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Methods of time series analysis are relevant techniques in many economic studies
that rely on quantitative measurement of macro-economic and financial variables and
their dependence. The time series is a chronologically arranged series of observations
showing the movement of certain observations over successive time intervals. While
the aim of obtaining more efficient representations of the nature of certain time series
developments besides graphic analysis, a comprehensive analysis of empirical data
of observed variable in the past is also done, as well as the possible prediction of the
trend in the future period. In this context, one of the most important advantages of
applying the methods of time series analysis is the ability to combine theoretical
knowledge with specific, observed behaviors during the selected time series. This is
doubtlessly a necessary precondition to adopting appropriate economic policies and
conclusions.

The 425 page Applied Time Series Analysis includes a comprehensive meth-
odological framework of univariate and multivariate analyses of dynamic systems
and stochastic processes in a way that integrates economic theory and econometric
analysis with the empirical results of time series modeling. The structure of the book
is presented in five different and complementary parts. After getting acquainted with
the elementary concepts, objectives and descriptive methods in the time series analy-
sis, the second and third parts are devoted to the analysis of univariate time series. In
this respect, the bases of analysis of the one-dimensional stationary time series are
presented, followed by a detailed elaboration of specific methods of analysis of eco-
nomic time series. Relatively complex analysis is primarily related to the present
testing algorithms within different unit root tests as a prerequisite for the implemen-
tation of the selected modeling setting and specification of an appropriate model. The
next instance relates to the analysis of multivariate time series and also includes a
complete presentation of the key properties and testing process of the vector autore-
gressive models and an explanation the concept of cointegration as the dominant
framework for modeling time series with a unit root. The final section contains the
empirical results of the application of acquired knowledge in the field of econometric
time series analysis on selected macroeconomic data.

The first part, “Initial Time Series Analysis,” indicates the essential concepts
and fundamentals in time series analysis, in order to introduce readers to the basic
notions, objectives and key labels. Theoretical description of specific time series is
supported by graphical illustrations of deterministic and stochastic components of
trend, seasonal components, structural break and unstable variance. With the aim to
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ease understanding of the upcoming models and relationships, this section presents
the basic labels in the analysis of time series. An explanation of the crucial concepts
in this area follows, with an introduction of the terms: a random process, time series,
stationarity and ergodicity. Bearing in mind that the initial stage in the time series
analysis refers to the descriptive indicators, four methods of descriptive categories
are presented: graphical representations, summary indicators, methods of transforma-
tion and smoothing methods. Given that the shape of the empirical distribution to
some extent determines the direction for future testing, it is important to determine
whether a given distribution of time series can be approximated by a normal distribu-
tion. For this reason, the authors explain the rules of inference based on the histo-
gram, the coefficient of skewness and kurtosis and Jarque-Bera test statistics. Re-
garding the method for transformation, approaches which are applied in order to sta-
bilize the variance are discussed: logarithm of the data and application of the opera-
tor of the first difference, whereas regression method, moving average method and
HP trend are presented as a smoothing method.

In the second part, “Analysis of the Univariate Time Series - the Basics,” the
key functions and analysis processes of the one-dimensional stationary time series
are exposed. It is considered to be appropriate to begin the analysis by examining the
special characteristics and features of individual time series using a number of tech-
niques from the domain of univariate analysis, regardless of whether the goal of
econometric research focuses on analysis of movement of particular time series or
joint analysis of a number of time series. Given the importance of perception of the
correlation structure and diversity in motion in autocovariance and autocorrelation
functions through different models, specificities and properties of scores for both
functions are presented in detail. Since it is used for the same purpose, the partial
autocorrelation function is also separately presented in this section. Further elabora-
tion of such key theorems on time series analysis exhibited Wold’s decomposition
theorem. In other words, definition of the linear process and its variance, autocovari-
ance and autocorrelation function are exposed. In the framework of a model describ-
ing the weak stationary time series, the authors extensively present: autoregressive
(AR) models, moving average (MA) models and autoregressive moving average
(ARMA) models. Along with precise execution of stationarity and invertibility con-
ditions, linear form, autocovariance and autocorrelation functions for the three cate-
gories of models, graphical representations of examples that make it much easier to
overcome the presented problems are offered to the readers. Given that from the
theoretical and empirical point of view, we are witnesses of a number of serious and
far-reaching turbulences on the macroeconomic stage, in the section of univariate
analysis the authors have paid a special attention to the method of forecasting time
series using ARMA models. At the end of the second part, an adequate strategy for
parameter estimation for the three groups of stationary time series models is pre-
sented.

The next part, “Analysis of the Univariate Time Series: Specificities of the
Economic Time Series,” is devoted to methods of analysis specificities, testing and
modeling strategy for economic time series. Recognizing that the long-term tendency
of growth or decline is one of the basic characteristics of macroeconomic time series
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over time, at the beginning of the third part, the authors present classification of two
forms of the model: trend-stationary and difference-stationary. In the present context,
the names themselves indicate that the first case is a variant of the stationary time
series with variable mean in line with the trend function, whereas the second cate-
gory applies to models which are characterized by unstable variance that increases
linearly with time, while values of autocovariance and autocorrelation functions are
conditioned with the delay which defines them £ and the time ¢. Alternative terms for
difference-stationary class of models (whose general form is known as ARIMA
models): integrated-stationary time series, time series with a stochastic trend, time
series with unit root and random walk process were developed and presented below.
Since the stochastic variations are important features of economic models, permanent
effects of unexpected changes are formally tested by determining the number of unit
roots of the observed time series. From the viewpoint of practical application, there is
a consensus among researchers regarding the use of Dickey-Fuller test (DF) as an
adequate basis for further testing which confirms or refutes previous conclusions.
Depending on the included deterministic components, a way of formulating a hy-
pothesis, testing algorithms and procedures for the determination of critical values of
DF test statistics are presented in detail. An extended version of the DF test is also
explained, of which the original idea relates to the correction of the baseline model
by adding new components, with the aim of eliminating autocorrelation in residuals.
Apart from the forms that related to testing in accordance with the Dickey-Fuller ap-
proach with certain modifications, authors also introduced the KPSS test that starts
with an analysis of variance of the random component and consequently, the decision
making about stationarity. The presentations of the most used unit root tests are fol-
lowed by Box-Jenkins view of modeling strategy and approach related to the analysis
of residuals, which is the final stage before the final definition of the type and form
of the econometric model.

In order to achieve a higher level of comprehension of the analysis, the prop-
erties of time series characterized by the existence of a seasonal component are ex-
plained, as well as a way of including this type of variation of the corresponding sea-
sonal ARIMA models. The authors also pay special attention to the analysis of inter-
ventions and structural breaks, bearing in mind that many exogenous events can be
manifested in a set of observations that are not consistent with previous tendency of
time series. The main objectives of modeling structural breaks are related to the test-
ing of its duration, the date of occurrence and level of significance, while as the most
popular unit root tests which include breaks in the analysis, the Perron and Zivot-
Andrews tests are presented. At the end of the third part, the authors present an
econometric framework for the analysis of model with unstable variance and condi-
tional heteroskedasticity, in which the generalized autoregressive conditional het-
eroskedasticity model is exposed (GARCH model) with additional explanations of
the three key stages of the process which relies on GARCH models construction.

The fourth part, “Analysis of Multivariate Time Series,” provides a detailed
overview of multidimensional analysis which is applied when the research needs are
focused on the application of the models that enable the analysis of cause-and-effect
relationship between two or more variables. At the very beginning of this chapter, a
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theoretical review of alternative strategies in macroeconomic modeling is described,
where authors provide a comparative analysis based on the modeling of the system of
simultaneous equations and modeling based on vector autoregressive models. On the
basis of previously acquired knowledge, it is known that the inclusion of non-
stationary time series as explanatory variables results in inconsistent evaluations
which do not have normal distributions, and the occurences of spurious correlations
or nonsense regression are not rare. As a way of evading these shortcomings of clas-
sical linear regression model, the concept of cointegration is defined in the expres-
sion of adequate methodological approach for the analysis of time series with a unit
root. In the present framework, authors presented the basis for applying Dickey-
Fuller test of series residuals (DFR) as the dominant test for testing cointegration in
time series data. On the other hand, the procedures for testing the existence of coin-
tegration in panel data are discussed and an algorithm for applying the first-
generation tests in this area is derived.

Further exposure provides a consistent elaboration of vector autoregressive
models which in the first step involves display settings and defining conditions of
weak stationarity of the VAR models which is followed by presentation of specifica-
tion tests which can be effectively implemented with the aim of analysing the exis-
tence of autocorrelation and testing of normality. The analysis procedure in the case
where the components of vector time series have a unit root is also showed, depend-
ing on whether or not they are cointegrated. Mutual interdependence and connec-
tivity of a large number of economic and financial variables is given special attention
in this chapter, and the authors tend to explain the concept of causality and impulse
response function well. If one wants to study the effects of the previous movements
of a certain time series on the current and future level of the time series which is cor-
related with them, it is useful to apply one of the presented tests of causality, while
impulse response function is suitable for the analysis of the effects of unexpected and
random changes in one time series on the movement of all time series in the system
of VAR model. Methodological aspects of the analysis of cointegration in VAR
model is presented below. Authors also systematize the appropriate tests to verify the
existence of cointegration which means to define of the likelihood-ratio test statistic,
which is used to test a number of stationary combination (Johansen approach). The
final commentary at the end of the fourth section is devoted to various combinations
of the presence of deterministic components in cointegration analysis in the VAR
model. Given the need to examine the hypothesis that cointegration parameter takes
an exact value in economic relations, the application of the test which formally
checks the validity of the linear restrictions on the cointegration parameters are also
explained.

In the last part, “Empirical Results of Applying the Univariate Models,” the
results of the univariate analysis for thirteen time series are summarized. The major-
ity of the investigated time series refer to the real data on selected macroeconomic
indicators which thankfully illustrate economic trends in Serbia, while a smaller
number is related to European and international frameworks. It is important to note
that the data of different frequencies (monthly, quarterly and annual) and lengths are
given, with the aim of making it easier to comprehend the specifics of certain catego-

PANOECONOMICUS, 2013, 1, pp. 133-137



Applied Time Series Analysis

ries in econometric analysis. After the initial prediction of the movement of time-
series through graph presentation, the comprehensive analysis of autocorrelation and
partial autocorrelation function at the level of the time series, and its first difference
are provided to readers, with the goal of timely detecting the eventual presence of a
seasonal component or structural break, while formal testing verifies the correct
number of unit roots. The choice of an appropriate ARIMA specification is based on
the application of Box-Jenkins modeling strategy which is standard procedure, which
relates to the identification of the model, estimation of parameters and testing the
adequacy, implemented in the analysis of each time series.

Readers can check the empirical results reported in the book because the data
of the analyzed time series data are available on the website http://avs.ckof.bg.ac.rs.

Taking into account the form in which the book was conceived and its price-
less significance for the practical application, we can say that this is the first book in
Serbia which in this frame exposes the concepts and issues of the method of time
series analysis. At the same time, in an appropriate way it presents an adequate coun-
terpart to the modern trends in the international field of applied time series analysis.
In a unique way, the authors have succeeded in their intention to share their own, the
most profound knowledge of the most important principles of univariate and multi-
variate analysis and present them in a form available to the academic, professional
and student public. From the point of view of fundamental theoretical and conceptual
substrate, on the one hand, and empirical-analytic application context, on the other
hand, the book is a precious contribution of the studied theoretical and practical ques-
tion of the methods of time series analysis in both local scientific research and educa-
tional publications.

PANOECONOMICUS, 2013, 1, pp. 133-137

137



THIS PAGE INTENTIONALLY LEFT BLANK




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


