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Many monthly and quarterly data series have 
noticeable seasonal patterns, with peaks and troughs 
recurring at the same times each year. For some 
series, the source of the seasonal fluctuation can be 
easily explained. Agriculture, construction and utilities’ 
production, for example, are directly linked to the 
weather. Some industries vary production levels 
during the year because of scheduled plant shutdowns 
for retooling or maintenance. Major holiday periods 
like Christmas also affect production levels.

This seasonal volatility can make it difficult to sep
arate growth or decline in the economy from a typical 
seasonal change. As a result, most published data, 
including those in National Economic Trends, are 
seasonally adjusted. One notable exception is interest 
rate data which show no significant seasonal pattern. 
The accompanying chart shows the unadjusted and 
seasonally adjusted monthly Index o f Industrial 
Production (IIP). The unadjusted data are shown by 
the thin line and, as expected, display more variation. 
At first glance, this variation may appear random. But 
a closer look at the unadjusted series reveals three 
distinct peaks each year, two in the first half and a 
larger one in the second half. Removing these seasonal 
fluctuations gives a clearer picture of the health of 
the economy.

In 1990, for example, the unadjusted IIP rose and 
fell in the second half o f the year as it usually does. 
Was this the normal seasonal drop or was there more 
to it? Looking at the seasonally adjusted series, it is 
clear that industrial production had decreased beyond 
the seasonal norm. This year, like most others, the 
unadjusted IIP increased from May to June and then

fell again from June to July. Was this more than the 
usual July drop? This time, the seasonally adjusted 
data reveal that industrial production was almost flat 
from May to June and actually increased slightly from 
June to July.

There is no way to isolate the “true” seasonal 
pattern. Thus, seasonal adjustments must be made by 
using statistical models. In addition, seasonal patterns 
tend to drift over time, so estimates must be updated 
regularly. Imperfect estimation and updating of 
seasonal patterns make the adjusted data imprecise, 
but most economists believe such imprecision is a 
reasonable sacrifice to reveal underlying trends in 
the data.

—  Donald S. Allen
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Note: Shaded area indicates a business recession.
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