
Future Income, Spending, and Saving
The tremendous upsurge in consumer spending during the 
1 9 5 0 ’s has been explained by the high rate of income 
growth and the propensity of Sixth District consumers to 
spend a substantial share of their increased incomes. Thus, 
the future trend of spending in this part of the Southeast 
depends upon answers to two questions: Will income con
tinue to grow? Will Southerners continue to spend a 
larger share of this increased income than consumers 
elsewhere?

Earlier articles in this series on income growth have 
indicated that the future of the Southern economy is tied 
closely to that of the nation. If we assume that this na
tion’s economic growth will continue, we may also con
clude, on the basis of experience, that the South will con
tinue to increase its share of expanding income. Under 
these conditions, consumer spending will continue to grow 
somewhat more rapidly in this area than elsewhere.

As incomes increase, however, and the average income 
in the South more closely approaches that in the nation, 
the strength of factors that brought about a tendency for 
Southerners to spend more of their incomes tends to 
diminish. As his income has increased, the Southern con

sumer has become more like the average American con
sumer. He saves more and spends less. Indeed, this has 
been going on ever since the South began to catch up in 
income. Nevertheless, an elimination of the still existing 
differential between the District and the United States 
in the immediate future seems unlikely. In 1959 , per 
capita retail sales in the District were still 65 percent of 
per capita income, compared with 57  percent for the 
United States.

The 1 9 6 0 ’s, therefore, are likely to see the South con
tinue as one of the nation’s most rapidly growing con
sumer markets in relation to income growth. The pace of 
activity, in terms of rates of growth, may be a little slower 
than it has in the past because Southerners may be ex
pected to more nearly approach the savings habits of the 
nation. If a shortage of local savings has indeed ham
pered economic growth, the growth in savings accom
panying income expansion may help solve the problem. 
In the 1 9 6 0 ’s, the South will probably continue to be a 
very attractive market for consumer goods, but it will also 
offer an improved opportunity for savings institutions to 
attract a greater part of Southerners’ income. In any 
event, the Southern consumer should be better off.

C h a r l e s  T . T aylor

Seasonal Adjustment
An Aid to Economic Understanding

Scattered throughout the Monthly Review, frequently 
making up a part of the labeling for the charts, you will 
see statistical series described as “seasonally adjusted.” 
Sometimes, to vary the reference, economists and statisti
cians speak of changes “after allowance for seasonal 
variations,” or “after adjustment for seasonal influences.” 
Whatever the form of expression, it is clear that some
thing has been done to the basic data. To those unfamiliar 
with the terms, however, it may not be clear just what 
has been done and why and how. The sceptic might con
sider seasonal adjustment a deliberate effort to confuse 
the interpretation of economic developments. In reality, 
however, it is an effort to clarify them.

What
The accompanying chart showing changes in department 
store sales is used here to illustrate what we mean by 
“seasonal adjustment.” The line portraying changes in the 
actual dollar volume of department store sales before ad
justment reveals what every shopper knows from her own 
experience with the changing size of shopping crowds: 
The department store business typically booms with the 
approach of Easter in either March or April and really 
zooms with the approach of Christmas. These changes, 
because they repeat themselves in more or less the same 
pattern every twelve months, are called seasonal varia
tions. The adjusted line in the chart differs from the unad
justed in that these seasonal variations have been removed. 
In other words, the figures have been “seasonally adjusted.”

Swings in consumer demand associated with holidays 
explain the major seasonal changes in department store 
sales, but department store owners will tell you that 
changes in the weather also have a strong influence on 
the demand for their goods. This is particularly true of 
specific items such as air conditioners and refrigerators, 
which sell in largest volume during warm weather. Most 
types of business activity experience similar swings in 
demand associated with calendar dates and the weather. 
In the automobile industry, for example, such swings are 
related to good driving weather and to the introduction 
of new models each autumn. Similarly, the advent of 
cold weather brings an increase in the demand for fuels.

Seasonal variations in the supply of goods are also 
important in many types of business activity. A good 
example of this is the seasonal increase in farm income 
associated with the harvesting of crops. Seasonal changes 
are important not only in agriculture but also in other 
outdoor activities such as construction work.

Why
Although the term “seasonal adjustment” may have 
seemed confusing, you now undoubtedly recognize sea
sonal variations as a phenomenon with which you have 
been familiar in many phases of your everyday life. You 
will also recognize that you have made allowances for, 
or adjustments to, these seasonal variations in planning 
activities that might be affected by them. The shopper 
knows when to expect crowds in department stores and 
so plans to either avoid them or brave them. Your own
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experience, therefore, gives a clue to one reason why 
seasonal variations in economic series are studied— so 
that they may be identified and taken into account for 
planning purposes.

The chart of department store sales suggests that a 
major task of a department store manager is to plan for 
seasonal swings in the volume of his business, building 
up inventories of goods in anticipation of periods of high 
sales activity and providing for adequate sales personnel. 
Businessmen in other lines of activity study seasonal 
variations in order to improve efficiency or possibly to 
smooth out seasonal swings by diversifying their opera
tions. Government officials, too, must plan for seasonal 
swings of various kinds. Postal officials, for example, 
anticipate the inevitable rush to mail gifts as Christmas 
approaches. The difficulties they face at this season are 
responsible for the constant urging to shop and mail 
early, which advice would undoubtedly ease the last 
minute rush if it were followed. Seasonal movements, then, 
are frequently important in and of themselves.

In many cases, however, a more important reason for 
studying seasonal movements is the desirability of elimi
nating their influence on statistical series. While business 
and government officials must plan for seasonal ups and 
downs in activity, it is frequently important to focus atten
tion on more fundamental changes taking place in a 
particular business or in the economy as a whole.

For the man looking to the needs of his business five 
or ten years hence, the question becomes, “What has 
been the long-run trend in my firm’s operations?” To 
the man whose business is subject to alternating periods 
of high and low activity during a period spanning several 
years, the question is, “In what direction has my business 
been heading over the last few months?” To the Federal 
Reserve authorities, responsible as they are for setting 
monetary and credit policies appropriate to the economic 
environment, it is a matter of extreme importance to dis
cern as quickly as possible fundamental changes in busi
ness activity. Frequently, however, they are obscured by 
seasonal movements. The identification of seasonal move
ments is therefore essential so that they may be eliminated 
and thus allow the more fundamental changes to be more 
clearly discerned.

This problem, too, is illustrated by the chart. The 
predominant movement in department store sales, shown 
by the unadjusted line, is the wide variation from the Jan
uary low to the December peak of each year. It is only 
after these seasonal swings have been eliminated that we 
can see more clearly the underlying trends of sales. We 
see, for example, the effects on department store sales of 
the general business recession in late 1957  and early 1958 
and of the subsequent recovery. We also see more clearly 
the long-run upward trend of department store sales.

When studying seasonal variations for their own sakes 
or when seeking to eliminate them and so to uncover 
more fundamental changes, businessmen, economists, and 
government officials are really searching for causes of 
fluctuations in business activity in order to improve the 
decision-making process.

How
Realizing that seasonal variations can be thought of sim
ply as the typical manner in which an economic series 
fluctuates each year, you may have anticipated that the 
adjustment is made by finding the average pattern and 
eliminating it. In principle, the procedure is just that sim
ple. Difficulties usually arise, however, in determining the 
average behavior, because seasonal changes are but one 
of several broad types of change affecting economic data. 
They are generally superimposed upon a long-run up
ward or downward trend and are complicated by alternat
ing periods of prosperity and recession, as well as by 
irregular fluctuations. Much study, therefore, was needed 
to develop methods designed to isolate seasonal move
ments from these other types of changes.

Various methods are used to seasonally adjust statisti
cal data, ranging from those giving only rough approxi
mations to those yielding more refined results. Some 
averaging procedure is usually used. The more refined 
methods involve a large number of tedious calculations to 
obtain first approximations of desired results, followed by 
repetitions of the procedure and careful reviews of the re
sults to obtain the desired answers. The details involved 
in these methods need not concern us here. Suffice it to 
say that the process yields a figure for each month, which, 
divided into the observed data, eliminates the seasonal 
movement and so gives the more fundamental changes 
that are of greater concern. For the charted series on de-* 
partment store sales, this has meant lowering the observed 
figures for November and December and raising those for 
other months.

Like most other phenomena in a dynamic economy, 
seasonal patterns change from time to time. The increased 
use of air conditioning in recent years, for example, has 
helped to smooth the seasonal fluctuations in the sales of 
electricity. Seasonal adjustment factors must therefore be 
reviewed periodically to detect any changes in the sea
sonal patterns.

Fortunately for those who must seasonally adjust sta
tistical series and review them periodically, methods 
have been adapted for processing by electronic com
puters, which eliminates the necessity for many tedious 
manual calculations. With the possibility of this type of 
statistical analysis thus greatly broadened, the term “sea
sonal adjustment” is bound to be encountered more and 
more frequently. P h i l i p  M. W e b s t e r

Seasonal Adjustment of Department Store Sales
Sixth District, 1955-59
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