TIME SERIES

DEFINATION AND COMPONENTS OF TIME SERIES

DEFINATION:

A time series is a set of data collected at successive points in time or over successive periods
of time. A time series is a set of measurements that occur at regular time intervals. In this
type of analysis time is independent variable and the goal characteristic the dependent

variable.

In time series analysis, time is a significant variable of the data. Times series analysis helps

us study our world and learn how we progress within it.

Time-series data is a sequence of data points collected over time intervals

Time Series Analysis

In order to evaluate the performance of a company, its past can be compared with the present
data. When comparisons of past and present data are done, the process is known as Time
Series Analysis. Time series are stretched over a period of time rather than being confined to
a shorter time period. Time series analysis draws its important because it can help predict the

future. Depending on the past and future trends, time series are able to predict the future.

Time series analysis is helpful in financial planning as it offers insight into the future data
depending on the present and past data of performance. It can lead to the estimation of an
expected time’s data by checking the current and past data. That means, time series is used to

determine the future by using the trends and valuations of the past and present.

Components of Time Series Analysis :

The reasons or forces that change the attributes of a time series are known as the Components

of Time Series.

The following are the components of time series —




e Trend
« Seasonal Variations
e Cyclical Variations

e Random or Irregular Movements

Trend:

Trend shows a common tendency of data. It may move upward or increase or go downward
or decrease over a certain, long period of time. The trend is a stable and long-term general
tendency of movement of the data. To be a trend, it is not mandatory for the data to move in
the same direction. The direction or movement may change over the long-term period but the

overall tendency should remain the same in a trend.

Some of the examples of trends include — the number of schools, agricultural production,
increase in population, etc. It is notable that the trend may move upward, go downward or

remain stable over different sections of time.

A Trend can be either linear or non-linear.

Seasonal Variations:

Seasonal variations are changes in time series that occur in the short term, usually within less
than 12 months. They usually show the same pattern of upward or downward growth in the
12-month period of the time series. These variations are often recorded as hourly, daily,

weekly, quarterly, and monthly schedules.

Seasonal variations occur due to natural or manmade forces or variations. The numerous

seasons and manmade variations play a vital role in seasonal variations.

Example
The crops depend on the season, the sales of A.C,s going up during the summer and the use

of umbrellas skyrocketing during the rainy season - all of these are seasonal variations.




Seasonal variations can be clearly seen in some cases of man-made conventions. The
festivals, customs, fashions, habits, and various occasions, such as weddings impact the
seasonal variations. An increase in business during the seasonal variation period should not

be considered a better business condition.

Cyclical Variations :

Variations in time series that occur themselves for the span of more than a year are called
Cyclical Variations. Such oscillatory movements of time serious often have a duration of
more than a year. One complete period of operation is called either a cycle or a ‘Business
Cycle’.

Cyclic variations contain four phases - prosperity, recession, depression, and recovery. It may
be regular or non-periodic in nature. Usually, cyclical variations occur due to a combination

of two or more economic forces and their interactions.

Random or Irregular Movements:

There is another kind of movement that can be seen in the case of time series. It is pure
Irregular and Random Movement. As the name suggests, no hypothesis or trend can be used
to suggest irregular or random movements in a time series. These outcomes are unforeseen,

erratic, unpredictable, and uncontrollable in nature.

Earthquakes, war, famine, and floods are some examples of random time series components.
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