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SMOOTHING METHODS

Smoothing methods are great – they allow you to go some way at least to removing random fluctuations 

from the time series. However, they are only really useful when the time series is stable – that is, it does 

not show any major trend, cyclical or seasonal components. So, it is questionable how useful the basic 

smoothing methods are for long-term forecasting (although they can be modified). That said, they are 

quite useful for short-term forecasting tasks.

The Simple Moving Average

The simple moving average method (also known just as the moving average) is reasonably simple and 

involves using an average of the most recent data points in your time series to make the forecast for the 

next period. We know, the clue is in the name. By the way, the name is ‘moving’ average because every 

time we get a new value in the time series it replaces the oldest value, and a new average is computed. 

Anyway, the formula is as follows:

Simple moving average
most recent data values
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Of course, because the observations used to compute it change, the average changes over time as well. 

You can see this by using the data in Table 15.1 and the time series in Figure 15.4. This data is 12 months’ 

worth of music downloads from a hypothetical online music store named ‘pietunes’.2 

Looking at the time series, it seems like there is some variation present. However, there is no obvious cycli-

cal or seasonal pattern, so our best guess is that the time series is reasonably stable over time. As such, we 

can use the smoothing methods I am about to cover. I will show how to deal with other situations later on.

2 Needless to say, I didn’t have breakfast this morning.

Table 15.1  Pietunes data

Month Unique song downloads (000s)

January   95

February 124

March   99

April 110

May   95

June 100

July 115

August   87

September 120

October 100

November   97

December 120
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