SEASONAL ADJUSTMENT

Statigtics Canada uses the X-11-ARIMA (Dagum, 1975 and 1979) method to remove
seasond fluctuations from time series. This method condsts in extending a raw time series
a both ends using an ARIMA.

Snce 1984, two different gpproaches to the seasond adjusment method, direct and indirect,
are used to adjud internationd trade time series. Prior to this, the seasond adjusment was
done exclusvely usng the direct gpproach. The following paragraphs explain the difference
between the two gpproaches.

Direct Seasonal Adjustment

The direct gpproach condgs in using a set of adjusment factors provided by the
X-11-ARIMA method to adjust raw interndiond trade time series a the mgor group leve,
when seasondity is detected.

Presently, the series for the current year are passed through X11-ARIMA programs every
month and readjusted every time new information is added to it. This is cdled the

concurrent seasond adjustment.

The concurrent method was introduced in ITD around 1990. Previoudy, a st of tweve
projected factors provided by the X-11-ARIMA adjusgment method were used to adjust
twelve subsequent periods. The factors were revised only once a yesr.

Readjusment of time series for the previous year and often, for some years back, takes place
during the months of April and May when revisons to the BOP adjusments are gpplied.
These revisons ae agoplied to the gppropriate time series dong with Customs based
revisons. Afterwards, 252 times series are teted for seasondity using the X-11-ARIMA
method.

Time series with no detectable seasond movements are flagged and remain unchanged.

Indirect Seasonal Adjustment

The indirect seasond adjusment gpproach for the vaue time series involves the summetion
or subtraction of seasondly adjusted time series by the direct method. For the Laspeyres
volume indexes and congtant dollars series at the Mgor Group leve, the indirect approach
congsts of dividing seesondly adjusted time series.

Snce 1984, the indirect approach has been widdy used to adius sub-totd and tota
internationd trade time series. However, the indirect gpproach is not without its drawbacks.
For indance, the time saries for total exports and imports generated by the summation of
Mgor Groups in one case and by the summation of Principd Trading Aress in the other are
not identica. Therefore, the totas generated by the summation of Mgor Groups are retained
as such and represent the benchmarks to adjust the totals generated by the summeation of the



Principd Trading Aress. The differences are didributed among the seasondly adjusted
Principd Trading Aress, according to their share in total imports or exports.

If the time series for the totd of imports (or exports) were adjusted directly, the result would
be unique However, the summation of the seasondly adjusted Mgor Groups or the
summdtion of the seesondly adjused Principd Trading Aress could differ from the
seasondly adjugted totd. In order to preserve additivity, the differences would have to be

digtributed among the components.



