Understanding and Applying the
Augmented Dickey-Fuller Test for
Time Series Stationarity in Python

Authored by
Mohammed looti

November 4, 2025

Mohammed looti (2025). Understanding and Applying the Augmented Dickey-Fuller Test for
Time Series Stationarity in Python. PSYCHOLOGICAL STATISTICS. Retrieved from
https://statistics.arabpsychology.com/?p=9748

PSYCHOLOGICAL STATISTICS statistics.arabpsychology.com



https://statistics.arabpsychology.com/?p=9748
https://statistics.arabpsychology.com/?p=9748
https://statistics.arabpsychology.com/?p=9748
https://statistics.arabpsychology.com/?p=9748
https://statistics.arabpsychology.com
https://statistics.arabpsychology.com

Understanding and Applying the Augmented Dickey-Fuller Test for Time Series Stationarity in Python

In the highly specialized realm of quantitative analysis and financial forecasting, the rigorous study
of time series data forms the absolute foundation. A critical, non-negotiable prerequisite for
successfully applying many powerful econometric models, such as ARIMA (Autoregressive
Integrated Moving Average), is that the underlying data must exhibit the property of stationarity.
Formally verifying this characteristic is the essential first step toward constructing robust,
statistically reliable, and accurate time series forecasts that can withstand empirical scrutiny.

Understanding Time Series Stationarity

A time series is precisely defined as stationary if its core statistical moments--specifically the mean,
the variance, and the entire autocorrelation structure--remain definitively constant across all
observed time periods. This fundamental invariance implies that the statistical process generating
the data is stable, meaning that future statistical inference derived from historical observations will
be valid and reliable. If the data is stationary, we can trust that the future behavior of the series will
statistically resemble its past behavior.

In sharp contrast, data that is classified as non-stationary frequently displays discernible
characteristics such as strong, pervasive trends (indicating a mean that changes over time),
pronounced seasonality, or dramatic fluctuations in variance, a condition known as
heteroscedasticity. When these unstable characteristics are present, standard statistical modeling
techniques--which are fundamentally built upon assumptions of structural stability--either become
entirely invalid or produce highly unreliable and spurious results. Consequently, ensuring that a
time series is stationary is not merely a preference but a paramount requirement for conducting
rigorous and meaningful time series analysis.

To qualify as strictly stationary, a statistical process must satisfy three primary, demanding
conditions. Understanding these conditions helps differentiate true stability from mere visual
consistency:

The unconditional mean of the time series must be constant, meaning it is entirely independent of
the specific point in time at which the observation is taken.

The variance (or volatility) of the series must likewise remain constant over time, ensuring the
magnitude of deviations does not change systematically.

The covariance or autocorrelation between any two observations must depend exclusively on the
time lag separating them (the distance), and not on the specific period when the observations
actually occurred.

When a series fundamentally violates these conditions and is identified as non-stationary, it almost
always contains a unit root. A unit root introduces a persistent, often non-decaying dependence on
past values, leading to effects that accumulate indefinitely, such as random walks. ldentifying and
subsequently removing this unit root, most commonly through the critical technique of differencing,
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is the necessary transformation required to achieve a stable, stationary series suitable for
advanced modeling.

Introducing the Augmented Dickey-Fuller (ADF) Test

To move beyond simple visual inspection and formally determine with statistical confidence
whether a time series is stationary or harbors a unit root, analysts employ specialized statistical
tests known as unit root tests. The most globally accepted, robust, and commonly utilized test in

this category is the Augmented Dickey-Fuller test (ADF). The ADF test represents a significant and
crucial extension of the simpler, original Dickey-Fuller test, specifically engineered to effectively
handle the presence of higher-order autocorrelation--a pervasive characteristic frequently observed
in complex, real-world time series data.

The ADF test operates within a rigorous framework of classical statistical hypothesis testing to
scrutinize the existence of a unit root within the autoregressive model defining the time series. The
formalized hypotheses, which dictate the interpretation of the test results, are meticulously
constructed as follows:

Null Hypothesis (HO): The time series possesses a unit root, leading to the definitive conclusion
that the series is non-stationary. This outcome strongly implies the presence of an underlying
time-dependent structure, an accumulating trend, or non-constant variance, rendering the series
unpredictable based on stationary assumptions.

Alternative Hypothesis (HA): The unit root hypothesis is statistically rejected, leading to the
conclusion that the time series is stationary. This favorable result indicates that the series is
structurally stable, mean-reverting, and therefore entirely suitable for standard time series
modeling techniques.

The execution of the test yields two primary, indispensable metrics: a calculated Test Statistic,
which is compared against standardized critical values, and the crucial P-value. The decision rule
is straightforward: If the calculated P-value is found to be less than a predetermined significance
level (conventionally set at $alpha = .05$), we possess sufficient evidence to decisively reject the
Null hypothesis ($H_03%). Rejecting $H_0$ allows us to statistically conclude that the time series is

stationary.

Prerequisites and Data Preparation in Python

Implementing and executing the Augmented Dickey-Fuller test within the Python ecosystem is

most effectively achieved using the highly respected and specialized statsmodels library. This
powerful package provides a comprehensive suite of tools specifically designed for statistical
modeling, econometric analysis, and time series diagnostics. Before initiating the test, it is
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essential to ensure that the necessary package is correctly installed and that the data is
appropriately structured, typically as a one-dimensional array or Pandas Series.

If your analytical environment is being set up for the first time, the statsmodels library must first be
installed. This is efficiently accomplished via the standard Python package manager, executed
from your command line interface:

pip install statsmodels

For the purpose of this practical, step-by-step demonstration, we will define a small, synthetic data
array that deliberately simulates a time series exhibiting a clear, persistent upward trend. This
artificial structure intentionally signals a lack of stationarity, thereby providing an ideal, textbook
case study for demonstrating the diagnostic power of the ADF test:

data =

Prior to conducting any formal statistical test, visual inspection of the raw data constitutes a
mandatory best practice in time series analysis. Plotting the series allows us to quickly confirm
whether immediately visible trends, repetitive cycles (seasonality), or evident shifts in variance are
present. This preliminary visual assessment offers a powerful initial indication of whether data
transformation will be necessary. We employ the widely used Matplotlib library to perform this
crucial visualization step:

import matplotlib.pyplot as plt

plt.plot(data)

The resulting plot, displayed below, clearly illustrates an upward drift, or a positive linear trend, in
the data over time. This decisive visual confirmation strongly suggests that the series is non-

stationary and dramatically reinforces the immediate necessity of performing the formal
Augmented Dickey-Fuller test. The statistical test will subsequently confirm the presence or

absence of a unit root that is driving this instability.
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Executing the ADF Test in Python

The core functionality for performing the ADF test is encapsulated within the adf ul | er function,
which must be correctly imported from the st at snodel s. t sa. st at t ool s module. This specialized
function accepts the time series data array as its primary input and subsequently returns a highly
comprehensive tuple containing all the essential metrics required for rigorous hypothesis testing
and drawing a conclusion regarding stationarity.

We execute the test directly on our defined sample data array using the following clean code block.
The printed output immediately follows the execution:

from statsmodels.tsa.stattools import adfuller

#perform augmented Dickey-Fuller test
adfuller(data)

(-0.9753836234744063,
0.7621363564361013,

0,

12,

{'1%" -4.137829282407408,
'5%'": -3.1549724074074077,
'10%": -2.7144769444444443},
31.2466098872313)

The output generated by the adf ul | er function is a sequence of six distinct values. Understanding
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the precise order and meaning of these outputs is absolutely essential for correctly interpreting the
statistical findings and drawing a valid conclusion about the series' stability. The sequence is
defined as follows:

The ADF Test Statistic. This is the single calculated value derived from the regression, used for
direct comparison against the critical values.

The **P-value** associated with the test statistic. This metric serves as the primary and most
intuitive basis for making the final statistical decision.

The number of lagged difference terms that were ultimately used in the ADF regression model
(optimal lag selection).

The total number of observations that were effectively utilized in the execution of the ADF
regression model.

A dictionary containing the Critical Values provided at the 1%, 5%, and 10% significance levels.

A maximum information criterion value (e.g., AIC or BIC), often related to the optimization process
for selecting the appropriate number of lags.

Interpreting the Test Results and Drawing a Conclusion

The final statistical conclusion derived from the ADF test can be reached using two complementary
methods: either by comparing the Test Statistic directly to the Critical Values, or, more commonly
and intuitively, by evaluating the P-value against the predefined significance level ($alpha$). Both
methods must logically lead to the same result.

For immediate decision-making, we focus intently on the two most decisive values extracted from
the function's output:

Calculated Test Statistic: -0.97538
Calculated P-value: 0.7621

Using the conventional significance level of $alpha = .05$, we strictly apply the decision rule
central to hypothesis testing: If the calculated P-value is less than 0.05, we possess the statistical
evidence required to reject the Null hypothesis ($H_0%$). In the context of the ADF test, rejecting

$H_0%$ means concluding the series is stationary.

In this specific analysis, the calculated P-value is a substantial 0.7621. Since this value (0.7621) is
overwhelmingly greater than our critical threshold (0.05), we must statistically fail to reject the
Null hypothesis. The failure to reject $H_0%$ confirms, beyond statistical doubt, that the time

series is structurally non-stationary. This formal statistical finding is perfectly consistent with the
clear visual upward trend observed and plotted earlier. Non-stationarity confirms the presence of a
unit root, meaning the series absolutely requires transformation before accurate time series models
can be reliably applied.
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Alternatively, examining the Test Statistic against the Critical Values provides robust confirmation.
For the Null hypothesis ($H_0$) to be rejected at the 5% level, the Calculated Test Statistic must
be numerically more negative (i.e., further to the left on the number line) than the corresponding

5% Critical Value. Comparing the two key figures:

Calculated Test Statistic: -0.97538
5% Critical Value: -3.15497

Since the Calculated Test Statistic ($-0.975388%) is clearly greater than the 5% Critical Value
($-3.1549793), the statistic does not fall into the rejection region. Both methods thus converge on
the identical statistical conclusion: the time series is non-stationary.

Addressing Non-Stationarity Through Differencing

Once the Augmented Dickey-Fuller test definitively identifies a time series as non-stationary, the

subsequent and necessary step is to transform the data to successfully achieve stationarity. The
most common, straightforward, and highly effective methodology for removing deterministic trends
and stabilizing a shifting mean is known as differencing.

First-order differencing involves the computation of the difference between every successive
observation ($Delta Y_t = Y_t - Y_{t-1}$). This standard procedure is typically sufficient to eliminate
a linear trend and stabilize the mean of the resulting series. If the newly created first-differenced
series still tests as non-stationary upon re-running the ADF test, higher-order differencing (taking
the difference of the differences) may be employed, although this is statistically less frequent and
often suggests the presence of complex seasonality or structural breaks.

The core objective of the differencing technique is the elimination of the time dependency and the
persistent correlation introduced by the unit root. By achieving this, the resulting residual series can
then be accurately modeled as a stationary process, making it suitable for ARIMA or other
stationary-based models. Critically, after any differencing operation, analysts must always re-run
the ADF test on the transformed data to statistically verify that the goal of stationarity has been
conclusively and successfully achieved before moving on to the final model development phase.

Further Resources for Advanced Time Series Analysis

To further advance your expertise in complex unit root testing, detailed autocorrelation structure
analysis, and sophisticated time series forecasting methodologies, we strongly recommend
consulting authoritative online resources and official documentation. The statsmodels library
documentation remains an indispensable resource for understanding the technical specifications
and advanced parameters of the adf ul | er function, ensuring you can apply this diagnostic tool
with maximum rigor and effectiveness in all your quantitative projects.
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