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The cyclical component represents a recurring pattern of growth and decline around a basic trend that 

lasts for more than one year. This is represented in Figure 15.3. You can see the trend is increasing, but 

there is an obvious cycle above and below this trend over the years. Such cycles are often observed as a 

result of long-term economic cycles.
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When the cycle occurs over a single-year period, it is known as a seasonal component, rather than a cycli-

cal component. This is observed in many cases – for example, ice cream sales are far higher in summer 

than winter, and umbrella sales are higher in autumn and spring in most places (apart from the UK where 

they are high all the time). However, while it is most obvious to talk of seasonal components in terms of 

one-year cycles, they actually refer to any cycle less than one year in duration. For example, any of you 

who have to commute to work or school know that traffic has a one-day seasonal component, with peaks 

(rush hours) in the mornings and afternoons. 

Finally, the irregular component can essentially be thought of as a residual, similar to that in a regression 

model, that catches all the deviation in the time series values other than those captured by trend, cyclical 

and seasonal components. You might want to think of it as ‘error’. It captures short-term, unanticipated, 

random and non-recurring events that can influence the time series. As such, it is inherently not predict-

able, and we do not even try to predict its influence on the time series. However, we do try to remove it 

somehow – usually with the use of what are called ‘smoothing’ methods. Which we now turn to.

think it over 15.1

Beware of the black swan! I have only ever seen white swans, so black ones cannot exist. Heed this 

warning from Nassim Taleb1 In his book The Black Swan, he warns us about ignoring rare and unpre­

dictable events and the extreme impact they can have on our neat, predictable world. Remember that 

forecasting relies upon the regularity of our data; who knows what the future holds?

1 Nassim Taleb (2008) The Black Swan: The Impact of the Highly Improbable. London: Penguin. 
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