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Example 1
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At the advertising cost at 2,250
we can expect the quantity sold at 2,500. 
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A common linear equation is Y = a + bX

Quantity sold Ad cost
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The goal is to use this dataset
to calculate a and b.

A common linear equation is Y = a + bX



Equation of this trend line:

Y = 253.6313 + 0.9988X



Equation of this trend line:

Y = 253.6313 + 0.9988X

Try to predict quantity sold 
at ad cost equals 3,500.

Y = 253.6313 + 0.9988(3500)

Y = 3731.43

At ad cost equals 3,500. we could expect 3,731 items sold.
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Using this equation, we can expect 
approx. 500 more or less than the 
predicted quantity sold.



Results from a web application
(statskingdom.com)



Excel output

Web app output



Excel output

Web app output

0.71 or 71% of the output 
can be predicted by the input.



Excel output

Web app output

Multiple R approaches 1.0 
means that  input and output 
are highly correlated.

When we increase the ad cost, 
sales tend to increase as well, 
and vice versa. 



3.21 × 10−6

= 0.00000321

Excel output

Web app output

Small P-value (P < 0.05):

Using ad cost as a factor in predicting sales is more accurate than without applying this variable. 



Three different significance levels

P < 0.001 (Best fit)

P < 0.01 (Good fit)

P < 0.05 (Acceptable fit)

If the P value is greater than 0.05, 

that variable does not fit the model.

Source: Philipphaku

P < 0.05 means there is less than 5% chance that 
the prediction will be out of the confidence zone.

2.5% chance 
to be here

(Bad)

2.5% chance 
to be here

(Bad)

95% chance 
to be here

(Good)
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Example 2



Results from a web application
(statskingdom.com)



0.0052 or 0.5% of the output 
can be predicted by the input.
* Should be 0.7 (70%)or above to be good.



Too low correlation (Multiple R)

indicates weak relationship 
between input and output.

• +0.8 or above for positive correlation.
• -0.8 or below for negative correlation.

Increasing the ad cost, might not increase sales.



P > 0.05 means that the variable 
(ad cost) does not fit the model.



Low predictive power due to a 
small sample size (20 records).

* Should be 0.8 or above to be good.

Example 2Example 1



Example 3
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Good fit and high predictive power.

Running experiments too many times can waste a lot of resource.
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Outlier



Good fit and high predictive power.

Before removing an outlier (N = 101)

After removing an outlier (N = 100)

Slightly increase the correlation 
but slightly decrease the power.


