Retail Sales and the Elusive Internet Shopping Industry

merican consumers will have

spent about $460 billion

this past holiday shopping
season, according to the Purdue Retail
Institute.* To put this figure into
perspective, that is a little more than
the nation of Liberia's gross domestic
product. If you want a perspective
a little closer to home, that figure is
inching close to the gross state product
of lllinois.

Traditional in-store sales still
dominate the retail industry, despite all
the media attention to holiday shopping
on the Internet. The Purdue Retail
Institute estimates that “Internet sales
will climb to $26 billion, up from $21
billion last year (a 22 percent increase).
While a 22 percent increase is notable,
Internet sales still account for only
10 percent of holiday sales.” Again,
to put this figure of $26 hillion into

TABLE 1: ESTIMATED QUARTERLY U.S. RETAIL SALES: TOTAL AND E-COMMERCE* NOT ADJUSTED

Retail Sales E-commerce as a | Percent Change from | Percent Change from
(millions of dollars) Percent of Total Prior Quarter Same Quarter Last Year

Quarter Total E-commerce* Total |E-commerce| Total E-commerce
2005:3 (p) | $962,707 $20,817 2.2 1.1 5.1 8.6 26.4
2005:2 $952,392 $19,812 2.1 11.8 3.6 8.1 25.8
2005:1 $852,249 $19,124 2.2 -10.5 -11.1 6.3 234
2004:4 $952,572 $21,519 2.3 7.5 30.6 8.3 24
2004:3 $886,091 $16,473 1.9 0.6 4.6 6.3 221

*E-commerce sales are sales of goods and services where an order is placed by the buyer or price and terms of sale are negotiated over an Internet,
extranet, Electronic Data Interchange (EDI) network, electronic mail or other online system. Payment may or may not be made online.

(p)=Preliminary estimate
Source: U.S. Census Bureau

TABLE 2: Tor 5 PRoDUCT LINES IN THE U.S. BY ELECTRONIC SHOPPING (INTERNET SALES), 2002

Sales/Receipts/ Line Sales as a
Revenue with Line Sales Percent of Total
Establishments (Thousands) (Thousands) | Sales of NAICS
Industry Total—Electronic Shopping
(Internet Sales of Merchandise) 5,498 X 24,057,284 100
Computer Hardware, Software and 764 8,830,357 3,815,925 15.9
Supplies
All Other Merchandise 1,442 8,621,389 3,389,723 14.1
Computer and Peripheral Equipment 617 8,551,243 3,142,684 13.1
Books 497 5,109,537 1,753,697 7.3
Drugs,_HeaIth Alds_ and Beauty Aids 510 4,050,903 1,584,512 6.6
(Including Cosmetics)
Source: U.S. Census Bureau
FIGURE 1: NONSTORE RETAIL ESTABLISHMENTS PERCENT CHANGE, FIRST QUARTER
2005
2004
2003
- T 2002
\ \ " — 2001
2000
= 1999
S | ®indiana 1998
” | ® United States 1997
1996
1995
1994
1993
1992
1991
8 -6 -4 2 0 2 4 6
Percent Change
Source: Bureau of Labor Statistics
10 Context B www.incontext.indiana.edu |

perspective, that amount is close to
Indiana’s budget for the last two years.

A private research firm, comScore
Networks, forecasted similar fourth
quarter Internet sales ($26.5 billion)
and predicts that online spending for
2005 will be around $83 billion—a 24
percent increase over 2004.%

The most recent Census Bureau data
for the nation on e-commerce comes
from the Monthly Retail Trade Survey
and is for the third quarter of 2005.
Going into the holiday season, there
were $962.7 billion in retail sales,
and e-commerce sales® comprised
2.2 percent of total sales. Gradually,
e-commerce sales have taken a larger
piece of the pie thanks to annual
growths rates that are three times in-
store retailers (see Table 1).

Although the material is dated, we
can get fairly detailed information
on shopping via the Internet using
the 2002 Economic Census. In 2002,
5,498 businesses with paid employees
generated $24 billion in Internet sales,
excluding electronic auctions, which
is now close to the amount that is
generated by online shopping on a
quarterly basis.

Note that businesses with a
combination of in-store sales and
Internet sales are not included. For
example, goods sold online at Sam’s
Club, Best Buy and car dealerships
would be excluded.

Table 2 shows the nation’s top
five product lines by Internet sales.
Computer hardware, software and
supplies comprised almost 16 percent
of Internet sales in the nation. In
addition, there were 95 electronic
auctions like eBay, which posted $903
million in sales. Since 1997, there
are 5,920 more electronic shopping
and mail-order businesses with an
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additional $52 billion in sales or a 75
percent increase.

E-commerce in Indiana
While U.S. retailers generated over
$3 trillion in sales in 2002, Indiana
retailers generated $67 billion. In
Indiana and the United States, 26
percent of retailers' revenue comes
from motor vehicle and parts dealers,
and anyone who has had to purchase
a car or take one in for repairs lately
knows the truth in that. In Indiana,
general merchandise store sales
(department stores, warehouse clubs,
super-centers and the like) comprise
17 percent of total sales and beat out
food and beverage store sales, which
assumes the second place for the
nation.

So we know the magnitude of the
retail trade industry, but is it possible to
measure e-commerce within the state?

In 2002, Indiana had 92
establishments with paid employees
engaged in retailing merchandise
using the Internet and one electronic
auction business. On a broader scope,
in 2003, 1,082 businesses with no paid
employees had $24 million in sales in
the mail order and electronic shopping
industry group. That is a gain of about
200 businesses.

Figure 1 shows volatility in nonstore
retailers’ growth in both Indiana and
the nation over the past fifteen years.
However, where the United States has
averaged a gain of 240 businesses each
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year, Indiana has lost 14. Indiana’s slow
slide in nonstore retailers, which can

be seen in Figure 2, is partly due to
the decline in the number of mail-order
houses and, because

of the break in the

time series with this
industry, it is difficult to
capture the remainder.
On a brighter side,
Indiana has outstripped
the nation in the growth
of electronic shopping
retailers over the past
two years (see Figure
3). The state gained

18 electronic shopping
retailers, bringing the
total to 68.

Figure 4 examines
nonstore retailers’ sales
on a per capita basis,
which is a way of
comparing sales volume
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while debit cards
will be the most
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larger debt ratio heading into the holiday season than recent previous third quarters,

plus the expectation of higher gas prices (see Figure 5).

1. http://news.uns.purdue.edu/html4ever/2005/051117.T.Feinberg.shop05.html

2. comScore online spending forecasts are for non-travel and electronic auctions and large corporate
spending are excluded; press release at www.comscore.com/press/pr.asp 12/4/2005.

3. The Monthly Retail Trade Survey includes only retail firms. It excludes non-retail operations, such as
travel agencies, financial services, manufacturers and wholesalers.

4. National Retail Federation information available at
www.nrf.com/content/default.asp?fol der=press/rel ease2005& file=holiday1105.htm& bhcp=1 and
www.nrf.com/content/default.asp?fol der=press/rel ease2005& fil e=holiday 1005.htm& bhcp=1

—Amber Kostelac, Data Manager, Indiana Business Research Center, Kelley School of Business,
Indiana University
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