: Milton Tile and Carpet Store (Odessa, TX) wants to forecast demand for its ceramic
tiles. The store manager, Jessica Milton, believes that the store’s tile sales are directly related to the number 
of new housing starts in Ector County. She collected the data in Table 13.8 from the county on the num-
ber of monthly house construction permits issued and Milton’s corresponding ceramic tile sales.

TABLE 13.8

MONTH 1 2 3 4 5 6 7 8 9 10 11 12

Monthly Tile Sales 6000 13000 7000 8000 6000 15000 7700 6800 14200 8000 4000 5700

Monthly Construction 
Permits

18 32 14 20 12 40 22 19 33 25 10 13

a.	 Construct a linear regression equation for the previous data.

b.	 Interpret the values for the slope (b) and the intercept (a).

c.	 Forecast tile sales if 27 housing permits were issued in a given month.

SOLUTION
Even though a linear trend line can be used to analyze the data, an associative method is more appro-
priate because the sales of tile are more directly related to housing permits issued than time periods. 
The calculations for the slope and intercept of the regression equation are shown in Screenshot 13.9.

a.	 The linear regression equation is of the form:

yc = a + bxi

Using linear regression 
analysis in the real estate 
market can show the 
relationship between 
the price of a house (the 
independent variable) and 
the demand for it (the 
dependent variable).
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Independent or 
predictor variable: 
a variable that, when 
changed, causes an 
effect on a dependent or 
predicted variable.

Dependent or 
predicted variable: 
a variable that is affected 
by an independent or 
predictor variable




