
A  R etail S ale s In d ic a to r  

fo r  t h e  S o u th e a s t

b y  B r i a n  D .  D i t t e n h a f e r

The Federal Reserve Bank of Atlanta has developed a new indicator of regional 

economic activity, a monthly estimate of Sixth Federal Reserve District retail 

sales. The new consumer spending indicator is designed to allow comparisons 

with the U. S. Department of Commerce's Monthly Retail Trade Report and 

w ill be published as a monthly index as part of this Review's "Sixth District 

Statistics."

Consumer spending accounts for about two-thirds of all spending in the 

U. S. and, therefore, provides a broad-based indicator of the national economy's 

health. Reflecting this importance, the U. S. Department of Commerce (USDOC) 

prepares nine different consumer spending indicators, varying in scope and 

frequency of publication. The Monthly Retail Trade Report estimates retail 

spending for the nation, nine geographic divisions, and several large states, 

including Florida. None of the USDOC estimates provide information for the 

other Sixth District states, and there is no way to approximate the Sixth District 
share by combining the geographic divisions. Retail sales estimates for individual 

states are available from both public and private sources, but these vary in both 

methodology and coverage, making impossible summations to District level 

and comparisons of one state with another. The District Retail Sales Estimate 

was developed to fill the need for an indicator of regional retail spending 

which is comparable to and conceptually consistent w ith a national retail 

spending measure and which would also provide consistent state-by-state 
analytical detail.

The purpose of this article is to explain how Sixth District retail spending 

is estimated, to examine the estimate's limitations, and to review recent 
consumer spending.

What is Retail Trade?

If the average person considered the question at all, he probably would think
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TEST: ESTIMATING 1972 RETAIL SALES USING 1967 BENCH MARK FACTORS

Test

T A B L E  1

1972 
Sales & Use Tax 

Collections 
($ thousand)

1973 
X  Tax Rate 

Factor

1967 
X  Bench Mark 

Factor

1972 Test 
Retail Sales 

= Estimate 
($ thousand)

■f

1972*
Census of 

Trade Sales =  
($ thousand)

Estimate 
AS %  

of Census 
Estimate

Alabama $ 269,023.5 25.51 0.9345 $ 6,413,276.8 $ 6,736,249 95.51

Florida 958,477.4 25.77 0.9554 23,598,344.3 19,970,421 118.17

Georgia 476,065.8 34.36 0.6990 11,433,977.0 10,735,137 106.51

M ississippi 300,499.4 20.41 0.6700 4,109,239.2 4,196,794 97.91

Tennessee 379,419.1 29.61 0.7947 8,928,136.3 8,724,687 102.33

District 
(5 states) 3,383,485.2 ___ ___ 54,482,973.6 50,363,288 108.18

*Based on 1967 SIC

No test could be made for Louisiana because there are no tax collection data available for 1967 w ith which to ca lcu late the 
1967 bench mark factor.

retail spending and consumer spending were 

synonomous. But as defined by the U. S. Department 

of Commerce, retail trade consists only of the sales 

of ". . . establishments primarily engaged in selling 

merchandise for personal or household 

consumption and rendering services incidental 

to the sale of the goods” .1 Many wholesale trade 

firms and some manufacturers make limited retail 

sales incidental to their wholesale business, but the 

USDOC does not include these sales in their 

estimates. This definition also excludes sales of 

services unless the services are rendered 

"  . . . incidental to the sale of the goods." This 

generally excludes consumer spending at hotels and 

motels and on automotive and other repair services, 
amusement and recreation, and other personal 

services from the definition, but these are reported 

in other USDOC sources.2 Because service receipts 

are not included in the USDOC retail sales 

estimates, they are not included in the District 

estimate either.

Methodology

Each of the Sixth District states levies tax on sales 

of goods to final consumers. The tax is calculated

lU . S. Bureau of Census, Census of Retail Trade, 1972, p. IV

-See Monthly Selected Service Receipts and Census of Selected 
Services. This service sector defined in these publications accounts 
for about 10 percent of combined service and retail spending for 
the U. S.

as a percentage of the final selling price, and so 
the taxes collected have a stable relationship to final 

sales in those categories subject to taxation. The 

states' sales tax collections are the primary data 

sources for our estimates of retail spending. 

However, this base must be adjusted because a 

wider range of goods and services is taxed by the 

states than is included in the USDOC estimates 

of retail sales. To make the District and national 

estimates comparable, a bench-marking technique 

is used. The method used to make these adjustments 

in obtaining District retail sales estimates is not 

complex. First, reported sales and use tax collections 

were expanded to taxable sales, using the sales tax 
rate with other minor adjustments (see Appendix). 

The Census of Retail Trade for each state was then 

used to obtain adjustment factors to convert the 

taxable sales estimates to retail spending estimates, 

thereby accounting for differences in coverage and 

making the District estimate comparable to those 

prepared by USDOC and reported in the Monthly 
Retail Trade Report. Summing the six states' data 

gives the District estimate.

Testing the Method

To test the accuracy of the method, sales tax 

collections and 1967 Census of Retail Trade data 

were used to calculate 1967 bench mark factors; 

these were then applied to taxable sales estimates 

for each month in 1972. These monthly estimates 

were summed for each state and compared to the 

annual sales estimates found in the 1972 Census 
of Retail Trade (see Table 1).
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Limitations of the Estimates

The crucial assumption of the estimating 

technique is that the relationship of taxable 

sales to retail spending is stable. Since the 

portion of income spent for particular 

categories of retail sales varies w ith income 

level, the assumption is weakened to the 

extent that real income levels and distributions 

change. In the estimating interval used to 

test the method (1967-1972), real incomes 

were rising steadily, so the portion of income 

spent on particular categories of goods most 

likely changed. Also, spending on different 

commodities can be expected to change 

when their relative prices change, so the stable 

spending relationship hypothesized may be 

weaker than the estimating interval results 

show.

Using sales tax collections as a basis for 

estimating retail spending requires another 

major assumption— that each month's sales 

tax collections are representative of the 

previous month's taxable sales. To the extent 

that fines, penalties, late payments, or 

enforcement drives distort monthly 

collections, this assumption is weakened. In 

addition, small businesses often report their 

collections on a quarterly basis, inflating tax 

collections for the months following the close 

of a calendar quarter. In the routine monthly 

estimate, this problem is nearly eliminated by 
the seasonal adjustment process.

The results were much as expected, given the 

method's limitations (see Box). The five-state3 
District estimate is 8.2 percent above retail sales as 
reported in the 1972 Census of Retail Trade. 
Estimates for the states range from a 4.8-percent 

underestimate for Alabama to an 18.2-percent 

overestimate for Florida. The latter overestimate is 

less serious than appears at first glance. Although 
the Monthly Retail Trade Report and the 1972 

Census data, both published by USDOC, are 

theoretically comparable, the 1972 Census 

estimate is higher than the sum of that year's 

monthly estimates. The difference is 4.8 percent 

nationally and 10.5 percent in Florida. The USDOC 

monthly estimates of Florida retail spending are 

used in the final monthly estimate, so the District 

series is not overestimated relative to the monthly 

USDOC series to which it w ill be routinely 
compared.

3 Louisiana did not supply monthly data for 1967 and was omitted  
from the test.

The primary reason for our estimates' divergence 

from the 1972 Census of Retail Trade is the 

difference in coverage between the taxable sales 

as reported and retail spending as defined by 

USDOC. This combines w ith the state differences 

in tax rates and in scope to provide a pattern of 

divergence from the Census data which is 

predictable in direction but not in magnitude. An 

overestimate for Florida was expected, since food 

sales are not taxed in that state. When real per 

capita income grows rapidly, as it did in Florida 

from 1967 to 1972, spending for food declines as 

a proportion of total spending. This means that 

taxable sales and, therefore, sales tax collections 

grew more rapidly than total spending, so any 

estimate using taxable sales as a basis tends to 

overestimate actual spending.

The effect of compositional changes in spending 

on the estimates is illustrated vivid ly in the case of 

Alabama. In that state, auto sales are taxed at a 

rate less than half that for most other products. In 

1972, spending for autos made up 24 percent of 

Census-reported retail sales, up from 21.6 percent 

in 1967. Since autos accounted for a larger portion 

of spending in 1972 but were taxed at a lower rate, 

sales tax collections were lower than if autos were 

taxed at the same rate as most other sales.4 Thus, 

compositional changes in spending, when combined 

with differences in tax rates, have a substantial 

impact on sales tax-based estimates of consumer 

purchases.

Practical Considerations

The purpose of preparing Sixth District retail 

spending estimates is to have an up-to-date 

indicator of consumer buying which is directly 

comparable to the U. S. Department of Commerce's 

national estimate. Since the indicator is used in 

current analysis, a premium is placed upon 

obtaining data quickly. For this reason, gross sales 

and use tax collections are the basic monthly 

variables in estimating retail spending. Several 

states provide detailed classifications of sales tax 
collections on a monthly basis; however, the 

primary retail spending estimate is generated using 
gross sales and use tax receipts.

In practice, the time lag involved in making the 

monthly estimate is fairly small. A ll states report 

gross sales and use tax collections w ithin a few 

days of the end of any given month. These data 

reflect retail activity from the month preceding that 

in which the collections are made. So, as a practical 

matter, retail sales estimates can be calculated

4 No attempt was made to adjust for short-term changes in spending 
composition, since there is no practical way to predict them. 
Adjustment for these changes w ould be as likely to increase 
systematic bias in the estimates as to decrease it.
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from sales tax data approximately six weeks 

following the month in which spending occurs.

Cyclical Patterns

Retail sales are considered coincident indicators 

of economic activity because changes in retail 

spending occur at roughly the same time as other 
major economic indicators. To see if the District 
indicator was behaving according to this 

supposition, several indexes were calculated to 

enable the direct comparison of the District with 

the nation and other economic indicators (see 

Chart). Data from 1968 through 1975 were 

examined for business cycle turning points and 

their timing vis-a-vis the U. S. index and the 

National Bureau of Economic Research reference 

points for business cycle peaks and troughs. 

Indexes were constructed using nominal and 

deflated retail sales tor the District and nation. For 

all series, the 1972 monthly average was used as 

a base, i.e., 1972 average =  100. Retail sales were 

adjusted to account for inflation, using the U. S. 

Consumer Price Index for commodities.

Using the deflated series, the District index is 

remarkably consistent with the peaks and troughs

of the national business cycle (see Chart). District 
retail spending peaks one month after and one 

month before the cycle peak in 1969 and 1973, 

respectively, and reaches its low point in the trough 

month of both cycles. The national series is much 

less consistent with the business cycle than the 

District's. Measured over the same two cycles, the 

average peak in national retail sales occurred 4.5 

months before the peak in general business activity, 

while the low preceded the trough by an average 

of three months. (The absolute deviation was four 

months.)

Spending Trends

The Index constructed by this Bank performs 

consistently as an indicator of District retail 

spending. The method of calculation gives 

reasonable estimates over the five-year test period 

from 1967 to 1972; there is every reason to expect 

a similar performance in the future. From 1968 to

1973 the region's economy grew vigorously, 

interrupted only by a mild, short recession in 1970. 

Retail spending, adjusted for inflation, grew 43.2 

percent during that five-year period, far surpassing 

the nation as a whole. Since the end of 1973,
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retail spending also shows the region's transition 

from faster-than-national to slower-than-national 

growth and recovery.

In the recovery and expansion phases of the 

1970-1973 business cycle, retail spending in the

Southeast grew 33.5 percent, outpacing the nation's 

growth of 20.4 percent during the same phases of 

the cycle. But, as with most other indicators in 

the 1973-1975 recession, District retail sales fell 

more and to date have recovered less than the 

comparable national series. ■

Appendix

The Sixth District retail sales indicator is 

bench marked to the Census of Retail Trade* 
as it becomes available. The following calculations 

apply to each state, and the District total is 

obtained by summing data for the six District 

states.

1. Obtain a tax rate factor to expand sales 

tax collections to estimated taxable sales 

using the following information and 

formula:

If S =  taxable sales, 

r =  the sales 

tax rate, 

c =  commission rate 

allowed merchant 

tax collectors, 

and T =  sales and use 

taxes collected 

by the state,

then

Sr -  c(Sr) =  T 

Sr(1-c) =  T

Sr =  T/(1-c) 

and S =  T/(1-c)/r

_ 1 ____

and the tax rate factor is (1-c)r.
1

Designate (1 -c)r as "F."

2. Using the tax rate factor (F) obtained in step

1, expand sales tax collections to taxable 
sales in the following manner:

S =  T * F

3. Using the taxable sales estimate (S) generated 

in step 2, obtain a bench mark factor (B) 

using the Census of Retail Trade totals for

all establishments in each state. The bench 

mark factor is calculated as follows:

B =  Census retail sales total -r- taxable 

sales estimate.

4. The estimate of retail sales for each state is 

generated using the following formula.

*U . S. Bureau of Census, Census of Retail Trade, 1972, Area Series, 
U. S. Government Printing O ffice, Washington, D. C., 1975

**An alternative estimating technique is possible. From the sum of 
retail sales as reported by USDOC for the East South Central 
Division and Florida, subtract estimated sales in Kentucky

The bench mark factor (B) changes with 

each Census of Retail Trade, currently every 

five years, and the tax rate factor (F) changes 

whenever the sales tax rate coverage or 
commission rate changes for a particular 

state.
If R =  monthly retail sales estimate 

for each state i,

then
R i =  Tj * F | • B j ,

or

Rj =  Tj x BUF-,, 
where the "blow-up factor" BUF; =  Fi x Bi 

and the District total is obtained as the 

sum of R| **

(Note: The U. S. Department of Commerce 

national estimate and Florida estimates used in 

the final District series are not bench marked to 

the 1972 Census of Retail Trade.)
Calculating the Monthly Estimates

Seasonal and trading day adjustment factors were 

calculated for each state using a variant of the 

Census X-11 seasonal adjustment program. The 

data for each individual state were adjusted to 

account for expected seasonal patterns, and the 

seasonally adjusted data were summed to the 

Sixth District total. An attempt to adjust for 
holiday variations revealed no consistent pattern 

for which correction could be made, so no 

adjustment was performed.
Preliminary monthly estimates are obtained 

by applying current "blow-up" factors to sales 

and use tax collections. The taxable sales 

estimates thus generated are then adjusted for 

seasonal and trading day variations, summed to 

the District, and indexed. A preliminary estimate 

is necessary because of the tim ing of the release 

dates of data used in the estimates.

A final monthly estimate is calculated by 

replacing any preliminary figures used with final 

data and by replacing the calculated estimate for 

Florida with retail spending for that state as 

reported by USDOC in the Monthly Retail Trade 
Report, Accounts Receivable.

and add estimated sales for Georgia and Louisiana. This 
method w ould have the advantage of requiring non-U S D O C  
estimates of retail spending in three states, rather than the five 
required under the present method. However, the method adopted 
has the advantage of providing comparable estimates of retail 
spending for individual District states, which the alternative 
method w ould not.
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