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This Computed Handout 5 will show the importance of using graphical tool before engaging into 

sophisticated statistical forecasting. 

Consider the following four data sets: 

 

Each data set has one variable x, with it corresponding variable y. 

If you estimate the model: 

�1� = �� + ��	1� + 
� 

you get the following computer output: 

 

That corresponds to the following estimated equation: 

�1�
� = 3 + 0.5 	1�  



What is interesting, is that this is the case for any pair of y and x:  

�2�
� = 3 + 0.5 	2�;       �3�

� = 3 + 0.5 	3�;      �4�
� = 3 + 0.5 	4� 

You will also get the same R
2
 as well as the same standard errors, t-statistics and p-values. 

What's the problem with this? There doesn't seem to be any problem, you may think, as different pairs 

of x and y can give exactly the same regression equation. The problem becomes clear when you graph 

the data: 

 

 


