
Measuring 
Local Economies 
with a 
New Yardstick— 
Transactions Depos 

The Monetary Control Act of 1980 made available new data on 
transactions accounts at the local level. A new Atlanta Fed 
analysis covering 43 southeastern cities suggests that the data 
offer an appealing alternative for measuring local economic 
activity-

Recent federal legislation apparently has handed 
researchers a promising new way to track eco-
nomic activity in the Southeast's cities. 

The Monetary Control Act of 1980 required 
not only Federal Reserve member banks but 
nearly all depository institutions to report their 
transactions-deposit totals to the Fed each week, 
thus providing current and valuable information 
about the rate at which the stock of money is 
growing. Because of the widely and strongly held 
presumption that a proportional relationship 
exists between money and income, we looked 
to see whether transactions deposits accurately 
mirror local economic activity. 

In testing our theory by studying 184 banks in 
46 cities across the country over a 10-year 
period, we found highly significant correlations 
between transactions-deposit growth and eco-
nomic activity in seven years. One year yielded 
findings of marginal significance and two' years 
showed no significant correlation. Those years 

without noticeable links between transactions 
deposits and income fell during recessions, which 
leads us to urge caution in applying the trans-
actions-deposit measure in recession periods. 

We then applied the transactions-deposit mea-
sure to 43 southeastern cities from January 1982 
to January 1983 and divided those communities 
into quartiles based on our measurement's indi-
cation of their relative economic activity. 

Comparison of the 1982 measures for south-
eastern cities against our grass-roots knowledge 
of the region, however, suggests two anomalies. 
First, Alabama cities, where the recession hit the 
Southeast earliest and hardest, ranked higher in 
the transactions-deposit measurement than we 
would have expected. Second, we noticed that 
college towns also ranked lower than expected. 

So again, caution should be exercised in apply-
ing the transactions-deposit measure in these 
situations. 
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Need Not Matched by Data 
We are increasingly an economy of separate 

cities and regions. As the so-called New Federalism 
shifts the delivery of government services toward 
local design and control, more and more people 
are becoming interested in local economies. 
Unfortunately, they quickly find that the avail-
ability of economic data does not match their 
interest. Several decades of effort and expense 
by government statisticians have produced an 
enormous amount of national economic data, 
but when we turn to look for good data on local 
economies, the cupboard is relatively bare. 

Each set of available local data seems to have 
some peculiar drawback. Personal income is 
probably the best overall measure of local eco-
nomic activity, but it typically does not become 
available on a local basis until about two years 
after the income is received. 

Employment totals (for nonfarm jobs) and 
unemployment rates are available much more 
quickly, typically within two months of the period 
being measured, and are therefore the most 
satisfactory local data overall. But even here 
there are problems. These data are collected by 
the various states, and collection procedures and 
standards vary from state to state. Substantial 
revisions are commonplace. 

Unemployment rates are interesting measures 
of local job markets, but they basically reflect the 
balance of supply and demand, rather than the 
rate of economic activity. Just as with the national 
unemployment rate, local rates are affected by 
the decisions of "discouraged" workers to stop 
seeking new jobs. Current data on employment, 
while timely in itself, tends to tell us where a 
city's economy has been, rather than where it is 
or where it is going. This is because employers 
characteristically are reluctant to discharge em-
ployees when activity softens, and slow to resume 
new hiring until they are certain recovery is 
genuine and until employees already on the 
payroll are completely busy.1 

A few other measures of local economic activity 
sometimes are reported and discussed, but they 
are less useful than the employment data. Sales 
tax collections are intriguing, but they measure 
only retail transactions—and not all of those, 
since most states exclude various items from 

'See Bobbie H. McCrackin, "Southeastern Employment After the Recession," 
Federal Reserve Bankof Atlanta Economic Review, December 1982, p. 53. 

their sales taxes. Because of these exclusions, it is 
difficult to use sales tax collections for city-to-city 
comparisons. Bank debits, basically the dollar 
value of checks processed, have never shown 
much relationship to economic activity. Telephone 
installations tend to reflect housing starts and 
mobil i ty rather than overall economic activity. So 
aside from the monthly employment figures, we 
have no really satisfactory measure of local 
economic activity. 

New Deposit Data 
At the end of 1980, a new source of data began 

to offer the prospect of an additional local 
measure. The Monetary Control Act of 1980 
required all but the smallest issuers of checkable 
banking deposits to hold reserves with the Federal 
Reserve against those deposits. To facilitate the 
reserve accounting process and to assure the 
timely inclusion of virtually every financial insti-
tution's deposits in national measures of the 
money stock, the institutions were required to 
report their deposit totals to the Fed every week. 
Previously, only commercial banks that were 
members of the Federal Reserve had been 
required to report. 

This is high-quality data Its inclusion in the 
national money stock and the need for quick and 
accurate calculation of required reserves impel 
both reporting institutions and the Federal Reserve 
Banks to subject these data to an unusual amount 
of scrutiny and care. Reports from individual 
institutions, for example, are quickly subjected 
to comparisons with previous reports and with 
other data from the same institution. When such 
procedures give rise to questions about the 
numbers, the institution is called immediately to 
resolve them. 

This is especially interesting, from the stand-
point of local economic measurement, because 
it offers timely and high-quality information about 
the transactions deposits of each financial insti-
tution. On a national or macroeconomic basis, 
transactions deposits are a major component of 
the money stock. The stability of the relationship 
between the money stock and nominal income 
is well established, to the point that orthodox 
monetary theory is based substantially on it. 

Theoretically, the idea that each additional 
dollar of nominal income requires a proportional 
increase in money makes as much sense on the 
local, state or regional level as it does nationally. 
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Yet the relationship has attracted little empirical 
attention at the subnational level. This is partly 
because until recently reasonable measures of 
monetary deposits were available only from 
semiannual call reports, and partly because mone-
tary economists have been preoccupied with 
national questions.2 

Because of this strong presumption of a pro-
portional relationship between money and in-
come, the new data on transactions deposits 
offer an appealing and obvious alternative for 
measuring local economic activity. 

Constructing the Measure 
In implementing this basic idea, we made 

several adjustments and choices to try to "design 
our way around" several additional problems. 
These problems and adjustments are as follows: 

(1) Recognizing that different cities exhibit 
different seasonal economic patterns, we mea-
sured the change in each city's transactions 
deposits relative to the same month in the 
previous year. 
(2) Recognizing that some transactions de-
posits, especially at large banks, reflect eco-
nomic activity that is regional or national 
rather than local,3 we selected the transactions 
deposits reported by four to six smaller banks 
selected from each city. 
(3) Recognizing that the most interesting part 
of each city's economic activity is the element 
which is unique to that city ratherthanthe part 
it shares with other cities as components of 
national economic patterns, we chose to rank 
each city in relation to other cities in the 
Southeast. 
(4) Further recognizing that small differences 
between each city and the cities just above 
and below it were likely to be overemphasized 
upon publication, we decided to group the43 

JFor an exception, see Robert E. K.eleher and Charles J. Haulk, "Money-
Income Causality of the State-Regional Level," Working Paper, Federal 
Reserve Bank of Atlanta, November 1979. This paper argues that at the 
state and regional level, changes in income precede changes in money, 
rather than vice versa It is based on annual da ta 

cities into quartiles, and to list them alpha-
betically within each group. 

Several other problems that did not particularly 
concern us are worth mentioning briefly. First, 
money should include the public's currency 
holdings as well as transactions deposits. But as 
long as the mix of transactions deposits and 
currency does not change in different ways from 
city to city, the grouping of cities according to 
year-to-year changes in transactions deposits 
should not be seriously affected. 

Second, the movement of funds out of non-
interest-bearing checking accounts and ordinary 
N O W accounts into the new M M D A and super- ' 
NOW deposits presents a more serious problem. 
Our telephone surveys about this situation during 
the t ime period in question (December 1982 
and January 1983) suggest that funds entering 
the new accounts have come almost entirely 
from outside the offering institution (such as k 
from money market mutual funds) or from higher-
interest t ime deposits at the same institution. 
Because of this, we excluded time deposits from > 
our measurement of transactions accounts. We / 
did that even though broader measures of national \ 
money, such as M2, include such deposits, and ^ 
even though many would argue that M2 has 
exhibited a tighter national relationship to nom- ,} 
inal income in recent months than has M l .4 Even 
so, our results may be distorted by movements r 
out of demand deposits or N O W accounts, I 
especially in Florida cities, where competit ion is V 
particularly intense. * 

Historical Tests 

To check the validity of the relationship be- j 
tween transactions deposits and income histori-
cally, we used semi-annual call report data for 
184 banks in 46 cities across the nation in each of 
the years 1970 to 1980. From each city w e f 

3 The Atlanta Federal Reserve Bank Check Study, Volume 1, p. 76. This 
study pinpoints banks having $100 million and less, of deposits as doing 
business primarily in local markets We increased this bank size to 
account for inflation s ince 1979. 
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sampled transactions deposits at independent 
banks with $400 million of total deposits or less 
as of December 31,1980. For the income figure 
we used personal income as defined and reported 
by the Commerce Department for individual 
cities. 

As with our proposed measure, we took per-
cent changes for both variables from one year to 
the next for each'city. As a result, we were left 
with year-over-year growth rates for transactions 
deposits and income, which we analyzed using 
the "Kendall" correlation measure.5 

The results were encouraging, with an important 
warning. Our 46-city, 10-period validation pro-
duced highly significant correlations for seven 
years, marginal significance for one and no signifi-
cant correlation for two years.6 

The local money-income relationship did not 
prove statistically significant for the periods 1972-
73 and 1975-76. These were roughly the leading 
and trailing edges of the mid-1970s recession. 
These particular results urge caution in applying 
the transactions-deposit measure in recession 
periods such as 1982. 

An Additional Note of Caution 
To implement the process, we used January 

1983 over January 1982 transactions account 
data for 43 southeastern cities. In particular, 
recognizing the experimental nature of the whole 
approach, we divided the ranking into quartiles 
in a conscious effort not to overshoot the impli-
cations of the historical Kendall test coefficients 
or to attach undue importance to the detailed 
measurements. 

We also realized the critical nature of the 
sample of banks to be used in each city. The 
sample banks in each city were selected in 

consultation with the managers of the Atlanta 
Fed's branch banks responsible for each city. 
These men are in daily contact with the banks in 
their jurisdictions and know the personalities of 
each. Their help enabled us to simplify and 
strengthen the samples. We also checked to be 
sure that no city's transactions-deposit growth 
rate was dominated by data from one or two 
banks. 

In computing year-over-year percent changes 
for the current ranking, we averaged three pre-
vious weeks with the current one to smooth any 
fluctuations. We did the same for the year-ago 
period. Our quartiles reflect changes between 
January 1982 and January 1983. 

Proof of the Pudding 

These measurements produced the four groups 
of southeastern cities shown in Table 1. The 
proof of the pudding is whether these actual 
listings make sense in terms of other information 
we have about the Southeast. How do our 
measurements conflict or coincide, for example, 
with the state-by-state analysis published in the 
February 1983 Atlanta Fed Economic Review? 

In general, the results are consistent and en-
couraging. Nevertheless, there are two rather 
distinct anomalies, which warrant caution and 
comment. 

First, every city in Alabama emerged with a 
higher ranking, according to our deposit-growth 
measurement, than seems reasonable on the 
basis of what we know about the economy. 
Huntsville and Montgomery emerged in the first 
quartile. Florence showed up in the second 
quartile, even though the manufacturing concen-
tration in the area has brought severe recession 
and driven the unemployment rate there to 

"M1 includes currency held by the public, travelers checks not issued by 
banks, commercial bank demand deposits, negotiable orders of wi thdrawal 
(NOWs), automatic transfer service accounts (ATS), credit union share drafts 
and demand deposits at mutual savings banks M2 adds to M1 small t ime 
deposits at all depository institutions, overnight repurchase agreements, 
Overnight Eurodollars and balances of money market mutual funds. 

5Kendall correlation has two properties we found desirable in this application. 
It does not require that variables be normally distr ibuted about their m e a n s 

And it discards the actual values of the variables and operates instead on the 
ordinal rankings of the values of each variable. The propert ies were 
important because we did not know the actual distr ibution of the two 
variables and because using the rank orders instead of the actual values 
introduced an element of conservat ism into the analysis 

6 We defined "statistically signif icant" as those correlat ions having a 10 
percent, or less, chance of being an error. 
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43 Cities in the Sixth District States' 
Ranked in Quartiles 

By Local Economic Activity 

First Quarti le (Highest) Second Quartile 

Ft Myers, FL Albany, GA 
Huntsville, AL Atlanta, GA 
Jacksonville, FL Baton Rouge, LA 
Macon, GA Bradenton, FL 
Melbourne/Merr i t t Island, FL Clarksville, TN 
Memphis, TN Florence, AL 
Miami, FL Ft Lauderdale, FL 
Montgomery, AL Johnson City/Kingsport, TN 
Orlando, FL Mobile, AL 
Sarasota, FL Nashville, TN 

Third Quartile Fourth Quartile (Lowest) 

Athens GA Alexandria LA 
Augusta, GA Anniston, AL 
Biloxi/Gulfport, MS Chattanooga, TN 
Birmingham, AL Jackson, MS 
Columbus, GA Lafayette, LA 
Gadsden, AL Lake Charles, LA 
Gainesville, FL New Orleans, LA 
Knoxville, TN Pensacola, FL 
Panama City, FL Savannah, GA 
Pascagoula, MS Shreveport, LA 
Tampa/St. Petersburg, FL Tallahassee, FL 

Tuscaloosa, AL 

'Daytona Beach, Ft. Walton Beach, Ocala, West Palm Beach and Monroe, 
Louisiana were excluded because too few banks met the sample qualifi-
cations. 

almost 20 percent. Huntsville and Montgomery, 
along wi th Tuscaloosa, have fared the best of 
Alabama's cities, but have not been strong in 
1982 relative to most of the rest of the Southeast. 
In the second quartile, similarly, it is surprisingto 
see Anniston and Mobile, along with the Pasca-
goula-Moss Point area across the line in south-
eastern Mississippi. We are unable to explain 
this anomaly, but it nevertheless stands out and 
suggests caution in interpreting these groupings 
for Alabama. 

The recession hit Alabama first and hardest. 
Comparing the high Alabama rankings with the 
low historical validations in the recession years 
1972-73 and 1975-76 suggests the Alabama 
rankings are recession-related. Still, this is not 
entirely satisfying, since Montgomery shares the 
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Alabama "premium" while Chattanooga, which 
resembles North Alabama in economic structure 
and recession severity, does not. 

The other anomaly is that cities whose economies 
are dominated by large universities, such as 
Athens, Georgia; Gainesville and Tallahassee, 
Florida; Knoxville, Tennessee; and Tuscaloosa, • 
Alabama, all fell lower in the distribution than we 
would have expected from our knowledge of 
southeastern economic activity. One obvious 
implication is that persons in the college com-
munity, particularly students, are more likely to 
have their funds in demand deposits or N O W 
accounts, and that transactions balance levels 
have been held down because students' families \ 
in other cities have been adversely affected by 
recessions there, rather than in the university * 
cities. 

Aside from these two patterns, the quartiles 
appear sensible in terms of our knowledge about 
the relative pace of economic activity in the 
Southeast. 

The movement of financial institutions toward 
offering transactions accounts at market rates of 
interest, such as the super NOWs, will make the 
method of ranking cities described in this paper 
more effective. The ranking breaks down when, 
for example, depositors, on a large scale, draw 
down transactions accounts at the leading edge 
of a recovery to invest the money at interest. This 
will happen less frequently as greater numbers of 
depositors have their transactions balances in 
accounts offering market rates of interest. The 
trend is strongly in this direction. 

What does all this mean? Basically that this 
transactions-deposit measure of city-to-city eco-
nomic activity appears to hold up fairly well 
under the tests of theoretical plausibility, validation v 
with back data, and coherence with our know-
ledge of the southeastern economy. 

As more data become available for analysis, we ? 
will be able to subject our approach to the 
additional testing and refinement that the results 
of this article appear to warrant. 

4 

—William N. Cox 
and Joel R. Parker 
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