Figure 1

Time Series Modeling Decision Tree


                                                                                                                                                                                                      




Plot the X,Y series


to understand the essential


characteristics of the data





 














 





























 

















Conduct Dickey-Fuller Unit Root Tests.


Cases 1, 2 or 3?








What is the stochastic order of each series ?


I(1) or I(0)?





Two-way causal





Build Error Correction Model


(ECM)


(Model 4)





Build Restricted VAR 


(Model 2)





Build Equal Lag Length VAR (Model 3)





Build separate univariate Box-Jenkins Models (Model 1)





NO





Conduct Tests for Cointegration. Are series cointegrated ?





Both series are I(1)





YES





One-way causal





Independent





Test Granger Causal ordering between stationary forms of X and Y.


Independent, one-way causal or two-way causal?





At least one series is not I(1)








