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This Computer Handout 7 will show the use of dummy variables to model and forecast seasonality. 

Let the variable of interest be monthly gasoline sales (gs) measured in dollars. This is a typical variable 

that has seasonal fluctuations; consumption is higher during the summer months. 

The following time series graph of gasoline sales from January 1990 through November 1997 illustrates 

the importance of seasonal component in this variable: 

 

A part of the data set showing the monthly dummy variables is: 

 

The naive econometric model that just accounts for a linear trend would be: ls gs @trend 



 

with the following actual, fitted and residuals graph: 

 

Notice how poorly this model fits the data without explaining any of the variation within each year. 

The econometric model to account for the seasonality (and a linear time trend) using dummy variables 

can be estimated with the following EViews command:  

ls gs @trend d1 d2 d3 d4 d5 d6 d7 d8 d9 d10 d11 d12 

The estimation output is: 



 

with the following graph for the actual, fitted and residual (actual data, in-sample forecast, forecast 

error): 

 

To make an out-of-sample forecast, we simply follow the same steps as in Computer Handout 6 to 

forecast the trend. Just make sure you modify the "Forecast sample" and include some observations 

beyond time T. In this case from December 1997 through November 1998.  



 

That yields: 

 

Notice that the forecast includes one additional year (from Dec 97 to Nov 98) and that each year has the 

same forecasted values plus the upward slopping trend. 

How to create dummy variables 

If the dummy variables d1, d2, ..., d12 are not readily available in the dataset, they can easily be created 

using the following command:  

genr dum1 = @seas(1) 

This generates the dummy for the first month. You have to repeat this for all 12 months in the sample: 

genr dum2 = @seas(2)... until genr dum12 = @seas(12). 
 
 

 


