
Filed by S. Herum - 1/19/05 

jperrin
Filed by S. Herum - 1/19/05



A t t o  r n e y s A t L, a w 

Steven A. Herum 
sherumaherumcrabtree.com 

January 19,2005 

Lodi City Council 
City of Lodi 
City Hall 
21 West Pine Street 
P.O. Box 3006 
Lodi, California 95241 

Re: Final ~ ~ v i ~ o n m e n t a l  Impact 
State Ciearinghonse No. 20030~2113 

Dear Honorable Members of the Lodi City Council: 

This office represents Lodi First, an unincorporated association of Lodi residents, voters, 
taxpayers and property owners. Lodi First is vitally concerned about the quality of life in Lodi 
and the proposed Shopping Center project. Lodi First asked this firm to evaluate the response t.o 
the Herurn Crabtree comments appearing in the final EIR. 

We reviewed and highlight several major deficiencies in the Final EIR. The failure to mention a 
particular response does not mean that Lodi First agrees with the legal sufficiency o f  the omitted 
response. Rather, in the interest of time, Lodi First is providing the City with comments 
concerning several of the responses. 

N OF AGl~ICULTU 

Lodi First disagrees with the response to comment 1“-3 found at 17-18. Essentially the response 
states “it i s  not possible to provide direct mitigation for the loss of a specific parcel of 
agricultural land, either in whole or in part.” Instead Lodi First embraces the analysis provided 
by the Third District Court ofAppeals: 

“Obviously, when farmland is converted to urban use, a requirement that 
conservation easements be obtained on other land will not replace the converted 
land. How-ever, conservation easements can diminish the development pressures 
created by the conversion of farinland and can provide important assistance to the 
public and private sectors in preserving other farmland against the danger of the 
domino effect created by the project. In this respect, conservation easements fall 
well within the concept of mitigation under CEQA. 
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Of course, conservation easements are not always required whenever a proposed 
project would convert farmland to other uses. The Legislature has not so declared 
and thus leaves the matter for resolution on the facts and circumstances 
surrounding a particular project. However, we reject the assertion that a 
requirement that conservation easements be obtained cannot be a feasible 
mitigation measure when a project will convert farmland to other uses. 

Accordingly, we conclude that the issue of conservation fees as a mitigation 
measure should have been subject to EIR discussion. This would not be necessary 
if the City had an established program for the assessment and use of conservation 
fees. However, neither the City nor the County have established such a prograni. 
Hence, EIR discussion and public response are necessw to determine the 
appropriate amount of the mitigation fees to be assessed. Such fees must be fair, 
that is, roughly proportional to the cilvircnmcntal impacts of the project and not 
extortionist or confiscatory. (Guidelines, 5 I 5  126.4, subd. (a)(4); see &lun 1’. 

C,%V of Tigard, suDra. 512 1J.S. 374 1129 L.Ed.2d 3041: Nollan 1.7. Caiifnmiu 
Coasful Comm’n. SUDYU. 483 U S .  825 197 L.Ed.2d 6771.) The 
determination of the fees solely through the procedure of offer and acceptance 
will not necessarily establish the appropriate amount of the fees. And EIR 
discussion and public response are necessary to determine bow and when the fees 
should be paid and spent. For example, should the fees be paid up-front upon 
project approval or should they be paid on a per-acre basis as the property is 
developed? Should the fees be spent immediately or should they be held and 
pooled with fees from other developers? What areas or properties should have 
priority for acquisition? It seems obvious that preservation of farmland relatively 
isolated from urban land uses would be cheaper but less efficacious than 
preservation of farmland that is pivotal in the effort to prevent urban sprawl. 
These are matters that can and should be addressed through an EIR with an 
opportunity for public response.’’ 

(A copy of the Third District opinion was attached to our comment letter.) In light of this 
analysis, the discussion of potential mitigation measures for the loss of agricultural land is 
legally deficient as an informational document. More particularly, potential mitigation measures, 
such as agricultural Conservation casements, should be discussed. We observe that these types of 
mitigation measures should be discussed in an EIR even if an agricultural mitigation fee program 
is not yet enacted. 

T R ~ A T M ~ N T  OF A G R I C ~ L T U ~ L I U  AN CONFLICT 

Response F-4 (pages 19-20) fails to provide or cite to any evidence supporting the assertion in 
the ETR that geographic buffer areas and walls minimize the potential for conflict. There is no 
professional opinion or technical study demonstrating that the buffer of the dimensions proposed 

\\nt_oas\prolaw\dociments\2146-002\SAH\41447 duo 
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or walls of the height contemplated would reduce the potential for conflict. Nor does the EIR 
include information that prevailing winds are constant and therefore reduce potential conflict. 

A paucity o f  evidence eviscerates the sufficiency of the analysis. As the Third District Court of 
Appeals observes: 

“[An] assertion is not a statement of reasons, but a bare conclusion. As such, it 
does not satisfy CEQA requirements. [q] A statement of reasons is necessary to 
assure meaningful judicial review in the event, as here, the EIR is challenged in 
court. ‘Mere conclusions simply provide no vehicle for judicial review.’” 

Protect the Historic Amador Wuterways v Aniudor Water Agency (2004) 116 Cal.App.4‘h 
1099,ll I t .  The EIR’s evaluation of  the urbadagricultural conflict suffers from the same 
infirmity. 

ATMENT OF U 

At Response F-5, the Final EIR reports, “The DEIR applies the Health & Safety Code definition 
because neither the CEQA statute nor the Guidelines define ‘physical deterioration’ as such, and 
the ‘blight’ definition is the closest approximation of state law. It is noted that the commentator 
does not offer an alternative definition, other than to repeat tlie CEQA language of ‘physical 
deterioration.”’ 

The Appellate Court repudiated using the Health & Safety Code definition of urban decay: 

Some o f  tlie parties use the term “urban blight,” assuming that it is 
interchangeable with “urban decay.” This is incorrect. “Blight” is a term with 
specialized meaning that has not been shown to be applicable. (See Health & 
Saf.Code, 6 33030 et. seq.) 

BCLC v. City of Baker,+ld 2004 WL 2849018 page 10 n.4. (The deputy City Attorney 
contacted my office and asked for a copy of the RCLC opinion. The EIR consultant should use 
the BCLC opinion as binding guidance when curing the present deficiencies in the EIR.) The 
Court determined that an E1R dismissing an urban decay impact because it did not equal the 
Health & Safety Code “urban blight” definition was legally defective. The same error exists 
here. 

E V ~ R ~ N C E  OF U 

Besides misdcfiiiing urban decay, the EIR improperly disregards evidence submitted by Lodi 
First concerning the potential for urban decay. Response F-6 states in part that studies from 
other jurisdictions have: 
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"no direct relevance to the proposed project or the subject EIR analysis. This is 
because all markets are uniquely local, each having its own mix of commercial 
uses, as well as distinct locational factors and dynamics of competition. [I] The 
Oklahoma study and cornmenator's non-expert argument and opinions do not 
meet the CEQA standard for substantial evidence." 

Once again, this response conflicts with the Appellate Court opinion: 

"S~ud~es djseussing the cxperienccs o f  other communities constitute 
import an^ aueedotal evidence about the way the proposed shopping ccntcrs 
could s e ~ e  as a catalyst for urban deterioration and decay in the City. The 
Vencill report is extremely significant and it strongly supports BCLC's position 
that CEQA requires analysis of urban decay. lFN61 

over, numerous individua~s commented about urban decay during 
istrative process. For example, at the planning commission's public 

hearing on the adequacy of the draft EIR's, Cindy Fabricius stated, "[Tlhere are 45 
empty Wal-Marts in the state of Texas. There are 34 empty standing Wal-Marts in 
the state of Georgia. There are 27 in Utah. Find them. Go look at them. They are 
empty. When Wat-Mart moves on they leave their boxes. Those boxes are not 
bought up by other [businesses]; who can afford that huge of a store; that huge of 
a rent'!" Herman Lee commented that there are parts of East Bakersfield that need 
revitalization. Yet, the proposed shopping centers are out in the southwest part of 
town. He queried, "What about the people on the east side of town?" Some 
com~ents  made at the February 2003 City Council meeting arc also relevant. 
A representative of  Save Mart Supermarkets spoke in opposition to the project 
and submitted the data concerning Oklahoina City. He stated that the addition of 
the two shopping centers will adversely affect existing shopping centers and 
asserted that the "[tlhe potential for urban blight and decay is a matter which must 
be considered" in the EIR's. Another commercial property owiier wrote that lie 
had been unable to re-lease a building that formerly housed a grocery store and he 
ended up demolishing the building. When a grocery store closes, the remainder of 
the stores in the shopping center are likely to close. The center "could end up with 
many boarded up storefronts." Another citizen wrote a letter that included six 
examples of  buildings in the City that formerly housed large retail stores and now 
are "vacant, rundown box buildings and shopping centers." He was concerned that 
the proposed projects would result in more "empty warehouse type, rundowi 
buildings" littering the City. ~ h i l c  these ~ndividuais arc not experts in any 
sense of the word, their rs~band o b s e ~ a t i o ~ s  should not c a s u a ~ ~ ~  be 

as immaterial ecausc "relevant personal obsc~at ions  arc 
c~idence."' 

\ \ntoas\prolaw\docum~nt~\Z 146-002\ShH\41447 doc 
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BCLC v City of Bakersfield at 15 (emphasis added). Thus, besides studying the wrong effect 
(blight instead of decay) the Final EIR improperly dismissed relevant anecdotal evidence from 
other cities and comments from the public as being irrelevant. This does not amount to a good 
faith response to comments. 

Given the Fifth District’s guidance concerning anecdotal studies concerning urban decay 
amounting to substantial evidence, Lodi First attaches the following studies: 1 )  DSR Marketing 
Systems, Inc ’s Report: “Wal-Mart Supercenter’s Impact on Grocery Shopping Patterns in 
Carson City, Nevada”, 2) Bay Area Economic Forum Report on Supercenters: “Supercenters and 
the Transformation of the Bay Area Grocery Industry: Issues, Trends, and Impacts”, 3) 
Beaumont and Tucker: “Big-Box Sprawl (And How to Control It).., 4) Rea & Parker Report: 
“Smart Growth’s Response to Big-Box Retailers: City of Villages - A Renewed Orientation 
Toward Communities and Neighborhoods”, 5) Orange County Business Council Report: “The 
Impact of Big Box Grocers on Southern California: Jobs, Wages, and Municipal Finances”. and 
6) The Shils Report: “Measuring the Economic and Sociological Impacts of the Mega-Retail 
Discount Chains on Small Enterprises in IJrban, Suburban, and Rural Communities”. 

Response €7-10 responds to Lodi First’s comment that the air quality analysis does not correlate 
increased tonnages of various types of air pollution to the likelihood of increased incidents of 
various air pollution causing ailments, such as heart and lung disease and childhood asthma. The 
generalized response was not responsive: it merely states that it is indeed true that incidents of 
air pollution caused ailments increase when the amount of air pollution increases. According to 
the Appellate Court, this is not enough: 

BCLC contends that both EIR’s o ~ i t t e d  relevant inf~rmation when they 
failed to correlate the i cnti~ed adverse air quality impacts to resultant 
adverse health effects. We agree. 

Guidelines section 15 126.2, subdivision (a) requires an EIR to discuss, inter aha, 
“health and safely problems caused by the physical changes” that the proposed 
project will precipitate. Both of  the EIR’s concluded that the projects would have 
significant and unavoidable adverse impacts on air quality. It is well known that 
air pollution adversely affects human respiratory health. (See, e.g ., Bustillo, 
Smog Hurms Chiidren’s Lungs,fiw Lip, Study Finds, L .A. ‘I’imes (Sept. 9, 2004).) 
Emergency rooms crowded with wheezing sufferers are sad but common sights in 
the San Joaquin Valley and clsewhere. Air quality indexes are published daily in 
local newspapers, schools monitor air quality and restrict outdoor play when it is 
especially poor and the public i s  warned to limit their activities on days when air 
quality is particularly bad. Yet, neither EIR acknowledges the health 
consequences that necessarily result from the identified adverse air quality 
impacts. Buried in the description of some of the various substances that make up 
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tlie soup known as ”air pollution“ are brief references to respiratory illnesses. 
However, there is no acknowledgement or analysis of the well-known connection 
between reduction in air quality and increases in specific respiratory conditions 
and illnesses. After reading the EIR‘s, the public would have no idea of the 

conseq~ences that result when more pollutants are added to a 
nonat~ainment basin. On remand, the health impacts resulting from the 
adverse air q u a l i ~  impacts must be identi~ed and analyzed in the new EIR’s. 

BCLC v. Cify of Bakersfield at 21 (emphasis added). ’This truncated analysis fails to provide 
sufficient information as required by CEQA. There is no evidence in the response that it is 
scientifically impossible to correlate increased tonnages of air pollution to the increased 
likelihood that members of the general population may suffer from various respiratory ailments. 
Nor does the EIR demonstrate an attempt to correlate this relationship. 

CUMULATIVE IMPACTS 

Response 1;-12 underscores the EIR’s failure to produce an adequate cumulative impact 
evaluation as identified by BCLC v. Cily qf Baker~field. Moreover, the response did not explain 
why the various proximately located Wal-Mart Supercenters should not properly be included in a 
cumulative impact analysis of urban decay. Thus, Response F-12 fully fails to address the 
comment. 

The ultimate problem with the EIR’s approach i s  illustrated by the response to comments. At 
page 32 the response tells us “tlie County Community Development Department staff was 
contacted for information on possible cumulative developments.” This i s  the precise problem. 
The County Community Development Department gathers data on county land use proposals but 
does not collect information concerning City development proposals. 

FFIC IMPACTS 

Response F-9 is unresponsive. Lodi First comments that the EIR was legally deficient for failing 
to conduct an energy impact of the proposed prqject. The responsc geiierally claims that such an 
analysis is not necessary. 

Appendix F ofthc CEQA Guidelines suggests the response is not true. ‘The Appendix reads in 
relevant part: 

“In order to assure that energy implications arc considered in project decisions, 
the California Environmental Quality Act requires that EIRs include a discussion 
of the potential energy impacts of proposed projects, with particular emphasis on 
avoiding or reducing inefficient, wasteful and unnecessary consumption of 
energy.” 

\\nt~oas\~rolaw\docurnents\2146-002\SA.H\4 1447.doc 
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The term “shall” is defined in CEQA as follows: “identifies a inandatory element which all 
public agencies are required to follow.” Thus CEQA 
Guidelines compel a public agency to “include a discussion of potential energy impacts of the 
proposed projects”. Appendix F goes on to provide: 

14 Calif. Code. Reg. §15005(a). 

“Potential significant energy implications of a project s h ~ ~ l d  be considered in an 
EIR. The following list of energy impacts possibilities and potential conservation 
measures is designed to assist in the preparation of an EIR.” (emphasis added.) 

The term “should” is defined in CEQA as follows: “identifies guidance provided by the 
Secretary of Resources based on policy considerations contained in CEQA.. .Public agencies are 
advised to follow this guidance in the absence of compelling, countervailing considerations.” 14 
Calif.C.Reg. $1 5005(b). This record of proceedings is devoid of any evidence or arguments that 
compelling and countervailing considerations authorize Lodi to dispense with the requirements 
of Appendix F. 

The Final EIR argues Appendix F was removed from the CEQA Guidelines in October 1998 
[“any requirements that environmental documents address energy consumption and impacts were 
removed from the CEQA Guidelines”]. This statement i s  false. The Office of Planning and 
Research website continues to list appendix F (energy conservation) as part of the CEQA 
Guidelines. CEQA appendix F is located at- 

http://ceres.ca.gov/topic/env~law/ceqa/guidelines/appendices. html 

EFFECT TO P U ~ L I C  S E ~ V ~ C E S  

Response F-1 I ,  concerning effect to public services, is not a good faith response to comments 
and does not disclose the impact’s significance. The statistics cited by the response do not 
disclose the nature and scope of the actual potential effect to the public health care system nor 
does the response disclose the significant amount of  time that elapses before some full-time 
employees will be covered, the number of part time employees who are ineligible or the high co- 
pay that excludes significant numbers of hll-time employees. Therefore, the response failed to 
evaluate the waiting period imposed by Wal-Mart before health coverage is available, the fact 
that part-time workers do not qualify for health care coverage and the unusually high out of 

means the EIR did not disclosing meaningful information concerning a recognized physical 
effect: the effect to public services and the secondary effect of needing additional facilities. The 
University of California Public Law Research Institute explained the deficiency in the EIR as 
follows: 

pocket costs of the coverage preventing many workers from enjoying the coverage benefit. This 

“Wal-Mart increasingly made it difficult for employees to become eligible for 
health care coverage. The Miller report found that Wal-Mart increased the 
waiting period for new full time employees to be covered by health insurance 

\\nt..oas\prolaw\documents\2 146-002\SAH\4 1447.doc 
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from 90 days to 6 months. The waiting period is even longer for part-time 
employees who cannot get health insurance coverage for their family and must 
wait 2 years before they are eligible for individual coverage. In addition to these 
requirements, Wal-Mart has changed the definition of part-time workers from 
employees working less than 28 hours a week to all employees working les than 
34 hours a week. The Miller report puts Wal-Mart’s practices into perspective by 
noting that the average waiting period for health coverage for employees at other 
large retail establishments i s  1.3 months. Furthermore, Wal-Mart’s health plan 
shifts much of the health care costs onto employees; a single worker could end up 
spending around $6,400 out-of-pocket before seeing any health plan benefits.” 

Public Law Research Institute, University of California, Hasting College of the Law, “California 
Response to Supercenter Development A Survey of Ordinances, Cases and Elections.” Prepared 
for the Governor’s Office of Planning and Research (Spring 2004) at 20-21 (all statistics 
contained in the quotation are from the Miller Report. ‘The Miller Report is a study prepared by 
the United States House of Representatives, Mouse Committee on Education and the Workforce 
dated February 16,2004). 

Thus the response to comments did not disclose when health benefits would be available to the 
Wal-Mart employees. According to the House of Representative study, the time is lengthy, part- 
time employees do not qualify for the health insurance benefit, and even those employees who 
qualify for the health care benefit may not be able to afford the large co-pay. (The average 
grocery worker in the Bay Area receives $23.64 an hour in wages and benefits; the average Wal- 
Mart employee just $9.60 an hour. Id at 17. 

As a result, potential effects to the County hospital, a potential impact underscored by the San 
Dicgo County Taxpayers Association study, remain fully unevaluated. The fact that some full- 
time employees may qiialifl for the high co-pay health insurance does not disclose the nature 
and magnitude of the potential impact. 

Very truly yours, 

STEVEN A. HERUM 
Attorney-at-Law 

SAI-T:lac 

Attachments 





Prepared by 

Dr David Rogers 
President 

DSR Marke€ing Systems, Inc. 
108 Wilmot Road, Suite 245 

Deerfield, Illinois 60015 
TEL 847 / 940-8200 
FAX: 847 / 940-8237 

email, dsrms@sbcglobal.net 

August 25,2004 
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PurDose and Research Method 

In April - May, 2004, 498 interviews were compieted with a crass-section of households living 

within the city limits of Carson City, Nevada. The purpose of the telephone survey was two-fold. 

First, to identify the grocery shopping patterns of these households and compare the shopping 

characteristics of Wal- ma^ Supercenter customers with those of its traditional supermarket 

competitors. Secondly, to estimate the impact the Supercenter has had on the supermarkets in 

Carson City. 

The detailed results of the research are contained in the Survey Findings section presented 

below. 

Where Carson Citv Shoos For Groceries 
* 36% of the grocery shoppers interviewed now buy at least some of their groceries at 

the Wal-Mart Supercenter .... and 19% make it their primary store for food shopping. 

* The Supercenter ranks as Carson City’s leading grocery store, with a 19% market 

share. 

It is estimated that more than half of the store‘s business comes from beyond 

Carson City itself. Based on field observations, it is estimated that the Supercenter 

is achieving weekly sales volumes of $1 .I million in superma~et-type-merchandise - 
more than twice the volume of the leading traditional grocery competitor in Carson 

City (Raley’s, $475,000). 

SuDercenter ShopDina Characteristics 
* Supercenter shoppers drive substantially further to buy groceries than do shoppers 

of the major traditional supermarkets in Carson City. The average Wal-Mart 

shopper - in Carson City only - lives 5.5 miles from the Supercenter versus only a 

2.0 mile average for customers of the traditional supermarkets. And this is an 

under-estimate because the Supercenter draws more sales from areas beyond 

Carson City. 

1 
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A ~ Y  (Continued) 

* The average shopper visits the Supercenter 5.5 times per month, less than the 6.9 

times per month that shoppers visit the traditional supermarkets. 

* Therefore, on a monthly basis, customers of the Wal-Mart Supercenter travel more 

than twice as far for their grocery shopping than do those of the traditional 

supermarkets (60 miles per month versus 28 miles). 

* A 92% proportion of the Supercenter shoppers reported that a competing 

supermarket is closer to their home than is the Supercenter. On average, these 

customers report traveling 8.6 miles (round trip) further to shop the Supercenter than 

they would travel if they shopped at the closest competing supermarket. 

* Supercenter shoppers visit an average of 2.4 different grocery stores per month, 

which is only marginally less than the 2.6 different grocery stores visited by all those 

interviewed. Therefore, Supercenter shoppers visit an average of 1.4 other grocery 

stores on a regular basis, indicating that they are not using the Supercenter as a 

total one stop grocery store. 

* Supercenter shoppers spend an average of 52% of their total food budget at the 

Supercenter with the remainder (48%) being spent at other Carson City 

supermarkets. The competing supermarkets in Carson City have a similar “loyalty” 

reading which ranges between 46% and 53% of all their shoppers’ spending. This 

finding indicates that customers of the Supercenter are no more loyal than those of 

the traditional grocery stores. 

Super~nter  Shopper ~emoqraphics 
9 S~percenter shoppers tend to be drawn From households with somewhat lower 

incomes ($4O,O~O/year) and younger heads of households. As would be expected, 

the Supercenter also draws more heavily from larger households (Le. 3 persons or 

more). 

2 
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. 

The $u~ercenter’s Competitive lmoact 
* Reflecting its wide geographical draw, the Wal-Mart Supercenter’s impact on pre- 

existing supermarkets has been fairly evenly dispersed. As expected, there appears 

to have been a slightly higher impact on stores located closer to the Supercenter 

and those featuring low prices as their primary drawing card (such as the former 

Super Kmart and Smith’s). 

. .  

. 

* On average, the sales declines at the pre-existing supermarkets ranged between 

20% to 20% per store, but were presumably even higher at stores that were drawing 

customers from beyond Carson City, such as the Albertson’s in south Carson City. 

The heaviest “contributors” to Walmart‘s sales were the three (3) Albertson’s stores 

(a combined 26%), Raley’s (19%)‘ Smith’s (13%), and Scolari’s (13%). 

* We estimate that several of the existing supermarkets now have average weekly 

sales below $300,000, which is the current (approximate) threshold for maintaining 

store profitability. With Wa l -Ma~s  plans to open a second Supercenter in north 

Carson City in mid-2005, we estimate that at least three or four supermarkets will 

close before the market returns to equilibrium. This will reduce consumer choice 

from the current eight (8) competing supermarkets (excluding Costco) to four (4) or 

five (5). We are planning a follow-up gravity model analysis to refine this estimate. 

3 
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Objective 

The purpose of the telephone survey was to interview a representative cross-section of Carson 

City grocery shoppers to determine where they currently shop for groceries, their frequency of 

shopping these stores, the approximate distance of these stores from their homes, and their 

demographic characteristics such as household size and income. We also asked those 

individuals who currently shop for groceries at the Wal-Mart Supercenter where they shopped 

the Supercenter opened. A copy of the survey questionnaire is presented as Appendix 

1. 

The survey was intended to quantify any differences between supermarket shoppers in Carson 

City and those of the Wal-Mart Supercenter on such factors as travel distance, shopping 

frequency and demographic characteristics. In addition, the survey provides a benchmark 

analysis of the market shares held by the competing supermarkets as of May 2004, and of the 

sales impacts resulting from the opening of the Wal-Mart Supercenter in September 2001. 

Between April I 3  and May 5, 2004, a total of 498 telephone interviews were conducted in the 
Carson City area. Interviewers were instructed to contact only those households with telephone 

prefixes which indicated that they lived within the city limits of Carson City (only 12 interviews 

were completed with households on the perimeter of Carson City). The interviewers were 

instructed to make one call back in the event the respondent was not at home and then to 

proceed to the next listed number. No interviewing was to commence before 4:OO pm (except 

on weekends) in order that a sufficient number of households with working heads of 

households could be obtained. Interviewers were requested to talk with the person most 

responsible for the household's grocery shopping. Surveys were validated using standard 

verification techniques. 

Carson City 

Carson City is the capitol of the State of Nevada, and with a 2003 population of 55,300, Carson 

City ranks as the fourth largest city in the State after Las Vegas, Reno, and Sparks. 

Employment is centered around government, the casinos, tourism, and agriculture. 

Additionally, many retirees from California and elsewhere have settled in Carson City because 

of the lower cost of living and lower tax rates. By the standard of other Nevada cities, 
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the Carson City population growth rate has been moderate, having increased by 37% between 

1990 and 2003. 

Carson City households are presently served by eight (8) traditional supermarkets, a Costco 

Warehouse Club, and a Wal-Mart Supercenter. Please refer to the accompanying Map 1. 

Carson City draws a significant proportion of grocery shoppers from areas outside the city limits 

- primarily to the south and east. This "outside" draw is particularly true of the Costco 

Warehouse Club and the Wal-Mart Supercenter which are both located near the Carson Valley 

Power Center just to the south of Carson City in Douglas County. The most significant 

secondary trade area for Carson City is the Minden/Gardne~ille area about 15 miles south of 

Carson City. This area has a population of about 30,000 and is served by three (3)  major 

grocery stores (Raley's, Smith's, and Scolari's). Wal-Mart is rumored to be considering building 

another Supercenter in this market. 

Based upon discussions with local supermarket operators, we estimate that the eight (8) 

supermarkets in Carson City and the three (3)  stores in the Gardne~ilie/Minden area serve an 

expanded trade area population of about 96,000 (please refer to the map and data presented in 

Appendix 2). On a rule of thumb guideline of one store per 10,000 people, this suggests that 

the trade area population and store count are currently in approximate equilibrium. However, it 

is estimated the Wal-Mart Supercenter is achieving weekly sales of over $1 .Z million in 

supermarket-type-me~chandise - which is more than twice the volume of a typical supermarket. 

As a result, we estimate the market is presently over-stored by one (I) store. 

The competitive climate will obviously intensify when a second Wal-Mart Supercenter opens in 

north Carson City in 2005. When this store opens, it will draw sales from most of the existing 

Carson City supermarkets and produce further store closures - besides that of the Super Kmart. 

The following Table 1 summarizes the demographic characteristics of Carson City versus those 

of the State of Nevada and the United States as a whole in 2003: - 
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Table 1 

CARSON CITY DEMOG~PHICS 

Nevada ___ U.S. 

Median Household Income $45,078 $48,328 $45,859 

Average Household Size 2.46 2.64 2.58 

Median Age (years) 39.9 36.2 36.1 

YO of Population Over 50 Yrs 32.2 26.9 27.3 

Grocery SRendinq 

Based on the demographic characteristics of the population living in Carson City, they are 

estimated to spend an average of $43.50 per person per week on superma~et-type. 

merchandise (S-T-M). This estimate translates to total spending of $2.26 million per 

week ....g iven a total non-institutional population of 51,909 in 2003. 

Grocery Retailers 

The accompany Map 1 identifies the locations of the major existing, proposed, and recently 

closed supermarkets serving the Carson City market. Of the ten (10) existing stores, nine (9) 

are located within the city limits and consist of three (3) Albertson’s, a Raiey’s, Smith’s, 

Safeway, Scolari’s, Costco, and G r o c e ~  Outlet. Most are about 50,000 square feet (gross 

area) in size (or larger), except for the Safe~ay (45,000 square feet), Scolari’s (40,000 square 

feet) and the Grocery Outlet (25,000 square feet). 

The Wal-Mart Supercenter has an estimated supermarket area of 60,000 sq. ft. (gross) and 

opened in September 2001 just south of the Carson City limits. The Super Kmart in north 

Carson City closed shortly thereafter. 

Grocery Market Shares 

The respondents interviewed were asked where they shop for groceries and how much they 

spend at each store. 
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With three stores in the market, Albertson’s captures almost 23% of the available food and 

grocery spending in Carson City. However, on an individual store basis, Wal-Mart and Raley’s 

rank #I and #2 respectively, with each achieving a market share of 19% each. The remaining 

supermarkets average between 10% and 13% each. Please refer to the following Table 2. 

Table 2 

THE COMPETING GROCERY RETAILERS 

Approximate Carson City Est. Weekly 
Store Size Market Share Grocerv Sales 

(gross area sq. ft.) (%I ($1 

Albertson’s - E (Hwy 50 & Airport) 
Albertson’s - S (Hwy 395 & Koventin~) 
Albertson’s I_ N (Hwy 395 & College) 

Sub-Totai 

Raley’s 
Smith’s 
Safeway 
Scolari’s 
costco 
Grocery Outlet 
All Others 

Total 

55,000 
45,000 
60.000 

6 0,0 0 0 + 
55,000 
60,000 
50,000 
40,000 
110,000 
25,000 

13.7 
7.1 
- I .8 
22.6 
18.7 
18.5 
13.0 
10.7 
10.0 
3.8 
1.2 
_I 1.5 

200.0 

375,000 
250,000 
275,000 

1,100,~00 
475,000 
325,000 
275,000 
200,000 

N/A* 
70,000 
NIA* 

3,275,000 

Since the Costco, Wal-Mart, and two of the Albertson’s are located on the perimeter of Carson 

City, we estimate these stares actually achieve much higher stare sales than is suggested from 

their share of food and g r o ~ ~  s ~ e ~ d i n g  within Carson City itself. 

+ Grocery area only. 

* Not available. 
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How Far is the Store Showed From Their Home? 
Respondents were asked how many miles the stores they shop are from their homes. The 

responses in Table 3 below indicate Wal-Mart grocery shoppers travel an average of 5.5 miles 

to the Supercenter, whereas customers of the major supermarkets average 2.0 miles. Even the 

Raley’s and Albertson’s in south Carson City, both located near the Wal-Mart, draw from a 

radius less than half the size of that of the Supercenter: - 

Table 3 

DISTANCE TRAVELED 

Average Distance 
From Home 

(miles) 

Albertson’s - E (Hwy 50 & Airport) 
Albertson’s - S (Hwy 395 & Roventini) 
Albertson’s - N (Hwy 395 & College) 

Raley’s 
Smith’s 
Safeway 
Scolari’s 
Costco 
Grocery Outlet 
All Others* 

Average ~A lbe~son  3) 

5.5 
2.0 
1.6 
___ 2.1 
1.8 
2.4 
1.8 
2.2 
2.0 
4.2 
2.0 
- 25.1 

AVEWGE 3.1 

? 

The respondents were also asked how many 

buy their groceries. The Wal-Mart Supercenter is not shopped quite as frequently as the 

average traditional supermarket, 5.5 versus 6.9 trips per month, respectively. Nevertheless, as 

identified in Table 4, the Wai- ma^ visitation rate is still well over once a week (1.4 times) versus 

1.7 for the tradltional supermarkets: - 

per month they visit the stores where they 

* Including WinCo in Reno. 
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Table 4 

MONTHLY VISITATION RATE 

Average Times Shopped 
Per Month 

Al~ertson’s - E (Hwy 50 & Airport) 
Albertson’s - S (Hwy 395 & Roventini) 
Albe~son’s - N (Hwy 395 & College) 

Raley’s 
Smith’s 
Safeway 
Scolari’s 
Costco 
Grocery Outlet 
All Others 

Average ~A ibe~son  ‘s) 

AVERAGE 

5.5 
7.0 
7.2 
_I 7.6 
7. I 
6.6 
7.3 
6.5 
6.6 
4.9 
5.5 
- 2.4 

6.4 

From the previous tables, it can be dete~mined how far the typical customer of each store 

travels per month. The follo~ing Table 5 indicates that the average Wal-Mart grocery shopper 

travels more than twice as far each month than a traditional supermarket shopper, 60 miles 

rQUnd-tril, versus 28 miles: - 
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Wal- ma^ S u p ~ r c e n t ~ r  
Albertson's - E (Hwy 50 & Airport) 
Albertson's - S (Hwy 395 & Roventini) 
Albertson's - N (Hwy 395 & College) 

Raley's 
Smith's 
Safe w a y 
Scolan's 

Costco 
Grocery Outlet 
All Others+ 

Average (Alberfsonk) 

Table 5 

MONTHLY TRAVEL 

Average Distance Monthly 
Traveled m. 
(miles) 

5.5 5.5 
2.0 7.0 
1.6 7.7 
2.1 7.6 

2.4 6.6 
I .8 7.3 
2.2 6.5 
2.0 6.6 
4.2 4.9 
2.0 5.5 
25.1 2.4 

Average Travel Distance 

30 60 

14 28 
12 24 
- 16 __ 32 
13 26 
16 32 
21 42 
14 28 
13 26 
21 42 
11 22 
60 120 

The Supercenter's Impacts 

Table 6 below identifies where respondents shopped 

Supercenter opened in Carson City. A 36% proportion of those interviewed (177 shoppers) 

now do at least some of their grocery shopping at the Supercenter. 

The data indicates that about 10% - 20% of the customers of the pre-existing supermarkets 

switched to the Supercenter for at least some of their grocery shopping - and that the Super 

Kmart appears to have been a casualty of the Wal-Mart Supercenter opening: - 

and &the Wal-Mart 

+ Many of these responses were for Winco in Reno 
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Table 6 

IMPACTS OF THE WALMART SUPERCENTER 

W a f - ~ a ~  Su~@rc@nter 
Albertson's - E (Hwy 50 &Airport) 

Albertson's - S (Hwy 395 & Roventini) 

Albertson's - N (Hwy 395 & College) 
Sub-Total /Average 

Raley's 

Smith's 

Safeway 
Scolari's 
costco 
Super Kmart 
Grocery Outlet 

All Others 

Stores Shopped For Groceries 

Before 
Supercenter 

1 o+ 
157 

84 

- 21 

262 

210 

144 

125 

121 

50 

35 
- 15 

18 

After 
Supercenter 

177 
128 

73 

- 19 
220 

173 

123 

109 

108 
46 

0 
__ 12 

17 

% of Store 
Customers Who 

Switched to Supercenter 
("/I 

NIA 
18 

13 

10 

16 

18 

15 

13 

11 . .  

8 
100 

20 
6 

In dollar terms, the Supercenter's sales have been drawn as indicated in Table 7: - 

_____ 
+ These responses relate to the former W a l m a ~  discount d e ~ a ~ m e n t  store in Carson City. 
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Table 7 

S U P ~ R C ~ N T ~ R  SALES SOURCES 

% of Supercenter’s 

Raley’s 18.6% 

Albertson’s. Hwy 5O/Airport 16.6 

Smith’s 13.4 

Scolari’s 12.8 

Safeway 10.2 

Super Kmart 8.5 

Albertson’s. CarsoniRoventini 7.4 

cost00 5.3 

Albertson’s. CarsoniHwy 395 1.6 

Grocery Outlet 1.6 

Walmart Discount Store 1.4 

All Others 2.6 

. .  

When combined, the three (3) Albertson’s “contributed“ 26% of the Supercenter’s grocery 

sales. 

Do Suoercenter Customers By-Pass Closer Suoermarkets? 

Those respondents who shop the Wal-Mart Supercenter were asked if they travel further to 

Wal- ma^ than to a nearby supermarket grocery store. Nine out of ten (92%) responded that 

they & by-pass closer grocery stores in order to shop at the Wal- ma^. On average, these 

respondents travel 8.6 “extra” miles round-trip to purchase their groceries at the Supercenter. 

m e n t  of Grocery Budaet SDent at Each Store 

RespQnden~s were then asked how much of their total grocery budget they spend at the stores 
they shop on a regular basis. The fotiowing Table 8 breaks out their expendi~ures at these 

stores in 25% increments: - 

12 
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Table 3 
GROCERY BUDGET ALLOCATION 

% Of Grocery Combined wal-Marl Albertson’s Grocery All 
p&&$ StoreTotals Suoercenter (All 3 Stores) SafeWaV Scolari’s QgleJ Others 

0 - 25% 29% 25% 25% 26% 33% 35% 35% 33% 33% 29% 

26% - 50% 34 30 41 35 24 20 37 41 33 29 

51% - 75% 15 21 13 13 15 14 9 17 33 29 

12 

Totals: ZOO 100 100 100 100 100 100 i 00 100 z 00 

Average% 50 52 51 53 52 49 46 41 49 44 

- 76% - 100% - 22 - 23 - 22 26 - 20 - 23 I 19 - 9 - 0 

Customers of the Wai-Mart Supercenter reported spending 52% of their total grocery budget at 

the Supercenter, with the remainder being spent at other grocery stores. This is only slightly 

higher than the 50% average for all the grocery retailers in Carson City and suggests that Wal- 

Mart customers - while marginally more loyal than the customers of other stores - nevertheless 

do a considerable amount of their grocery shopping at other supermarkets. The most important 

of these are Ralev’s (8% of all grocery spending by shoppers of the Wal-mart Supercenter), 

Scolari’s (8%). Albertson’s East* (7%), and Smith’s (7%). 

Grocerv Stores Shopped Per Month 

The following Table 9 indicates the number of different grocery stores shopped each month by 

shoppers of the various grocery retailers, includiflg Costco and Wal-Mart. On average, Wal- 

Mart Supercenter shoppers visit 2.4 different grocery stores each month ... consisting of their 

trips to the Supercenter plus those to 1.4 other stores. This reading is only slightly below the 

“All Store Average” of 2.6 store visits per month and suggest that Supercenter shoppers are 

just as prone to cross-shop other grocery stores as are shoppers of the traditional 

supermarkets: - 

* On Highway 50 at Airport. 
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Table 9 

CROSS-SHOPPING PROPENSITIES 

Albertson's - N (Hwy 395 & College) 
Albertson's - E (Hwy 50 &Airport) 
Albertson's - S (Hwy 395 & Roventini) 
Costco 
Grocery Outlet 
Rale y's 
Safeway 
Scoiari's 
Smith's 
All Others 

8 
Shoppers 

177 
19 
128 
73 
46 
12 
176 
109 
10% 
123 
- 17 
81 1 

Other 
Stores 

Shopped 

242 
26 
179 
117 
92 
21 
2 56 
193 
198 
193 
- 33 

1,308 

Total # Of 
Different 
Stores 

ShoDDed 

41 9 
45 
307 
190 
138 
33 

432 
302 
306 
316 
- 50 

2,119 

Avg # Of 
Different 
Stores 

Shopped 

2.4 
2.4 
2.4 
2.6 
3.0 
2.8 
2.5 
2.8 
2.8 
2.6 
2.9 
2.6 

Where Wal-Mart SuDercenter Customers Also ShoD For Groceries 

Table 10 below lists the other stores that the 177 Supercenter shoppers also cross-shop for at 

least some of their food and grocery needs. In our opinion, the extensiveness of this cross- 

shopping activity reflects weak-points at the Supercenter that prevent it from functioning as a 

true one-stop shopping destination. For example, inadequacies in product quality and variety, 

the distance from home, and in-store and parking lot congestion. 
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Table I 0  

OTHER STORES CROSS-SHQPPED 

Al~ertson's - N (Hwy 395 & College) 

A~be~son's  - E (Hwy 50 & Airport) 
Albertson's - S (Hwy 395 & Roventini) 

Sub-Total 

Costco 

Grocery Outlet 

Raley's 

Safeway 

Scolari's 

Smith's 

Ail Others 

# of Walmart 

Grocerv Shoppers 

6 

34 

__ 24 

64 

20 

4 

40 

30 

41 

34 

- 9 

242 

Demo~raphic Profiles 

Finally, Table I 1  below identifies the demographic profiles of 

grocery retailers in Carson City, including Costco and the Wal-Mart Super~nter.  

the shoppers of the various 

The Wai-Mart Supercenter has a stronger appeal than the other stores to lower income 

households and to younger and larger families. At the other end of the spectrum, Costco and 

Raley's draw more heavily from upper income and older shoppers. Scoiari's appears to appeal 

to older households; Smith's to lower income households; while Safeway and the three 

Albertson's stores have a relatively uniform appeal across most segments of the community. 
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Table 1 I 

DEMOGRAPHIC FROFIL~S 

All Wai-Mart 
Demoqraahic ~ ~ ~ w w e f 5  Swercenter 

INCOME 
Under $40.000 46% 
$40,000 ~ 36% 
$60.000 
$60 - $75,000 13% 
$75,000 - 3% 
$100,000 
Over $100,000 2% 

Median ($) 43,977 

Under 35 10% 
35 - 49 20% 
50 - 65 48% 
Over 65 22% 

TOTALS: 100% 

Medlan (years) 55.6 

TOTALS: $OO% 

AGE 

HOUSEHOL~ SIZE 
1 19% 
2 51 % 
3 24% 
4 9% 
5 5% 
6 or More 2% 

TOTALS: 100% 

2.37 

50% 
36% 

13% 
2% 

0% 
100% 

40,000 

15% 
21% 
50% 
14% 

100% 

54.2 

?a% 
45% 
16% 
12% 
6% 
3% 

100% 

2.55 

Albertson's 

42% 
39% 

14% 
4% 

2% 
100% 

44,103 

10% 
24% 
48% 

100% 

55 0 

i 8% 

18% 

16% 
9% 
7% 
2% 

100% 

2.45 

48% 

43% 53% 
38% 34% 

12% 9% 
3 % 4% 

4% 0% 
100% 100% 

43,684 40,000 

9% 9% 
18% 20% 

25% 27% 
100% 100% 

57.2 57.3 

48% 43% 

20% 21% 
55% 53% 

4% 11% 
3% 4% 
1 % 3% 

100% 100% 

2.20 2.33 

17% 8% 

16 

Safewav Scolari's (&& 

43% 
37% 

15% 
4% 

1% 
100% 

43,764 

5% 
22% 
48% 
24% 
100% 

57.2 

14% 
56% 
15% 
10% 
5% 
1% 

100% 

2.40 

53% 
31% 

11% 
4% 

1 % 
100% 

40,000 

12% 
13% 
44% 
32% 
100% 

58.5 

21% 
56% 
9% 
10% 
2% 
1 % 

100% 

2.18 

32% 
39% 

25% 
0% 

4% 
100% 

49.231 

9% 
14% 
64% 
14% 

100% 

56.3 

13% 
57% 
13% 
7% 
11% 
0% 

100% 

2.46 

Grocery 
Qu&t 

70% 
10% 

0% 
1 0% 

10% 
100% 

40,000 

8% 
33% 
33% 
25% 
100% 

54.1 

25% 
42% 

1 7% 
8% 
0% 

100% 

2.42 

8% 

All 

31% 
31% 

38% 
0% 

0% 
100% 

52,256 

12% 
29% 
47% 
12% 

.too% 

52.9 

24% 
35% 

24% 
0% 
0% 

100% 

2.41 

18% 
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Column I: Polygon (see appentlix), Total 

Description 
Population 

2009 Projection 
2004 EEfirnm 
2000 Census 
1990 Census 

Giowth 1990.2000 

ZOO0 Populetlon by Single Race Classiflcation 
White Alone 
Black or African Ainerim Alone 
Amoriceo Indian md AiffikaNative Alone 
Asian Aloac 
Native il?m.aiian and Other Pacific Islander Alone 
Soma Orher Race Alone 
Two or More RQces 

2000 Population Hispanic or Latino by 01igi11 
Nor Hispanic or Lalino 
Hispanic or Lalino: 

Mexicas 
Puerio R i m  
Cuban 
Al l  Other liispunic or Latino 

2000 Hispanic or Letino by Single Race Class. 
White Alone 
Bivck or African AmePican Aione 
American iiidian wd Alaska Native Alone 
Asian Alone 
Native Hawaiian nnd Other Pacific Islander Aione 
Snms Other Race Alone 
Two or More Racrs 

2000 Populstion by Sex 
Male 
Fernsic 
Malflernde Ralio 

Column I Pet. - 
105.236 
96,250 
88,881 
62.572 

42.05% 

88,881 
78,269 88.06 

1,050 1.18 
1.920 2.16 
1,279 I , @  

114 0.13 
4,315 4.85 
1,933 2.17 

88,aai 
78,639 88.48 
10,241 11.52 
7,464 72.88 

178 1.74 

2,499 24.40 
100 0.98 

10,241 
5.049 49.30 

49 0.48 
204 1.99 

54 0.53 

4,227 41.28 
634 6.19 

23 0.22 

88,881 

43,622 49.08 
45,258 50.92 

I .04 

Prcplrd on Jim 23.2M9 Page I M 9 
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The nation’s retail grocery sector is undergoing a major transformation, led by supercenters - 
big-box retail stores with full-scale grocery service. Tliese supercenters are the latest 
development in the nationwide restructuring of the retail grocery industry. Based on efficient 
distribution systems, low prices, and shoppers increasingly seeking value, supercenters are 
intensifying competition within the sector. While they are a national phenomenon, supercenters 
also have important local impacts. Their imminent appearance in California and the Bay Area 
raises a complex range of issues concerning their costs and benefits, fiscal implications for local 
gove~ments ,  and land use policy. 

This report is designed to provide decisionmakers with the information and analytical tools 
needed to make sound decisions regarding the possible development of supercenters in their 
communities. It refrains from judging whether these facilities are desirable or not, but instead 
presents the key issues that local decisioninakers will need to consider. 

The report was prepared by Dr. Marlon Boamet, associate professor of Planning, Policy, Design 
and Economics at the University of California at Irvine, where he chairs the Department of 
Planning, Policy and Design, and by Dr. Randall Crane, professor of Urban Planning and 
associate director of the Institute of Transportation Studies at UCLA. They were assisted by 
Daniel Chatiiian and Michael Manville, who are currently doctoral candidates at UCLA. 

A Bay Area Economic Forum review panel composed of Lenny Mendonca (Director, McKinsey 
& Company, San Francisco), Diana Farrell (Director, McKinsey Global Institute), John 
McCaffrey (Managing Partner, Price~vaterhousecoopers LLP, San Francisco), Fred Furlong 
(Regional Vice President, Federal Reserve Bank of San Francisco), Sunne McPeak (President, 
Bay Area Council), Eugene Leong (Executive Director, Association of Bay Area Governments), 
Paul Fassinger (Research Director, Association of Bay Area Governments), Gerald Raycraft 
(Planning Director, Association of Bay Area Governments), Sean Randolph (President, Bay Area 
Economic Forum) and Gary Bingcr (Smart Growth Director, Urban Land Institute) provided 
extensive advice and guidance. 

On-line copies of this report can be accessed on the Bay Area Economic Forum’s wehsite at 
www.baveconfor.org. The Bay Area Economic Forum is a civic partnership of business, 
government, labor, university and community leaders that addresses issues impacting the vitality 
and competitiveness of the Bay Area’s economy and the quality of life of its residents. A non- 
profit public-private partnership, it is jointly sponsored by the Bay Area Council and the 
Association o f  Bay Area Govermnents 
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Transformations in the discount retail industry are rapidly altering the grocery business 
nationwide, a$ California will soon learn firsthand. The engine of this change is the retail fomiat 
known as the supercenter-a big-box retail store that also contains the equivalent of a full-size 
grocery store, with total floor space often thee  to four times as large as that of a conventional 
supennarket. As recently as the inid-l990s, supercenters occupied niche markets and were 
confined largely to regional chains. In just a few short years, Wal-Mart, the dominant force in 
American discount merchandising, has used the new format to make itself the dominant national 
grocer as well. Wal-Mart is now the largest grocer by sales volume and the fifth largest by 
number of stores. Other discount chaiiis that have experimented with the supercenter format 
include Ksnart (the nation’s 22nd largest grocer, ranked by sales) and Target (tbe 27th largest). 

California has no supercenters today but several are proposed to open soon. Wal-Mart alone 
plans to open 40 in California over the next few years. 

Why is the restmcturing of the grocery indusby important to the Bay Area economy? Based on 
trends elsewhere, the region can expect substantial impacts of three kinds: 

Lower prices charged for grocery goods, 

Lower wages aiid benefits paid to grocery workers, and 

An r r ray of local de~eIopmeut issues, such as traffic and fiscal effects. 

* 

0 

While some changes will be beneficial, others suggest local costs. Due to their magnitude, the 
distribution and timing of these benefits and costs are critical policy issues. 

This report thus has two primary purposes: To profile this trend, by estimating these impacts for 
the region, and to clarify their relevasice and complexity at the municipal level. It also outlines a 
checklist of costs and benefits for communities considering supercenters. 

- 2.  Consumer ~ ~ n e f i t s  

For most consumers, the clearest advantage of  supercenters is the mix o f  goods offered at 
lower than average prices. As supercenters achieve sizeable market share, these savings will 
be signi~caiit. 

Assuming that supercenters capture between 6 and 18 percent of the region’s grocery sales by 
2010, total consumer savings 01 groceries are estimated to range from $382 million to $1.13 
billion per year in the Bay Area, an important issue given the Bay Area’s high cost of living. 
Through multiplier effects, th savings will generate additional stimulative effects on overall 
regional spending. While mu1 ier effects from lower prices are difficult to quantify, the 
overall regional impact could be up to two times the amount of direct expenditure savings. 

Consumers also benefit from one-stop shopping, precluding the need for separate trips to buy 
groceries and other products. These benefits will he diminished, however, to the extent 
supercenter shopping requires longer trips, in turn increasing the time and money costs to 
con~usiiers of shopping travel. 
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The grocery industry is an important, if oRen overlooked, source of high-wage entry-level 
jobs in the Bay Area. The entrance of a low-wage competitor into the grocery indushy will 
likely produce downward wage and benefit pressure on grocery jobs throughout the region. 

The average grocery job in the large Bay Area supermarket chains currently pays wages and 
benefits worth about $42,552 per year, of which about a third is the value of the benefit 
package (including health care coverage, vacation, holiday and sick leave). Conversely, 
supercenters will offer total compensation (wages and benefits) estimated at $1 1.68 per hour 
less than this, or about $2 1,000 less yearly per average grocery employee. 

As a whole, grocery workers in the Ray Area now earn roughly $1.5 billion in wages plus 
benefits. However, if lower wage, big box grocery stores obtain an 18 percent market share 
over the next several years, as indicated in other urban areas, this wagebenefit payroll is 
estimated to fall by as much as $677 million. 

These direct losses have indirect consequences. Lower regional incomes mean less spending 
on other goods and services. Through multiplier effects, the net economic impact of this 
reduction of wages and benefits to the regional economy could be more than double the 
direct loss, though again sucli multipliers are difficult to quantify. 

3. - ocal development and fiscal impacts 

In many municipalities, land use decisions are linked to fiscal policy, because local 
goveinments receive a share of sales tax revenues generated within their borders. California 
cities thus often seek to so-called sales tax “cash cows,” such as auto dealerships and big-box 
chains, with promises of zoning variances, infrastiucture enhancements, or tax rebates. 

However, the bottom-line calculation of supercenter tax revenues is more nuanced than often 
appreciated. First, an expansion into non-taxable grocery sales will not generate the sales tax 
revenue per square foot of a conventional discount store. Second, net sales tax revenue will 
be reduced to the extent that supercenter sales simply displace sales at other stores in the 
same municipality. At a regional scale, supercenters bring the potential for shifting sales tax 
revenues across municipalities, creating a regional pattern of winners and losers. 

Third, any revenue impact must also be weighed against local public sector costs, such as the 
traffic, possible vacancies at other retail sites, and the public services required by a 
supercenter. Local government must consider both the positive and negative extenialities of 
the supercenter format to arrive at the hue impact of on public revenues. 

For example, supermarkets often anchor neighborhood shopping districts. A loss of a 
supermarket to big box competition could threaten the economic health of other stores that 
rely on foot traffic generated by the grocery store. In some cases, supercenters-much as the 
big-box retail format more generally-could threaten the economic vitality of existing 
downtowns or neighborhood shopping centers. 
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Changes in retail patterns can also be associated with changes in traffic patterns. In some 
eases, the low-density, land-~tensive nature of a supercenter might be at odds with 
municipal goals of building at higher densities. On average nationwide, supereenters generate 
over 3,300 car hips per day. Furthermore, because supercenters are generally located on the 
urban fringe, they often result in substantially more total vehicle miles traveled (VMT) for 
grocery shopping in comparison with conventional grocery stores. 

It is difficult to predict whether these changes will be viewed as alarming or benign in any 
particular municipality, but two points are important. First, supereenters have the potential to 
bring land use changes, and local officials should evaluate these. Second, some of those 
issues, including growth patterns and the character of traffic flow, are regional in nature, 
meaning the decisions of one ~un~cipa l i ty  can impose undesired consequences on other 
municipalities. 

This report is intended in part as a tool to assist local governments. Its goal is thus two-fold: To 
illuminate these broader consumer, employment, wage, land use, and fiscal issues associated 
with the rise of supercenters, and to articulate their regional implications. 

The bulk of the report is an industry analysis of both big-box retail and grocely sales. It focuses 
on Wal-Mart because that firm i s  by far the national leader in supercenters, and because it is, to 
large extent, driving the rapid transformation of the grocery industry. In 1994, Wal-Mart had 
147 supercenters; in 2002 it had 1,258. During that time, no other national chain came close to 
achieving a similar growth in supercenters. In the near term, Wal-Mart is the most likely 
developer of supercenters in the Bay Area, 

In the end, the report is cautionary. Supercenters are part of a national and even international 
change in the retailing and grocery sectors, and those changes, like many other economic 
restructurings, bring both c0st.s and benefits. Lower consumer prices and efficiency gains should 
be weighed against the direct and indirect effects of lower wages and benefits in the retail grocer 
sector, and fiscal and land use impacts that are substantially more complex than conventional 
"fiscal boon" scenarios assume. The entry of the world's largest grocer into California is 
anything but simple. At the same h e ,  the basic facts are straightfonvard. 
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verview 

In the last decade, the superniarket industry in the United States has undergone a substantial 
t ransfo~at jon.  Driven by a number of factors, including the consolidation of large grocery 
companies, one of its primary engines has been the rise ofthe supercenter-a hybrid fonnat that 
puts an entire ~ u p e ~ a r k e t  within a big box retail discount store. The impact of supercenters has 
been quickly felt: Wal-Mart, which as recently as the mid-1990s was a marginal player in the 
American grocery sector, is today the number one grocer in the nat.ion by sales, and the fifth 
largest by number of stores. Other discount merchants that have entered the grocery industry 
include Kmart, which is now the nation’s 22nd largest grocer ranked by sales, and Target, which 
i s  the 27th. 

The meaning ofthese changes is loudly debated. As this report was being completed, Southern 
California was in the midst of a lengthy grocery employee strike in part motivated by the 
possible entry of supercenters into the region. In the Bay Area, proposals to regulate supercenters 
have been debated in Contra Costa County. In this sometimes charged environment, local 
officials are typically the first line of policy activity. Municipal governments throughout the Bay 
Area might find themselves being asked to consider the implications of supercenters in their 
conxnunities. 

Yet the matter i s  complex. This report i s  intended as an educational aid to assist local 
governments as they consider the question of supercenters in their communities. 

Although the supercenter is a fairly straightforward fonnat-in one sense, it is just a larger box 
with a still larger parking lot--bound up within the supercenter model is a complicated array of 
potential impacts on local labor markets, land use, traffic, the fiscal condition of cities and the 
economic character of neighborhoods. Many of these issues are familiar, hut perhaps do not get 
the at.tention they deserve; others are too often not considered at all. It is all too easy to think of 
shifts in the grocery industry as purely private phenomena, and beyond the concern of those who 
make public policy. The purpose of this report is to impress upon municipal leaders that what 
happens to the groceiy sector can impact the community and the local economy, and that 
proposals for supercenters should be considered with care. This document should be a useful 
first step in developing more useful evaluations of large-scale retail projects. 

Based on experience elsewhere in the country, several impacts of supercenters are clear: 

Q Supercenters will bring a substantial drop in grocery prices coinpared to traditional 
supermarket chains. 

Q Supercenters will bring substantial downward pressure on wages and benefits in the 
grocery sector. 

+ Supercenters will bring a host of complex land use, traffic, and fiscal impacts. Many 
decisions will fall to municipal and county governments, even if the impacts will be 
regional as well as local. 
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This report deals with each of the above impacts in turn, in some cases simulating possible 
scenarios to illuminate their magnitude. In other cases, quantifying the impact is not possible, so 
instead the issue is discussed in more qualitative terms. 

This report is divided into four major sections. Section I provides background, first on the 
grocery industry and then on the possible development of supercenters in the Bay Area. This 
section provides context for local officials who will soon have to understand this transformation 
in the retail sector. Section I1 begins the examination of supercenter impacts by looking at, in 
turn, the effect of supercenters on consumer prices and on grocery sector wages and benefits. 
Section 111 examines local development impacts associated with supercenters. Section IV 
discusses policy options from the perspective of local governments. Each of these sections is 
composed of one or more chapters, and as overview those chapters are briefly discussed below. 

The supercenter is a hybrid of both the grocery and retail sectors, and to be comprehended it 
must be viewed in the context of both, and not as a typical big box store. This requires a 
perspective larger than the purely local. Chapter 1 provides that context by providing background 
on discount retail, the grocery industry, and the national trend toward supercenters. Supercenters 
are arguably another step in retail's transformation from an urban-based, service-oriented 
industry to a more suburban or exurban, value-driven sector. The first chapter provides an 
overview o f  these changes at the national level, and identifies the major players in both the 
grocery and retail fields. This chapter also discusses the logic behind supercenters, their 
implications for the grocery industry, and how large supermarkets across the country are reacting 
to the prospect of supercenter competition. 

Having established the national trend toward supercenters and the forces that are driving it, 
Chapter 2 looks at the potential for supercenter growth in the San Francisco Bay Area. Grocery 
market share estimates are constructed under various scenarios. The estimates are based on 
analysis and the experiences of other metropolitan areas. 

St.arting Section TI, Chapter 3 begins the discussion of likely supercenter impacts by noting that 
Wal-Mart supercenters, in particular, offcr consumers significant price advantages over 
traditional supermarkets. These lower prices can benefit consumers (particularly consumers with 
lower incomes). The potential consumer benefits o f  Bay Area supercenters are estimated. This is 
also discussed, as it is important context in understanding the benefits that supercenters bring to 
local and regional economies. 

The source of Wal-Mart's consumer price advatitage is multi-faceted, and includes pioneering 
efficiencies in distribution, the use of technology, and the application of  new management 

another source of Wal-Mart's piice advantage is less innocuous - Wal-Mart typically offers 
lower wages and benefits than do major Bay Area supermarket chains. This is examined in 
Chapter 4. 

Chapter 4 calculates the labor market impacts of supercenter growth. Supermarket employment 
is an often overlooked but important source of entry- level employment. Using the best available 
data on both Bay Area grocery industry wages and benefits and total compensation tyl.lically 
offered at Wal-Mart, supercenter jobs will pay $1 1.68 per hour less than typical supermarket jobs 
in major Bay Area grocery chains. Should discount retail companies gain a significant portion of 
the grocery market in any part of the Bay Area, a clear potential impact would be a falling 
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techniques. The net result of these and other efficieiicy gains are discussed in Chapter 3. Yet 
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average wage in the grocery sector, as well as a falling average value of the benefits offered to 
grocery workers. 

Discount prices also necessitate more space and more consumers; the success of discount retail is 
dependent to a large extent on selling more goods to more people. As more and more consumers 
converge on a single location, an inevitable concern is worsening vehicle traffic, and the 
distortions of urban form that can be caused by autocentric retail development. Supercenters are 
huge buildings designed to be shopped by people in cars, which means they have extremely large 
parking lots. Aside from the accommodatioll of automobiles, the amount of land necessary for a 
supercenter also generally requires them to be located on the fringe of urban areas, raising the 
question of whether supercenters contribute to residential dispersal and urban decentralization. 
Alterations to urban form that encourage sprawl are costs, albeit hard ones to quantify. These 
issues are discussed in Chapter 5. 

A topic often mentioned along with traffic and land use patterns is the impact discount retail has 
on smaller, more pedestrian-oriented shopping districts, and in particular on downtowns. 
Although much of the evidence that has been gathered on this topic addresses conventional 
discount stores, rather than supercenters, what is available should be of interest to policy makers, 
and is in many ways still relevant to discussions of the new foodiretail fonnats. 

More importantly, a discussion of downtowns' diminished vitality also reinforces the crucial 
lesson that while consumers may enjoy the newer format of one-stop shopping, towns and cities 
can pay a price in the form of vacant buildings and empty lots that once generated revenues. 
Chapter 6 reviews the current research on the economic impacts of new big boxes, including this 
question: When does retail developmellt represent hue economic growth, and when does it 
simply cannibalize existing markets? While analyzing the sales tax revenue generated, policy 
makers must consider the generated sales tax revenue displaced to supercenters from preexisting 
businesses, or completely lost due to the failure of businesses competing with retail giants. The 
chapter also surveys the evidence on retail blight-its causes, consequences and possible 
solutions. 

There is also the question of fiscal impacts. For towns and cities, one of the most alluring aspects 
of discount retail stores is their potential to yield sales tax revenue. For municipalities in 
California, whose ability to collect property taxes has been greatly restricted, this is no sinall 
matter, and has in a number of instances led to "locational toumamnents," in which communities 
compete with each other, at times through hefty subsidies, to have a big box locate within their 
borders. This i s  not a new story, but the advent of supercenters does throw an unfamiliar twist 
into it. Most grocery items are not subject to sales tax, so the expansion of a discount store into a 

true fiscal impact of big box discount retail is more complicated than a simple calculation of 
sales tax revenue, and the perceived fiscal benefit of a conversion to the supercenter format is 
much m a e  ambiguous. This is taken up in Chapter 7. 

Finally, Chapter 8 summarizes the report's discussion of the costs and benefits of supercenters 
with respect to policy issues. The chapter also surveys the various initiatives that communities 
across the country have taken in response to supercenters, ranging from accommodation, to 
grassroots opposition, to efforts to prohibit the format by law. The report does not endorse any of 
these measures, offering instead a cautionary message. It would be an oversimplification for 
localities to assume that supercenters bring no issues of public concern, and it would be likewise 

supercenter may not be a c c ~ ~ p a n i e d  by a ~o~espondiiig expansi~n iii sales tax revenue. The 
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ill advised for municipa~ officials to focus exclusively on tax revenue without weighing the less 
obvious but equally real impacts supercenters can have on labor markets. 

The evaluation of a supercenter should ideally include not just an analysis of its costs and 
benefits, but also how costs and benefits are dishibuted. If costs and benefits are borne by the 
same groups, then a simple assessment of whether benefits exceed costs is sufficient. But if costs 
are concentrated in one segment of the community while the benefits are more widely 
distributed, there may be additional policy considerations. 
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stry 

The U.S. grocery industry has been d r ~ a t i c a l l y  transformed in the last ten years by the advent 
of supercenters-large stores selling a full line of groceries and drugstore items along with a full 
assortment of retail goods. The story of this restruchring is complex, including consolidation in 
the traditional grocery industry, and a shiti in consumer preferences from a service orientation to 
a greater emphasis on low prices. In many ways, supercenters are the merging of the discount 
retail and the grocery industq-two sectors that, until just a few years ago, were distinct 
industries in the United States. Because a discussion of the impact o f  supercenters on the Bay 
Area requires an understanding of the changes in the discount retail aiid grocery sectors, the 
section begins with some background on the discount retail industry, followed by a profile of the 
grocery industry. 

Until the turn of the last century, most goods were sold through individual specialty stores. 
Between 1900 and 1920, nierchants in and around Boston began combining the operations of 
several specialty shops under one roof, and gave birth to the modem department store. A leader 
in the transition was Filene’s, a company that originally sold only women’s wear and 
accessories. At tlie turn of the century, Filene’s began to acquire more space, sell new products, 
and remove tlie partitions that had once separated different wings of its stores. Shortly after it 
opened it developed a segment called the “bargain basement,” where brand-name merchandise 
(mostly but not exclusively apparel) was offered at a drastically reduced price. 

At first, the bargain basement was viewed with skepticism and scorn by industry observers, who 
widely expected it to fail. Depaitment stores at that time were often lavish affairs, well-decorated 
and situated in expensive downtown locations (Fogelson 2002; Cohen 2003). They were also 
full-service establisliiiients with large sales staffs that worked mostly on commission. The 
bargain basement lacked all o f  these amenities, which explained its broadly anticipated failure. 
But the fomiat allowed Filene’s to broaden its customer base, to attract consumers who 
otherwise could not afford brand-name clothing, and to build customer loyalty among the 
working classes. During the Great Depression, the bargain basement kept Filene’s alive, reaping 
profits while the full-service establishment operated at a loss. 

Spurred by the success of Filene’s, other department stores began to open their own bargain 
basements, and soon freestanding discount stores, unattached to any large department store 
chains, began to pop up as well. By 1977 discount retail, with $39.2 billion in sales, was the 
largest sector of general mercliandising, and the handful of discount outlets that had existed in 
the 1950s had expanded to almost 7,400. The undisputed champion of discounti~ig at this point 
was the Detroit-based Kmarl, which in 1975 had over 1,200 stores and in 1976 added more than 

Unless othenvise noted, the historical material in this section i s  drawn from Bhmtone, et al. (1981) 1 
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one new store every working day.* Kmart's expansion bankrupted many of the regional discount 
chains, and also seriously harmed the p ~ o f i t a b i ~ i ~  of full-service department stores such as 
Sears, JC Penny, and Montgomery Ward, forcing them to reposition themselves as more 
specialized enterprises. h a r t  remained in this position for roughly a decade, until it was itself 
uirderpriced by Wal-Mart. 

Like Kmart, Wal-Mart stores first opened in 1962. Unlike Kmart, however, and indeed unlike 
inany other discount pioneers, the company began in the South. After Sam Walton opened a 
discount five-and-dime in Beiitonville, Arkansas, the first Wal-Mart was opened in the nearby 
t o w  of Rogers. Until relatively recently its growth has been contained within the southern and 
rural heartland states, where it was able to buiId power and customer loyalty without competing 
directly with Kmart. This enabled Wal-Mart's rapid growtb, and let the southern company avoid 
directly competing with what were then Kmart's larger economies of scale (Hornbeck 1994). It 
also, and perhaps more importantly, forced the company early on to embrace technological 
advances in supply and distribution systems. 

The decision to remain in m a I  areas largely preverited Wal-Mart from using existing retail 
distribution networks. It was expensive to deliver goods to Wal-Mart's stores, and vendors often 
wanted to charge high premiums for shipping goods so far away from metropolitan centers 
(Standard and Poor's Retailing Supplement 2003). The company began to experiment with ways 
to lower its supply and distribution costs. It opened the nation's first distribution center in 1970, 
m.arking the first time a firm had asked vendors to deliver goods to a central warehouse location 
rather than iudividual stores (Wal-Mart Corporation Official Timelilie). These distribution 
centers came to dcfiiie how Wal-Mart grew. A distribution center was set up; stores were anayed 
around it, generally not more tban 20 miles away; over time, the capacity of the center was taxed 
as product turnover increased; and another distribution center was built in another location (Graff 
1998). Wal-Mart's use oftec.hnology, and its influence on productivity in both the retail sector 
and the American economy as a whole, is discussed in more detail in Chapter 3. 
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The appeal of combining retail and grocery operations is not new. As early as the 1960s, industry 
specialists recognized the potential in merging discount stores and supermarkets. In contrast to 
today, in the 1960s it was the grocery chairis that began buyiug their way into the discount arena, 
rather tban the other way around. In 1961 the Stop & Shop chain of Boston, Massachusetts 
purchased the Bradlees regional discount chain, out of a desire to locate its supermarkets 
adjacent to discount retailers (Bluestone 1981). These stores did irot put grocery under the same 
roofas retail, although they did put it under the same ownership. They were also regional, rather 
than national, chains. 

These early experiments were not the model on which the contemporary retail/grocery 
supercenter i s  based. Rather the supercenter o f  today is a slightly smaller version of the European 
hypermart, a massive big box combination whose average size is about 250,000 square feet. In 
the 1980s, both Kmart and Wal-Mart atteiirptcd to re-create hypemarts in the United States. 
Wal-Mat opened a division called Hypennart USA, and Kmart created one called American 

vent -. of the supercenter 

Kmart was formerly the S.S. Kresge Corporation; i t  changed its name in 1977. 2 
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Fare. The extra-large format proved unpopular, and both companies soon scaled back to 
supercenters, which are about 170,000 square feet, with about 70,000 square feet of that being 
grocery space. Wal-Mart’s first supereenter was unveiled in 1988, and b a r f  rolled out i t s  
i n a u ~ r a l  Super h a r t  in 1991 (Graff 1998; Wal-Mart Corporate Timeline 2003).3 

Kmart and Wal-Mart pursued different strategies in choosing where to locate their supercenters. 
Gfaff (1998) documented that almost half of Wal-Mart’s 332 supercenters were in counties of 
less than 50,000 people; the average population of a supercenter county was 105,000. Super 
Kmarts tended to be in larger markets. Wal-Mart Supercenters and Super h a r t s  competed 
directly in only 19 counties nationwide, and in a number of these areas the Wal-Mart 
Superceiiters were actually converted Hypermart-the Hypermart, unlike other Wal-Mart 
holdings, had been introduced in more densely populated regions. 

When the conipany did bring out supercenters, it did so in low-risk areas. Almost all of the 
original supercenters were replacements of existing discount stores, and many of the stores 
replaced were in its oldest and most profitable locations. To date some two-thirds of Wal-Mart’s 
Supercenters have come Bom discowit store conversioiis (Barry 2003). Opening supexcenters as 
replacement discount stores meant Wal-Mart could enter the grocery sector in areas where it 
already had strong identification aiid loyalty from customers. Just as it had done with discount 
stores, the company would build its strength in places where circumstances were aligned in its 
favor (Graff 1998). 
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Food stores arc a major U S .  industry, with over 3.4 million employees and $535 billion in sales 
in 2002 (Table 1). The average customer visits more than twice a week, speiidiiig about $25 per 
trip. 

They are also an increasingly diverse lot. The largest industry category i s  “Supermarkets,” 
representing only 20 percent o f  grocery stores but over 75 percent of revenues. However, in 
addition to conventional grocery stores, this group officially iiicludes supercenters, combination 
grocery and drugstores, and warehouse-style grocers in which customers bag their own groceries 
(Tabte 2). The remaining $123.6 billion in official supermarket sales is mainly in smaller grocery 
stores and convenience stores, and some sales in wholesale clubs and military commissaries. 

’ Note that, because these estimates of supercenter floor area and grocery floor space come from different sources 
than what was cited earlier in the report, the floor space estimates are nut exactly consistent. Graff(1998), for 
example, estimates supercenter grocery are8 at 70,000, whereas the market data cited earlier suggest that 
supercenters offer 60,000 square feet of grocery floor area. 
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Supermarket employment (mil.) 
Number of grocery stores 
Number of supermarkets ($2 mil. or more in annual sales) 
Averages 

Supermarket size (sq.R.) 
Average number of items (SKUs) 
Number of trips per week by consumers 

Total grocery stores sales (bil. $) 
Total supermarket sales (bil. 5) 
Weekly sales per supermarket ($) 
Weekly sales per sq. foot of selling area (5) 
Sales per customer transaction (5) 
Sates per tabor hour (5) 

Sales 
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3.5 
166,135 
32,981 

44,000 
35,000 

2.2 

$535.4 
$411.8 

$361,564 
$11.13 
$24.63 

$137.68 

Compiled by Food Marketing Institute at ~,fmi.org/faets-figs/supe~act,htm. 
From US Departments of Labor and Agriculture, Bureau of the Census, 
Progressive Grocer, and Food Marketing Institute, 

Though not considered supermarkets by official industry definitions, “Vl’holesale clubs,” such as 
Costco and Sam’s Club, accounted for $27.4 billion in sales last year. Though only 5 percent of 
tokt food sales, this i s  an average of $28.2 million per store, the highest per store number in food 
sales. The remaining part ofthe industry consists of “Small grocers,” defined as stores with less 
than $2 million in annual sales, as well as convenience stores. Nationwide, about. 23 percent of 
grocery revenue i s  attributed to these smaller stores. In the Bay Area, like most urbanized areas, 
the figure is less, about 15 percent! 

Within the supeimarket category, about two-thirds of sales are accounted for by stores in 
supermarket chains. So-called independent supermarkets, or those with ten or fewer stores, 
account for the remaining third. 

Significantly, chain supermarkets continue to slowly increase their share of the total, growing 4.4 
percent between 2001 and 2002, while the volume of sales by the independents dropped a 
percentage point. The most striking change from 2001 to 2002 was an increase in the total sales 
accounted for by the largest chain supemiarket stores-those with $30 million or more in 
revenues. These firms increased revenues 54.2 percent from 2001, though not quite as fast as the 
55.2 percent increase in the number of stores 

Part of this growth can be accounted for by “supercenters,” described further below, whose 
revenues increased about 17 percent, largely via an increase in the number of stores. But 
supercenters are only a part of the story. The remainder is likely attributable to an increase of 
revenues among stores in the $20 to $29.9 million range, which moved them up to the higher 

In the San Francisco-Oakland IRI InfoScan market (San Francisco, San Mateo, Marin, Santa Clara, Oakland and 
Contra Costa counties), it is 14.2 percent; in the Monterey-Salinas DMA market (Monterey, San Benito and Santa 
CIUZ counties), it is 19.4 percent; in the Vallejo-Fairfield-Napa MSA (Napa and Solano counties), it is 10.R percent. 

4 
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category, as well as by the replacement o f  small stores with larger ones among the conventional 
grocery store chains. 
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Pct. Pct. 
Change, Change, 

No. of Fct. of 2001- Sales Pct. of 2001- 

Limited assortment (tinder 1,500 items) 2,500 7.6 25.0 13.0 3.2 42.9 
Warehouse (low price/service) 535 1.6 (33.1) 2.9 0.7 (69.5) 
Supercenter* (75,000 sq.fl. min.) 1,789 5.4 15.0 45.8 11.1 16.8 

11 350 34.4 6.1 205.0 49.8 3.5 

-- __ ~ ~~~..___ ....... ~ .. ~~~~~~ 

Chain supermarkets ($ millions) 21,560 65.4 2.1 340.5 82.7 4.4 ~~~.~ ___ ~~~~~~~~~~~ . 
$2.0 - $3.9 
$4.0 - $7.9 
$8.0 - 511.9 
$12.0 519.9 
$20.0 - 529.9 

1,490 4.5 6.7 4.3 1 .0 7.5 
3,640 11.0 2.1 21.7 5.3 1.9 
3,545 10.7 (1.3) 34.4 8.4 (1.4) 
5,911 17.9 2.8 86.8 21.6 2.2 
3,939 11.9 (18.8) 89.3 21.7 (21.0) 

530+ 3,035 9.2 55.2 ~.~~ 107.9 . ? ! . 7 ~ ~ ~ ~ ~ ~ ~ 5 5 2 -  
.~d~~~ndentSuperma~.e~s.+. 1%. .m!!!@x~~~--~ 34.6 . . 2.4 . ~ ~~. ~~~~~~ 71.3 .. .. . . .. 17.3 (1.0) 

$2.0 - $3.9 4,789 14.5 10.6 13.9 3.4 10.3 
54.0 - 57.9 4,333 13.1 (2.9) 24.4 5.9 (3.2) 
$8.0-$11.9 1,161 3.5 (1.8) 11.3 2.7 (1.7) 
512.0 - $19.9 760 2.3 (1.0) 10.9 2.6 (1.8) 
520.0 - $29.9 226 0.7 (12.4) 5.2 1.3 (11.9) 

j I  . I  

530+ ~ , . ~ ~.~ ~~~~~~ 152 ~ ~ ~---~L...iZ.% ~ ~~ ~ 2 s  1.4 2 
Other ~- food formats, total* 133,154 NA ..... ~ ~~ ~__  5.6 123.6 

~~~~~~ NA 3.6 
Groceryiconvenienceigas 132,000 NA 5.6 92.5 NA 2.8 
Wholesale club stores 972 NA 6.8 27.4 NA 6.6 

- M K @ g a s -  ~ _ _ _ _ . _ _ ~  162 NA ~ 11-7 ~ NA 2.8 
Total Grocery Stores 166,135 4.9 535.4 3.4 
NA - Not available, * Supermarket items only, + Defined as 10 or fewer stores under one managament 
Source: Progressive Grocer, Annual Reports of the Grocery Industry, as reported in Agnee (2002, 
2003). 
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The physical size of supe~arke ts  varies greatly (Figure 1), and is growing on average. Some 
chains, Like Whole Foods, prefer a relatively small footprint of about 25,000 square feet of sales 
space, while the major traditional supermarket chains like Safeway and Ralph's (now owned by 
Kroger) have averages closer to 40,000 square feet. Newer stores are closer to 60,000 square feet 
in size, which is roughly equivalent to the amount of grocery floor selling space in many 
supercenters. Both Safeway aiid Albertson's have stores in the 60,000 square foot range, many of 
which sell both dmgstore and grocery items. Since 1390 the average store size has increased 
from 3 1,000 to 44,000 square feet, a 42 percent mcrease. 

7-- 47,000 

45,000 

43,000 

a, 41,000 
cn 

W 39,000 

> a 37,000 

K & 35,000 
m u  
5 (fl 33,000 
W 

& '5 
a @  

51 31,000 

.. .. ~ ~ 

Y e a r  

Source: Food Marketing Indrisbqi @eah  ~lntp://www.fmi.org/facts-~gs/ke~facts/storesize~htm) 

Supercenters __ 

The newest format in this family is the superceuter, defined as a full sized discount retail store 
with a full sized grocery store under the same roof. Superceiiters averaged about $25.6 million in 
grocery reveiiues per store in 2003, That is substantially more than the average of $8.63 inillion 
in sales for conventional stores (which includes the smaller independents), or the average $1 5.79 
million for stores in large chains (Table 3). 



Bay Area Grocery Industry Report Page17of104 

Percent 

- 1.2% . .~~~ 
Conventional 8.27 8.63 4.3% 
Limited assortment (under 1,500 items 4.55 5.20 14.3% 
Warehouse (low pricelservice) 11.88 5.42 -54.4% 
Supercenter (75,000 sq.ft. min.) 25.21 25.60 1.6% 
Superstore combo (30,000 s q . R . m i n . r ~ ~ ~ ~ ~ ~ ~ _ ~ 1 8 . 0 6  -2.43 

All s ~ m ~ ~ k e ~ s ~ ~ ? ~ o ~ m ~ ~  ...... 12.34 12.49 1.1% 
~ a ~ ~ ~ m ~ k ~ t s ~ ! i l l i a n s l _ _ ~ - . ~ ~ ~  15.46 . . ...__ 15.79 2.2% 

Other food formats total 0.95 0.93 -1.9% 
Grocery/convenience/gas 0.72 0.70 -2.7% 
Wholesale club stores 28.24 28.19 -0.2% 
Military commissary 18.37 20.33 10.7% 

Total Grocery Stores 3.27 3.22 -1.4% 

~ l ~ u ~ ~ ~ ~ k ~ ~ ~ b ~ ~ r ~ a t ~ ~  !?!a! ~ ~~ 12.34 ... . . 12.49 

Independent Su~ennarketSl$.miliions) ~.~~ 6.45 6.24 -3.3% 
____.----L..p-. ~ ~~~ 

__ ~~____.-~ ~~~~ __ 

Source: Calculations based on data from Agnee (2002, 2003) 

.__ Top chains 

The top grocery chains in the country in 2003 are shown below. Some primarily operate 
supercenters: Wal-Mart (1), Meijer (12), Kinart (22) and Target (27) are the biggest of these. The 
figures for supercenters are all corrected to correspond to the grocery portion of the stores, but 
the fomiulas used by the companies and by the main source for industry statistics, Progressive 
Grocer, are imperfect. 
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Estimated 
Number of Annual Square Feet 

Super- Sales Selling Area 
Rank Chain markets (Millions) (Thousands) FlEs 

1 WalMart 1,336 48,742 82,106 428,108 
2 Kmger 2,482 44,782 98,616 196,195 
3 Safeway 1,582 29,355 57,781 107,492 
4 Albertsons 1,589 28,461 73,859 127,295 
5 Ahold 1,270 25,010 49,206 98,223 
6 Delhaize 1,445 14,733 43,740 58,432 
7 Publix 749 14,528 31,649 81,829 
8 Winn-Dixie 1,056 1 2 , w  43,612 72,729 
9 Supenalu 582 8,198 20,187 30,603 
10 Great A&P Tea 488 7,832 16,968 30,280 
11 H.E. Butt 284 7,744 11,323 34,180 
I 2  Meljer I56 8,053 9,453 65,929 
19 Raley’s 134 2,675 6,258 8,897 
20 Wegmans 64 2,491 4,979 12,647 
21 Whole Foods 143 2,454 2,371 15,362 
22 Kmart 115 2,443 5,658 41,607 
24 Stater Eros 156 2,206 4,484 6,005 
27 Target 102 2,018 6, I44 25,001 
35 Smart & Final 228 1,693 3,659 2,889 
41 Winco 38 1,127 2,176 3,597 

Source: Progressive Grocer, America’s 50 Largest Supermarket 
Chains (Weir 2003) 

Investigating these data in more detail shows great deal of variation among these grocers in the 
per-store aud per-employee ratios (Table 5) .  The supercenter chains bring in more revenue than 
the stores with smaller square footage per store, and they employ substaiitially more employees 
per square foot. 

The latter phenomenon may be a result of using employees for fewer hours per month. Part-time 
workers are reported as half time, but the average may be less. Meanwhile, the definition of 
“full-time” workers varies from company to company. Until recently, working 28 hours per 

week.5 

The per-square foot revenue in the supercenters is also higher than the average for Wal-Mart and 
Meijer, but lower than average for Kmart and Target. In all cases, the revenue per employee 
tends to be quite a bit lower than the other major chains, 

week at Wal-Mart was s u f ~ c ~ e n t  for ~11-time status; that has since changed to 34 hours per 
! 

Both Johnson (2002) and Drogin (2003) state that W’al-Mart defines full-time status as at least 28 hours per week, 
but more recent Wal-Mart employee benefit infoilnation states that full-time work is 34 hours per week or more. 
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Rank 
Chain 

1 Wal- art 
2 Kroger 
3 Safeway 
4 Aibertsons 
5 Ahoid 
6 Delhaize 
7 Publix 
8 Winn-Dixie 
9 Supervalu 
10 Tea 
11 H.E. Butt 
12 Meijer 
19 Raley's 
20 Wegrnans 

Seliing Revenue 
Revenue Square per Revper FTEs 
per Store Feat per Square FTE per 
(Miliions) Store Foot 

36.48 61,457 $594 
18.04 39,732 $454 
18.57 36,547 $508 
17.91 46,401 $385 
19.69 38,745 $508 
10.20 30,270 $337 
19.40 42,255 $459 
12.95 41,221 $290 
14.09 34,686 $406 
16.05 34,770 $462 
27.27 39,870 $684 
38.80 60,596 $640 
19.96 46,701 $427 
38.92 77,797 $500 

21 Whole Foods 17.16 16,580 $1,035 
22 Kmart 21.24 49,200 $432 
24 Stater Bros 14.14 28,744 $492 
27 Target 19.78 60,235 $328 
35 Smart& Final 7.43 16,048 $463 
41 Winco 29.66 57,263 $518 

Source: Calculations based on Weir (2003). 

(1,000s) Store 
$114 
$228 
$273 
$224 
$255 
$252 
$178 
$174 
$268 
$259 
$227 
$92 
$301 
$197 
$160 
$59 
$367 
$81 

$586 
$313 

itions and proje~ted ~towt~ 

320 
79 
68 
80 
77 
40 

109 
69 
53 
62 

120 
423 
66 

198 
107 
362 
38 

245 
13 
95 
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per 
1,000 

Square 
Feet 

5.21 
1.99 
1.86 
1.72 
2.00 
1.34 
2.59 
1.67 
1.52 
1.78 
3.02 
6.97 
1.42 
2.54 
6.40 
7.35 
1.34 
4.07 
0.79 
1.65 

Of the fiive major players in the supercenter industry, Wal-Mart, Meijer, Fred Meyer (Kroger), 
Target, aiid Kmart, Wal-Mart has set the industry standard for supercenter growth. Target is a 
relative newcomer to the supercenter format, while Kmart's recent troubles, including its 
bankruptcy, have forced it to scale back its plans for future supercenters. Both Meijer and Fred 
Meyer have a significant number of supercenters-more, in fact, than Target or Kniart-but for 
the purposes of this report they are relatively less i~portant, as neither chain is seen as likely to 
expand into California in the near future. 

This report focuses on the firms with an active presence in California-Wal-Mart, Target and 
Kinart. Table 6 shows the t ime trend of supercenters operated by each company in the United 
States since t 99 1. 
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1991 1992 1993 1994 1995 1996 
Wal~Mart 10 34 72 147 239 344 
Target 0 a 0 0 2 8 
Krnart 1 5 I 9  67 87 96 

1997 1998 1999 2000 2001 2002 
Wal-Mart 441 564 721 888 1,066 1,258 

Kmart 99 1 a2 I a5 104 123 1 14 

Sources: Memill Lynch (2003), Wal-Mart, Target and Krnart Annual Reports. 

Target 13 I 4  16 30 62 94 

Of the companies in Table 6, Wal-Mart is far and away the largest operator of supercentem6 In 
2002 it opened 192 new supercenters, giving it a total of 1,258 nationwide-fully 70 percent of 
the couintry's supercenters (Waf-Mart Annual report 2003; Barry 2003). These stores accounted 
for about 78 percent of the total supercenter industry safes in 2002, up from 72 percent in 2001 
(Agnee 2003; Barry 2003). Target has 94 supercenters, but a fast growth rate: between 1999 and 
2002 Target more than tripled its number of supercenters, and is expected to continue building 
thein at a steady, if not as rapid, pace. h a r t  has tumbled from the position it held in 2001: once 
operating 123 supercenters, it has since closed eight of them, and is projected to close over 50 
more (Bany 2003), essentially removing it from future competition in the supercenter arena. 

One inference from Table 6 is that the national retail trend toward supercenters has not yet 
reached California. Table 7, which shows Wal-Mart's presence across discount store, 
supercenter, Sam's Club, and Neighborhood Market fonnats in Texas, California, and the United 
States, illustrates tbat Wal-Mart's current presence in the California market is not consistent with 
the company's strategy of growing through supercenters. While Supercenters are still outside of 
the experience o f  most Californians and most Bay Area shoppers, national trends suggest that 
will change soon. 

Discount Store Supercenter  SAM'S Club NeighbQrhQQd Market 
CalifQrnia 133 0 3 0 
Texas 117 155 68 24 
United Sta~es 1568 1258 525 49 
Source: Wai-Mart Annual Repo~t 2003 

The second and third largest supercenter firms, Meijer and Fred Meyer, have 160 and 133 supercenters, 
respectively. Those finns are not shown in Table 6 ,  as Meijer and Fred Meyer are regional fimis that are not 
expected to expand into the Bay Area in the near future. 
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Nationally, Wal-Mart is expected to open 210 new supercenters in 2003, with about 130 ofthese 
slated to he conversions of existing retail discount stores (Barry 2003; Wal-Mart Annual Report 
2003). At the end of January 2003, Wal- ma^ had ~npercei~ters in all but seven states. It currently 
operates 133 discount stores in California, any number of which might be candidates for 
supercenter conversion pal-Mart  Annual Report 2003). The cost of each such conversion is 
estimated at $5.9 million: a conventional discount store is an $8.8 million capital investment, 
while a supercenter costs approximately $14.7 million (Barry 2003). The upgrade seems to he 
well worth its cost. The return on investment (ROI) for a Wal-Mart Supercenter is approximately 
33 percent; by way of comparison, the ROI for a discount store is roughly 29 percent, and for the 
average American supermarket it is in the low 20 percent raiige (Barry 2003). 

Over the last five years, supercenters in general have been the fastest-growing sector of retail, 
with sales growing at 29 percent; Wal-Mart’s have been growing at a compound annual growth 
rate of 45 percent since 1993 (Barry 2003). According to Merrill Lynch, supercenters have 
accounted for 80 percent ($5  billion) of Wal-Mart’s $6.4 billion in operating profit over the last 
five years (Barry 2003). 

-_ Implications for the rocery -- in dust^ ____ 

The supercenter sector ofthe grocery industry is expected to keep growing at a steady pace, as 
there is considerable room in the domestic market for expansion. Wal-Mart may be able to more 
thm double the number of supercenters to 2,700 stores and still remain profitable (Barry 2003). 
Supercenters are expected to propel Wal-Mart to double-digit growth through 2009. Currently 
Wal-Mart Supercenters own ahout seven percent. of the total US grocery market, but by 2009 that 
share i s  projected to he 16 percent. In the same period, the share of traditional supermarkets in 
the grocery sector is expected to decline, from 86 percent today to 74 percent in 2009. The 
Menill Lynch report anticipates that most of this decline will be borne by smaller, independent 
grocers (Agnee 2002). 

That last point i s  important, because Wal-Mart, for all its market power, is still very inuch a 
southern and rural company. As of June 2003, over 70 percent of its superceiitcrs were located 
outside the largest 100 metropolitaii statistical areas, where almost 70 percent of the nation’s 
grocery dollars are spent. By one estimate, in the top 26 markets with populations over 2 million, 
Waf-Mart’s coinhined average market share is less than 4 percent (Tatge 2003). However, the 
development of the supercenter is following the same successful patteni of growth as Wal-Mart’s 
discount retail stores. Supercenters already dominate the smaller markets of loyal Wal-Mart 
shoppers in southern and rural communities. If the historical pattern of Wal-Mart’s expansion 
coutinues, Wal-Mart will build from this fouiidatioii by rapidly expanding its supercenter 
operations into markets outside of its traditional strongholds, penetrating metropolitan areas such 
as the Bay Area. Many grocery industry analysts view Wal-Mart as a formidable contender in the 
grocery rnavket (Hays 2003; Business and Industry MMR 2003; Callahan and Zimmerman 
2003). 

Supermarkets are reacting to the new pressures of competition in a number of ways. Some chains 
are focusing on inaintaiiiing market share, rather than expanding. Alhertson’s, for example, has 
closed a number of stores, including all of its stores in Housto~i, and has announced plans to 
leave four other major markets (Alhcrtsons’ Annual Report 2002, Standard and Poor’s 2002). 
Some supe~arke t s  are using preferred- hopper programs more (for instance, the Vons Club), as 
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they build customer loyalty and can help prevent flight to other stores. Private label merchandise 
offer customers savings of 20 to 40 percent when compared to national brands, and also give 
retailers a 35-40 percent margin, in contrast to the 27 percent average margin they receive on 
national brands (Agnee 2002). These are likely to be emphasized more in the future. 

A number of large supermarket chains have chosen to offer more high-end goods and services, 
and to stress their connections to local comm~i t ies .  In metropolitan areas like Dallas, where 
Wal-Mart has established a strong presence, one Kroger's now serves stir-fry meals to go, while 
another has put together a 2,500 bottle wine collection and hired a full-time steward (Hays 
2003). Convent~onal supermarkets may also have an advantage in neatness. A recent Wall 
Street Journal &icle states that 100,000 people visit an average supercenter each week, and the 
shelves and displays rapidly get messy and disorganized as a result (Callahan and Zimmerman 
2003).8 Supercenters can be difficult to navigate, and merchandise can be hard to find. In this 
arena the smaller traditional s u p e ~ ~ k e t s  may maintain an advantage 
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s and "Neighborhood ~ a ~ k e t s "  

Even as the supercenter moves to the center of the picture in the grocery sector, two other 
coinpetitors deserve a mention. The first are warehouse clubs, of which the largest are Costco 
and the Wal-Mart-o~ed Sam's Club. Warehouse clubs are oriented primarily to business 
customers and other organizations that need to buy in bulk, but they are also popular with 
individual coiisumers. They currently account for about five percent of supermarket item sales in 
the United Stales, and are expected to increase that share, with somc projections putting thein at 
eight percent by 2009 ( B a q  2003). 

A wild card in the future of the grocerj sector is WaI-Mart's "Neighborhood Market" format, 
which is currently in an experimeiital phase. Generally 42,000 to 55,000 square feet, 
neighborhood markets are comparable to existing combination grocery stores and drugstores. 
They are generally located in the same area as supercentem, so as to take advantage of the 
company's existing dishibution network. A iieighborhood market employs the same low wage 
labor and enjoys the same economies of scale as a supercenter Wal-Mart, but does so absent the 
daunting physical size. The first Neighborhood Market opened in 1998, and at the end of fiscal 
year 2003 there were 49 in existence. Almost half of these are in Texas (Wal-Mart Annual 
Report 2003). 

The strategies adopted by the grocery stores in response to Wal-Mart's entry into the food sector wnbast with 
those adopted by Circuit City and Best Buy in response to Wal-Mart's similarly forceful enhy into electronics. Like 
groceries, electronics have small margins that vanish quickly, because the product cycle is so fast that inventory 
rapidly becomes obsolete. Last year Wal-hlart moved past Circuit City to become the second-largest electronics 
retailer in America, just behind Best Buy, and the reactions of the hvo electronics stores a= insh-uctive. Best Buy 
has decided to go even further upscale, by emphasizing high service levels, promoting its cutting-edge products 
more aggressively, and collaborating with homebuilders to wire extensive entertainment systems in new homes. 
Circuit City, by contrast, has fired its commission-based sales staff and replaced if with hourly employees (Hansel1 
2003). 

In chapter 5 ,  this report uses available data to develop a more conservative estimate of 23,205 persons per 8 

supercenter per week to derive traEc impacts. Note that if, in fact, supercenter customer visits are closer to the Wall 
Street Journal figure of 100,000 (Callahan and Zirnmerman, 2003), which cannot be confirmed, then Chapter 5 
substantially uuderestimntes those traffic impacts 
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In combination with supercenter saturation, Wal-Ma~'s Neighborhood Market format could 
substantially increase the threat to ~ a d i t i o ~ l  supei~arkets and small independent grocers. A 
Neighborhood Market can be expected to compete in a much smaller geographic area, and thus 
influence one or two local supermarkets more directly than a supercenter. Chuck Giimer, editor 
ofthe trade jounial Shelby Report, has said that Ne~ghborhood Markets are where "Wal-Mart is 
really going to apply the pain"(HasseIl2001). 

It is premature to say what the impact of Neighborhood Markets will be. Some Wal-Mart 
Supercenters lack head-to-head competition with stores of a similar format, but Neighborhood 
Markets must compete with existing and experienced local grocery chams. In May 2003, Wal- 
Mart announced that during the remainder of the fiscal year it would open fewer stores (15-20) 
&an planned (20-25) in this format, perhaps because it has been less successful than anticipated.' 
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WabMart to slow neighborhood market growth. Supermarket News, May 14,2003 9 
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s i  re 

The purpose of th is  chapter is twofold. First, it discusses existing big-box retail locations in the 
Bay Area, and how that infonns likely locations of future supercenters. This is followed by 
estimates of future supercenter market share in the Bay Area study region. The market share 
projections provide the basis for consistently comparing lower consumer pnces, wage and 
benefit reductions, and traffic impacts in later sections o f  this report. 

The study area and existin 

The report focuses on a twelve-county area consisting of the eleven counties included in the §an 
Jose-§an F~ancisco-Oakl~d Consolidated Statistical Area, as defined by the US Office of 
Manageinelit and Budget in June 2003, with the addition of Monterey County to the south (see 
Figure 2)'' 

Statewide, Target had 175 stores while Wal-Mart had 133 discount stores and 30 wliolesale clubs 
at the end of 2002 (Wal-Mart 2003, Target 2002). None were supercenters, although most do sell 
some food and other items typical of grocery stores." In the Bay Area, there were 32 Target 
stores, 27 h a t  stores and 19 Wal-Mart stores.'* 

As described in Chapter 1, most supercenters are redevelopments o f  existing big box discount 
retail stores. Whether existing sites can be used for expansion will depend on the particular 
characteristics of those sites, particularly the size of the parcel and whether contiguous parcels 
are available for purchase. This report did not inventory sites to check which could easily be 
expanded, and which would have to be closed in favor of other sites. However, the constraints on 
development are likely to be lowest where existing outlets are concentrated. Figure 3 in turn 
shows the nuniber of so-called "big box" establishments by zip code for the study area. Locations 
of five big box store chains are aggregatcd: Costco, Sam's Club, \Val-Mart, Target, and Kmart. 

lo The San Jose-San Francisco-Oakland, CA Combined Statislical Area (June, 2003 definition) consists of the Napa, 
CA Metropoiitan Statistical Area (&pa County), the San Francisco-Oakland-Frernont, CA Metmpolitxn Statistical 
Area (San Francisco, Marin, San Mateo, Alameda, and Contra Costa Counties), the San Jose-Sunnyvale-Santa 
Clara, CA Metropolitan Statistical Area (Santa Clara and San Benito Counties), the Santa Cruz-Watsonviile, CA 
Metropolitan Statistical Area (Santa CNZ Cowiry), the Santa Rosa-Petainmd, CA Metropolitan Statistical Area 
(Sonoma County), and the Vallejo-Fairfield, CA Metropolitan Statistical Area (Solano County). 

" One industry source suggested that as much as I0 percent of revenue in a conventional Wal-Mart discount store 
could be from food sates. 

" Information on store locations was obtained from telephone directories and company websites. 
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Despite the relatively large number of Target stores in the Bay Area, Wal-Mart Supercenters 
appear to be the likely entrants in the short term. It has been reported that Wal-Mart has plans to 
open 40 supercenters in California by as early as 2006 (Adamy 2002; Grant 2002). Wal-Mart 
may also roll out neighborhood markets in California (Green 2003). Target stated recently that it 
had no immediate plans to open supercenters in California (Green 2003). Given Kmart’s 
financial condition, it is unlikely to open new supercenters (Weir 2003). 

The planning commission in Redding, California recently approved a Wal-Mart supercenter. The 
proposed developmeiit would add 93,000 square feet to an existing Wal-Mart discount store, 
expanding it to 220,000 square feet, iiicluding 60,000 square feet of grocery space (Mobley 
2003). The Greenbelt Alliance (2003) reports that a Wal-Mart supercenter has been proposed in 
Gilroy. Sites in Sdinas, Oakland, Brentwood, and other Bay Area locales have also been pursued 
by Wal-Mart for potential supercenter development. Other sources suggest that Wal-Mart 
Supercenters will likely open first in La Quinta, followed by the Redding store and stores in 
Hanford, Chico, and Bakersfield (Associated Press 2003). 

It is difficult to predict a particular number or geographical pattern of supercenters. Based on the 
experience in other markets, as well as Wal-Mart’s efforts to identify supercenter sites in 
outlying portions of urban areas, the company’s initial foray into supercenters in California 
would likely concentrate on existing discount store locations and greenfields on the outskirts of 
the metropolitan areas. 

Although Wal-Mart typically develops its stores in areas outside core urban areas, there are 
occasional exceptions. In January 2003 the company developed a large discount store in 1.0s 
Angcles. The store, which does not sell groceries, is multistoried, uses an existing building rather 
than a new box, and has escalators that can acconunodate shopping carts-a significant departure 
from Wal-Maif s typical format (Useem 2003). 

ay Area super~en~er  market share 

Data from several sources is used to estimate possible future market shares for Wal-Mart 
supercenters in the Bay Area study region. The analysis focuses oil Wal-Mat because the firm is 
the most likely initial entrant into the Bay Area market. Estimating the future market share for 
supercenters is important in understanding the magnitnde of the consumer price benefits, wage 

market share calculation is given below. For a more complete discussion of the supporting data 
and the methods, see Appendix A. 

Estimating supercenter market share is complicated by the fact that the format is quite new. It is 
possible that no market in the United States has yet been saturated with supercenters, even though 
Wat-Mart supercenters have rapidly gained market share in most cities. In 1997, Wal-Mart 
operated eight supercenters in Dallas, with a 4.85% share; by 2003, Wal-Mart had 28 supercenters 
and an 18.3% share. In Houston, Wal-Mart bad two supercenters and 1.04% market share in 1997, 
and by 2003 had increased its presence to 25 supercenters with a 16.69% share (Shelby Report). 

impacts, and land use and traffic effects di~cusse~ later in this report. A rough outline of the 
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This report discusses supercenter market share for the ay Area for the year 2010, since that 
corresponds to the roughly seven-year span of data available for existing metropolitan markets. It 
does not project changes in market share for later years. 

Market share is estimated in the following steps: 
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1. Local population growth projections are combined with existing grocery market data to 
estimate the Bay Area grocery market in 2010. 

2. Data on Wal-Mart supercenter market share in large metropolitan areas (Dallas, Houston, 
Kansas City, Denver, and Phoenix) are used to calculate the revenue per supercenter and 
the ~ a 1 " M a ~  supercenter market share in those markets. These markets are chosen because 
they have a large nunher of supercenters, are similar in size to the Sail Francisco CMSA, 
and data are readily available. 

3. Infonnation 011 existing discount stores is used to infer the likely number o f  supercenters 
that could be opened in the Bay Area, based on the fact that conversions of existing 
discount stores is a the most common method of opening a supercenter. 

4. Estimates of the likely number o f  Bay Area supercenters in the year 2010 are combined 
with data on the revenue per supercenter and the size ofthe overall market give estimates 
of  supercenter market share. 

5. Supercenter market share i s  also compared to existing market share in other metropolitan 
areas. 

This approach yields several market share scenarios for the year 2010, summarized in Table 8 
(below). 
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Assump~ions: 
Market revenue, 2003, $ billions $9.7 
Market revenue, 201 0, $ billions 10.4 

Store Deveiopment Scenarios (Existing Cities) 
Rev/Store Revenue Market 

Stores ($ millions: (5 millions: Share 
Phoenix 2003 11 $48 5525 ,146 
Houston 2003 25 $41 $1,018 .8% 
Dallas 2003 28 $38 $1,061 10.2% 

Market Share Scenarios (Existing Cities) 
Market Revenue Rev/Store 
Share ($ millions: ($ millions: Stores 

Denver 2003 6.75 $702 $37 19 
Dallas 2003 18.3 $1,903 $38 50 

Further 20 I0 Scenarios, Store Basis, Author‘s Estimates 
Rev/Store Revenue Market 

Stores ($ millions: ($ millions: Share 
Scenario 1 10 $37 $370 4% 
Scenario 2 16 $40 $640 6% 
Scenario 3 26 $40 $1,040 10% 
Scenario 4 41 $48 $1,968 18% 

Source: Market Share estimates from Shelby Report and Trade 
Rimensions, and authors’ calculations. For more details, see Appendix A 

The scenarios are grouped in three categories. The first category-“Store Development 
Scenarios (Existing Cities)’-shows projected supercenter market share in the Bay Area using 
assumptioiis about the nuniber of stores and revenues per store based on Phoenix, Houston, and 
Dallas in 2003. 

The second category-“Market Share Scenarios”-is the number of stores that would have to be 
developed to capture market share equivaleiit to the Denver or Dallas supercenter market share iii 
2003. in both categories, the column on the right-hand side is calculated based on the data to the 
left. 

The third category in Table 8 (“Further 2010 Scenaiios”) consists of four scenarios illustrating 
the range ofpossible future market shares in the Bay Area under assumptions specific to the Bay 
Area. If Wal-Mart were to replace all o f  its 16 discount stores with supercenters, at per- 
supercenter food revenue of $40 million, the supercenter market share in the Bay Area in 2010 
would be about 6 percent of the retail food market (Scenario 2). The upper bound is harder to 
estimate. Since supercenter saturation has yet to occur in most US cities, the case studies are of 
limited predictive value. The current distribution o f  big box retailers of all kinds in the Bay Area 
is used as a guide (see Figure 3, above). Including Costco, Sam’s Club, Target, Wal-Mart, and 
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Kmart, there are about one hundred such locations in the 12-county study area. If Wal-Mart were 
to replace or upgrade all of its discount stores and also acquire h a r t ' s  locations and replace or 
upgrade those into supercenters with per-store grocery revenue of $48 million, this would yield a 
market share closer to 18 percent (41 stores). Market shares of 6 percent and 18 percent are 
within the range in other metropolitan areas, as shown in the first two categories of Table 8. For 
details on the market share calculation and supporting data, see Appendix A.13 

Supercenters will capture market share unevenly by county, because they are likely to be 
developed first in arcas with less expensive land and fewer controls on the development process. 
San Benito and Monterey, southern Santa Clara, northern Contra Costa, Solano and Napa, and 
eastern Alameda are the most likely areas for supercenter development. 

The next section of the report, which includes Chapters 3 and 4, uses these market share 
projections to estimate a range of consumer price and eniployee wage impacts of supercenter 
entry into the Bay Area by 2010. 

The data in the top half of Table 8 show that superceoter revenue per store drops in markets where Wal-Mart has 
more supercenters. The scenarios at the bottom ofTable 8, because they are intended to illustrate ranges, combine 
low numbers of stores and low revenue per store (Scenario I )  and high numbers of  stores and high revenue per store 
(Scenario 41, all based on observed experiences in other markets, Note that, in the 18% market share scenario, 
experience in other markets suggests that revenue per store will be lower than $48 million, so that scenario might be 
associated with more than 41 supercenters in the Bay Area in the year 2010, Based on experiences in other markets, 
the authors judge the likely range of supercenter market share in the Bay Area, io the year 2010, to be from 6% to 
IS%, and those market shares are used in calculations in the rest of this report. 
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For consumers, the most obvious advantage of supercenters i s  the broad variety of goods 
available at lower prices on average. ~ o n s u m e r ~  also benefit from supercenters by being able to 
carry out one-stop shopping, reducing the need for separate hips to buy groceries and other 
products. This section is restricted to a discussion of the benefits supercenters offer, how they are 
able to offer th.em, and the particular implications for Bay Area consumers. This report estimates 
the net reduction in consumer expenditures on groceries will range between $382 million and 
$1.13 hillion per year in the study area. 

(There may also be additional consumer costs due to supercenter shopping. For example, 
C O ~ S U I I I ~ ~ S  will normally have to drive farther. These are discussed in Chapter 5.) 

enefits of s~percenter discount prices 

How much money will Bay Area consumers save if supercenters open there in significant 
numbers? For purposes of illustration, this analysis assumes that Bay Area grocery stores, 
supe~arke t s ,  and supercenters will sell $10.4 billion worth of grocery items in 2010, based on a 
straight-line relationship between population and revenues (see Chapter 2). Consumer benefits of 
the lower prices offered at supercenters depend on three interrelated factors: the average prices of 
grocery items at supercenters; their effect on prices at other supermarkets and grocery stores; and 
the share of the market that supercenters capture. 

A v ~ r a g ~  ~ r ~ c e s  of  grace^ i f e ~ ~  

A 2002 study by IJBS Warburg found that the price of a market basket of grocery items at Wal- 
Mart supercenters was between 17 and 29 percent lower than prices at major supermarket chains 
in  the same urban area (Turcotte 2003). On average, the UBS Warburg study found that Wal- 
Mart grocery prices were 20 percent lower than major chains (Koretz 2002). Callahan and 
~ i ~ e ~ a n  (2003) assert that average Wal-Mart prices were 10 01 15 percent lower when 
entering new markets, and cite unspeci~ed “studies” showing differences in individual items 
ranging between 8 and 27 percent. A report by McKinsey & Company, apparently using 
proprietary survey data, states that conventional grocery stores have prices “over 8 percent 
[higher] across the board in some markets” in comparison to “value formats” such as 
supercenters (Frank et a1 2003). 
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The range implied by these sources i s  from 8 to 20 percent for the price of the average market 
basket, an assumption reflected in the calculations be10w.I~ 

s in other stores 

The UBS Warburg study is cited as ~i iding an average reduction of 12 percent (Turcotte 2003) 
or 13 percent (Koretz 2002; Lofton 2003) in prices at other stores in the market after entry by 
Wal-Mart supercenters. Therefore 13 percent i s  used as an upper bound estimate of price 
reductions at other stores, corresponding to the 20 percent initial difference in price, Since the 
lower bound for the initial price difference is 8 percent, the corresponding decrease in prices 
among other stores for the lower-bound price difference scenario is set at 5 percent. 

a r k e ~  capfu 

Consistent with the previous analysis, the market capture of supercenters in 2010 is assumed to 
range between 6 and 18 percent (see Chapter 2). 

Calculation of reduc~d expen~i~ures 

Using the range of assumptions above, the net reduction in consumer expenditures on groceries 
could range between $382 milkon and $1.13 billion per year in the study area, again omitting 
Sonoina County (Table 9). 

Supercenter Sector Union Grocer Sector 
Reduced Reduced 

Initial Price Expenditures Price Expenditures 
Market Share Difference (millions) Market Share Reduction (millions) Total 

6% (8%) ($49.9) 64% (5%) ($332.1) ($382.1) 
6% (20%) ($124.8) 64% (13%) ($863.6) ($988.4) 

10% (8%) ($83.2) 61 % (5%) ($318.0) ($401.2) 
10% (20%) ($208.0) 61 % (13%) ($826.8) ($1,034.8) 
18% (8%) ($149.8) 56% (5%) ($289.7) ($439.5) 
18% (20%) ($374.4) 56% (13%) ($753.3) ($1,127.7) 

Of the two sets of price differentials used to calculate consumer savings in the simulations above, 
the 20 percent price differentia! is based on data that reflect the initial difference between 
supercenters and grocery stores in markets where Wal-Mart supercenters had recently entered. 
The 8 percent price differential was based on studies that averaged across a range of markets, 
including markets where supercenters are more established. For that reason, the 8 percent price 
differential reflects some long-run response as grocery chains in some of the areas studied by 
McKinsey & Company had liltely lowered their price in response to supercenter competition. 
Therefore, the 20 percent differential likely better reflects the price gap that would exist when 

'' The upper and lower bounds are averages across market areas and across baskets of goods. Price differentials 
vary across items and across market areas. 
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supercenters initially enter a market, as would be the case in the early period of supercenter 
development in the Bay Area. Note also that the 20 percent price differential is an average of 
experiences across different markets studied by UBS Warburg (as cited in Koretz 2002 and 
Turcotte 2003), and so the calculations associated with that differential are not necessarily an 
upper bound. 

These estimates assume no change in grocery prices in the non-unionized sector, for two reasons. 
First, supercenters are unlikely to saturate the Ray Area market, so price reductions are likely to 
be limited to stores in areas where supercenters are competing. Other parts of the region would 
not necessarily experience significant price reductions solely due to the arrival of the competition 
in the region. (However, regardless of saturation level, wage and benefit reductions will occur 
across the board in the union sector, because union bargaining agreements apply region-wide; 
this i s  discussed in Chapter 4.) The second reason is a simple exigency of data: independent 
grocers and small chains are typically in niche markets (for example, health foods or ethnic 
specialty foods), and reliable data about how prices in those smaller markets would respond to 
supercenters was not available. 

These grocery savings have additional, indirect impacts on total regional consumption. Savings 
raise net incomes, which are then partly spent on more regional goods and services -which are 
in turn partly paid out as wages. Those are also partly spent oil local goods, and so on, in a 
rippling effect. The total spending impact, or direct savings plus its indirect effect, is roughly 
estimated using a measure known as an income multiplier. While multiplier effects from lower 
prices are difficult to quantify, and estimates of local and regional income multipliers vary, the 
overall regional impact could be as much as two times the amount of direct expenditure savings 
(BAEF 2000). 

Note, however, that to the extent that lower priced goods at supercenters require longer drives to 
acc.ess the stores there may be an increase in the time and money costs of travel associated with 
shopping there. This tradeoff is not captured in a calculation based solely on cost savings of 
goods. A calculation of the costs of extra driving is included in Chapter 5, which corisiders land 
use and transportation impacts. 
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W i s c ~ u n ~  retail and produc~ivity increa§e§ - .- -~ 

Measures of productivity provide auother way to assess the economic benefits of discount 
retail’s expansion. Most economists conclude that productivity is the single most important 
factor in sustainable, long-term growth in standards of living (Krugman 1994). 

Recent research suggests that the discount retail sector, and Wal-Mart in particular, is an 
important source of the late 1990s increase in productivity growth in the United States. The 
McKinsey Global Institute (MGI) studied productivity growth in the U S .  economy during two 
time periods, 1987 to 1995 and 1995 to 1999, to understand why growth rates were substantially 
faster between 1995 and 1999 (McKinsey Global Institute 2001). American labor productivity 
grew at an annual rate of 2.32 percent from 1995-1999, compared to 0.99 percent from 1987- 
1995, a jump of 1.33 percentage points, 

The MGI study attributed about a quarter of this increase in the rate of productivity growth to 
improvements in the retail sector. Further decomposing this result, MGI attributed 16 percent of 
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the retail productivity increase to improvements in “general merchandise retailing” - the sub- 
sector composed largely of discount retailers. Within general merchandise retailing, MGI argued 
that the bulk of the productivity increase was attributable to Wal-Mart. In other words, MGI 
found that general merchandise retailing was responsible for 3.7 percent of the increase in U.S. 
productivity growth rates in the late 1990’s, and that Wal-Mart was essentially driving 
productivity increases in the general merchandise sector. This is a large impact for any one firm. 

Articles in the popular press have noted that Wal-Mart’s productivity advantage is due to several 
factors: Efficient distribution systems, large scale economies that give it leverage in buying from 
suppliers, managerial innovations, and the big-box format which leads to within-store scale 
economies (McKinsey Global Institute 2001; Postrel 2002).’5 Labor productivity levels in Wal- 
Mart stores were 44 percent higher than in other general merchandise retail stores in 1987. By 
1999, it maintained a labor productivity level 41 percent higher than competitors (McKinsey 
Global Institute 2001). 

Some economists have theorized that the lower prices available to consumers in the 1990s as a 
result of discount nierchandising helped slow the rate of inflation. Some analysts have called 
this the "Wal- art effect,” noting the firm’s role in reducing prices throughout the discount 
retail sector (Baker, 1996). The MGI study estimated that labor productivity in Wal-Mart 
supercenters is 10 percent higher than labor productivity in the average discount retail outlet, 
suggesting that Wal-Mart supercenters are the most recent of various practices that have allowed 
that company to increase productivity and hence lower consumer prices. 

The productivity advantages and consumer price benefits that flow from Wal-Mart’s efficiency 
innovations in the discount retail sector are important both for the U S .  and for regions. For the 
Bay Area, the entry of supercenters will bring lower grocery prices, providing increases in real 
living standards to consumers in the region. On the other hand, it will also lead to downward 
pressure on wages and benefits in the major Bay Area grocery chains, thus lowering living 
standards for grocery employees. This in turn will have a downward ripple effect on the regional 
economy. That point is the main subject of Chapter 4. 
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Is Also see “The Single Most Important Company,” Newsweek, April 29,2002 
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ion es an 

The Bay Area grocery business is an important source of high-paying, entry-level employment. 
The grocery industry offers wage and benefits that generally exceed those in the retail, 
a c c o ~ o d a t j o n ,  and food and beverage industries. Among major categories of occupationally 
similar jobs examined in this research, only constmction offers higher average pay and benefits 
than the grocery industry in the Bay Area, and the stability of construction work is likely lower. 

Given the market share scenarios discussed in Chapter 2, what is the range of likely impacts of 
the entrance of supercenters into the grocery industry on employment and wages in the Bay 
Area? As shown below, the gap between wages and benefits paid by unionized grocers and those 
likely to be offered by the major supercenter player, Wal-Mart, is currently on the order of 
$1 1.68 per hour, or about $21,000 for an employee working 1,750 hours per year. As lower-paid 
jobs replace current and future higher-paid jobs in the major grocery chains, how much will 
aggregate worker pay be reduced? 

The calculation depends on two key factors: the supercenter market share, which was discussed 
in Chapter 3 ,  and the extent to which staffiug levels per market share vary between the 
supercenter format and the conventional grocery format. Under a set ofrealistic assumptions 
discussed in more detail below, aggimgate direct wages and benefits to workers in the region 
would decline by $353 to $677 million per year. 

In addition, these direct losses have indirect consequences. Lower regional incomes mean less 
spending on other goods and services, and so on. That calculation rclies on what is known as a 
wage multiplier, which is estimated by the regional planning agency, tlie Association of Bay 
Area Governments (ABAG). While estimates of wage multipliers vary, using the ABAG 
multiplier for retail wages in the Bay Area, the net economic reduction of wages and benefits 
would be more than twice tlie direct losses (ABAG 2003).16 

The impo~ance of the grocery industry in the 

In 2001, the most recent year for which Census data are available, there were 3.5 million full- 
time and pait-time jobs in all non-proprietor establishments in the San Jose-San Francisco- 
Oakland Consolidated Metropolitan Statistical Area (Table 10). Adding Monterey and San 
Benito counties, the total was 3.6 million. The average pay and benefits per job in 2001 was 
about $52,000, one of the highest for US metropolitan areas 

'6ABAG's multipliers obtained from interview with Paul Fassinger, ABAG research director, 2003. 
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Payroll 
Annual Payroll per Establish- 

County Employees ($1,000) Employee ments 

Alameda 670,375 $29,759,500 $44,392 36,468 
Contra Costa 329,686 14,402,442 43,685 22,285 
Marin 109,012 4,540,570 41.652 10,256 
Monterey 106,740 3,392,702 31,765 8,719 
Napa 52,052 1,770,943 34,023 3,848 
S a n  Benito 11,263 306.023 27,171 1,025 
San Francisco 557,049 31,409,218 56,385 30,643 
S a n  Mateo 382,377 22,404,842 58,594 20,378 

San ta  Cruz 81,466 2,604.964 31.976 7.001 
Solano 100,819 3,109,203 30,839 6,584 
Sonorna 172,865 6,004,813 34,777 13,526 

CMSA 3,496,499 $184,294,816 $52,678 196,254 
12-county area 3,616,502 $187,993,541 $51,982 205,998 

Source U S Census Bureau 

San ta  Clara 1,042,998 ~a,288.321 65,473 45,265 

Tables 11 and 12 show employment and average payroll in grocery stores and supermarkets, 
iience stores.17 The grocery industry accounted for about 63,000 jobs in the 

study area and 58,000 jobs in the CMSA in 2001, This represents about two percent of 
einployment for the study area, a substantial share for one industry. While the average wage for 
grocery jobs is significantly lower than the average for the study area, grocery employees are 
well paid compared to other occupationally similar sectors, as slio~vn in Appendix B. 

The employiiient and payroll figures in these tables are for all groceries and supemiarkets. Small 
grocevies and non-unionized supermarkets have lower wages and benefits than the unionized 
sector, so this average is lower than wiiouized supermarket jobs. Higher-paying and better- 
benefit union jobs account for about 60 percent of the employment in the industry. 

The average payoll for grocery and supermarket employees was stable from 1998 to 2001, at 
about $24,000 per employee. Meanwhile, the 236,000 workers in the food and drinking place 
industry brought in an average o f $ ]  3,400 per year in 2001, the 46,000 department store workers 
earned about $14,000, arid the accommodations (hotel and motel) industry paid its 57,000 
employees close to $19,000 per year. (See Appendix B for suppoiting data tables.) Among the 
industries in Appendix B, chosen because they provide employment opportunities that are 
similar to grocery jobs in tenns of education arid training requirements, only the 225,000 Bay 
Area construction workers received an average annual wage ($43,000) higher than grocery 
workers. 

“Payroll” includes wages, benefits, overtime pay, and bonuses. “Employees” includes all pas-time and full-time 
individuals on tlie payroll at a given establishment on March 12. The NAICS system is site-specific, not firm 
specific. Therefore grocery industry employees working in distribution centers, administrative offices, and entirely 
retail stores me not included. 

17 
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% O f  12- % O f  
County ABAG 

1998 1999 2000 2001 Region Region 

Alameda 9,789 9,942 9,822 10,619 16.7% 18.4% 
Contra Costa 7,469 7,591 7,777 8,467 13.3% 14.7% 
Marin 2.862 2,888 2,971 3,282 5.2% 5.7% 
Monterey 2,382 2,748 2,787 2,716 4.3% NA 
Napa 1,221 1,251 1,254 1,439 2.3% NA 
San Benito 453 447 545 566 0.9% 1.0% 
San Francisco 5,350 5,359 5,395 5,660 8.9% 9.8% 
San Mateo 5,574 5,845 5.544 6,159 9.7% 10.7% 
Santa Clara 12,974 13,126 12,597 13,405 21.1% 23.2% 
Santa Cruz 2,207 2,339 2,247 2,422 3.8% NA 
Solano 2,908 2,843 2,814 3,299 5.2% 5.7% 
Sonoma 4,751 5,107 4,775 5.458 8.6% 9.4% 

12-county area 57,920 59,486 58,528 63,492 
CMSA 52,898 53,952 52,949 57,788 
State 232,910 250,811 239,654 250.300 

note: NAICS code 4451 10 ~ Supermarkets and Other Grocery (except Convenience) 
Stores (NAICS 1997 and 2002) 
Source: County Business Patterns, US Dspartment of Labor. Bureau of the Census 

~~ 
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County 1998 1999 2000 2001 

Alameda 
Contra Costa 
Marin 
Monterey 
Napa 
San Benito 
San Francisco 
San Mateo 
Santa Clara 
Santa Cruz 
Solana 
Sonoma 

$24,2ai 
24,471 
26,670 
26,414 
24,334 
25,247 
23,946 
25,643 
24,897 
24,504 
26,030 
23,868 

$22,996 
23.128 
26,286 
24,714 
24,197 
25,561 
24,016 
27,341 
25,655 
23,302 
25,648 
22,039 

$26,333 
26,294 
27,947 
24,095 
25,496 
26,240 
24,698 
28,522 
26,686 
24,070 
24,964 
24,388 

$24,590 
24,553 
25, I79 
24,118 
23,523 
24,406 
23,835 
26,096 
24,925 
22,497 
24,449 
22,374 

Range 2,802 5,302 4,452 3,722 

12-County Region $24,820 $24,459 $26,106 $24,441 
Statewide 24,399 24,230 24,807 23,785 

Note: inflated to 2001 dollars using the Consumer Price Index- 
Urban Wage Earners and Clerical Workers for the San Francisco- 
Oakland-San Jose Metropolitan Area (CPI series ID 
CWURA422SAO). 
Note: NAICS code 445110 -Supermarkets and Other Grocery 
(except Convenience) Stores (NAICS 1997 and 2002). 

Sources: County Business Patterns, US Department of Labor, 
Bureau of the Census: Consumer Price Index, US Department of 
Labor, Bureau of Labor Statistics. 

~mparisQn of supermarke~ __ and supercenter wages and benefits 

Table 13 compares the wages and benefits offered by unionized grocery stores in the Bay Area to 
those likely to be offered at Wal-Mart supercenters. The analysis focuses on unionized grocery 
stores because the unionized wage and benefit structure is largely consistent within the study 
area; about 60 percent of employment in the industry is unionized, and good data are availabie 
for this sector. This makes it is possible to estimate wages and benefits with some accuracy. As 
noted previously, Wal-Mart supercenters are the basis for comparison because Wal-Mart i s  the 
most likely  ear-te~i supercenter entrant into the Bay Area market. 

UnjQniz~d supermarke~ wages in the 

The unionized grocers have a iargely consistent wage and benefit structure. Wages for the major 
categories of food workers and non-food workers are shown below for the past three years. 
Starting hourly wages for courtesy clerks are fairly low, at about $8.40 per hour. However, rapid 
increases accrue with experience in all other wage categories (see Table 13, next page). 

The average wage calculations are based on weighted averages within seven employment classes 
for about 36,000 unionized supermarket employees in the 12-county study area, excluding 
Sonoma County (see Table 14). The average hourly wage based on these figures is $15.30. 
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FOOD RATES 

Managing clerks 

Senior head clerks and 
produce clerks 

Head clerks 

Experienced clerks 

Apprentice clerks 
4th 520 hours 
3rd 520 hours 
2nd 520 hours 
1st 520 hours 

Courtesy Clerks 
(Hired before 5/3/83) 

Courtesy Clerks 
(Hired after 5/2/83) 

Demonstrators 

NON-FOOD RATES 

Combo BakeryiDeli 
Manager 

Head Clerks 

Experienced Clerks 

Apprentice Clerks 
7th 520 hours 
6th 520 hours 
5th 520 hours 
4th 520 hours 
3rd 520 hours 
2nd 520 hours 

July 2001 

$1 9.188 

$18.627 

$18.513 

$18.084 

$13.841 
$12.213 
$10.585 
$8.957 

$8.812 

$7.795 

$10.450 

$13.605 

$12.600 

$12.205 

$10.491 
$10.081 
$9.670 
$9,260 
$8.759 

July 2002 

$19,688 

$1 9.127 

$19.013 

$18.584 

$14.224 
$12.551 
$10.877 
$9.204 

$9.112 

$8.095 

$10.950 

$1 4.105 

$1 3.100 

$12.705 

$10.921 
$10.494 
$10.066 
$9.640 
$9.118 

July 2003 

$20.188 

$19.627 

$19.513 

$19.084 

$14.607 
$12.888 
$1 1.170 
$9.452 

$9.412 

$8.395 

$1 1.450 

$14.605 

$13.600 

$13.205 

$11.350 
$10.907 
$10.463 
$10.019 
$9.477 
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Group 
Percent of Ayl .  

Count Total Hrs/Yr W g l  Av 

Courtesy clerk 4,364 12.1% 961 $8.40 
Food clerk 17,394 40.3% 1,655 18.40 
General merchandise clerk 9,963 27.7% 1,490 11.30 
Meat cutter 2,076 5.8% 1,736 10.30 
Meat clerk 645 1.8% 1,611 13.50 
Meat wrapper 30 0.1% 1.718 13.90 
Miscellaneous positions 1,521 4.2% 1,474 13.00 

Total 35,993 100.0% 1,530 

Weighted average wage $15.30 

Sources: Employees bywage categorization reported by Union Automation, 
based on union records ofthe United Food and Commercial Workers 
(UFCW), Locals 428 (Santa Clara, Santa Cruz, Monterey, and San Benito 
Counties and Menlo Park), 373R (Napa and Solano Counties), 1179 (Contra 
Costa), 101 and 648 (San Francisco. Marln, San Mateo), 839 (Monterey, Santa 
Cruzand San Benito Counties), and 120 and 870 (Alameda Counly). Wage 
steps from the Master Food Agreement between lhO UFCW locals and major 
unionized supermarkets including Safeway, Albertson's. Raiph's, Nob Hill, 
and Ralefs. 

~upercenter w a ~ e s  

Detailed data on supercenter wages are generally unavailable. Anecdotal and journalistic 
evidence exists, but i s  of limited value; this evidence is reviewed below. Since Wal-Mart is the 
likely initial developer of supercenters in the Bay Area, this analysis relies on the best 
information possible on the wages and benefits Wal-Mart would likely offer to its supercenter 
employees, based upon a report using payroll records for 2001 that Wal-Mart turned over to 
plaintiffs in a sex discrimination class action lawsuit (Drogin 2003). 

Supercenters accounted for 52 percent of total Wal-Mart employment in 2001, for over 460,000 
employees (Drogin 2003). The percentage has likely increased since then, as most of Wal-Mart's 
double-digit revenue growth is a t t ~ b u t a b l ~  to the supercenter foimat, This analysis assumes that 
the national data available on Wal-Mart's wage structure and benefit packages are directly 
applicable to the supercenter format. Current evidence suggests that the wage structure within 
discount retail firms between stores with and without groceries is consistent (e'g., Bielby 2003). 
A hallmark o f  Wal-Mart's labor strategy is its worker flexibility, wherein any employee can be 
moved to any section of a given store at any time (Ortega 1998; Ehrenreich 2000; Wal-Mart 
Associate Handbook 200 1 ; Cerankosky and Rodgers 2003). Segregating grocery and retail 
employees, and assigning them separate pay tracks, would be a significant departure from this 
strategy. 

News reports and anecdotal sources suggest that whatever Wal-Mart pays in other parts of the 
US, it is less than $10 per hour. Bob Ortega, a Wall Street Journ.al reporter who wrote a book 
about Wal-Mart in 1998, estimated the company's starting wages at between $6 and $7 per hour 
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(Ortega 1998; m e g a  1999). The journalist and social commentator Barbara Ehrenreieh worked 
in a Wal-Mart for a month in 1999, and reported that starting wages in a Portland, Maine Wal- 
Mart were $6.50 an hour, while the hourly wage in the Minneapolis-area Wal-Mart where she 
worked was $7 (Ebrenreich 2000). The in-house publication of Ralph's supermarkets recently 
stated that Wal-Mart employees averaged $7.62 while Ralph's employees average $13.5 1." 

In June 2003, National Public Radio aired a multi-part series on Wal-Mart, and devoted one 
segment to the company's labor practices. In this segment NPR reported Wal-Mart wages as 
hovering between $6.00 and $7.00. A r e c e n t j o ~ a l i s t ~ c  report stated that the average wage at 
Wal-Mart atmually i s  less than $10 an hour before bonuses (Saporito 2003), and an article in 
Forbes placed the average Wal-Mart wage at $7.50 per hour, with the average annual salary of a 
full-time Wal-Mart employee being about $18,000 a year (Hessell2003). Using data on retail 
wages from the Bureau of Labor Statistics, the United Food and Commercial Workers (UFCW) 
union has estimated an average hourly wage of about $7.50 based on the estimated percentage o f  
overall retail employment accounted for by Wal-Mart. 

These reported estimates are generally lower than the one used here. Drogin (2003) reports the 
average wage, at the end of 2001, o f  all "full time stahts" Wal-Mart employees-that is, 
employees who had worked at least 45 weeks during that year. Wal-Mart's definition of full time 
work is reported to be 28 hours a week or more (Johnson 2002; Drogin 2003).19 Table 15 shows 
that the percentage of employees falling in this category was 55 percent in 2000 and 2001. 

About 57 percent of Wal-Mart employees had "full-time" status at the end of 2001 (Drogin 
2003: 1 1). This implies that about 43 percent worked fewer than 45 weeks. (This high percentage 
i s  not due to the creation of new jobs, because it accounts for positions created in the previous 
year.) The implied high turnover rate is corroborated by the reported average tenure of four years 
for year-end, full-time employees (Drogin 2003: 19), which in turn is a very substantial 
overestimate of average tenure for all employees, because employee turnover during the year is 
not taken into account, and part-time workers are excluded. The real figure is probably less than 
three years. In comparison, the average tenure of unionized su ermarket employees in the study 
area-including part-time workers--is more than nine years. 
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2 8  

" Ralph's Supermarkets. 2003. The Wal-Mart Strategy: Low Prices, Low Wages, Low Benefits. Expr-ess Lanes. 
I(2). May. 

It has since increased to 34 hours per week, according to Wal-Malt benefits materials given to employees, 19 

2o Rased on data from the UFCW Employers Benefits Plans. The average number of pension vesting years (roughly 
equivalent to tenure in the cntrent job) is 9.17. Some known employees provided by Union Automation ate not part 
of the Trust Fund database and their pension vesting years are assumed to be lower. 
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As 
45+ Weeks, As Percent of 

Year Category Employees H r W e e k  All YearEnd 
Wage All 28+ Percent of Prev. 

2001 Total 930,770 508,724 55% 57% 
Hourly 895,809 476,813 53% 55% 
Salary 34,961 31,911 91% 98% 

2000 Total 892,405 458,190 51% 57% 
Hourly 859,866 428,820 50% 55% 
Salary 32,539 29,370 90% 101% 

1999 Total 810,722 414.989 51% 
Hourly 781,702 388,802 50% 
Salary 29,020 26,187 90% 

Source, Drogin 2003, Appendix 4A 01.1) and 6A (pl) 

The nationwide average wage for Wal-Mart in 2001 was about $1 8,000 for hourly employees 
with full time status and at least 45 weeks of work during the previous year. Salaried employees 
with full-time status and at least 45 weeks of work (e.g., management) earned about $5 1,000 on 
average (Drogin 2003, Table 4). 

Hourly employees made up 96 percent of total employees in 2001, and 94 percent ofeinployees 
with full time status and at least 45 weeks of work. On an hourly basis, the wage averaged $9.21 
an hour in 2001 (Table 16). Tfwages at Wal-Mart have increased at the rate of inflation iii the 
San Francisco urban area since then, the average wage for full-time workers with at least 45 
weeks of work during the year would he about $9.60 now. But this average calculated wage 
might be substantially less if the 341,797 employees without at least 45 wecks of work during 
the year (38 percent of the total worker pool) were accounted for. Unfortunately, data are not 
available on this group. 
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Year-End 
Actives Not 
Accounted 

Full Time Part Time For 

Men's average wage' $9.55 $8.50 NIA 
Women's average wage' $9.26 $7.80 NIA 
Women as share of workers 0,706 0.658 NIA 
Average hourly wage, 2001 $9.35 $0.47 
Total workers 463,526 90,486 341,797 
Percent of year-end actives 52% 10% 38% 
Percent of universe 84% 16% 

Weighted average, 2001 $9.21 
Inflated to April 20032 $9.60 

'Average wage is calculated for active workers at year's end who had worked at 
Wai-Mart for at least one year (Drogin 2003). 
'Using the Consumer Price Index-Urban Wage Earners and Clerical Workers for 
San Francisco-Oakland-San Jose. 
Source: Drogin 2003. p. 11 and Appendix 8b; authors' calculations. 

The estimated average hourly wage of $9.60 is likely mi overstatement of the national average 
wage, for three reasons. First, i t  does iiot count those who were hired during the year, even 
though such workers account for 38 percent of year-end active workers, as shown in Table 16, 
above. Thus, longer-tenured employees, who tend to have higher wages, are significantly over- 
represented. 

Second, Wal-Mait reported that it had 1,239,409 einployees in 2000, which includes all those 
who worked for a short while and left before the year was over.21 This implies about 300,000 
employees luiiied over per year during this recent period. These employees are not included in 
the payroll records upon which the estimate is based, and such employees would be expected to 
have lower wages than those who were active at year-end. 

Third, it i s  unlikely that the average wage has kept up with increases in the CPI for the San 
Francisco Bay Area during the last year and a half. 

From IRS Form 5500 for Wal-Mart 401K Retirement Savings Plan, Schedule T (Qualified Pension P lm Coverage 11 

Information), 4c(I) 
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Despite the fact that $9.60 is likely an overestimate of the current average wage for all hourly 
workers at Wal-Mart stores in the United States, it is used here because that estimated hourly 
wage is based on the best available evidence.** 

Benefits provided by the unionized grocery companies and Wal-Mart are summarized in Table 
17 (helow). Both the UFCW locals and Wal-Mat offer paid holidays, paid vacation, health 
benefits, sick leave, and a pension plan. In every category, the benefits offered to workers at the 
UFCW locals are more valuable than those offered by Wal-Mart. Infomation about some of the 
Wal-Mart benefits in Table 17 is from Boarnet and Crane (1999), and those Wal-Mart benefits, 
preceded by “[ 19991” in the table, may have changed in the interveiling four years. 

Job tenure is crucial in understanding the value of these benefits in practice. The rapid expansion 
of Wal-Mart’s workforce means that on a nationwide basis there are many recently hired 
employees. Even if growth continues for Wal-Mart into the foreseeable future, the percentage of 
new positions added on a yearly basis will decline, which could lead to an increase in the average 
wage when Ioiiger-tenured employees receive promised increases in wages and benefits. 
However, as discussed in the text accornpanyiiig Table 15, Wal-Mart’s turnover rate is quite 
high. This largely explains why even with a non-trivial benefits package, the average value of 
benefits can be low on a per-employee basis, 

The dollar value of the benefits packages is estimated in order to compare them more explicitly. 
UFCW monetized benefit estimates are based on reporting of disaggregate employee data by the 
union pension funds. This infomiation is reported on a summary hasis in Table 20, later in this 
chapter. The net benefits package i s  worth about $7.57 per hour, excluding premiums (overtime; 
holiday, and Sunday pay). 

The estimated national average Wal-Mart wage is used for the Bay Area. Note that, while the data in Drogin 
(2003) give some information on Wal-Mart wages in different regions, those data suggest that the national average 
Wal-Mart wage is a good estimate of Bay Area Wal-Mart wages. The region including northern California, Oregon, 
and rural Washington has an average wage equivalent lo the national average, but that region includes both the 
urbanized Bay Area and rural areas to the north. The southern California administrative region is likely more 
dominated by urban areas, and in southern Califoiiiia Wal-Mart wages are 97 percent of the nationwide average. 
Among the Wal-Mart administrative regions analyzed in Drogin (2003, appendix 4c), the regions with the highest 
pay rates offered wages averaging 20 percent higher than the national average. Because none of those regions were 
in California, the estimated national average wage i s  used as an estimate of Bay Area supercenter wages in this 
study. 
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Paid Holidays: 

Vacations : 

Premium pay: 

Sick Leave: 

Health & Welfare 
Etigibility 

Medical Insurance: 

Dental Insurance: 

Retirement Plan: 

Qther: 

UFCW Locals, Bay Area 

Nine per year 

Two weeks after one year. Three weeks 
after five years. Four weeks after fifteen 
years. Five weeks after twenw years. 

150% for overtime and Sundays, 200% 
for holidays. 

Accrues at six hours per month, 
maximum 360 hours of unused sick 
leave. Annual cash buyout for unused 
hours up to $400 less $10 for each sick 
leave hour used 

Those working a minimum of 64 or 72 
hours per month, after the first two 
months (60 days) of service. 

Three plans offered. Dependents 
covered under all plans, No premium. 
$200 deductible per person per disability 
Most common plan (66 percent of 
workers), 100 percent of outpatient. 
birthing, extended care, inpatient. $10 
copay for office visits, 100% coverage ol 
remainder for PPO. 

80% of standard services covered 

. 
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Wal-Mart. US 

119991 Six per year 

[1999]: One week afler one year. Two 
weeks after two years. Three weeks after 
seven years 

Unknown 

[1999]: Accrues at ,023077 hours for 
each hour worked (approx. 4 hours per 
month) or 6 days per year, to a maximum 
of 192 hours (24 days). 50% of accrued 
sick leave may be used as personal time 
off from work. No cash buyout 

For those hired after 9/30/01, up to 160 
days, 34 hours a week minimum. 

Employer paid with employee sharing 
premium. Two deductible options, $350 
or $1,000. Employee premium ranges 
from $338 to $3,081 yearly depending on 
plan, deductible, and number of 
dependents. 

Unknown 

Pension and 401K both made available to 401K Plan: Any employee who worked 
employees after probationary period of one year for 1,000 hours. Money In trust 
375 hours of service. No employee until employee leaves or reaches age 69- 

Stock Ownership: Company contributes 
15% towards up to $1,600 of Wal-Marl 

Profit-sharing Plan: Same eligibility as for 
401 K .  

premium required 112. 

stock each year. 
Reath benefit insurance averaging 
$33,877 (source - UFCW EBF). 

Vision coverage with $5 or $10 copay for 
exam, lenses and frames covered 

Sources: The Segal Company; UFCW Employers Benefit Plans database: Wal-Mart Associate Handbook and 
miscellaneous benefits materials: Boarnet and Crane (1999). 

On a monetized basis, the benefits received by Wal-Marl employees ase substantially less than 
those of the unionized grocery stores in the Bay Area. In 1995, 38 percent o f  Wal-Mart employees 



Bay Area Grocely Industly Report 

took advantage of the benefits packages offered to them by Wal- ma^ (Boamet and Crane 1999). 
That number increased to 46 percent in 2000F3 The low pa~cipatioii rate i s  likely due to the high 
employee con~butions required. 

The average hourly employer's contribution to health and welfare plans for p ~ i c i p a t i n ~  Wal-Mart 
employees m 2000 was, at most, $0.86 per hour (based on the most recent publicly available tax 
return information). When averaged across all employees, the net benefit falls to at most $0.81 
(Table 18).24 This assumes, conservatively, that the 1.2 million Wal-Mart employees active at year- 
end 2001 averaged 750 hours that year. No data on average hours are available. 
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Table 18: Wal -Ma~  health and welfare b e n e ~ t ~  estimate, 2000 

Number of employees and dependents covered in 2000' 
Number of employees in 2000 (year-end)b 
Percent of employees covered in 2003' 
Total contributions to Associates Health & Welfare Plan, 2000' 

Coniributions from employers (Wai-Mart)' 
Contributions from participants (Wal-Mart employees)' 

Estimates: 
Covered employees (B X C) 

overed employee (D I F) 
Employee contribution per covered employee (E / F) 
Avg. hours worked, covered employees (45 wks, 34 hrs/wk) 
Employer contribution per hour for covered employees (G I H) 
Employer contribution per employee (D I B) 
Employee contribution per employee (E / B) 
Avg. houts worked, all employees (equiv. to 30 wks, 25 hrsiwk) 
~ m F l Q y e r  CQn~ribUtiQR p e r  hour averaged over a i l  emp loyees  (I / J) 

980,241 [A] 
1,239,409 [B] 

46% [C] 

$748,321,573 [O] 
$589,978,747 [E l  

$1,338,300,320 

570,128 [F] 
410,113 

$1,313 [GI 
$1,035 

1,530 [HI 
$0.86 
$604 [I1 
$476 
750 [J] 

$0.81 

'IRS Form 5500 ior Wal-Mart Associate Health and Welfare Plans, Part II (Basic Plan Information), Line 7d 
blRS Form 5500 for WaLMart4OlK Retirement Savings Plan, Schedule T (Qualified Pension Plan 
Coverage Information), 4 c ( l )  
'UFCW estimate 
'IRS Form 5500, Schedule H, Part II (Income and Expense Statement), Line 3 
'IRS Form 5500, Schedule H, Part II (Income and Expense Statement), Line 1 A  
'IRS Form 5500, Schedule H, Part II (Income and Expense Statement). Llne 18 

23 Source: Interview with staff at the United Food and Commercial Workers. Figure reported to he based on IRS 
5500 Scliedule F information obtained through a Wal-Mart employee. 

24 Note that the calculated average hourly benefit does not rely on estimates of the percentage of employees 
participating in various plans, or on the details o f  those plans. Instead, the average hourly benefit i s  calculated by 
dividing employer contributions by estimated hours worked. 
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Similar calculations are c d e d  out for Wal-Mart's pension plan. The plan is worth $0.22 per 
hour averaged across all employees (Table 19). 

Number of employees and dependents covered in 2000a 
Total employeesb 
Number of excludable employees' 
Number of nonexcludabie employeesd 
Number of benefitting nonexcludable employeese 

Total Wal-Mart contributions to 401K retirement savings plan' 
Total employee contributions to 401K retirement savings plany 

Estimates: 
Avg. hours worked, covered employees (45 wks, 34 hrs/wk) 
Employer confribution per covered employee ([C] I [El) 
Employee contribution per total employees ([C] / [A]) 
Avg. hours worked, all employees (30 wks,  25 hrdwk) 
Employer contribution per hour averaged over all employees (ID] / [El) 

613,995 

581,054 
658.355 
556,522 [B] 

1,239,409 [A] 

$209,122,000 [C] 
$187,923,000 

1,530 
$376 
$169 [Rl 

750 [El 
$0.22 

'IRS Form 5500 for Wal-Mart402K Retirement Savings Plan, Part II (Basic Plan Information), 
2000,Line 7d  
bScheduie T (Qualified Pension Plan Coverage Information), 4c(l) 
'Schedule T, 4c(2) 

'Schedule T. 4c(5) 
'Schedule II, Part II (Income and Expense Statement), 2a(l)(A) 
gSchedule H, Part II (Income and Expense Statement), 2a(l)(B) 

Comparison of wa~es and m o ~ e ~ i z e d  benefits 

Employees of the major unionized chains, making up about 60 percent of the labor force in the 
study area, have wages and benefits valued at $23.64 per hour. The gap 111 the value of hourly 
wage and benefits between groceiy workers at Wal-Mart and those at unionized supennarkets is 
estimated at $1 1.68 per hour. This is 98 percent of the Wal-Mart base wage and benefits 
package, valued at $11.95 per hour. See Table 20, below, for a side-by-side comparison of wages 
and benefits on an hourly basis. 
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_I Table 20: Comparison of estlmated waqes and benefits for unionized 
supermarkets in the Bay A u d  Wal-Mart supercenters In the US 

Union grocers Wal-Mart, 

Average hourly wage, all workers 
Health & welfare benefits per hour 
Pension benefits per hour 
Premium pay, per-hour basis 
Vacation, per-hour basis 
Sick leave, per-hour basis 

Benefits package (excl. premium pay) 

Total wages and benefits, per hour 

Bene~its/premiums, percent of base wage 

Difference 
As percent of Wal-Mart hourly 

aFrom Table 14. 
bFrom Table 16. 

study area 

$1 5.38 
4.57c 
1 .3Se 
0.77g 
0.92' 
0.73k 

7.57 

$23.64 

35% 

$1 1 .68 
98% 

U.S. 

S9.60b 
0.8 1 
0.22f 
0.4Bh 
0.38' 
0.46' 

I .a7 

$11.95 

20% 

oyer contribution to health & welfare calculated by authors us 
UFCW Employers Benefit Plans database. 
dFrom Table 18. 
%4ean employer contribution to pension fund and 401K calculated by autl 
using UFCW Employers Benefit Plans database. 
'From Table 19. 
gAssumes premium pay (overtime pay and additional pay for Sundays and 
holidays) constitutes an increment of 5 percent on the base wage, pendir 
information from Food Employers Council. 
'Assumed t o  be paid in Same proportion to base wage as UFCW workers. 
'Based on 6 percent of hourly wage, treating a full-time employee with mc 
than five years of tenure as the average. Sources: UFCW Employer's Trusi 
Funds for tenure estimate of 9.77 years: Master Food Agreement for the 
unionized supermarkets for vacation entitlement of three weeks. 

'Based on 4 percent of hourly wage, treating a full-time employee with thi 
foul- years of tenure as the average (Drogin 2003, Table 12) (entitled t o  
weeks of vacation, according to Wal-Mart Associate Benefits Handbook, 1 
kEased on six hours times 12 months times base wage divided by average 
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The supercenter is still a relatively new format, and supercenters in urban, unionized areas are 
still more so. There may be no documented example of a large city where Waf-Mart’s presence 
has had a signi~cant impact on the wage and salary negotiations between supermarkets and labor 
unions. (That said, the ongoing 2003 negotiations between the UFCW and major grocery chains 
in southern California might provide one.) However, a previous review of literature on the 
influences of non-union entrants on unionized supermarkets in Canadta suggests that this will 
happen eventually. Unionized workers in Canada, who enjoyed wages and benefits 40 to 60 
percent higher than workers in non-union competitors, were forced to accept a reduction in their 
wage and benefits as the non-union competitor gained market share (Boarnet and Crane 1999: 
45-47). That experience suggests that grocery companies in the Bay Area will demand wage and 
benefit adjustments to close the gap with supercenters if they believe they will lose market share. 

There are some indications that supercenter-d~iven negotiation pressure may already be 
beginning. According to the president of the Dallas union of meat, seafood and deli workers, the 
UFCW unions there have long set the wage levels in the industry despite their low share, but this 
will be under threat in the new negotiation in June 2004. 
interviews with local presidents and executive assistants from major unions in Las Vegas, 
Arizona, and Houston.26 The well publicized grocery employee strike in southern California, still 
in progress at the time this report was written, occuned against a backdrop of concern that 
supercenters would soon enter that market. 

The experience of other urban areas provided the following guidelines for the calculation of the 
impact of supercenters on grocery wages and benefits in the Bay Area: 

25 , , Similar information was obtained in 

In the short term after entry of the supercenters (about five years), assuming a moderate 
expansion of the market, any loss of market share to Wal-Mart will affect the average 
wage industry wide, but will not reduce the wage and benefit package of remaining union 
members by very much. This assumption accords with the experiences of unionized 
supermarkets in other cities. 

In the longer term (8 to 15 years), if Wal-Mart gains significant market share there will be a 
reduction of wages and benefits similar to that which has takeu place in Canadian 
markets; 40 to 60 percent of the difference between wages offered by Wal-Mart and those 
offered by the unionized supermarkets will be erased. If the current gap is 9; 11.68 per 
hour, for instance, grocery wage reductions could trim the difference to between $4.67 
and $7 per hour. If Wal-Mart attains the upper range of the estimated range of market 
shares calculated in Chapter 2, the pressure on major grocery chains could be sufficient to 
lead to an 80 percent closure of the conipensation gap between supercenters and 
unionized snpennarkets, This i s  based on evidence, reported in Boamet and Crane 
(1999), that in some of the Canadian markets major grocery chains believed that wage 
and benefit parity with non-union competitors was necessary in  the long-run. 

Interview with Johnny Rodriguez, president of UFCW Local 540 in Dallas. 25 

26 interviews with Roberta West and Michael Gittings, president and secretsly-treasurer of UFCW Local 71 1 in Las 
Vegas; Jim McLaughlin, president of UFCW Local 99 in Phoenix; and Miles Anderson, executive assistant to the 
president, UFCW Local 455 in Houston. 



Ray Area Grocery Industry Report Page 49 of 104 

The greater the market share that supercenters achieve, the more pressure will be put on 
s u p e ~ ~ k e t s  and ind~endent  grocers to limit wage and benefit increases and in 
instiuting other d e s  to save labor costs in order to compete. 

Table 21, below, gives vaiying a s s ~ p t i o n s  about supercenter market share and the amount of 
the wage and benefit gap that i s  closed. ~ o ~ e s p o n ~ n g  to the experience elsewhere, Table 21 
shows long-mn scenarios, estimated for the year 201 0. 

Assumptions 
2010 

Current estimate 

Market size ($bit)' $9.7 $10.4 
Increase 7% 
Union members, 2003 35,993 
Union as percent 62% 
Groc ernps, 2001 (no Sonorna) 58,034 62,098 

Union market share 68% 
Average hours per year 1,800 
Wage gap $11.68 

Supercenter Wage Employment Reduced wages & benefits ($millions) 

share, 2020 closure Union Non-union workers shrinkage Total 

0.06 40% 36,190 25,906 $304 $49 $353 
0.06 60% 36,190 25,906 $457 $49 $506 
0.10 40% 34,650 27,446 $292 $81 $373 
0.10 60% 34,650 27,446 $437 $81 $518 
0.18 40% 31,570 30,526 $266 $146 $412 
0.28 60% 31,570 30,526 $398 $146 $544 
0.18 80% 31,570 30,526 $531 $146 $677 

market gap Union Union 

The calculations in the table above reflect the following logic and assumptions, which 
correspond to the colunins at the bottom of the table, moving from left to right. Supercenters 
capture market share, based on the range of year 2010 market share estimates developed in 
Chapter 2. This results in downward pressure on wages and benefits in the unionized grocery 
sector. A fraction of the gap between grocery pay and benefits arid supercenter pay and benefits 
is closed. That, fraction is either 40 percent or 60 percent, based on the Canadian experience 
reported in Boarnet and Crane (1999) or, for the case of 18 percent supercenter market share, the 
table also shows the effect of closing 80 percent of the gap between grocery and supercenter 
compensation. Supercenters are assumed to displace employment in the union and non-union 
sectors ofthe grocery industiy in proportion to the existing split of union and non-union 
employment in the industry in the Bay Area, and the resulting uniou and non-union grocery 
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industry employment is shown in the third and fourth columns from the left for each supercenter 
market share scenario.27 

Calculating reduced wages and benefits then involves two steps: (1) Some jobs that would have 
been union jobs are in the supercenter sector, where employees are compensated less (the 
column labeled “reduced wages and benefits, union si~inkage”)**, and (2) The remaining grocery 
union jobs also pay less, due to the wage gap closures (the column labeled “reduced wages and 
benefits, union workers”)29. The sum of  those two impacts is the estimate of the reduced wages 
and benefits in the grocery sector due to the entry of supercenters into the Bay Area, shown on 
the far nght column of Table 21. Any wages and benefits lost due to reductions in the non-union 
sector of  the market are not estimated due to lack of speclfic data for that sector. 

Under the a s s ~ p t i o n s  in Table 21, the value of reduced wages and benefits can be expected to 
range between $353 and $677 millioii per year. As noted at the beginning of this chapter, using 
the ABAG ~nultiplier for retail wages in the Bay Area of 2.18, the net economic reduction of 
wages and benefits would be in the range of $770 million to $1.48 billton per year. 

27 One reviewer suggested that supercenters, while paying lower wages, might employ more persons. The data in 
Table 5 (Chapter 1) give some insights. Wal-Mae employs approximately four times as many full-time equivalent 
(FTE) employees per stare as the major national grocery chains, and Wal-Mart supercenters average approximately 
twice the revenue per store as a major supermarket. These ratios are similar for other supercenter chains (shown in 
bold in Table 5). This suggests that the FTE per revenue in supercenters is approximately double the FTE per 
revenue in major supermarkets, lending some support to the hypothesis that supercenters pay employees less, hut 
hire more workers. Yet making strong inferences from the data in Table 5,  which i s  from trade publications, i s  
difficult. Note, for example, that low revenue will also increase FTE per revenue, and that ratio is especially high 
for K-Mart, but that could reflect K-MW’s recent financial difficulties. More specifically, employment impacts of 
supercenters should be based on careful analysis of specific labor markets, which cannot be infened from Table 5. 
Lacking more credible data on employment effects of supercenters, the wage and benefit impacts calculated here are 
derived by apportioning projected grocery sector employment according to projected supercenter market share. 

The number of supercenter jobs i s  multiplied by the wage gap to yield the estimates shown in “reduced wages 
and benefits, union shrinkage”. 

29 The number of union members is multiplied by the average hours worked per year (assumed to be 1,800 hours), 
by the wage gap, and by the percentage reduction in the wage gap due to downward pressure on wages from the 
supercenters, to yield the estimates shown in the column “reduced wages and benefits, union workers.” 
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One of the more common criticism of big box discount retail is that it contributes to the 
deceiitralization of population, and thus either causes or accelerates the process of urban sprawl, 
leading to increased traffic, wasteful consumption of  land, alienation of pedestrians, higher 
infrastructure costs, and other problems associated with the dispersal of residences and increased 
distances between homes and stores (e.g. Kuiistlcr 1996; Holtz-Kay 1997; Duany, Plater-Zyberk 
and Speck 2000). 

Those who criticize the development patterns associated with discount retail often advocate more 
compact, mixed-use developmeut. Although some arguments for more compact urban form seem 
intuitive, the evidence is mixed. For example, although it is argued that “leapfrog” development 
(development that jumps from piace to place rather than progressing steadily outward) is 
wasteful and leaves large pockets of land underused, later infill development in these areas may 
take place at much higher densities (Peiser 1989). There is likewise significant ambiguity 
surrounding the question of whether density and urban fonn have much impact on travel 
behavior (Lave 1994; Guiliano 1995; Crane 2000; Boamet and Crane 2001), and the question of 
whether sprawl leads to higher infrastructure costs is unsettled (Altshuler and Gomez-Ibanez 
1993; Caltliorpe and Pulton 2001). Nevertheless, many Bay Area cities and counties have 
adopted general plan policies and goals that call for promoting higher density, infill, andor 
t.ransi~-onented development, as well as revitalizing pedestrian-friendly downtown and 
neighborhood shopping districts. 

Within this larger set of issues, the question considered here is more narrow: What kinds of 
impacts will groceryiretail supercenters will have on land use, urban decentralization and traffic? 
This is different from asking whether discount retail in general helps disperse population and 
decentralize metropoli~ii areas. A umber  of urban historiaus (Jackson 1985; Fogelson 2002; 
Cohen 2003) agree that retail origiila~iy followed population out of the cities, and that it was 
residential, not commercial, development that led America’s first waves o f  suburbanization. 
Today, however, the picture is somewhat foggier. Retail development can be seen as both a 
source and a symptom of residential dispersal. Big box stores do their best to follow population 
g r o w t ~ - s ~ p ~ l ~  rarely creates i t s  own demand-but the tendency of these stores to locate on 
fringes does push the development envelope. Particularly in instances where agricultwal land is 
rezoned to permit retail uses, residential development is likely to follow. 

Because the concern in this report lies specifically with supercenters, and because supercenters 
tend to be replacements of existing discount stores, the land use issues addressed here will be 
comparisons between supercenters and discount stores, and also between supercenters and 
tradi~ional supermarkets, since the supercen~ers are expected to take some market share away 
from regular grocery stores. Does a supercenter generate more traffic than a grocery store? Does 
it use propo~ioiially more land? Is it more likely to locate in peripheral areas? 
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To better orient this discussion, the chapter has three parts, addressing: 
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* 
D Traffic impacts 

The size and footprint of the supercenter, 

Questions of location and decentralization, and 

In each part, a supercenter is compared to existing big-box discount retail stores or grocery 
stores, to focus on whether and how the supercenter format might change land use or traffic 
patterns in the Bay Area. 

The analysis concludes that the impact of supercenters i s  likely to be due to their larger 
catchment areas, which could he associated with longer shopping trips and hence more vehicle 
miles of travel. In terms of land use footprint or issues of location or decentralization, it is less 
likely that supercenters will differ significantly from existing development patterns. 

One major reason big box stores tend to locate on the peripheries of urban areas is that they 
require a lot of land, and land is cheaper on the fringe than it is in the center. Wal-Mart 
supercenters range in size from 150,000 to 210,000 square feet, and are often surrounded by 
parking lots up to three times the size of the stores themselves. It is both expensive and 
logistically diMicult to assemble a sufficiently sized parcel of land in the more developed parts of 
an urban area. 

Nationwide, the average size of a Wal-Mart supercenter is 160,000 square feet, although the 
supercenters currently proposed or approved in California range from 180,000 to 220,000 square 
feet. The average superceuter’s groceiy area is 60,000 square feet, larger than the national 
average of 40,000 square feet for a conventional supennarket. However, grocery stores of 50,000 
to 60,000 square feet are not unheard of. So how is a supercenter significantly different froin 
having a large grocery store and a regular discount store adjacent to one another? 

The evidence suggests that cities and towns regulate supercenters and supermarkets in the same 
way, particularly with regard to parking requirements, which tend to account for most of the land 
consumption in both kinds of development. A survey of off-street parking requirements in 
Califoinia and some out-of-state locations shows remarkable consistency: for grocery stores, 
discount retail stores, and supercenters, almost every city requires one parking space for every 
200 square feet offloor area. A few cities require one space per 250 square feet, and almost none 

changed its rules after being advised that they were “twice as stringent” as every other 
coinmunity in the state. 

This point i s  further underscored by a survey of California cities with Wal-Mart discount stores, 
which found that Wal-Mart adhered to these parking requirements when it constructed i(s 
discount stores. The conipany neither requested a variance to build fewer parking spaces nor 

require more. Until 2000, the city af Seneca req~ired one space per 100 square feet, Seneca 
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decided of its own accord to build more.30 A notable exception was Union City, California, 
where the Bay Area’s first Wal-Mart discount store was built. Union City requires one parking 
space per 250 square feet of retail space. However, when Wal-Mart built its discount store there, 
the company chose to provide seven parking spaces for every 1,000 square feet. According to 
Union City planners, Wal-Mart officials said this was a standard company parking guideline, and 
that it was applied to all ofthe company’s properties. As other examples of this parking ratio 
were not found, and because the Union City Wal-Mart was built 11 years ago, Wal-Mart may 
have since revised downward its estimates of needed parking. Most information available 
suggests Wal-Mart now provides only enough parking to meet inunicipal codes. 

This information can be used to estimate the land area required for supercenter development, 
along with assumptions about landscaping and parking space size. The average size of an off- 
sheet parking space, including room for automobile circulation, is 337 square feet. Landscaping 
adds an additional 10 percent (applied to parking and building footprint combined). Given these 
baseline assumptions, the scenarios below (see next page) illustrate a range of possible sizes for 
Bay Area supercenters. Scenarios 1 and 2 represent the one space per 250 square feet and one 
space per 200 square feet parking requirements, respectively, while scenario 3 represents the 
high-end, older Wal-Mart ratio of one space per 143 square feet of floor area. 

The purpose of these scenarios is not to offer precise predictions of how big a discount store or 
supercenter might be. Such an exercise is futile for a number of reasons. Parcel size does not 
dictate how big a supercenter will be, but is a function of what parcels are available. Variances, 
conditional use perniits, and other locality-specific circumstances may modify development 
plans during the process of approving such large projects. There are also some common factors 
that may increase the required parcel size, such as company specifications for loading docks and 
ti-uck parking areas, or more stringent landscaping, setback, or other municipal requirements. A 
proposed Wal-Mart supercenter in Gilroy would be 203,622 square feet, with 1,018 parking 
spaces and a total site footprint of 17.44 acres---five acres more than the “scenario 2” to which it 
corresponds. 

The scenarios are intended to illustrate the important role played by parking requirements in 
determining the land requirements for nonresidential development of all kinds, including large 
retail stores. Although intended to mitigate traffic, parking requirements have an impact on urban 
form. Under the minimum requirements above (scenario I), a 200,000 square foot building- 
between 4 and 5 acres in size-eiids up requiring almost 12 acres of land, with most of that extra 
space used for required parking. 
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’* The survey of parking requirements and Wal-Mart host towns was completed both tlirough interviews with 
als of zoning codes. It included the California localities of Union City, Seneca, Long Beach, 

d City, and hlountain City. Also surveyed were Dulurh, Minnesota; Irving, 
Texas; and Dover, , the Institute of Transportation Engineers’ parking generation rates were 
consulted, as was a survey of parking requirements carried out by the American Planning Association. Almost all 
the codes recommended between 4 and 5 parking spaces per 1,000 square feet, and most made no distinction 
between grocery and retail. 
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Total 
Square Footage 

150,000 
160,000 
170,000 
180,000 
190,000 
200,000 
210,000 
215,000 
220,000 

Parking 
Spaces 

GOO 
640 
680 
720 
760 
800 
840 
860 
880 

Parking 
(Sq. Ft.) 
198,000 
21 1,200 
224,400 
237,600 
250,800 
264,000 
277,200 
283,800 
290,400 

~afldscaping 
Requirements 

34,800 
37,120 
39,440 
41,760 
44,080 
46,400 
48,720 
49,880 
51,040 

Total 
Sq. Footage 

382,800 
408,320 
433,840 
459,360 
484.880 
510,400 
535,920 
548,680 
561,440 

Total 
Square Footage 

150,000 
160,000 

180,000 
190,000 
200,000 
210,000 
215,000 
220,000 

170,000 

Parking 
Spaces 

750 
800 
850 
900 
950 

1,000 
1,050 
1,075 
1,100 

Parking 
(Sq. Ft.) 
247,500 
264,000 
280,500 
297,000 
313,500 
330,000 
346.500 
354,750 
363,000 

Landscaping 
Requirements 

39,750 
42,400 
45,050 
47,700 
50,350 
53,000 
55,650 
56,975 
58,300 

Total 
Sq. Footage 

437,250 
466,400 
495,550 
524,700 
553,850 
583,000 
61 2,150 
626,725 
641,300 

Total 
Acreage 

8.80 
9.39 
9.97 
10.56 
11.15 
11.73 
12.32 
12.61 
12.91 

Total 
Acreage 

9.65 
10.30 
10.94 
11.58 
12.23 
12.87 
13.51 
13.83 
14.16 

Total 
Square Footage 

150,000 
160,000 
170,000 
180,000 
190,000 
200,000 
210,000 
215,000 
220,000 

Parking 
Spaces 
1,050 
1,120 
1,190 
1,260 
1,330 
1,400 
1,470 
1,505 
1,540 

Parking 
(Sq. Ft.) 
348,500 
369,600 
392,700 
415,800 
438,900 
462,000 
485,100 
496,650 
508,200 

Landscaping 
Requiremen~s 

49,650 
52,960 
56,270 
59,560 
62,890 
66,200 
69,510 
71,165 
72,820 

Total 
Sq. Foatage 

546,150 
582,560 
618,970 
655,380 
691,790 
726,200 
764,610 
782,815 
801,020 

Total 
Acreage 

12.56 
13.39 
14.23 
15.07 
15.90 
16.74 
17.58 
18.00 
18.41 

As noted earlier, supercenters are generally located on the fringes of urban areas. Land is inore 
plentiful and less expensive on the outskirts of metropolitan areas. Available land closer to urban 
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cores is more likely bave buildings that need to be demolished before a big box can be 
constructed, iiicreasiiig the cost of construction. 

In the case of Wal-Mart, supercenters are also located on urban fringes because that is where the 
company’s conventional discount stores are, and many supercenters are the result of discount 
store conversions. A map of the 19 existing Wal-Marts in the Bay Area shows that they are no 
exception: Wal-Mart discount stores are overwhelmingly located outside metropolitan centers 
(see Figure 4, below). 

Assuming that most supercenters will be built in fringe areas, the question at hand is whether this 
can be considered new fringe development. If Wal-Mart closes an existing smaller store and 
opens a supercenter nearby, in one sense this is new, because a larger building has replaced a 
smaller one. In this case, the amount of new development on the periphery could be said to be 
the difference between the size of the discount store and the size of the supercenter. 

But the grocery component may be taking the place of a conventional supermarket that would 
have been built in its absence. In that case, the amount of new construction is smaller: the 10,000 
or 20,000 square feet in difference between the foregone supermarket and the supercenter’s 
grocery component. 

It is also possible that an outlying supzrcerrter will attract enough customers away from a more 
centrally located supermarket to cause it to shut down. In this case, in addition to the vacancy 
problems described in the previous chapter, there will be a shift of economic activity to the 
periphery, which may be a catalyst for hastened development of the outlying area. 
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Does a supercenter generate more or less traffic than a large supermarket plus a conventional 
discount store? In at least one sense, these are all the same: the overwhelming majority of trips to 
discount stores, supercenters and supermarkets are made by auto. The main differences are not in 
travel mode, hut in trip length and possibly trip frequency. 

Shoppers will likely drive farther to access a supercenter grocery store than they would to a 
conventional supe~narket. There are two main pieces of evidence for this. The revenue per 
square foot in Wal-Mart supercenters nationwide is higher than that in Safeway, Albertsons, and 
other supermarket chains, despite Wal-Mart’s having lower prices. Also, the grocery store 
component of a Wal-Mart supercenter can he expected to average 60,000 square feet, which is 
larger than the average store size for supermarkets. Both of these facts imply that supercenters 
draw substantially more customers than the average supermarket, if household consumption of 
grocery items is relatively fixed given modest differences in price. 

This implies there must be both more traveling for the equivalent amount of grocery purchases at 
supercenters. Holding development density constant, attracting more households means a 
supercenter draws from a geo~aphicaIly larger catchment area. From a regional perspective, this 
means there will be an increase in vehicle miles traveled (VMT). Of course, attracting more 
households to a single location rather than dispersing those trips to more than one location means 
that, from a local perspective, there will be a higher concentration of trips where supercenters are 
built. 

These conclusions have little to do with the supercenter being a combination of retail and 
grocery formats. Rather it is the size of the grocery store component alone-which exceeds the 
size o f  most standalone supermarkets in the Bay Area-and the volume of sales in that 
component that has implications for the amount of travel. 

A transportation issue that does relate to the retailigrocery combination is the question of cross- 
shopping, conimonly observed at shopping malls and community shopping centers such as those 
anchored by conventional supermarkets. n o  people patronizing sopercenters substitute in-store 
walking trips (e.g., from the grocery part of the store to the retail part) for some driving trips 
(e.g., driving to a retail store separately from buying groceries)? If so, this would imply that 
supercenters reduce autc trip frequency-with an unknown effect on total vehicle miles traveled, 
depending on the length of the trip to the supercenter and the length of the driving trips that 
would have been otherwise taken. 

Using proprietary consumer panel survey data, AC Nielseii recently reported that the average 
number of household trips to supercenters has increased along with their expansion into new 
markets, even as trips to traditional grocery stores have declined. The data also show that the 
a ~ e r a g ~  number of combin~d trips to sup~rceiiter~ and traditional supe~arke t s  has fallen, This 
can he interpreted in two ways. First, it may be evidence that cross-shopping i s  leading to fewer 
vehicle trips. Second, it could mean that as all stores get larger and farther away-including both 
supercenters and larger format supermarkets-people choose to travel less frequently and buy in 
larger amounts. 

The discussion of cross-shopping has focused on the number of trips. A more general measure of 
traffic impacts is total vehicle iniles traveled (VMT). The net impact of cross-shopping on VMT 
is ambiguous. VMT is the product o f  trip frequencies and trip distances. If the average distance 
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traveled to a supercenter is longer than to alternative stores, even if auto trip frequency declines 
somewhat due to increased cross-shopping, VMT could still increase. 

The potential costs associated with increased vehicle travel associated with supercenters can be 
roughly quanti~ed. Illustrative estimates are presented below. The calculations assume the 
primary difference i s  in trip length. Given the uncertakties, quant i~ ing  the impacts of cross- 
shopping or greater trip length on trip frequency is not possible. 
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According to the 2001 Nationwide Household Transportation Survey (NHTS), the mean reported 
one-way length o f  a tri to buy goods at a grocery store, clothing store, or hardware store was 
6.15 miles nationwide. The length of grocery trips in the Bay Area is likely substantially lower 
than this, for several reasons. First, the Bay Area is on average more densely developed than the 
rest of the United States. Second, supercenters are available in the rest of the US, which 
increases the average reported distance of a grocery shopping trip. 

Third, people are likely to drive farther to access clothing or hardware stores than to buy 
groceries. Retail analysts consider groceries to be “convenience” goods, in which consuniers 
value proximity highly. Clothing is considered a comparison-shopping item, and there tend to be 
fewer clothing stores within a given radius o f  a household. While items at hardware stores may 
fall in the convenience-shopping category more frequently than the comparison-shopping 
category, hardware stores are less densely distributed still. 

To illustrate trip lengths using data that are specific to the Bay Area, Table 22 (below) lists the 
number of stores in various categories within a five-mile radius o f  five randomly chosen zip code 
 centroid^.^' The number of grocery and convenience stores exceeds the number of other store 
categories, usually by a large margin. 

The last row of the table shows the average maximum distance to a grocery store within the five- 
mile circles drawn around each of the zip code  center^.^' This is a maximum distance if the 
stores are spaced evenly apart to cover the five-mile radius circles. The distances range from 
0.38 miles to 1.58 miles, substantially less than the reported national average of 6.15 miles. The 
analysis below splits the difference and uses three miles for the typical one-way grocery store 
trip distance in the Bay Area. 

8 

Data table provided online at nJits.ornl.gov 3 1  

32 A centroid is a point representing the center of the zip code area. Lists of stores within five miles of the zip code 
center were accessed at yp.yalioo.com, September 15,2003. 

A five-mile radius circle is 78.5 square miles in area. For each zip code centroid, 78.5 i s  divided by the number of 
grocery stores witliin a five-mile radius to get average land area per grocery store. This calculation assumes that the 
stores within a given market area are evenly spaced. 
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Zip Code Centroid 

City: 

Stores within five miles 
Hardware 
Women’s clothing 
Grocery and convenience 
Men’s clothing 
Depamnent stores and big box discaunt stores 
Maximum distance to grocery store’ (miles) 

* See footnote for calculation details 

95120 

Sm 
Jose 

13 
22 
56 
10 
13 
0.67 mi 

94603 

Oakland 

23 
68 
172 
27 
25 
0.38 mi 

94028 

Portola 
Valley 

3 
10 
10 
2 

1.58 mi 
0 

94589 94951 

Vallejo Pemgrove 

14 15 
21 19 
53 31 
10 2 
10 10 
0.69 mi 0.90 mi 

Supercenters will be less common than grocery stores in general, so the average supercenter 
grocery trip will be longer. To estimate how much longer, the report uses the fact that 
supercenter grocery revenue is about three times that of supermarket revenue, on average (see 
Chapter 2). As an upper bound, the analysis thus assumes that supercenter trip lengths are triple 
our estimate of the average grocery trip, or nine miles each way. The lower bound estimate 
assumes that supercenters only involve two miles of travel further than the average grocery trip, 
or five miles each way, based on a comparison of the average number of daily trips to grocery 
stores and super center^.^^ 

These assuiiiptlons are based 111 large part on national averages. Locating supercenters 111 dense 
areas near the urbanized heart of the Bay Area region would likely result in shorter trips, 
although traditional grocery trips are likely shorter in dense urbanized areas. The assumptions 
used here are based on the best available data. 

Trip frequency 

Wai-Mart’s 4,688 stores worldwide draw over 100 million customers each week (Wai-Mart 
Corporation 2O03))’ with a per-store average of 3,047 customer visits per day. For the US. only, 
Wal-Mart’s annual revenue of $244,524 million, divided by an estimated per-customer revenue 
per supercenter visit of $55 for Wal-Mart’s 3,400 U.S. stores (Bany 2003; Wal-Mart 2003), 

________ 
Chapter 2 ,  Table 1, reports weekly average sales per supermarket and revenue per transaction. Those imply an 

average of 2,012 supermarket visits per day, assuming one transaction per visit. Wal-Mart discount centers average 
3 3 1  5 customers per day (see below). This implies that supercenters draw 65 percent more visitors per day. 
Assuming the catchment area scales with the number of customers, this implies that supercenters draw on average 
from a five-mile radius (1.65 * 3 miles). 

Wal-Mart Stores, Inc. at a Glance,” fact sheet at www.walmart.com. The number of stores is drawn from the 15 “ 

Wal-Mart 2003 annual report. 
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gives an estimate of 3,582 daily visits per 
the average is used 3,3 15 customers per day. 

Estimating the number of visits associated with the grocery store component of the supercenter 
relies on the assumption that the share of visits is equivalent to the typical percentage of revenues 
associated with grocery sales at the supercenter, that is, 40 percent. This yields a per-store 
grocery customer count of 1,326. Two trips, one to the store and one back home, are assumed for 
each 
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Both estimates are similar and reasonable, so 

f imaf~s of tFave~-Feiafed supercenfer cosfs 

An estimate of per-mile motor vehicle costs from the Victoria Transport Policy Institute (VTPI) 
is used to coiivert the estimated ainiual additional vehicle miles of travel (VMT) from those 
stores into a dollar cost.38 VTPI estimates the personal cost of motor vehicle travel in urban areas 
at $0.71 per mite for time, fuel, parking, and the accident risk imposed on the driver. External 
costs, including traffic delays and air quality impacts imposed by drivers 01% others, are estiinated 
at $0.59 per mile during peak travel periods and $0.33 per mile during off-peak periods in urban 
areas (VTPI 2003). The estimates here assume that 85 percent of supercenter travel will occur 
during off-peak hours, which i s  likely an overestimate. This gives an external cost of 37 cents per 
mile, and a total cost of  $1.08 per mile. 

Four scenarios are presented, based on the maximum and minimum projected market share from 
Chapter 2, and the range of additional (round-trip) VMT per trip discussed above (a high of 12 
miles and low of 4 miles). 

The resulting estimates of additional travel costs are shown in Table 23, below. 

39 

36 Bany also reports expenditures per visit for retail stores-$24 per visit-hut that value would have implied a 
larger number of daily customer visits per store, so to he conservative the analysis uses the method that gives fewer 
customer visits per store in this instance. 

37 Another way to estimate trip frequency would be based on the Institute of Traffic Engineers reference, the ITE's 
Trip Generation, 6fh Edition. Those suggest substanlially higher trip numbers than reported here. However, 
transportation scholars increasingly question the reliability of the ITE figures on several grounds, including sample 
size and sample design issues (e.g., Shoup, 2003). 

The VTPI is a transportation policy firm that has been lead consultant or subcontractor on projects for agencies 
including the Environmental Protection Agency, the US Transportation Research Board, and Environment Canada. 

To account for the full cost of additional driving, the analysis iiicludes both internal costs and external costs in the 39 

monetized per-mile figure. 
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Projected Est. Grocery Addi~onal Additional Personal + Total Cost 
Market Number Customers Miles Per VMT Per External Cost af Additional 
Share of Stores Per Ray Trip Year (000s) Par Mile VMT (000s) 

6% 16 1,326 4 30,975 $1.00 $33,422.41 
6% 16 1,326 12 92,920 $1.00 $100,267.24 
18% 41 1,326 4 79,374 $1.08 $05,644.93 
18% 41 1,326 12 238,123 $1.00 $256,934.80 

The range is between 31 and 238 million additional VMT per year, at cost of  between $33  and 
$256 million. Although these are only estimates, they nonetheless illustrate that the cost o f  
additional traffic from a superceiiter may be considerable. 

The next chapter considers other potential community costs associated with a shift from 
conventional supermarkets to the supercenter format in the Bay Area, with a focus on local 
economic development issues. 
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tia cts 

Almost since Wal-Mart first began its explosive growth in the 19805, that expansion has been 
accompanied by fears that it will erode the character and drain the vitality of cities and towns. Its 
critics have contended that big-box retail is a force not only for consolidation but also for 
homogenization. 

Opponents of discount retail contend that by collecting a host of shopping categories under one 
roof, big boxes empty Main Streets of the individual enterprises-which are smaller, more 
intimate and more evocative in character of their communities-that traditionally provided those 
same goods and services. Economic life might grow as the result of a big box’s anival, 
especially in rural townships with little in the way of sales tax revenue, but it will also shift away 
from downtowns and toward the peripheries, where open space and lower land costs enable 
discounters to locate. For many communities, this seemed a fair trade. “In the face of the 
abundance Wal-Mart produced, iii the form of more jobs, consumer savings and expanded 
trade,” one observer commented, “the loss of Main Street seemed an incidental price to pay.” 40 

In the late 1980s academics began to take an interest in the impact Wal-Marts had on small 
towns and their sunounding regions. Studies have shown that the entry of a big box into a 
community generally does result in the closure of many small businesses. This conclusion should 
be considered neither new nor surprising: retail has always evolved and reinvented itself, and 
along the way it has always spun prior formats and ideas into obsolescence. The business cycle 
was not invented by Wal-Mart, which perhaps explains why the company has rarely nied to deny 
or apologize for it. Founder Sam Walton, for instance, in a 1992 interview unabashedly 
acknowledged his company’s impact on smaller enterprises: 

Quite a few smaller stores have gone out o f  business during the time of Wal-Mart’s 
growth. Some people have tried to turn it into this big controversy, sort o f  a “Save the 
Smail Town Merchants” deal, like they were whales or whooping cranes or something 
that has the right to be protected. 

Of all the notions I’ve heard about Wal-Mart, none has ever baffled me more than this 
idea that we are somehow the enemy of small-town America. Nothing could be further 
from the truth: Wal-Mart has aclually kept quite a number of  small towns from becoming 
extinct by saving literally billions of dollars for the people who live in them, as well as by 
creating hundreds o f  thousands o f  jobs in our stores.. . 

I don’t want to be too critical of small-town merchants, but the truth is that a lot o f  these 
folks just weren’t doing a very good job of taking care of their customers. Whenever we 
put a Wal-Mart store into a town, customers would just flock to us from the variety 
stores. Wit11 our low prices, we ended an era of 45 percent markups and limited selection 
We shut the door on variety-store thinking!’ 

Conceding Walton’s point does not mean, however, that there is no reason for debate over his 
company’s impacts on communities. For Walton, in that quote, speaks of two separate issues as 

Quoted in Honibeck, 1994 

“Sam Walton Recounts the Life of a Salesman.” Time. June IS, 1992 41 
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though they were one-whether Wal-Mart results in the closure o f  small businesses and whether 
it is beneficial for the towns in which it locates. There is, realisticaIly, no debate about Wal- 
Mart’s impact on smaller stores that compete with it. But there is some rooin for discussion as to 
whether the gains brought by Wal-Mart (e.g., lower prices) are worth the trade-off in lost small 
firms and diminished downtown or n e ~ g h b o r h ~  commercial vitality. Clearly a Wal-Mart (or 
other big box retailer) i s  not of benefit to the shopkeeper who loses business as a result of its 
entry; the question is whether it is of benefit to the community as whole. It is also a question that 
has no easy answer, for it inevitably becomes freighted with an awkward cargo of intangible 
ideas. Many people have emotional investment.s in their communirjes that are difficult if not 
impossible to quantify, and it is hard to construct a cost-benefit analysis that factors in such 
nebulous concepts as “charm” and “sense of place.” 

The discussion is also complicated by the fact that downtowns and Main Streets-while 
receiving the lion’s share of publicity--are not alone in being victims of retail decline. The 
proliferation of big boxes has had a profound effect on retail at every level, from strip malls to 
enclosed shopping centers. And as retail foniiats continue to evolve, problems can also develop 
arouud the physical structures that get left behind: empty shopping centers, failed strip malls, and 
big boxes that have closed or moved. The arrival of supercenters makes this a point of particular 
urgency, since supercenters can create vacancies in two ways. First, they may accelerate the 
demise of grocery stores. Second, in creating a supercenter Wal-Mart usually closes one or more 
conventional discount stores, and these, too, normally sit empty while tbe supercenter thrives 
down the road. (Few retailers, after all, want to move into an old Wal-Mart if it means competing 
with a nearby s~percenter . )~~ 

This section will review the existing research on Wal-Mart’s impact on local communities. It 
should be stated at the outset that the discussion here is more speculative than the analysis in 
earlier sections of this report. This i s  so for a number of reasons. The first, as mentioned above, 
is that in many ways the value of discount retail lies-literally-in the eye of the beholder. Big 
boxes have been assaulted on aesthetic grounds a number of times, and much of the ire it arouses 
in some opponents steins from its influence (real or alleged) on places’ “quality of life.” The 
second reason is that research in the field is not plentiful. For all the interest in big box retail by 
activist.s and journalists, relatively few studies have been done 011 it. 

Finally it should be emphasized that all of this research has been conducted on regular discount 
stores, rather than on supercenters. This is an iniportant distinction discussed further at the close 
of this chapter. In the event that an entirely new supercenter is built in a town or city, much of 
the evidence discussed here should be applicable. If, howevcr, a town or city is confronted 
instead with a discount store being converted into a supercenkr, then much of what the research 
in this chapter describes-particularly about small business closures-may already have 
happened. 

The impacts of a big box will always vary according to the specific conditions in the locale 
where it opens. There are few universal truths in economic development, and what is a boon for 
one town may be an intolerable burden for another, The question of aesthetics, for instance, will 
likely carry more weight in affluent towns, where the savings provided by a Wal-Mart or other 
discounter will constitute a smaller portion of household income. Lower prices in these places 
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may not seem worth the loss of independent merchants. In a less affluent town, the reasoning 
may be the opposite. 

The chapter is divided into two parts. The first addresses the issue of Wal-Mart as a catalyst of 
small-business closures, and discusses, among other things, the different impacts the firm seems 
to have in rural and urbanized areas. The second part discusses the emerging problem of vacant 
retail property, the possible impacts supercenters may have on that problem, and some potential 
remedies to it that communities around the country are exploring. 

art in rural ~ommunitiffs 

The evidence that has been assembled about Wal-Mart’s impact in rural areas has been fairly 
consistent: communities that had a Wal-Marl or other discount retailer saw a considerable rise in 
both their retail sales activity and their sales tax revenues, and on some occasions also saw an 
increase in overall eniployment. Shops and firms that directly competed with the discount retailer 
(for instance, lower-end apparel shops or merchants that sold general housewares) tended to lose 
a significant amount of business and sometimes were forced to close. Merchants that offered 
noncompeting goods and services, however-such as higher end restaurants and shops, specialty 
stores and furniture-saw their fortunes rise considerably, as they benefited from the increased 
flow of consumers that Wal-Mart attracted. 

The first comprehensive look at Wal-Mart’s impact was done in 1988, by University of Iowa 
researcher Kenneth Stone. Stone analyzed the retail tax returns of ten small towns with Wal- 
Marts and then compared them to 85 non-Wal-Mart towns. ARer that, he controlled his findings 
for other condition-such as the overall economic growth in Iowa over the years he examiiied- 
and drew his conclusions from there. Stone’s findings were essentially the same as those 
described above, but he also noted that a new Wal-Mart, while providing some new growth for 
its host region, could draw as much as three-quarters o f  its sales from the market share of 
existing stores (Stone 1989; Stone 1997; Ortega 1998). 

These Findings did not generate a tremendous amount of attention in the academic world (as they 
were not very surprising), but they were seized on by activists and Wal-Mart opponents, and 
recited at various small-town rallies and planning commission meetings (Oitega 1998). Wal- 
Mai-t, concerned by this development, hired a team of researchers at the University of Missouri’s 
business school to conduct a second study of Wal-Mart’s impacts. The team was paid $10,000 
for their work, and the study was couducted on ten counties that Wal-Mart chose (Ortega 1998). 

The results of the Missouri study were not terribly different from Stone’s. It was again shown 
that the number of businesses fell in all counties that had a Wal-Mart anive, and that retail taxes 
rose. The Missouri researchers also pointed out, however, that the businesses remaining after 
Wal-Mart arrived were larger and employed more people, and they concluded that all the 
counties had seen “growth or revitalization” aRer Wal-Mart opened. The study failed to control, 
however, for external economic conditions-Missouri farm towns were growing in general in the 
years the researchers chose to examine (Keon, Robb and Franz 1989). 

A third examination of Wal-Mart’s effects, this one looking at 15 small towns in Western 
Illinois, was published in 1992. Again the results showed that total retail sales grew considerably 
(in this case by 15 percent) and that stores competing with Wal-Mart suffered. This study also 
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demonstrated, however, that the inipacts in Western Xllinois were significantly less than those in 
Iowa. The reason, the researchers decided, was that the Illinois towns had more mature retail 
e n v i r o ~ e n t s  prior to Wal-Mart’s arrival. Because the market was already competitive, many of 
the relatively inefficient businesses had already been eliminated or forced to adjust, and this 
made Wal-Mart’s effects less dramatic. In Iowa, by contrast, where retail markets were 
immature, many of the small businesses had existed without any competition. This sort o f  local 
monopoly often breeds inefficiency (the “45 percent variety store markup” Walton referred to), 
and the inefficiency leaves the business vulnerable to underpricing when a company like Wal- 
Mart arrives (Gmidl and Kline 1992). 

In 1994, J.R Hombeck, an economist with the Congressional Research Service, wrote his own 
report on the impact of discount retailers on rural communities, part of which involved reviewing 
and comparing the earlier studies. He came to many of the same conclusions (Hornbeck 1994). 
Finally, in 1995, Stone published an update of his original work, which found that Wal-Mart 
stores in Iowa he had originally examined had attracted customers from a much larger radius 
than any stores before. But he also found that this “pull” factor reached a peak relatively soon: 
town-wide sales reached a zenith within 2-3 years, and then began to decline, sometimes to pre- 
Wal-Mart levels. The merchants who sold non-competing goods in these towns continued lo 
benefit fiom spillover business, while competing businesses continued to suffer (Stone 1995). 
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eonomie - dev~lopmen~ ._ .- 

The question of how to define local economic development has always been a vexing one for 
economists. First, it is no easy task to d e t e ~ i n e  wlicii new retail development actually creates 
wealth, aiid when it simply crowds out existing ecotiomic activity. Second, local economies 
rarely confine themselves to city limits. On the simplest level, income and jobs in any given 
locality will grow if one of four things happens: local businesses invest more; government 
agencies begin procuring more local goods; households begin spending more aiid saving less; or 
people outside the area begin to buy more goods and services that are produced locally. The first 
three all have obvious limits. As Pittman and Culp (1995) argue, employment would certainly 
rise if all households in a city chose to save nothing and spend everything they earned, but no 
responsible economic development official would advocate such an action. The real potential for 
growth in a local economy comes instead from the fourth circumstance-the outside demand for 
goods sold inside the city limits, 

In some instances, then, discount retail stores can qualify as economic development, and lead to 
a net gain for the communities that host them. If a big box brings people into a city or town 
because it is selling goods that previously were not available, and for which they would have 
otherwise had to go elsewhere, this would q u a l i ~  as economic de~elo~ment. Similarly, if the 
opening of a big box discount store induces local residents to buy locally goods that they would 
othenvise have left town to get, then this too qualifies as economic development (Pittman and 
Culp 1995). This latter pheiiomeiioii, called truvel substitution, is what seems to happen in the 
early stages of many Wal-Marts (Hicks and Wilburn 1999). 

Because they opened in rural areas that had relatively little retail activity, the Wal-Marts created 
growth for their towns by becoming magnets for consumers ten, twenty and sometimes fifty 
miles away, and also by preventing local residents from driving to other tawns for merchandise. 
The researchers who looked at these young Wal-Marts concluded that they were meeting umnet 
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demand, and that the gains in retail trade they brought in were real, even when the closure of 
other businesses was accounted for. (One could extrapolate from this and argue that a Wal-Mart 
placed in the impove~shed inner city might have similar economic development effects, since 
disinvested inner cities also suffer from isolation, high prices, and a lack of consumer choice.) 

The problem is that the conditions described above often do not last, and they are particularly 
unlikely to last in the non-urbanized areas where Wal-Mart likes to open stores. In regions where 
the population is slow-growing or static, retail markets can quickly become saturated, and at that 
point retail stops being a vehicle for economic development and instead becomes a zero-sum 
game: new entrants do not create new wealth, but profit only at the expense of others, by 
grabbing a larger slice of  a finite pie (Bluestone 1981; Hornbeck 1994). When every town has a 
mature retail market, the effects of travel substitution taper off, as does the incentive to drive to 
another c o ~ ~ i t y  for goods. And saturation has historically been an explicit component of 
Wal-Mart’s business strategy-Sam Walton himself said the conipany’s goal was to “saturate a 
market area by spreading out and then filling in” (Hornbeck 1994; Ortega 1998). Wal-Mar( 
eventually built, for example, 40 storcs within 100 miles of St. Louis, Missouri (Ortega 1998). 

The saturation strategy, like much of Wal-Mart’s business model, grew out of the emphasis it 
placed on efficient distribution syst.ems. But it makes excellent sense from a competitiveness 
standpoint as well, because in saturated markets the advantage goes overwhelmingly to larger 
firms (Hornbeck 1994). By putting new stores in relatively close proximity to old ones (or by 
converting existing stores into supercenters) Wal-Mart erects large barriers for any new 
competitor that wants to enter the market (Graff 1998). For the towns that host a Wal-Mart, 
however, saturation often means that a temporary burst of growth might quickly fade, and be 
replaced by a more ordinary zero-sum price war. 

art i m p a ~ t ~  in urbanized  market^ __ 

A slightly different scenario, which may be more relevant in some areas o f  Northern California, 
is what happens when Wal-Mart enters more urbanized markets, as it is now starting to do. The 
evidence here is more sparse, because it is only in recent years that the company has begun 
moving away from its rural strongholds, but the information assembled to date suggests that the 
impact of a conventional Wal-Mart in these areas tends to be diluted: fewer businesses close as a 
result ofits arrival, and communities tend to be less altered by its presence. 

The reasons for this are essentially the same as those identified by the researchers in Western 
Illinois, although a few additional factors are at work as well. Urbanized areas tend to have 
populations that aKe not only larger but also more dynamic than rural ones. The presence of more 
people, coupled with the regular influx o ~ n e w c o ~ ~ r s ,  makes it harder for a retail market to reach 
sa~ration, But more importantly, a dense population usually means that a retail market is already 
mature, and that competition has already purged it of inefficient businesses and business 
practices. In these circumstances, a Wal-Mart offers smaller savings to consumers on its aisival, 
and so it i s  unlikely to siphon away business on the scale that it could in an underdeveloped retail 
market. Certainly some businesses may still be forced to close or reposition themselves, but the 
impact will on the whole be considerably less. 
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~ ~ ~ e t i c s ,  tour is^ and Act iv is~  

Although the authors of the Northeast study attribute most of the diluted impact there to the 
region’s mature markets and increased popnlation density, they also point out that intense 
consumer oppo~ition to Wal-Mart likely played a large role as well, and that this opposition was 
rooted in part in concerns about tourism. By the time Wal-Mart expanded to the Northeast, its 
reputation as a “Main Street killer” had preceded it. The Northeast’s tourism industry i s  based 
largely on the area’s history, and small towns there are in many ways commodities unto 
themselves. Thus the notion of a quaint downtown being replaced by an unsiglitly box in this 
instance had larger implications that the simple arithmetic of taxes gained and lost. Concern 
arose over the problem of “aesthetic mismatch‘-the presence of big stores in small towns-and 
the harm it could cause (Hornbeck 1994). 

Although aesthetic mismatch may seem a superficial concern, it is not entirely without 
foundation. To the extent that to~st-dependent towns trade on their physical appearance and the 
various images associated with it (i.e. “small town cham”), the intemption of that appearance 
can have a detrimental economic impact (Bosselman, Peterson and McCarthy 1999). The impact 
is less tangible and longer-term than the immediate boom or bust of a big box discounter, but it is 
no less real. Ofcourse, here again iiicome plays a role. The urbanized Northeast tends to be more 
affluent than the rural South and Midwest, and residents there may be more willing, as a result, 
to sacrifice some lower prices for the sake of aesthetics. 

Areas in the Northeast have mounted considerable community and sometimes govenunental 
opposition to the arrival of discount retailers, and in particular to the arrival of Wal-Mart. 
Sprawlbusters, the grassroots group whose purpose i s  to defeat big box retail, i s  headquartered in 
Massachusett.s, and the state of Vermont used legislative, activist, and litigious methods to fight 
the entry of Wal-Mart for ten years, before finally losing a court case in 1995. It is not 
unreasonable to think that in areas where the discounter is fought this ferociously its market 
power may not be as great-at least not at the outset. 

A second potential factor in Wal-Mart’s impact on urban areas has to do with labor relalions. 
Urban areas, and particularly cities in coastal regions, tend to be much more sympathetic to 
unions than rural and heartland areas. Thus in the cities organized labor’s concerted campaigns 
against Wal-Mart may be more of a factor. It i s  not likely that tabor concerns would trump 
aesthetic and sprawl-related concerns, but they may supplement them. 

Greyfieids and gho~tboxes: The p ~ o b i e ~  of vacant. retail space 

Retail is an inherently turbulent industrial sector, and what rides in as a new format today may 

first generation of big boxes sapped vitality from some downtowns, so too i s  the new generation 
of big box constmetion rendering some malls and older discount retailers unnecessary. In some 
ways this is more problematic than the dilemma of declining downtowns. Downtowns, with their 
smaller and more varied building types, may have a better chance at being adapted and re-used 
(assuming that zoning bylaws permit such reuse) , simply because they can host a greater 
number of potential uses, A failed hardware store can become a specialty clothing shop, a 

well be an outdated relic tomorrow. The big box is no ~xception, Just as regional malls and the 

43 , 

‘’ Among other laws, parking ordinances often freeze othenvise useable buildings in their existing uses 
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restaurant, or a bicycle repair shop. There are, by contrast, relatively few re-uses for a failed big 
box-generally another big box merchant is required. 

Failed outlying retail space i s  generally divided into two categories: greyfields and ghostboxes. 
A greyfield is a declining regional mall, one whose sales are fading and whose anchor tenants 
may have left or gone out of business. (A mall is considered a greyfield when its sales fall below 
$150 per square foot; a Class A mall, by contrast, averages sales of $400 per square foot (Price 
Waterhouse Coopers 2001). It was estimated in 1998 that 7 percent of the country’s regional 
malls were greyfields, while another 12 percent were declining badly enough to become 
greyfields by 2005 (Price Waterhouse Coopers 2001; Kures 2003). A ghostbox is a freestanding 
big box retail building that has been abandoned. Both pose the same problem for communities: 
the potential for blight, and the impression--created by any sort of vacant structure-that 
something has gone wrong in the conimunity (Armstrong 2001). 

Retail structures can go dark for a number of reasons, although one of the most common is a 
shift in population. Retail follows its customers, and a cursory look at the past fifty years of 
industrial change in America shows clearly that retail outlets, like Americans overall, have 
spread out from the center cities. Inner ring malls, which once drew business away from 
downtown central business districts, are now themselves losing business to exurban discount 
centers. Retail’s evolution is also spurred by demographic changes: the enclosed mall, which was 
retail’s chosen format in the 1970s and 1980s, was designed aronnd families who had more time 
for leisure shopping. As parents now work more and juggle an increasing number of tasks, 
shopping formats have altered to meet their needs. Only a handful of enclosed malls are now 
under construction; and so-called “lifestyle” and “power” centers are the retail style du jour 
(Amstrong 2001; Kures 2003).@ In the 1980s, 55 percent of all retail stores were built in 
shopping centers: today that i~wnber is 20 percent, as freestanding retail has come more into 

Shopping centers, according to the Urban Land Institute, should reinvent themselves 
every 5 to 10 years in order to stay competitive (Beyard and O’Mara 1999). Many do not, and 
many decline as a result. 

Retail outlets also go dark as a result of the plain fact of competition. A given area can only 
support so many stores, and a saturated market will eventually correct itself, expelling the least 
competitive stores from the field. The US retail sector has been undergoing a corrective shakeup 
since the 1990s, leading a number of observers to assert that the country bas a whole was “over- 
retailed” (Jossi 1998; Beyard, Braun et. al. 2001). The oversupply of space is due in part to 
retail’s rapid evolution (Caltborpe and Fulton 2000) but the restructuring it has triggered has led 
to a number o f  mass store closures. Woolworth’s closed 400 stores in 1997 as it headed into 
bankruptcy, and h a r t ,  a troubled company in the past few years, filed for Chapter 11 protection 
in 2001, and has closed over 600 stores between 2002-2003 (Kures 2003). M o n t g o ~ e ~  Ward 
closed 90 stores in 1998 after aimouncing i t s  own insolvency, and has plans to c lose  another 250 
by 2004. JC Penny, Bradlees, Sears and Ames have also announced closures and cutbacks 
(Amstrong 2001). And Wal-Mart’s entry into the grocery sector has in some instances shown 
similar results. Albertsons, for instance, left the Dallas area entirely when Wal-Mart entered, and 
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44 Lifestyle centers are shopping areas organized around a particular demographic such as affluent baby boomer or 
young professionals. A typicd lifestyle center might feature a “category-killer” bookstore (such as Barnes & Noble), 
an upscale coffee house, and a large home furnishing store (such as Bed, Bath & Beyond). A power center is a 
collection of big box discount stores. A Target, a Lowe’s and a Staples would be a typical combination. 

45 Trends in Retail and Shopping Centers, 2002, 
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left behind a host of empty buildings when it departed. According to Retail Fonvard, Inc., thirty 
conventional supermarkets closed between 1997 and 2002 in Oklahoma City after Wal-Mart 
added seven supercenters to its existing three. The same study asserts that for every Wal-Mart 
supercenter that will open in the next five years, two supermarkets will close their doors (Retail 
Fonvard 2003). 

Wal-Mart’s phenomenal success has also resulted in the closure of its own stores. The opening of 
a supercenter usually means the closing of at least one discount store, and because supercenters 
can be almost twice the size of conventional Wal-Marts, the company is rarely able to re-use the 
existing building’s site. As of July 2003, there were 390 vacant or soon-to-be-vacated Wal-Marts 
in the United States, a m o ~ t i n g  to over 30.3 million square feet of unused retail space46, plus 
thousands of acres of unused parking. On a larger scale, there is an estimated 500 million square 
feet of vacant retail space nation~,ide, out of six billion square feet total.47 

Vacant retail stores are not a problem so long as they can he quickly re-leased, and many retail 
companies-Wal-M~ included-have in-house realty divisions whose job it is to sell off or re- 
lease unused buildings. But prompt re-leasing is rarely easy. Retail leases are complicated 
documents to draR and execute, and the municipal permitting process is also often time- 
consuming. Re-leasing can also be hampered by slow communications between a local real 
estate dispensation agent and the company’s corporate headquarters: sometimes corporate real 
estate comniittees meet oiily in~equen t~y  to approve sales and dispositions, other times they may 
disagree with plans to subdivide properties!* Even in the best of circumstances (if, for example, 
a new tenant is secured almost immediately after a building closes) a building may sit empty for 
between six months and a year. This in turn can generate additional costs in the form of police, 
fire, and other city services, particularly if a structure becomes blighted, with no compensating 
sales tax receipts. 

Under less than optimal circumstarrces, the delays can be even longer. One common difficulty is 
that companies are often particular about the shape and dimensions of their big boxes; although 
to the untrained eye most big box stores look the same, many have configurations specific to 
their owners, especially on the interior (Annstrong ZOOl).49 In outlying areas where land is 
plentiful, it may be less expensive to build an entirely new box, rather than refurbish or demolish 
a box on an already-existing site (Armstrong 2001), because the cost of the new box would be 
the price of the land plus the price of construction, while the old site would he the price of the 
land, the price of demolition, and then the price of construction. Even in places where infill 
development is the only option, an existing box is unlikely to be recycled. When Wal-Mart 
moved into a former Kmait in Napa, California, it demolished the Kniart building and built its 
own box in the exact same footprint.“ 

Page 69 of 104 

The count was obtained from the listings of Wal-Mart Realty, Wa!-Mart.’s in-house property disposition company. 46 

www. walmartrealty.com. 

47 These figures come from the National Trust for Historic Preservation 

48 Interview with Jim Fletcher, San Francisco commercial real estate broker, September 10,2003 

‘’ Also see “Empty Big Boxes Piling Up in County.”St. Pefecrburg Times. May 12,2003 

50 Inteiview with Donald Barella, planner, City of N a p ,  September 10, 2003. 
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Even when c o m p a ~ e s  are willing to move into old big boxes, their former owners are sometimes 
reluctant to hun leases over to their direct competitors?’ Although Wal-Mart Realty looks for 
tenants to fill its old stores, for example, it will not turn a lease over to Target or h a r t .  While 
this makes sense from the standpoint of profit-protection, it also eliminates the most likely 
candidates to fill what are, in the end, large and not-very-useful buildings. (A Waf-Mart is more 
likely, however, to lease to a Home Depot, Lowe’s, or other “category killer” that is not 
considered a direct competitor.) 

The consequences of big box a b a n d o ~ e u t  tend to be self-compo~ding. At the very least, a 
vacant big box or shopping center anchor can have a drag effect on the sales of businesses 
around it. For shopping centers, and particularly for older ones that have grocery anchors, the 
loss of an anchor store can be devastating, as the traffic to its satellites often rapidly evaporates 
(University of Wisconsin Center for C o ~ u ~ ~  Economic Development 2002). Moreover, if a 
landlord is collecting rent on a vacant property and does not believe it can be re-leased, he or she 
also loses the incentive to spend money on upkeep of the property. The decline of an area can in 
this way become a self-~lfilling prophecy: a landlord decides a retail area is no longer vital and 
so stops putting money into the major building in it. Absent investment, the area does in fact 
decline, which reinforces the idea that the area is unhealthy, and reinforces the disincentive to 
invest. Such benign neglect can easily lead to blight. 

This is not mere supposition. A considerable amount of research has tied abandoned and 
decaying buildings to the phenomena of blight and neighborhood decline (Greenberg and Popper 
1994; Armstrong 2001; Thabit 2003). The causality is not always clear-that is, in some 
instances it seems that abandoned buildings are a symptom of neighborhood disinvestment, 
while in others they seem to be the source-but there is little doubt about the association. Cities 
with declining populations and rising unemployment levels have consistently been found to have 
more vacant and abandoned buildings (Armstrong 2001). Vacant buildings, along with their 
large parking lots, can attract litter, graffiti, and vandalism, as well as loiterers and homeless 
populations. A decaying building both worseiis its own prospects for refurbishment and weakens 
the vitality of tbe buildings around it. And big box stores, which are built quickly and cheaply, 
often have lower-quality construction than other buildings, meaning they tend to deteriorate 
faster (Greenberg and Popper 1994). 

There is no reliable estimate for how long an abandoned big box or mall will sit. empty, but 
plentiful anecdotal evidence exists to suggest that once an area is seen as obsolete, it is hard for it 
to recover. In St. Petersburg, Florida, four dead big boxes stand within half a mile of each other 
on Highway 19, but the county is considering rezoning agricultural land, because developers are 
reluctant to build on the used sites.52 An empty Wal-Mart in Bardstown, Kentucky, was vacant 
for over ten years (Mitchell 2001). 

The pathology of abandoned buiid~ngs i s  a fairly-heavily studied subject, and a number of 
theories have grown up around the causes and consequences of blight. The best known of these 
is probably the “Broken Windows” theory, which was developed in the 1980s by the 
criminologists George Kelling and James Q. Wilson (Wilson and Kelling 1982; Kefling and 
Coles 1996). Broken Windows asserts that blight and dilapidation are precursors not just to 
disinvestment but also to social disorder and crime. “Untended property,” authors claim, 

’’ Interview with Donald Barella, planner, City of  Napa, September 10,2003. 

’* Empty big Box Scores Pile up in County. Sr. Petersburg Times. May 12,2003 
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“becomes fair game for people out for p l ~ d e r  and even for people who ordinarily would not 
dream of doing such things and who probably consider themselves law-abiding’’ (Wilson and 
Kelling 1982: 31). The process by which decay can lead to crime is described 

A stable neighborhood can change.. .in a few years or even a few months, to an 
inhospitable and f~ghtening jungle. A piece of property is abandoned, weeds grow up, a 
window i s  smashed. Adults stop scolding rowdy children; the children, emboldened, 
become more rowdy. Families move out, unattached adults move in.. .Fight.s occw. Litter 
accumulates. People start drinking in front of the grocers; in time, an inebriate slumps to 
the pavement and is allowed to sleep it off. Pedestrians are approached by  panhandler^.'^ 

The Broken Windows idea, though dramatic, is highly theoretical, and has never lacked for 
detractors. But even many of its critics do not dispute the broader literature it springs from, about 
the effect of physical deterioration on neighborhood and community health. A more accepted and 
arguably more sophisticated approach to blight is the neighborhood life cycle theory, which 
contends that without proper upkeep, almost any area can fall into a spiral of disinvestments, as 
more affluent people move away and poorer in-migrants arrive (Jacobs 1961; Downs 1981; 
Goldsmith 1995; Metzger 2000). In life-cycle theory as in Broken Windows, the abandonment of 
buildiiigs i s  a crucial contributing factor to the downturn of a neighborhood. Abandonment is 
considered a “signal” of decline, and triggers behavioral changes in neighborhood players-by 
telling f a ~ i l i e s  to leave; telling businessmen not to invest; and telling poorer people to move 
in-that can start a downward spiral. 

Theoretically, the problem of a retail company sitting on its lease should be a solvable one. 
Almost all lease agreements have what are known as “recapture ciauses” built into them. 
Recapture clauses allow a property owner to take back the lease of any tenant that is 
u n d e ~ e r f o ~ i n g ,  and re-lease it to a new tenant. In reality, however, these clauses are rarely 
invoked. In the case of Wal-Mart, this i s  because the company is often able to negotiate terms 
that are extremely favorable to it, and which make recapturing very difficult. The case ofa  
discount store in El Paso illustrates this point: Wal-Mart signed a lease agreement for the store 
that required it to pay a very low base rent, and 011 then to pay on top of that base rent a 
proportion of its gross sales. This made the rents quite high, until the company closed the store to 
open a supercenter two miles away, At that point gross sales, obviously, felI to zero, and Wal- 
Mart was able to hold onto its lease for a negligible sub-market rate. The property owner took 
Wal-Mart to court in an effort to get the propeity back, but lost.54 

A broader problem with recapture clauses, which applies to almost all large retail properties, i s  
that there i s  rarely a strong incentive to use them. The loss ofa  big box or anchor tenant usually 
means (or at least is interpreted to mean) that the site on which it is located is no longer a viable 
place for retail business. New big box construction, after all, does not usually h a m  large, healthy 
shopping areas, although it can. Generally it accelerates the demise of areas that were already 

53 Empty big Box Stores Pile up in County, St. Petersburg 7‘imes. May 12,2003.. See also Kelling, George and 
Catherine Cotes. 1996. Fixing Broken Windows. New York Touchstone. 

Scof Properties vs. Wul-Marf Slores. IJS Coutt of Appeals for the Fifth Circuit. 138 f 3D 571 1998 Lexis 6631 
April 3,  1992, Decided. 
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failing. In these situations, the owner is better of f  collecting rent on the empty building, rather 
than taking the building back and risking the prospect of having no tenant-and no income-at 

cal ~ircumstances 

The extent to which such spirals can be avoided or reversed depends to a certain extent on the 
availability of open land, and on the st~ngency of local land use regulations. Abandoned 
buildings are most common in areas where land is plentiful and cheap; in urban areas retailers 
who want to locate in the market may be more willing to recycle an existing site, particularly if 
no open space is left. The San Francisco Bay Area, in other words, which is already heavily built 
and which has a perennially tight real estate market, is far less likely to suffer from large-scale 
retail vacancy than is Texas. In Minneapolis, which has a thriving retail market and an average 
retail vacancy rate of only three percent, giant retailers have demonstrated a willingness to locate 
in old stores, rather than be deprived access to a vibrant and high-spending clientele (Frank 
1998). 

Even in areas with no shortage of open space, zoning and other ordinances can create incentives 
to recycle old boxes. In Vermont, which battled Wal-Mait’s entry for years in court, the retail 
company was finally allowed into the state when it agreed to build in the site of an old Kmart- 
the result of a state law forcing new big box retailers to convincingly rule out existing store 
shells before they are allowed to build new ones. The second Wal-Mart in Vermont also went up 
in a recycled site (Frank 1998). Cobb County, Georgia, has introduced tax incentives to try and 
fill its empty retail centers, coupling them with impact fees on undeveloped land to make the 
existing buildings more attractive ~~~cNaug l i ton  2003). 

In some places, of course, incentives simply won’t work. If an area is recovering from a retail 
glut, then there will iogically be more buildings than there are retail clients to fill them. In these 
instances alternative uses must be found. Old grocery and retail stores have been converted into 
churches, hospitals, and office buildings. New Urbanist planners have seized on old big boxes 
and malls as potential sites for transit-oriented mixed-use development, the logic here being that 
dead malls-which on average occupy 45 acres of land-are soiiie of the few single-owned plots 
of land large enough to accommodate smart growth initiatives. The Ciuderella MalI, in 
Englewood, Colorado, went dark in 1997. The city took it over and turned it into a mixed-use 
residential, retail and office development, all on a light-rail line (Bucher 2002). 

Other New Urbanist designers have taken old boxes and split them up, partitioning the inside and 
i n t e ~ p t i n g  the faqade, in the hopes of making it look like a series of smaller stores. But as 
i n ~ i g u i n ~  as the New Urbanist and “’smart growth” redesigns of big boxes are, they are also quite 
rare. Research and discussions with a prominent broker o f  retail and grocery properties in the 
Bay Area suggest that dark boxes and grocery stores in the Bay Area can usually be filled 
relatively soon, but that the replacement use will often alter the economic character of the 
property.56 It is unrealistic to have a chain grocery store like an Albertson’s go dark and expect a 

55 For this reason recaphm clauses are inore often invoked on underperfoiming smaller stores--a video store, for 
instance-lhat are the satellites of healthy anchors or boxes. 

”Fletcher interview, September 10, 2003 
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Safeway to replace it. It is more likely &at such stores might become ethnic markets or malls, or 
might be subdi~ided, with half the space becoming a ’24-Hour Fitness or similar gym, and the 
other half perhaps becoming a discount grocer like Grocery Outlet.57 
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u m m a ~  - 

From one perspective, Wal-Mart’s ability to increase retail tax revenues (and often employment) 
suggests it is a net benefit for the communities in which it chooses to open stores. The loss of 
small businesses, while perhaps u n f o ~ n a t e ,  is neither new nor entirely without its advantages. 
But the reality i s  more complex. 

A supercenter replacing a conventional discount store is likely to have fewer impacts on small 
stores and d o ~ t o ~ n s ,  because one would suspect that discount store has already purged much 
of the surrounding retail market o f  its iiiefficiencies. Where the supercenters are more likely to 
have an effect is on the grocery stores, which thus far have been relatively shielded from 
discount competition. 

In that respect, it seems that the contiiiued growth of supercenters may hasten the closure of 
underperforming supermarkets, which could present cities and towns with a problem of retail 
vacancy. Many of these supermarkets are likely to be older and smaller, which makes them more 
difficult to re-lease. 

The next chapter calculates supercenter benefits and costs to local governments public finances, 
on both the revenue and service sides of local budgets. While often considered “cash cows” in 
this sense, the details reveal many nuances and caveats. 

17 Grocery Outlets stock ovemiis and discontinued products, i.e., Coca-Cola in cans that still bear a Santa Claw or 
the Olympic logo, or liquid soap in the prlor year’s color. Such a strategy allows inventory to be produced at cost or 
below, but also makes its vertical and horizontal depth wildly unpredictable. 
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Local governments in California have little direct control over their revenues, and even less 
control over how they can spend what they receive. Municipalities rely heavily on the property 
tax and sales tax for discretionary funding, but the rates for these taxes have been taken largely 
out of their hands-a result of the stringent voter approval required for raising such taxes. This 
has given rise to attempts by growing jurisdictions to regulate their development with an eye 
primarily to generating tax revenue. This prioritization of tax-generating development projects 
has been referred to as the “fiscalization of land use policy” (Altshuler and Gomez-Ibanez, 
1993). 

One result of this fiscalization is a particular emphasis on sales-&-generating land uses 
(sometimes known as the “retail bias”), and a disinclination to accommodate new residential 
development. Residential development is often viewed as a net fiscal loss for municipalities. 
When projecting the costs of growth, cities and counties-and their consultants-typically use 
fiscal impact models that attribute the costs of most services to households, rather than to firms. 
Residents, unless they are childless or affluent, are commonly estimated to require more in city 
services than they pay for with their taxes and user fees. The consequence is a fiscal policy bias 
toward sales-tax generating activities. Cities overwhelmingly focus on retail development, 
where feasible, as a strategy for fiscal balance. 

There are two kinds ofprobtems with this approach. First, whether such models are correct is 
debatable. Some cities, such as Phoenix, Arizona, have surveyed tlieir service departments, and 
found that nonresidential uses are significant consumers of police, fire, parks, and the like. This 
is not coimnonly done. in California. 

Second, the benefits of attracting and retaining retail development are often not only lower than 
expected, but also more short-lived. The average supercenter is expected to generate about $140 
million in gross sales per year, about 75 percent of which may be taxable. But the net fiscal 
benefit will be less, and in some cases substantially less, due to several factors, including the 
effects on other retailers. An analysis of the most recent data available finds weak correlatious 
between the presence of large retail general merchandise stores and taxable sales hi the Bay 
Area. 

Thanks to their size and to retail shopping by grocery patrons, supercenters will exceed 
conventional discount stores in taxable sales. But supercenters may be even more prone to 
capturing existing municipal taxable sales, since supermarkets are ubiquitous in cities in the Bay 
Area. The net effect on the mu~icipal fiscal situation is unclear; much depends on local market 
conditions. 

verview 

The basic math is easy: Supercenters are expected to generate on the order of $140 million per 
year in store revenue (Saporito, 2003 #4), about 75 percent of which can be expected to be 
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taxable.58 If one percent were returned by the state (0 its or iginat~g local government, as 
provided for by California law, this would yield revenue of about $1 million per year to local 
coffers. 

However, the net impact is less clearly positive than might appear on first blush: 
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In most instances new retail outlets take some share of business away from existing retailers 
in the same city. This is even more likely to occw with supercenters, for reasons 
explained below. Large general merchandise stores such as Target, Kmart, and Was-Mart 
are not strongly associated with higher tax revenue in the Bay Area, with few exceptions. 

Because most grocery items are nontaxable, the expansion of a retail store into a supercenter 
is unlikely to be followed by a proportionally equal expansion in sales tax revenue. There 
may be a relatively small increase in retail revenue, as a result o f  cross-shopping that 
generates higher retail sales, but this will be a small jump in taxes in exchange for a 
considerable increase in the size of the retail store. 

At the regional level, retail sales is for the most part a zero-sun game. A big box located on 
the border of one city may simply drain tax revenue from an adjoining town. Such 
competition is locally rational but can have negative economic impacts for the region. 

Large retail stores draw customers from a geographically extensive area and have many 
employees. Cities rarely account for the resultant budgetary costs due to increased traffic, 
use of police and fire services, and employee and patron use of local amenities such as 
libraries and parks. The IikeIy magnitude of such impacts will vary depending on the 
particutar conditions. 

The fiscal iandscap~ in California _ _ _ _ - ~ ~ ~ -  

The passage of Proposition 13 in 1978 capped the maximum rate of appreciation of a property at 
two percent per year. New assessments are only made when property is sold, meaning that a 
business or household that stays in one place for a long time makes smaller contributions over 
time as a percent of the market value of the property. Over any given period of time, this 
con~ribution may not keep pace with the rising costs of  city services. 

Residential property changes hands far more often than commercial property does, so it i s  
reassessed more often, and the amount of tax revenue derived from residential property has risen 
somewhat faster than the amount derived from commercial property. A decade ago residential 
taxes accounted for 32 percent of the total property taxes collected in California; today they 
account for 38 percent ( ~ o r a i n  2003). 
The local sales tax rate generally cannot be changed, outside o f  a referendum requiring two- 
thirds of the popular vote. Local sales tax in the study area ranges between 7.25 and 8.5 percent 
(Board of Equalization 2003), one percent of which is returned for discretionary use to the 
municipality where the transaction took place. For study area counties where the sales tax 

Need sources for the following. $100 million in revenue; 40 percent grocery sales; 35% of  grocery sales taxable; 5 8  

$60 t $15 = $75 million. 



Bay Area Grocery Industry Report 

exceeds the 7.25 percent statewide floor, the additional tax is levied to fund county transportation 
agencies and/or the Bay Area Rapid Transit system, with few exceptions. 

Because municipalities cannot control tax rates, they attempt instead to control the developineiit 
within their boundaries, seeking development that will bring high property value or taxable sales. 
Large retail e ~ t a b l i s ~ e n t s  have the potential to bring large amounts of revenue, at least in the 
short term, even to cities that cannot hope to attract high property value land uses. Car 
dealerships, which move high-priced merchandise at a relatively high volume, are considered an 
ideal land use, and are frequently subsidized by local governments. Big-box retail stores, which 
sell less expensive items but do so in massive quantities, are also considered fiscal winners. 

A final incentive for cities’ pursuit of retail lies in the perception that it is relatively immobile. 
There was a time when economic revitalization consisted of pursuing manufacturing firms. But 
m a n u f a c ~ ~ n g  plants, as states and cities learned to their chagrin, can be built almost anywhere. 
As sooii as it was less expensive for them to be located in other states or other countries, they left 
(Norton and Rees 1979; Bluestone and Hamson 1982). In contrast, the conventional wisdom 
goes, retail needs to be near its customers, and i s  thus less prone to flight. A Wal-Mart store in 
Salinas cannot leave for Mexico or Malaysia, regardless of how much less expensive land or 
labor there might be. 
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lm~acts on ~ u n i c i ~ a i  tax revenue 

Mun~cipalities and their consultants commonly believe that big box discount general retail stores 
have a positive influence on net sales tax receipts. This has been disputed by some researchers, 
who point out that large retail stores, and general merchandise discounters in particular, might 
cannibalize sales of existing retail stores within the city limits, depending on the particular size 
and geography of the municipality. 

If big box retail stores increase sales tax receipts, one might expect a correlation between the 
presence of such stores and ret.ail taxable sales for municipalities. This question was analyzed 
using taxable retail sales data froin the Califoniia Board of Equalization and population data 
from the state Department of Finance for 116 cities in the 12-county study area. Taxable retail 
sales among study area cities in 2001 ranged between $667,000 (Iiillsborough) up to $8 billion 
(both San Jose and San Francisco). Per capita sales ranged all the way from a low of 6 cents up 
to a remarkable $746 per resident, although 80 percent of cities fell in the range between $2.50 
and $1 8.71 per resident. The high outliers lead to a very skewed distribution, with a mean of 
$22.50 and a standard deviation of $90. 

These data were merged with data about the location o f  discount retail and wholesale club stores 
from five chains: Costco, h a r t ,  Sam’s Club, Target, and Wal-MartS9 Of the 116 cities in the 
dataset, 5 1 (or 44 percent of the total) had one or more of these stores in 2003. There were 26 
cities with two or more (23 percent of the total). 

At first glance, total taxable retail sales were not highly correlated with either the prcsence of 
any discount retailers or the number of such retailers. In the regression results, neither the 

- 

Data on locations of the big box retailers was collected in 2003 59 
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presence of one or more big boxes  represented with a dummy variable) nor the number of big 
box stores had any s i ~ i ~ c a n ~  relationship with taxable sales with the city as the unit of analysis. 

On the other hand, per capita sales told a different story. In a regression using per capita retail 
sales, big box stores per capita was highly statistically significant. The regression indicated that 
for each additional general discount store per 10,000 population, a city would be expected to 
have an additional $22 per capita in retail sales. 

Since more than 90 percent of cities in the Bay Area have less than $22 per capita in retail sales, 
but many have one or more of the general discount retail stores in the dataset, the highly skewed 
dishibution of stores seemed to be influenc~g the analysis.6' Furlher inspection of the data 
revealed that two small cities with very high per capita retail sales-Sand City in Monterey 
County, and Colma in San Mateo County-were driving this result. These cities have very small 
populations (less than 300 residents in Sand City, less than 1,200 in Colma) along with taxable 
sales in the moderate range ($200 million per year in Sand City and $765 million in Colma). 
Colma has a h a r t  and a Target, while Sand City has a Gostco. 

Conventional regression analysis assumes a normal distribution o f  the independent variable, 
which is not true of our data. One method to restore normality is to remove outliers from the 
analysis. Sand City and Colma were removed from the dataset and the regression was 
recalculated. The number of big box retailers per 10,000 capita was no longer strongly correlated 
with taxable sales per capita. This result was robust to city size. The same was true when the 
analysis was restricted to cities of less than 100,000 (100 cities), cities of less than 50,000 
population (79 cities), and cities of less than 25,000 population (49 cities). 

What conclusions can be drawn? The analysis tends to confirm, two rather unexceptionable 
premises. First, very small cities can get a big payoff from a big box. Second, for cities of 
moderate size and/or geographic extent, general merchandisers do not by themselves ensure high 
tax receipts. 

The fact that that a correlation was not found between per capita retail sales and the presence of 
one of the five kinds of big box store in the data set, except for two extreme cases, does not by 
itself mean that big box retail stores have no effect on retail sales. There are other more likely 
hypotheses to explain this result. One is that the taxable retail sales revenues of cities are largely 
a function of market factors, which cities can do little to significantly change. 

A second, potentially contradictory, hypothesis is that many retail uses (including other big box 
specialty formats such as Home Depot, Toys-R-Us, and Staples) contribute to the overall taxable 
sales profile of a city, and general merchandisers are just one part o f  that profile. This may 
contradict the first hypothesis insofar as innnicipaiities attempt to attract myriad sales tax 
generating uses. 

These alternative explanations cannot be addressed in detail here. However, i t  is clear that in the 
Bay Area the location of general merchandise big box stores does not by itself lead to a taxable 
sales payoff for mnunicipalities. 

Coiiventional regression analysis (that is, ordinary Least squares) assumes that the underlying distribution of the 
independent variable is nonnal. This is clearly not the case with taxable sales per resident. 
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w mMch taxabl~  ~evenue will a ~Mperc 

As noted above, it is questionable whether permitting a conventional general merchandise 
discount store will lead to a net increase in sales tax receipts. This effect may he exacerbated for 
a supercenter. This is because supercenters compete with supennarkets and grocery stores, a 
store format that is more evenly spread across the landscape than existing retail stores and 
shopping centers. As a result, the potential payoff for most municipalities is reduced. Even if the 
average city doesn’t have a regional shopping center or downtown retail concentration to worry 
about, it has plenty of its own supe~arke t s  and grocery stores that the supercenter may draw 
patronage from. 

This issue can he set aside for the moment to address one of the main questions confronting 
cities. What voluine of taxable sales can be expected to occur at a supercenter? Supercenters are 
different from conventional discount stores in several ways. 

First, they sell groceries and drugstore items, many of which are not subject to sales tax. Cold 
food and prescriptions are not taxed, while prepared food and most other drugstore iteins are 
taxed. In California, the Board of Equalization allows grocers to estimate a percentage of grocery 
sales that is not taxable and reduces their payments to the state by this amount (BOE Reg. 
1602.5).6’ The percentage of taxable sales tends to be in the range of 25 to 35 percent.62 The 
format for the grocery coniponent of a supercenter is actually a combination store-that is, a 
supermarket and drugstore combination, Therefore the percentage of sales which are taxable in 
the “grocery” component of a supercenter is likely higher than the average supermarket in 
California, which does not carry as many taxable items as does a combination store. 

Second, supercenters are bigger than discount stores, primarily so they can accommodate the 
increased selling space needed for the grocery items. Various newspaper and magazine reports 
put the size of an average Wal-Mart supercenter at between 180,000 and 190,000 square feet, 
while the size of a conventional discount store is somewhat smaller, perhaps up to 120,000 
square feet. Since the estimate o f  the average selling space for the groceryidrugstore component 
of a supercenter is 60,000 square feet, most conventionally sized supercenters are equivalent in 
size to a conventional Wal-Mart plus a large combination store (supermarket and drug). 

Third, supercenters will have more customers per day than a conventional store due to the 
grocery component. Supercenters are widely reported to have substantially more retail sales than 
a conventional discount store due to cross-shopping from those who came primarily to buy 
groceries, or who came specifically to take advantage of the one-stop shopping for grocery and 
retail items available at the supercenter. 

These countervailing effects complicate taxable sales predictions. On a square foot basis, retail 
sales may be less. Because the retail sales component i s  increased by the presence of a grocery 
store,  and the store as a whole is much larger, gross taxable sales will almost certainly be greater. 
Gross non-taxable sales may fall, however? as discussed earlier. 

The percentage is not applied to “nongrocery taxable items” such as gardening supplies, sunglasses, stationery 
supplies, hardware, distilled spirits (i.e., alcohol), and so on. 

Interview with Dick Ilagaman, staff at the Analysis & Statistics Department at the Califoniia Board of 62 

Equalization department, 9/18/03, Hagaman said that there are no official statistics available on this question, but 35 
percenf has been used as a “rule of thumb” there for a long time. 
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f ~ r M a t  

In addition to the predicted average revenues from a land use, local mnnicipalities are concerned 
about the stability of those revenues. Food sales tend to be less volatile than general merchandise 
sales. People always need to eat, while during economic downturns they are likely to forgo some 
leisure consumption. While food sales accounted for between six and ten percent of total sales 
tax revenue throughout the 1990s in Northern California, general merchandise stores ranged 
between 15 and 23 percent of total revenue (see Figure 5) .  

L . L  0.0% L 
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~ .... ~ ~ ~ ~ ~ ~~ ~ .. 

Source: California State Board of Equalization, “Taxable Sales In California (Sales & Use Tax)” [199fl-2001, except 
1992 and 19961. The values for 1992 and 1996 use the average between before-year and afler-year values of sales 

Similarly, Figure 6 shows that taxable sales per permit also vary considerably more for general 
merchandise stores than they do for food stores. The considerable spikes in taxable sales per 
permit that are evident at the end ofthe decade may reflect the results of retail consolidation- 
the closure of some stores as others (most likely discounters) enter the market and begin 
commandi~ig a larger share. 

The s u b ~ i d ~  process 

It is not uncommon for municipal govemnents to offer substantial subsidies to retail 
establishments that they expect to generate high levels of sales tax revenue. In 1998, the clty of 
Long Beach rebated half the projected sales tax revenues from a car dealership in order to lure 
that car dealership away from the city of Signal Hill (Shuit 1998). In 1993 the clty of Lake 
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Elsinore apeed to reimburse Wal-Mart $2.2 million in sales and property tax revenues in 
exchange for the compaiiy building a discount store there (Perkes 1999). 
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Source: California State Board of Equalization, "Taxable Sales In California (Sales &. Use Tax)" [1990-2001. except 
1992 and 19961. Values for 1992 and 1995 use the average between before-year and after-year values of sales. 
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To procure tax revenue, ~i iost  city governments see their only rational course of action as 
competing for businesses that would have located among thein even without subsidies or 
inducements. The results can often be counterintuitive. If every city focuses on building retail, a 
region can quickly become saturated, which raises thc risk of closures, vacancy and blight. From 
1990 to 1998, the Los Angeles Community Redevelopment Agency focused heavily on luring 
retail development to that city; in the same amount of time, the amount of retail space in Los 
Angeles County increased over 24 percent, while the population increased only 8 percent (Los 
Angeles Alliance for a New Economy 1999). Retail development also has a relatively low 
iniiltiplier effect, so city governments who pursue i t  should be aware that they are chasing tax 
revenue at the expense o f  larger ec.onomic health. 

 summa^ 

Planning in pursuit of tax revenues generally contradlcts other planning goals, such as the 
creation of quality jobs or the provision of affordable housing. Regardless o f  whether a 
m ~ i c i p a l i ~  decides it is in its interest to pursue or even subsidize the location o f  a supercenter, 
the net fiscal impact on the region is probably negligible. 
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The effect on the region of ignoring other p l ~ n ~ n g  goals is potentially more serious. As shown 
above, however, even when it comes to m~icipalities acting entirely in their short-term self- 
interest, a supercenter may or may not create a net fiscal benefit. It depends 
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Issues 

The Bay Area faces a substantial t.ra~formation of its grocery industry over the next few years. 
These changes reflect the national r e s t i ~ e t ~ n g  underway in the grocery sector as well as 
consumer preferences. 1.n general many consumers will see price savings, grocery workers will 
experience significant wage reductions, and several local governments will encounter a mix of 
economic development and fiscal impacts, none all good or bad. It is a mixed picture that looks 
better or worse depending on where one sits. 

In particular, while benefits are d f i s e ,  the wage and other impacts will tend to be highly 
concentrated in certain places and for certain people. The winners and losers are not only 
different groups; in this instance, they win and lose to very different degrees. 

Some o f  these changes are best left to the private sector to sort out, while others are matters of 
public concern. Where does this leave a local city council considering a proposed supercenter? 
The choices, and the implications of those choices, are complex and less than transparent. 
Offered in part as a tool for local decision makers, this report concludes that the following issues 
are importarit: 

t The entry of supercenters into the Bay Area market will exert substant.ia1 downward wage 
and benefit pre.ssurc in a sector that currently is a source ofliigh-wage entry-level jobs. 

Supercenters will affect land use and traffic, Consumers will likely drive longer distances 
to shop at supercenters as coinpared to neighborhood supermarkets. Local govemnents 
and regional agencies will have to weigh the impact of that extra driving. 

Supercenters might also impact land use plans by competing with smaller shops located 
in more dense downtown arcas. To the extent that market transition leaves older, 
abandoned retail or groceiy sites in its wake, issues of local blight and community health 
might. become a concern, particularly where conventional grocery stores serve as anchors 
for coinmuiii~y shopping centers. 

4 The fiscal impacts of supercenters are likely less beneficial to local governments than is 
coinmonly assumed. Municipal governments should assess whether supercenter revenues 
represent increased taxable sales, or a shift of sales within the municipality. 

+ Supercenters will result in reduced prices for grocery items, with sigtiificaiit benefits to 
consumers. Lower grocery prices are a considerable benefit in high cost-of-living 
regions, such as the Bay Area. 

t The costs of supercenters are likely to be concentrated on supernlarket workers (in terms 

t 

t 
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of wage and benefit impacts) and at particular locations (in terms of traffic impacts), 
while the benefits are more widely distributed and difhse. Mediating this distribution of 
costs and benefits is an appropriate issue for public concern. 

Supercenters present challenges that will require such public sector attention. The apparent 
familiarity of  big-box retail and grocery shopping belies the complex issues municipalities will 
soon face if, as expected, supercenters enter the Bay Area market. 

checklist for local o ~ ~ c i a l s  

The main purpose of this report is to identify the range of impacts likely associated with these 
trends. Given these, what should local officials do? In practice, each project is best addressed by a 
case-by-case systematic review of each category of impact and the tradeoffs those inipacts oRcn 
imply. To facilitate that approach, the report provides the followlng check list of impacts and the 
primary specific tasks required. This list of  key considerations is neither complete nor fully 
detailed. Neither are all list items equally important. It does, however, indicate the scope and scale 
o f  the challenge faced by local decision makers. 

A. Econom~c and E ~ p l o y m ~ n t  l ~ p a c t s  

How much will the supercenter change grocery prices and selection locally? 

Need an estimate of the average grocery purchase mix o f  items 
Need an estimate of the price changes for those items 

Calculate ripple (ix., multiplier) effects of consumer prices on local economy 

Now much will the new supercenter displace existing local retail market share? 

Need to inventory the local retail base 

Assess market areas and market impacts 

\%%at will be the impacts on the local work force? 

Assess impact on existing retail 
Calculate direct impact ofjob changes, lower wages and benefits 

Calculate impact on net employment 
Calculate ripple (is . ,  multiplier) impacts of wages, benefits and employineiit 
changes on local economy 

Will thc new supercenter lead to vacancies or changes in local land use? 

Inventory vacant land and cominercial properties. 

Assess re-use or redevelopment possibilities for competing sites. 
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How much will the new developinent require in public services? 

Services and capital expenditures: Calculate cost of infrastructure & utilities 

Traffic and other service impacts? 

Calculate the cost of associated economic development incentives, such as tax 
credits 

Assess the impact of redevelopment zone tax-increment financing. 

How much will the new development change local tax revenues? 

Assess net changes in local retail sales 

Calculate net changes in sales and property tax revenue. 

Examiue the stability of the retail sales tax reveiiue over time. 

6. C o ~ m u ~ ~ i ~  Im~acts 

Will a given big-box footprint possibly expand in the future? In the same line of business? 

Ask about future plans up front 

Examine industry trends 

Plan for expansion coutmgencies 

What localities will benefit from andor be disadvantaged by supercenter development. 

Assess the differences between local and regional impacts 
Are local gains at the expeuse of losses in other cities? 

Must these be mitigated? 

How will the new retail outlet affect your community’s quality of life? For example, will it 
reduce the appeal of a downtown core that you are trying to preserve or revitalize? 

Inventory locations of competing retailers 

Assess impact on existing local retailers. 
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in: 

~urrent  rnark~~  share 

Market share data are provided on the basis of pre-defined market areas that are smaller than the 12- 
county study area. Market shares for the aggregated area, with the exception of Sonoma County, are 
estimated by weighting shares for the supermarket chains by the percentage of total household 
effective buying incoiiie accounted for by each submarket. (Sonoma County market share data are 
not available.) 

The Oakland metropolitan statistical area (MSA), consisting of Alameda and Contra Costa 
counties, is tlie largest submarket within the study area, with 34 percent of the population and 32 
percent of the gxoss effective buying income (EBI). The San Francisco MSA, consisting of Marin, 
San Mateo, and San Francisco counties, and the Sail Jose MSA, consisting of Santa Clara County, 
both account for a share of EBI higher than their population, as these areas have higher average 
income than tlie rest of the study area. Finally, because of their relatively low household income, 
the Vallejo- airfield-Napa MSA (consisting of Napa and Solano counties) and the Monterey- 
Salinas “designated market area” (consisting of Monterrey, Santa Cruz and San Benito counties) 
account for 17 percent of the population of the area but only 13 percent of purchasing power. This 
information is shown in Table Al ,  below. 
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Area Abbreviation SJ SF Oak .. VF MS 
San Vailejo- Monterey- 

San Jose Francisco Oakland Fairfield Salinas 
Full Name of Area MSA MSA MSA MSA DMA 

San 

Counties 

Population 
As percent of tofa/ 
Households 
As percent of fotal 
EBI 
HH x EBi ($ bil) 
As percent of fofal 
% Chains 
Sup % Sales 

Francisco, 

Santa Mateo, Contra 
Clara Marin Costa 

San Alameda, 

1,740,132 
24% 

582,317 
23% 

80,910 
$47.12 
26% 
79.0 
89.0 

1,779,917 2,453,587 
25% 34% 

702,635 884,984 
27% 34% 

71,426 64,056 
$50.19 $56.69 
28% 32% 
78.9 67.4 
80.7 87.1 

Sources: Trade Dimensions (2003) and authors' calculations 

Nap% 
Solano 

536,968 
7% 

181,829 
7% 

53,986 
$9.82 
5% 
81.4 
89.2 

Santa 
Cruz, San Total, 11- 

Banito, County 
Monterey Area 

738,686 7,249,290 
10% 

236,119 2,587,884 
9% 

62,448 
$14.75 $178.55 

8% 
82.5 85.4 
80.6 70.1 

The purchas~ng-power shares by submarket from Table A1 are used to estimate distributor and 
company shares of the market in the 1 1-county area, as shown in Tables A2 and A3, below. 
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Distributor MS Oak SF SJ VF Total 

Safeway 2.73 12.97 12.98 9.27 1.61 39.57 
Albertsons 1.47 7.53 3.72 5.74 0.76 19.22 
Unified Western 0.43 2.29 4.56 3.72 0.47 11.47 
Super Store 1.45 3.62 0.22 2.72 1.16 9.17 

Ralphs 0.45 0.47 2.89 0.18 4.00 
Whole Foods 0.12 0.70 1.10 0.82 2.74 

Small Suppliers 0.05 0.51 0.28 0.66 0.08 1.58 
Grocery Outlet 0.12 0.44 0.11 0.21 0.07 0.95 
Smart & Final 0.08 0.25 0.37 0.21 0.04 0.95 
Military 0.24 0.21 0.41 0.86 
Mountain Peoples 0.27 0.06 0.20 0.26 0.79 

Tree of Life 0.03 0.03 

Total 8.29 31.74 28.05 28.41 5.50 100.00 

Source: Original data from Trade Dimensions (2003); estimated market 
shares for 11 county area calculated by authors based on submarket 
area share of effective buying income (EBI) for households contained 
within submarket areas. 

Fleming 0.80 2.07 0.81 2.21 0.69 6.59 

Trader Joes 0.07 0.76 0.56 0.37 0.02 1.78 

Natures Best 0.06 0.22 0.28 

Table A3 estimates the percentage of each submarket within the study area, with the exception of 
Sonoma County. (Data are not readily available for Sonoma County because it i s  a small MSA.) It 
i s  notable that in every submarket, including the less densely settled areas of Monterey-Salinas 
(MS) and Vallejo~Fair~eld (VF), the market share of unionized chains is quite high. It is highest in 
Oakland and Contra Costa Counties (Oak), a t  70 percent, and lowest in Napa and Solano Counties 
(VF), at 57 percent. Union supermarkets account for about two-thirds of revenue in the study area 
as a whole, excluding Sonoma County. 

Safeway is the dominant store label in all markets, with a total share of about 38 percent area wide. 
Alhertsons i s  second, with 20 percent; miscellaneous independent supermarkets not affiliated with 
chains take the third spot, with 9 percent; and the next biggest players at 3.7 percent and droppiiig 
are Noh Hill, Food 4 Less, Whole Foods, and Raley’s. The rest of the chains, of which there are a 
total of 39 (not shown in complete detail above) each have less than two percent of the total market 
in the study area, hut do make up 22 percent of the total. 
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Company/~roup MS Oak SF SJ VF Total Un? 

Safesway 
Albertsons 
Independent 
Nob Hill 
Food 4 Less 
Whole Foods 
Raleys 
Pak N Save 
Save Mart 
Trader Joes 
Bell 
Andronicos 
PW 
Cala Foods 
Military 
Lunardis 
Smari & Final 
Mollie Stones 
Food Maxx 
Ralphs 
Draegers 
All Others 

2.73 12.05 12.50 8.72 1.61 37.62 Y 
1.47 7.53 3.72 5.74 0.76 19.22 Y 
1.00 2.38 3.09 2.24 0.44 9.16 N 
1.04 0.70 0.22 1.64 0.09 3.70 Y 
0.16 1.17 0.59 0.95 0.18 3.05 N 
0.12 0.70 1.10 0.82 2.74 N 

1.52 0.98 2.50 50% 
0.92 0.48 0.55 1.95 Y 

0.41 0.41 0.92 0.09 1.83 N 
0.07 0.76 0.56 0.37 0.02 1.78 N 

1.32 1.32 Y 
0.86 0.31 0.13 1.30 ? 
0.13 0.11 1.00 1.24 Y 

0.98 0.98 Y 
0.24 0.21 0.41 0.86 N 

0.10 0.37 0.37 0.84 ? 
0.06 0.25 0.31 0.16 0.04 0.84 N 

0.70 0.05 0.75 N 
0.73 R.73 N 

0.29 0.22 0.18 0.69 Y 
0.45 0.16 0.81 ? 

0.67 1.29 1.23 2.36 0.69 6.24 N 

Total 8.29 31.74 28.05 26.41 5.50 100.00 
Total union (est.) 5.53 22.31 19.33 17.65 3.13 67.95 

Union share oferea 66.71 70.29 68.91 66.83 56.91 

Source: Original data from Trade Dimensions (2003); estimated market shares for 11 
county area calculated by authors based on submarket area share of effective buying 
income (EBI) for households contained within submarket areas. 

Trade Dimetisioiis does not provide data on the gross market sales that would enable a per-store 
estimate o f  revenue across the study area, but data are available for selected MSAs through the 
Shelby Report, including the Sail Francisco MSA. As shown below, revenue per store reaches a 
high o f  $28 million for Draeger’s, which has only two stores in the area. Safeway and Whole 
Foods average $23 million per store. 
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Retailer 

Safeway 
Albertson's 
All Others 
Ralphs 
Whole Foods 
Moilie Stones 
Smart & Final 
Trader Joe's 
Draeger's 
Food 4 Less 
Lunardi's 
Rehoff Ent. 
Real Food 
Andronico's 
Pacific Supermkt. 
United Mkts. 
Nob Hill 
PW Super 
Tawa 
Picadilly Circus 
Tropicano Russell 

British Food Center 
Rincon 

Total: 

Stores 

41 
20 
48 
20 
4 
5 
8 
7 
2 
3 
3 
4 
5 
2 
2 
2 
1 
1 
1 
1 
1 

1 
1 

184 

ACV in Rev. per 
rniliions Store 

$963 $23 
$315 $16 
$299 $6 
$134 $7 
$94 $23 
$65 $14 
$72 $9 
$60 $9 
$56 $26 
$43 $14 
$29 $10 
$23 $6 
$22 $4 
$19 $9 
$19 $9 
$16 $8 
$13 $13 
$9 $9 
$9 $9 
$7 $7 
$7 $7 

$5 $5 
$3 $3 

$2,300 $13 

Market 
Share 

41.85 
13.70 
12.99 
5.82 
4.08 
3.70 
3.11 
2.53 
2.42 
1.88 
1.26 
0.99 
0.94 
0.82 
0.82 
0.70 
0.55 
0.41 
0.41 
0.29 
0.29 

0.21 
0.12 

100.00 

Source: Sheiby ReportiTrade Dimensions, 2003 

Supercenter per-store revenue 

Estimates of supercenter revenue in comparison to conventional grocery store revenue are a key 
assumption in attempting to calculate the potential market capture of supercenters in the Bay Area. 
Jouinalistic accounts and industry reports provide one source from which to estimate these 
numbers. In 2002, a supermarket cousultant reported to a reporter from USA Today that Wal-Mart 
achieves a third more volume in grocery sales and related i tem than traditional stores. 
(Albertson's i s  apparently responding by focusing on a combination food and drug format (Grant 
2002).) 

A 2003 report by Merrill Lynch reports that an average Wal-Mart discount store has annual sales 
of about $40 million, with food and food-related merchandise accounting for ahout ten percent of 
that (Bany 2003). In a supercenter, by contrast, total annual sales are expected to average $100 
million, and groceiy merchandise is expected to account for 40 percent of that. These food sales 
figures are twice that of an average supermarket, and almost 50 percent above the combiuation 
drug- and food-stores of the large companies such as Kroger and Safeway (Bany 2003). 
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This is borne out for individual markets studied, including Houston, Dallas, Phoenix, Kansas City, 
Denver, and Atlanta (Table AS), While there is plenty o f  variation in the average revenue per 
supercenter, most o f  this appears to be due to an initially low per-store revenue when first opened, 
or when several are opened simultaneously. The equilibrium per-store revenue amount is in the 35 
to 40 million dollar range, which i s  about twice the revenue of an average store in the largest 
chains in the market, whether that be Fry’s and Albertson’s in Phoenix, Ny-Vee and Cosentino’s in 
Kansas City, or Kroger and Randall’s in Houston. In these western metropolitan areas, Wal-Mart 
supercenters took in between 250 and 300 percent of the revenue o f  an average supermarket. 

Year Dallas 

1997 Stores 8 
Revenue per store $27 
Market share 4.85% 

1998 Stores 6 
Revenue per store $24 
Market share 4.13% 

1999 Stores 13 
Revenue per store $22 
Market share 5 70% 

2000 Stores NA 
Revenue per store NA 
Market share NA 

2001 Stores 21 
Revenue per store $25 
Market share 9.56% 

2002 Stores 26 
Revenue per store $29 
Market share 13 46% 

2003 Stores 28 
Revenue per store $38 
Market share 18.30% 

Range over all years and markets 
High 

Stores 28 
Revenue per store $48 
Market share 18.30% 

Houston 

2 
$27 

1.04% 

2 
$27 

1.04% 

6 
$22 

2.35% 

10 
$20 
3.35 

16 
$27 

6.63% 

21 
$30 

10.00% 

25 
$4 1 

16.69% 

Low 
1 

$15 
0.49% 

Kansas 
City 

2 
$4 1 

3.73% 

3 
$36 

4.77% 

3 
$33 

4.08% 

6 
$23 
5.64 

11 
$25 

10.93% 

12 
$25 

12.11% 

13 
$37 

17.99% 

Median 
8 

$27 
4.77% 

Denver 

1 
$22 

0.67% 

3 
$1 5 
1.28 

4 
$23 

2.50% 

6 
$20 

3.33% 

7 
$37 

6.75% 

Phoenix 

1 
$22 

0.49% 

6 
$20 
2.56 

8 
$26 

4.22% 

9 
$30 

5.34% 

11  
$48 

1 0.1 0% 

Average 

4 
$32 

3.21% 

4 
$29 

3.31% 

5 
$24 

3.00% 

6 
$19 

3.21% 

12 
$25 

7.00% 

15 
$27 

9.00% 

17 
$40 

14.00% 

Note: market share for Wal-Mafi supercenters only; neighborhood markets in Dallas and Houston 
excluded. 
Market areas may not be equivalent to metropolitan statistical areas in all cases. 
Source: Shelby Report / Trade Dimensions. 
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In Houston, as Wal-Mart supercenters have become more dominant, the total size of the market 
remained stagnant and then declined over the most recent six month period. Similar patterns 
occurred in other metropolitan areas. 

upercenter market share estim tes far study area, 2010 

Wal-Mart is currently in 67 of the top 100 MSAs by population in the US. Its shares for the MSAs 
range from 0.3 to 28.6 percent, with an average of 9.2 percent. The number of stores ranges from 1 
to 27, with a mean of 5.9 stores. 

Although there are some sinall areas where Wal-Mart has captured half or more of supermarket 
revenues, this probably will not occur in the Bay Area for several reasons. First, developing a 
number of large stores in a largely urbanized area incurs high land costs. Second, there is a high 
level of participation in land use decision making by local residents, who tend not to prefer big box 
formats. Third, the high average incomes of local residents are less suited to Wal-Mart’s low- 
variety grocery format. 

To estimate possible future market share in the study area, the $2.3 billion in revenue reported for 
the San Francisco MSA, along with current and future population estimates, are used to estimate 
the current and future size of the study area market in revenue terms. The population estimates 
below are bascd on the State of California, Department of Finance, Interim County Population 
Projections. Sacramento, California, June 2001. Population for 2003 is estimated based on straight- 
line projection between the 2000 and 2005 values. 

July 2003 

San Francisco MSA (SF, San Mateo. Marin) 1,792,340 
ABAG counties (less Sonoma) 6,687,820 

7,455.860 

Population estimates 7 

+ Santa Cruz. San Benito. Monterey 
Expected market revenue multiplier 

San Francisco MSA 1.0 
ABAG counties 3.7 
ABAG + Santa Cruz, §an Benito, Monterey 4.2 

San Francisco MSA $2.3 
ABAG counties $8.5 
ABAG + Santa Cruz, San Benito, Monterey $9.7 

Market size estimate ($ bil) 

Percent increasa 

July 2010 

1,845,600 
7,205,400 
8,082,400 

1 .o 
4.0 
4.5 

$2.3 
$9.2 
$10.4 

7% 

July 2015 

1,842,300 
7,420,900 
8,375.600 

1 .o 
4.1 
4.7 

$2.3 
$9.4 
$10.8 
1 1 % 

Sources:revenue for SF MSAfor July2003 from ShelbyReportiTrade Dimensions; 
population estimates from Department of Finance (June 2001). 
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This information on market size and market share is used to estimate Wal-Mart supercenter market 
share scenarios for the Bay Area study region in the year 2010, as noted in Chapter 2 and repeated 
below. 

Assumptions: 
Market revenue, 2003, $ billions $9.7 

10.4 Market revenue, 201 0, $ billions 

Store Development Scenarios (‘Existing Cities) 
Rev/Store Revenue M a r k ~ t  

Stores ($ millions: ($ millions: Share 
Phoenix 2003 1 1  $48 $525 5.1% 
Houston 2003 25 $41 $1,018 9.8% 
Dallas 2003 28 $38 $1,061 10.2% 

Market Share Scenarios (Existing Cities) 
Market Revenue Rev/Store 
Share ($ millions: ($ millions: Stores 

Denver 2003 6.75 $702 $37 19 
Dallas 2003 18.3 $1,903 $38 50 

Further 201 0 Scenarios, Store Basis, Author’s Estimates 
Rev/Store Revenue Market 

Stores ($ millions: ($ millions; Share 
Scenario 1 10 $37 $370 4% 
Scenario 2 16 $40 $640 6% 
Scenario 3 26 $40 $1,040 10% 
Scenario 4 41 $48 $1,968 18% 

Source: Market Share estimates from Shelby Report and Trade 
Dimensions, and authors’ calculations. 
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yroll ari$o~$ with r 

Table A8: Emplovment in the food and drinkina olace industrv, study area. 1998 to 2001 
_I_ --.I__. ___ 
Area 1998 1999 2000 2001 
Alameda 33,751 33,544 35,627 35,423 
Contra Costa 
Mararm 
Monterey 
Napa 
San Benito 
San Franclsco 
San Mateo 
Santa Clara 
Sank C m  
solano 
Sonoma 

21,030 21,656 22,911 
8,867 9,159 9,342 

10,405 10,723 10,626 
4,326 4,684 4,174 
1,010 1,004 996 

40,075 40,409 42,282 
22,421 22,660 23,241 
52228 51,155 52,372 
7,458 8,059 8,378 
8,508 9,159 9,240 

12,868 12,422 12,422 

23,361 
9,249 

10,755 
4,893 

974 
42,640 
22,134 
53,526 
8,726 
9,545 

12,453 

Northern CA R e p n  224,945 226,633 234,277 236,280 
California State 870,458 890,623 921,638 946,161 
NIA -Not Available 

Source County Business Patlcms Annirai (1998-2001), US Department of Labor, Bureau ofthe 
CenSUS 
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Area 1998 1999 Zoo0 2w1 
Alamda $13,397 $13,634 $13,498 $13,561 
contra costa $12,837 $13,287 $13,441 $13,150 
Marm $14,954 $15,026 $15%7 $15,314 
Monterey $13,687 $13,906 $14,076 $8,809 
Napa $14,977 $14,740 $16,100 $15,090 
san B e r n  $10,116 $11,09y $12,008 $11,578 
San Francsco $16,422 $16,685 $17267 $36,457 
San Mateo $16243 $16,705 $16,917 $16,097 
Sank Ckra $14,143 $14,234 $14,887 $15,065 
Sank CIUZ $12,269 $13,985 $12,412 $12,344 
Sobno $11,105 $10,870 $12,135 $10,646 
Solloma $12,146 $12,435 $13,172 $12,769 

County Amrage $13,525 $13,717 $14&5 $13,407 
CaJifOnb state $12,947 $13,162 $13,2W $13,024 
NIA ~ Not Avalable 
All figures adjusted to 2001 dollars using the CPI-W index for the San Francisco-Oakland- 
San Jose County area 

%me: County Business Patterns Annual (1998-2001), US Department of Labor, Bureau of 
the Census 

Area 1998 1999 ZOO0 2001 
Alameda 5,866 5,716 6,616 6,087 
Coma Costa 0 0 0 0 
Marln 954 946 1,151 929 
Montere y 15,896 14,634 14,972 14,591 
Napa 1,010 953 974 1,496 
San Bemto 0 0 0 0 
San Fianclsco NIA. NIA. NIA 2,561 
Sarr Mteo 4,116 3,257 3,437 3,500 
Santa Clara 9,160 8,507 9,910 8,7@ 
Santa C m  1,082 958 942 821 
solano 2,219 2,121 2,361 2,401 
Sonoma 2,312 2,328 2,328 2,545 

California State 171,946 159,919 169,988 162,699 
NIA -Not Avarlable 

Source: County Busmess Patterns Amud (3998-2001), USDepartment of 
labor, Bureau of the Census 
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Area 1998 1999 2000 2001 
AkUTEda $16,654 $18,840 $17,265 $17,765 
Contra Costa 
Marin 
Monterey 
Naps 
San Benito 
San Francisco 
sail Mateo 
Santa Clara 
Santa C m  
Solano 
Sonoma 

$0 
$21,556 
$16,543 
$14,291 

$0 
NIA 

$15,896 
$18,374 
$13,459 
$15,42 1 
$16,861 

$0 
$22,673 
$17,715 
$16,858 

$0 
NIA 

$18,306 
$20261 
$14,961 
$17,783 
$1 S,05 1 

$0 
$19,305 
$17,401 
$17,842 

$0 
NIA 

$16,897 
$18,630 
$14,620 
$15,991 
$17,152 

$0 
$20,996 

$0 
$14,484 

$0 
$27,073 
$17,309 
$19,431 
$15,448 
$16,122 
$17,097 

County Average $13,550 $15,041 $14,100 $13,810 
californil state $16,139 $17,723 $17,008 $17,158 
NIA -Not AvalRble 

All figures adjusted to 2001 doliars using thc CPI-W index for the s8n Francism-O&md-% 
Jose County arm 

Souroe: County Business Pailoms Annual (199$-2WI), USDepatment of Lahor, Bliieau of 
the Census 

Arm 1998 1999 2000 2001 
Alameda 4,533 4,860 5,337 5,299 
Contra Costa 1.664 1,799 1,993 1.775 
Mann 1,273 1,155 1.111 959 
Monlerey 6,951 7,182 6,283 6,438 
Napa 1.809 1,987 1,973 2,309 
San Benito 52 78 81 85 
San Francisco 22.841 23,599 23.284 20.288 
San Mateo 5,373 4,968 5,512 5,929 

Santa Clara 7,502 7,853 7,471 7,657 
Santa CRV 916 913 944 1,453 
Solano 575 623 444 584 
Sonoma 1,475 1,932 1,932 2,220 

Northsm ca Region 56,966 58.928 68,385 56,997 
California State 181 607 188 855 189672 191 628 

Soum CountyBusiness Patterns Annual (19@8-2001), US Deparbnentof Labor, 
Bureau ofthe Census 
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Area 1998 1999 2000 2001 
Alameda $19,445 $20,196 $20,438 $20,089 
Contra Costa 
Marin 
Monterey 
Napa 
San Benito 
San Francisco 
San Mateo 

Santa Clara 
Santa CRa. 
Sdano 
Sonoma 

$18,459 
$21,192 
$23,876 
$24,367 
$16,029 
$27,697 
$23,367 
$22,035 
$17,710 
$12,881 
$18,517 

$18,345 

$22,589 
$25,611 
$23,814 
$12,115 
$28,449 
$24,039 
$22,664 
$17,740 
$10,955 
$20,462 

$18,974 
$34.618 
$23,413 
$25,174 
$12,489 
$30,557 
$25,415 
$22,504 
$1 9,367 
$18,262 
$18,821 

$18,417 
$20,696 
$8,893 

$23,530 
$13,482 
$26,593 
$23,113 

$17,834 
$15,033 

$19,900 

$ia,762 

County Awrage $20,448 $20,582 $22,336 $ia.a62 
Califomla State $20,980 $21,199 $22,582 $19,813 
NIA- Not Available 
Ail figures adjusted b 2001 dollars using the CPI-W indexforthe San Francisco- 
Oakland-San Jose County area 
Source CountyBusiness Patterns Annual (1998-2001). US Repartmentof Labor, 
Bureau ofthe Census 

Area 1998 1999 2000 2001 
Alameda 35,239 39,026 41,418 43,746 
Contra Costa 20,865 22,522 25,159 26,485 

Monterey 5,204 6,225 6,396 6,736 
Napa 3,123 3,283 3,349 3,467 
San Benito 1,112 1,234 1,342 1,381 
San Francisco 16,734 21,119 23,928 24,382 

Santa Clam 40,792 45,438 49,658 53,996 

Marin 5,815 6,892 8,254 9,110 

San Mateo 18,508 19,070 21,924 24,758 

Santa CNZ 4,190 4,851 5,284 5,212 
Solano 8,308 9,198 10,192 10,904 
Sonoma 10,202 11,878 I I ,878 12,asi 

Studv Area Total 174 087 192.735 210,782 225,069 
California State 621,722 705,552 755,180 795,840 
. . , . . . . . . . . . .. . .. .. . . 

Source: County Business Patterns Annual (1998-2001), US Department of Labor, 
Bureau ofthe Census 
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Area 1998 1999 2000 2001 
Alameda $52,279 $50,360 $52,903 $46,831 
Contra Costa $47,230 $48,203 $51,321 $47,926 
Marin $46,196 $47,281 $45.409 $42,313 
Monterey $40,054 $36,652 $37,523 $31,723 
Napa $39,405 $40,772 $40,902 $42,170 
San Benito $30,432 $33,652 $32,048 $30.849 
San Francisco $50,773 $48,322 $55,006 $52,343 
San Matw $54,622 $54,678 $55,976 $51,557 
Santa Clam $51,792 $50.702 $55,176 $49,665 
Santa Cnrz $39,407 $37,711 $38,259 $36,950 
Solano $39,170 $41,555 $43,854 $40,385 
Sonorna $40,909 $40,646 $41,595 $39,196 

County Avemae $44,356 $44.211 $45.831 $42,626 - 
California State $41,870 $40,504 $41,839 $39,795 
NIA- Not Aveilable 
All figures adjusted (0 2001 dollars using the CPi-W indexfor the San 
Francisco-Oakland-San Jose County area 
Source CountyBusiness Patterns Annual (1998-2001), US 
Depament of Labor, Bureau ofthe Census 
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In July, 2000, Rea &Parker Research released a study entitled “The Potential Economic and Fiscal 
Impact o f  Supercenters in San Diego.” This study concluded the following: 

* The introduction of supercenters into the San Diego region will depress wages and 
benefits in the County by between $105 million and $221 million annually 

to $440 million. 
The wage gap between grocery workers and supercenter employees is higher in San 
Diego County than in either Los Angeles or Orange Counties, causing the wage impact 
to be proportionately more detrimental in §an Diego than for its Southern California 
neighbors. 
Lost pension and retirement benefits will also impact the region negatively by an 
additional $80-$170 miUion per year. 

* Health benefits will be reduced to employees resulting in poorer quality care for grocery 
employees and consequent increased pubiic costs which may exceed 89 m h o n  per year. 

* The total o f  these costs represents economic losses of $300-$600 miliion annually and 
public costs of up to $10 million per year. 

* Fiscal benefits, in the form of sales and property taxes, are Frequentlyless than originally 
expected and are not iikely to cover the costs of traffic, police, and fire protection, among 
others. 

* There are negative impacts on land use to be encountered as a result of the greater level of 
instability in the discount retail sector and the more space consumptive nature of discount 
retailers vis-a-vis grocery stores. 

* At particular risk from this increased instability are small, local stores that surround 
supermarkets in neighborhoods and depend upon the supermarkets’ drawing power. 
Economic harm to or closure of supermarkets in favor of supercenters will do significant 
financial damage to these smaller, local stores, causing negative fiscal impacts and an 
increased potential for urban decay and blight. 

* Application of the regional multiplier could expand this annual negative impact on wages 

It is the last two findings from last year’s report that have caused Rea &Parker Research t o  revisit 
the supercenter issue. 

In particular, the City of San Diego, which has long been at the forefront of urban planning activities 
and concepts that foster sustainable, human scale development, has been formulating its City of 
Viages Concept, as incorporated into the City of San Diego General Plan Strategic Framework 
Element Working Draft of October, 2000. 

The City of Viages strategy itself is one in which the city will be defined hy places (“villages”) 
“where residentid, commercial, employment and civideducation uses are connected to create a cohe- 
sive whole.” Village design is to be pedestrian-friendly, with significant public spaces and transit serv- 
ice-all designed to encourage local shops, restaurants, businesses and services, with much human- 
scale, street level activity and reduced dependence on the automobile trip. 



The question arises from this strategy: “Do big box retailers, particularly supercenrers, support 01 

counteract this policy? 

Secondarily, and of immediate interest, the City of Calexico, California is faced with a proposal from 
Wal-Mart to build a supercenter store in that community Richard A. Parker, Ph.D. and Louis M. 
Rea, Ph.D. of Rea &.Parker Research believe that the case made last year about economic harm is 
strong and well documented but that only a minimal amount of attention was devoted to the last 
two findings in that report-and those latter two findings may currently he the most pertinent to 
both San Diego and Calexico. 

This report examines how supercenters engender instability in the rerail sector, cause negative eco- 
nomic impacts to neighborhoods and communities, and increase the potential for urban blight. In 
this report, Wal-Mart, because of its magnitude as the world’s largest retailer, is used as the prototyp- 
ical supercenter that has caused severe economic harm to local economies throughout the country 
Wal-Mart i s  not alone in this regard, but it is singularly significant. 

It is shown in this study that big box retailers, such as Wal-Mart, do not support, hut indeed operate 
contrary to urban planning activities and concepts that foster sustainable, human scale development. 
The potentially negative impact of supercenters on San Diego’s City of Villages concept i s  made 
clear through the case study of Calexico, California. This small border community bas been signifi- 
cantly impacted by a traditional Wal-Mart store and is in danger of further impact from a proposed 
Wal-Mart supercenter, 

Rased upon the Calexico case study as well as various other examples of Vl’al-Mart’s impact on 
neighborhoods and local economies throughout the couiitT, the evidence leads to the conclusion 
that supercenters in general and Wal-Mart in particular promore economic instability, destroy local 
businesses, depress wages, and lead to urban blight. 

Specifically: 

* Wal-Mart does, in fact, cause significant harm to local merchants, particularly to 
businesses where it was in direct competition. Direct competition or not, however, the 
overall business climate is hurt and most merchants and services do sdfer. 
Small businesses have sometimes succeeded with a big box retailer present when they 
relocated away from their former location nearer to the big box, along the main highway 
access routes. This movement however, aggravates the big box impact on the former retail 
location as those businesses relocate, so that while the business may survive, the remaining 
retail core suffers nonetheless. 

* ;Val-Mart or another big box invariably becomes the wholesaler to smaU retailers in town 
and, therefore, controls BOTH the wholesale price and the consumer’s market price. 
Access to wholesalers is disappearing for the smaU retailers, and, given that the discount 
retailer becomes the wholesaler, price competition becomes impossible. Without an 

’ indep~ndent wholesaler to sell to the small retailer, that retailer cannot compete on the 
same playing field. Small businesses are forced to pay more for the same products than do 
the big box retailers, which is ultimately one o f  the major causes of the closing of these 
sinall businesses - their purchasing power is lost. 
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* Many towns, cities, and states have taken the fight to regulate the size and market control 
of the big box retailers to the government. The strength of these mega-chains has made it 
difficult for local merchants and less strong competitors to confront and restrain the 
construction of the big boxes by themselves. Opposition is a difficult task especially when 
the big boxes often have support &om politicians who provide tax incentives to these 
mega-stores - tax incentives not available to small businesses. 

* What becomes eminently clear is that big box retailers, and Wal-Mart in particular, are 
formidable forces not only in retailing, but also in land use and urban spatial form. Where 
Wal-Marts locate, they can and have destroyed small businesses and established retail 
communities in a planned, coordinated, calculated policy designed to control the markets 
into which they come. 

* Economic stability is more often than not crushed hy the introduction of Wal-Marts into 
the local economy. Existing, long-term businesses are damaged and often closed. Health 
benefits are lost in many cases, along with pensions, especiaUy when union jobs are lost. 
Even when union jobs are not lost, the retail jobs lost are replaced by a lesser number of 
big box part-time jobs, with a reduced level of benefits or no benefits at all, causing 
increased societal health costs and the instability and medical costs which accompany a 
less healthy population. When union jobs are lost, the community suffers a huge loss in 
buying power and economic activity. 

* Wal-Mart clearly has a policy designed to price their merchandise specifically, and almost 
mercilessly, to target some retailers for extinction. Once the market is controlled, certain 
of the traditional Wd-Marts close as the company opens a supercenter nearby and then 
idles its former site so that competition cannot arise in its wake. The community is, 
therefore, dealt a double blow. Wai-Mart competition cannot be survived by many of the 
established small businesses in the area and tbey close. Blight sets in where these 
businesses had been located. Later, once retail dominance is established, the initial Wal- 
Mart that destroyed the retail community to begin with also doses in deference to their 
own supercenter nearby. Wal-Mart then maintains its former site in an idled state, adding 
further blight. The area, which could have been open space or some other more stable 
form of development, is now part of the growing number of"dead Wal-Marts" Littering 
cities. 

* Big box development is the classic *slippery slope." Entering into a development 
arrangement with Wd-Mart, in particular, is replete with huge risks of damage to the 
local retail economy, weakening of long-standing social structures, destruction of mixed- 
use neighborhoods, reduced wages, declining levels of health care in the communiq an 
affront to local aesthetic values, sales tax revenue increasingly reliant upon a single large 
corporation, and, in the ultimate extreme, the potential horror of an urban ghost town. 

* Wal-Mart and other supercenter retailers are not a type of development that supports a 
pedestrian-oriented village retail concept. They do not foster the growth and health of 
small businesses or of the shopper who uses public transit. Wal-Mart, and especially the 
supercenter Wal-Mart, is a sprawling, space consumptive, single-story blank waU. It sits 
behind huge expanses of parking spaces in order to facilitate large volume purchases that 
cannot he accommodated by public transit. It is the same in appearance whether it be in 
San Diego or in Des Moines, Iowa. 

i i i  



.. 

* There is nothing in the Wal-Mart experiences of those many communities throughout 
the United States that are discussed in this report and of those others similarly burdened, 
but not discussed, that would provide even the dimmest hope that a cohesive and 
economically flourishing City of Viagcs can coexist with the disassociated barrenness of 
big box retail. 



Since the early 1990s, supercenters have been entering the retail market in large numbers. 
Supercenters combine large (“big box”) discount retail operations with grocery store products into a 
single store, which can be as large as 250,000 square feet. In the 1960s, Meijer, a Michigan-based 
company, was the first to combine a grocery and general merchandise store. Meijer currently operates 
well over 100 supercenters in the Midwest. Most of these stores include forty departments featuring 
over 120,000 different items. Wal-Mart began experimenting with the supercenter concept in 1988. 
At the end of 2000, Wal-Mart had over 800 such stores. Kmart introduced its Super -har t  concept 
in 1992 and now also has over 100 Super %arts. Target entered the supercenter business approxi- 
mately 5 years ago and has built a relatively small number of Super Targets. 

Wal-Mart, the world’s largest retailer, announced in November, 2000 that beginning with its fiscal 
year starting February 1,2001, it will open in the United States: 

* 170-180 new supercenters in addition to the 835 already in existence (952 by May, 2001) 
* 15-20 Neighborhood Markets, a conventional supermarket of 52,000 square feet (203 

have been opened previously) 
* 40-50 Sam’s Cliib warehouse stores to supplement the 479 already open 

* Almost 7 million square feet of warehouse space, including three new regional 
distribution centers for general merchandise, two for groceries, and two for fresh foods 

Approximately 100-110 of the new supercenters will be relocations or expansions of existing dis- 
count stores and the rest are to be in new areas. About one-half of the new Sam’s Clubs will be 
expansions or relocations (Weir, Tom, “ Does Wal-Mart Rule?” Supermarket Business, November 
15,2000). 

Thomas Zaucha, president of the National Grocers Association, labels Wal-Mart’s policy as “satura- 
tion bontbing. They have the ability to come into the market with their supercenters, with their 
Neighborhood Markets, with their traditional Wal-Marts, and with the clubs.” 

The fbndamentd concern is that these stores (Wd-Mart, K-Mart, andTarget) are using the entire 
grocery industry as a “loss leader.” David Rogers, a supermarket consultant with DSR Marketing 
Systems (Deerfield, IL) has postulated that “the danger for supermarkets is that Wal-Mart will use 
their grocery business” to pull customers into the store and then “recoup [their costs] on general mer- 
chandise with higher margins.” Rogers questioned how traditional supermarkets will be able to com- 
pete with this marketing strategy (Shds, Edward, “Measuring the Economic and Sociological Impact 
of the Mega-Retail Discount Chains on Small Enterprise in Urban, Suburban, and Rural 
Communities,” 1997). 

In July, 2000, Rea &Parker Research released a study entitled “The Potential Economic and Fiscal 
Impact of Supercenters in San Diego.“ This study concluded the foliowing: 

* The introduction of supercenters into the San Diego region will depress wages and 

* Application of the regional multiplier could -and this annual negative impact on wages 
benefits in the County by between $305 million and $221 million annudy 

to $440 million. 



. The wage gap between grocery workers and supercenter employees is higher in San 
Diego County than in either Los Angeles or Orange Counties, causing the wage impact 
to be proportionately more detrimental in San Diego than for its Southern California 
neighbors. 

* Lost pension and retirement benefits will also impact the region negatively by an 

* Health benefits wiU be reduced to employees resulting in poorer quality care for grocery 
employees and consequent increased public costs which may exceed $9 mXion per year. - The total of these costs represents economic losses of $300-$600 million annually and 
public costs of up to $10 million per year. 

* Fiscal benefits, in the form of sales and property taxes, are frequently less than originally 
expected and are not likely to cover the costs of traffic, police, and fKe protection, among 
others. 

- There are negative impacts on land use to be encountel-ed as a result of the greater level of 
instabiiity in the discount retail sector and the more space consumptive nature of discount 
retailers vis-i-vis grocery stores. - At particular risk fiom this increased instability are small, local stores that surround 
supermarkets in neighborhoods and depend upon the supermarkets’ drawing power. 
Economic harm to or closwe of supermarkets in favor of supercenters will do significant 
financial damage to these smaller, local stores, causing negative fiscal impacts and an 
increased potential for urban decay and blight. 

804170 million per year. 

It is the last two findings from last year’s report that have caused Rea &Parker Research to revisit 
the supercenter issue, 

In particular, the City of San Diego, which has long been at  the forekont of iuban planning activities 
and concepts that foster sustainable, human scale development, has been formulating its City of 
Vilages Concept, as incorporated into the City of San Diego General Plan Strategic Frmework 
Element Working Draft of October, 2000. 

The City of Villages strategy itself is one in which the city will be defined by places (“villages”) 
“where residential, commercial, employment and civideducation uses are connected to create a cohe- 
sive whole.” W a g e  design i s  to be pedestrian-friendly, with significant public spaces and transit sem- 
ice-& designed to encourage local shops, restaurants, businesses and services, with much hurnan- 
scale, street level activity and reduced dependence on the automobile trip. 

The question arises from s strategy: “Do hig box retailers, ~~~~1~ supercenters, support or 
countemct this policy? 

Secondarily, and of immediate interest, the City of Calexico, Caliiornia is faced with a proposal from 
Wal-Mat to build a supercenter store in that community Richard A. Parker, Ph.D. and Louis M. 
Rea, PhB,  of Rea & Pasker Research believe that the case made last year about economic harm i s  

strong and well documented but that only a minimal amount of  attention was devoted to the last 
two findings in that report-and those latter two findings may currcntly be the most pertinent to 
both San Diego and Calexico. 
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The purpose of &is repon is to revisit the supercenter issue particularly as it relates to the last two 
findings of the July 2000 Rea &Parker study Specifically, this report Wiu examine how supercenters 
engender instability in the retail sector, cause negative economic impacts on neighborhoods, and 
increase the potential for urban blight. In this report, Wal-Mart, because of its magnitude as the 
world’s largest retailer, is used as the prototypical supercenter thar bas caused severe economic harm 
to local economies throughout the counv. Wal-Mart is not alone in this regard, but it is singularly 
significant. 

It will be shown in this study that big box retailers, such as Wal-Mart, do not support, but indeed 
operate contrary to urban planning activities and concepts that foster sustainable, human scale devel- 
opment.This planning vision has been proposed for the City of San Diego - a city that has tradi- 
tionally been at the forefront of  creative planning strategies. A review of the San Diego plan will help 
to facilitate an understanding of how supercenters tend to negate this concept of urban planning. 

The potentially negative impact of supercenters on San Dirgo’s City of ViUages concept will be 
made clear through the case study of  Calexico, California. This small border community has been 
significantly impacted by a traditional Wal-Mart store and is in danger of hrther impact from a pro- 
posed Wd-Mart supercenter. 

Based upon the Calexico case study as w d  as various other examples o f  Wal-Mart’s impact on 
neighborhoods and local economies throughout the county, the evidence will lead to the conclusion 
that supercenters in general and Wal-l\lart in particular promote economic instability, destroy local 
businesses, depress wages, and lead to urban blight. 
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In the City of San Diego General Plan Strategic Framework Element Working Draft of October, 
2000 the City declares its planning vision as follows: 

We have a role as stewards of a remarkable resource: a city on the Pa&c of great cultural 
and physical diversity. In the 21st century, 3,s the city grows, San Diego must continue to 
evolve in harmony with its exceptional natural beauty, always treasuring the unique character 
of its neighborhoods, striving for equity, yet building a strong sense of connection to the rich 
mosaic that is San Diego. 

Among the Core Values declared are the following: 

* We value the city’s extraordinary setting, defined by its open spaces, natural habitat, and 
unique topography. . We value walkable, tree-lined communities. 

We value a convenient, eEcient, aesthetically pleasing multi-modal transportation system 

neighborhood, community, and regional interaction and convenient recreational facilities 
and programs. 
We value the promotion and encouragement of affordable housing and an overall 
diversity of housing types and costs. 

* We value parks, accessible by foot, transit, bicycle, and car, as areas to support 

* We value a compact, efficient, and an environnientdly sensitive pattern of development. 
The City of Villages strategy is named in this plan element as the. city’s preferred growth strategy. 
The City of Villages Strategic Framework Element is designed to guide the update of the entire1979 
Progress Guide and General Plan of the City of San Diego and its 43 community plans. As such, 
these visions and values will guide the City through the first quarter of the 21st Century and is, 
therefore, of paramount importance and significance in the land use docisions with which the City 
will be confronted. 

The strategy itself is one in which the city will be defined by places (“villages”) “where residential, 
commercial, employment and civic/education uses are connected to create a cohesive whole.” V i a g e  
design is to be pedestrian-friendlp, with significant public spaces and “excellent” transit service. Of 
~ n d ~ e n t ~  ~ ~ o ~ a n e e ,  growth i s  to encourage local shops, restaurants, businesses and senices, 
with street level activity and vitality s u p p o ~ ~ d  by impro~ed transit service, better w a l ~ b ~ ~  and 
reduced nuto dependence. 

The strategy proposes to accomplish its goals through creating incentives for increased densities and 
reallocating resources from lower density areas to the higher density growth areas, along with encour- 
aging mixed-use commerudresidentii development. 

The City of Viages economic component focuses on the retention and expansion of existing busi- 
nesses and maintaining and creating middle-income employment opportunities. Businesses will be  
encouraged to reuse and infJl key employment clusters in existing urban areas. 

San Diego’s City ofViUages Strategy falls under the general planning rubric known as “Smart 
Growth.“ Smart growth has a long history in urban planning debate and implementation, but its 
core values and orientations were well stated and most widely accepted in 1991. 
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Iii 1991, the Local Government Cornmission brought together a group of leading architects to syn- 
thesize new ideas and trends in community land use planning. A nonprofit, nonpartisan, member- 
ship organization, the Local Government Commission (LGC) is composed o f  elected oficiais, city 
and county staff, and other interested individuals. Serving as a complement to the League of 
California Cities and the California State Association of Counties, Commission members are com- 
mitted to developing and implementing local solutions to problems o f  state and national significance. 

The ideas from that meeting were drafted into a vision document for local elected officials as an 
alternative to urban sprawl. The document was presented to 100 local elected officials in the Fall of 
1991 at a conference at the Abwahnee Hotel in Yosemite National Park where it received great 
acclaim. This document has come to be known as the Ahwallnee Prinuples. 

Fifteen community principles are detailed in the document, as follows: 

1. 

2. 

3. 

4, 

5. 

6 .  

7. 

8.  

9. 

10 

11 

12 

13 
14 

All planning should be in the forin of  complete and integrated communities containing 
housing, shops, work places, schools, parks and civic iacilities essential to the daily life of 
the residents. 
Community size should be designed so that housing, jobs, daily needs and other activities 
are within easy walking distance of each other, 
As many activities as possible should be located within easy walking distance of  cransit 
stops. 
A community should contain a diversity of housing types to enable citizens from a wide 
range of economic levels and age groups to live within its boundaries. 
Businesses within the community should provide a range ofjob types for the commiinity's 
residents. 
The location and character of the community shoiiid be consistent with a larger transit 
network. 
The community should have a center focus that combines commercial, civic, cultural and 
recreational uses. 

The  community should contain an ample supply of specialized open space in the form of 
squares, greens and parks whose kequent use is encouraged through placement and design. 
Public spaces should be designed to encourage the attention and presence of people at all 
hours of the day and night. 
Each community or cluster of communities should have a well-defined edge, such as 
agricultural greenbelts or wildlife corridors, permanently protected from development. 
Streets, pedestrian paths and bike paths should contribute to a system of fully-connected 
and interesting routes to a13 destinations. Their design should encourage pedestrian and 
bicycle use by being small and spat;aUy defined by buildings, trees and Iighting; and by 
discouraging high speed traffic. 
Wherever possible, the natural terrain, drainage and vegetation of the community should 
he preserved with superior examples contained within parks or greenbelts. 
The  community design should help conserve resources and minimize waste. 
Communities should provide for the eficient use ofwater through the use of natural 
drainage, drought tolerant landscaping and recycling. 



15. The street o,rientation, the placement of buildings and the use of shading should contribute 
to the energy effkiency of the community 

Further, there are four Regional Principles: 

1. The regional land-use planning structure should be integrated within r larger 
transportation network built around transit rather than freeways. 
Regions should be bounded by and provide a continuous system of greenbelthddlife 
corridors to be determined by natural conditions. 
Regional institutions and services (government, stadiums, museums, etc.) should be located 
in the urban core. 
Materials and methods of construction should be specific to the region, exhibiting a 
continuity of history and culture and compatibility wirh the climate to encourage the 
development of local character and community identity 

2. 

3. 

4. 

In line with these principles, The City of Villages strategy defines its “concept” with specific objec- 
tives designed to address growth ”when and if it occurs so that the quality of life of San Diego’s cur- 
rent and future residents is improved, rather than degraded.“These objectives are as follows: 

1. Providing a large enough population to support ncighborbood amenities in the form of 
local shops, restaurants, businesses and services. 

2. Creating street level activity and vitabfy 
3. Supporring improved transit services, better waLkability, and reduced auto dependence. 
4. Creating public spaces such as pocket parks, squares, greens, and plazas that help generate a 

sense of neighborhood and city identity 
Planning of necessary public EaciCties. 
Providing for more eEcient use of employment lands, 
Creating new, affordable housing opportunities while preserving the Vast majority of 
established single-family neighborhoods. 
Reducing pressure to develop mal portions of San Diego County and other areas outside 
ofthe San Diego region. 

5. 
6. 
7. 

8. 

The e ~ l u t i o n  of the City ofViUages § ~ a t e ~ ~ o m  the Ahwahnee Principles is clear. Both declare 
~ b l e ,   ans sit-oriented, naturally formed and n a ~ ~ y  sensitive commu~ties to be the key 
building block of  urban planning. ’50th seek to slow, if not stop, the spread ofurban sprawl, single 
story dc~elopment, and vast expanses of parking lots and road networks designed to move people 

~ s ~ ~ c ~  by au~omob~e in exchange for a policy oriented toward t h e  enhancement of 
development that suppo~s non-moto~i~ed ~ ~ s p o ~ a t i o n  (such as walking or bicy- 
~ c ~ e a s ~ d  use o ~ p u b ~ c  

It is o f  great legitimacy to seek to understand how supercenters might impact rhe City of Viages 
strateg); and Calexico offers an immediate and nearby example of a small community (“village”) and 
the impact o f  the addition of a Wal-Mart store in 1992 to that community Rea &Parker Research 
has been engaged in a study of  the impact Wal-Mart has had upon local businesses in Calexico. In 



an effort to understand directly and practically how the infusion of Wal-Mart into a local economy 
affects the City of Villages saategy and the associated Ahwahnee Principles, the case of Calexico can 
be instructive. 

Calexico is a small ciry, not unlike the “villages” of San Diego in that regard. It is also a city on the 
International border with Mexico, with a rich heritage of the two cultures. Therefore, although the 
differences between San Diego and Calexic-o are great) indeed, they do share certain qualities, espe- 
c idy  when viewed in the context of the City of  Villages. It is not unreasonable to view the case o f  
Calexico in terms of what might occur in a single village within San Diego’s City of Villages when a 
big box is developed near the village center. As such, the experiences o f  Calexico and other smaller 
communities can shed much light on the relationship between big box retailers and neighborhood, 
village-based community development even in a large city such as San Diego. 

Calexico is a city in the Southern California desert region know as the Imperial Valley. Its population 
currently approximates 30,000. Calexico is located 230 milcs southeast of Los Angeles, 125 miles 
east of San Diego, 260 miles west o f  Phoenix, and immediately adjacent to and across the 
International border from the City of Mexicali, Baja Caliiornia, Mexico, with its population of  over 
1,000,000 residents (estimates reach as high as 1,600,000). This proximity led to the coining of  the 
City’s name as a merging of Mexico with Calfounia. 

There is currently a proposal in Calexico for a Wal-Mart supercenter to be built on the main north- 
south highway in Calexico, Imperial Avenue, farther north than developnient currently stretches. 

Rea &Parker Research solicited the aid of  the Calexico Chamber of Commerce in obtaining a list of 
merchants who were wiUing to speak about their experiences in Calexico since Wal-Mart opened a 
traditional store and Sam’s Club (since closed) in 1992 on Imperial Avenue, approximately 1 mile 
north of the existing downtown area and south of the proposed supercenter location. 

Eleven merchants were so identified, and Rea &Parker Research was able to complete eight in- 
depth interviews in full. Each merchant was interviewed in person at hisher store and was asked 5 
questions plus whatever others arose spontaneously during the interview. 

What has been your business’ experience since Wal-Mart opened in Calexico? 
From where do you purchase most o f  your inventories and supplies? 

* Where do you do your banking (loans, investments, etc.)? 

What kinds of charitable activities do you do and/or contributions do you malce? 
* What kind of health plan do you provide your employees? Pension plan? 

The results of the inteniem are provided below, but can be summarized relatively succinctly, as 
follows: 

-Mart did, in Eaet, cau %cant harm to downtown merchants, particularly to 

us~nesse~ where it was in ompe~t io~ .  Direct ~ompetit io~ or not, however, the 
over& business c~mate d o ~ t o ~  was hurt and most merchants and services did suffer. 
Inventories and supplies are purchased directly from the m a n u f a ~ e r  or from 
wh~lesalers in Los Angeles. ~ ~ ~ n g  is entirely local except for the one chain 
~ n t e ~ e w e d ,  which banks in Los Angeles. This i s  in sharp contrast to Wal-M~t ’s 
overseas p ~ ~ a s ~ s  and movement o f  funds o 
to depress local economic multip~@rs and 

the region r~latively quickly, whidi act 
conomic health. 
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Some of the m e r ~ a n ~ s  m c h ~ i ~ a b l e  con~butions, dth 

-Mart has made to loc 

are less able to do so 
eir profits were cut by the competition from Wd- 

of  these merchants in Little League, the school board, Junior 
A ~ e v e m e n t ,  the Lion’s Club, and so forth. 
The health p l ~ p e n s i o n  plan issue is mixed. Some merchants offer good PPO and 

0 hedth plans for which they pay all or part of the premium (3 of the 8 interviewed). 
Others, p ~ c ~ ~ l y  enterprises, do not offer any plans. Wd-Mart’s record is 
c o ~ p ~ a b l e  to these 
c o m p ~ y h e d ~  insurance. HoweverB in contrast to dl United States employers (60% of  
employees covered), W~-Mart fares very poorly 

er~ants ,  with approximately 38% of  i t s  woxkexs having 

The  applicability of the Calexico experience to San Diego’s City to Viages  is clear. Calexico can, in 
fact, be viewed as a single village, where, prior to Wal-Mart, its downtown contained a successful col- 
lection of merchants, tightly contained within a few blocks along the Xnternational Border. T h e  
development of Wal-Mart damaged some of these businesses, causing certain of them to close and 
others to move outward, closer to the Wal-Mart along the main arterial highway in order to take 
advantage of the substanti.al amount of automobile trait leading to an from the Wal-Mart. 

This elongation of the Calexico viliage damaged the village’s retail sector economy, walkability, and 
spatial efficiency and has led to increased automobile traffic outside of the previously self-contained 
village. That is to sajr, Calexico experienced sprawl. 

It is the goal of the City of Villages strategy to foster small town design and a small town atmos- 
phere within each of the villages that agglomerate into the entirety that is, and will be, San Diego. 
Therefore, although much larger than Calexico, San Diego, through each of its many, intertwined 
village centers, will be subject to precisely the same impacts and pressures as have affected Calexico. 
That is to say, sprawl, increased automobile dependence, and the destruction of human-scale devel- 
opment-in the form of small businesses-will be the ultimate impact of big boxes upon villages 
whether the villages stand alone, like Calexico, or are parts of a network ofvihges forming a larger 
whole, as is the case with San Diego. 



Vaca Market - Fausto ~ o d r i ~ ~ z ~  manager. 
* This is a clothing store. Rodriguez feels that he competes well with Wal-Mart in terms of 

prices. He has had to change his advertising practices to compete with a chain store such 
as Wal-Mart. He has had to be more aggressive with flyers and mailings letting people 
h o w  that his prices are competitive. 

* The general clientele or customer base is shifting from the downtown area to Wal-Mart. 
The loss of this base has hurt business. Also, those on the Mexican side of the border go 
right to Wal-Mart and bypass the downtown area altogether. They enter through the 
second port of entry, which enables them to bypass downtown. - Rodriguez fears that the loss of clientele will cause downtown Calewico to go the way of 
Ei Centro. 

* Rodriguez feels that downtown merchants are particularly non-competitive with Wal- 
Mart when it comes to groceries and electronics. 

* H e  purchases his inventory from Los Angeles 
* H e  is not aware of any banking locally. Vaca Mart is a chain and banking is probably in 

Los Angeles. 
* Any charimble contributions and/or activities are made from L,os Angeles - the central 

office. 
* There are no health or pension plans for the employees. Benefits are provided only 

according to what the law requires (e.g. paid vacation after one year ofwork, State 
Disability). 

Casa Susana -Martha Garcia 

- Wal-Mart is bigger and more comfortable to shop in. This factor has drawn clientele 

* Wal-Mart competes well with two products: I )  Electric fans which cost more at Wal- 

generally from the downtown area toward Wal-Mart. 

Mart hut are of a better qu&iiy and 2 )  Clothes which cost more but last longer. - She emphasized that the sun rises for everyone and Casa Susana win survive 

* They purchase their inventory in Los Angeles 
* They bank locally at the Bank of America. 
* Casa Susana provides toys for children and soap for churches. Ministers pick up these 

items for distribution. 
* There are no health or pension plans for employees 

Tienda del Army - W~~ Reisen, owner. 
* This store sells shoes, shirts, jeans, hats, etc. for men. 

When Wal-Mart came to town, they took a big chunk of their market, People like one- 
stop shopping and they are looking for the best price for particular products. Wal-Mart 
can usually provide both. Before Wal-Mart, downtown Calexico was the main shopping 
area. 



,-. 

- Reisen had to discontinue various products that Wal-Mart carried because he could not 
compere with them. These products include tents and sleeping bags. Prior to Wal-Mart, 
Reisen was able to sell whatever he carried. Reisen is only able to carry what Wal-Mart 
does not carry H e  cannot go head-to-head with Wal-Mart. Reisen survives by carrying 
an increased variety of brands - especially what Wal-Mart does not carry 

0 Ever since Wal-Mart came to town, business has dropped 60%. Other businesses in the 
area also feel that Wd-Mart is “killing” them. 

merchants. Reisen donates when the community organizations come to him, but he can’t 
milke a “big splash“ like Wal-Mart can. 

* Wal-Mart sends Calexico money out of town rather than keeping it in the community. 
Reisen has had to cut back 60% of his work force including employees who had been 
with him for over 10 years. 

* Reisen buys his inventory directly from the manufacturer. These manufacturers frequent$ 
will not sell to discount chains. The discount chains often will not carry high line brands. 

* Mexican nationals are Reisen’s primaq clientele. 
* Reisen cannot afford hedth or pension plans for his employees. In 1991, he was planning 

to provide a health plan. Tl is  was the year before Wal-Mart came in and it was his best 
year financially. After that year, his business “took a nose dive”. 

1 Wal-Mart helps schools and the community at  large, but they are “murder” for the 

Garlans - Robert Gronich, president 
* Garlans is a clothes store with name brands similar to Robinson’s -May or Macy’s; these 

clothes are different from what Wal-Mart sells - they are on the higher end. 
* Since Wal-Mart has come into town, business has grown - he was not at all adversely 

impacted. Gronich considers his business to be very aggressive in terms of promotions 
and advertising -very different from other businesscs in the area. 

* 80% of customer base is Mexican nationals. The Mexicans are looking for a product that 
is not available in Mexico. Also, they are looking for something Wd-Mart docs not sell 
but stiu at reasonable prices. 
Garlans uses local banks such as Bank of America and VaUey Independent. 

* Garlans tries to accommodate requests for donations and charity. Anyone who represents 
a legitimate charity (ID and letterhead) is given a reasonable donation. Garlans also in 
involved in the community golf tournament associated with San Diego State University 
each year. 

* Garlans has two health plans: 1) An HMO with one hospital in Mzxicali, and 2) A Blue 

Shield PPO. Garlans pays half of the premium. 
The community likes Wal-Mart. Local businesses dislike (“hate”) \Val-Mart, especidly 
grocery stores. When a discount chain comes to town, grocery prices fall 20%. The 
community supports the variety, selection, and low prices associated with Wal-Mart. If 
the big box is not allowed in Calexico, it will simply locate in a neighboring town. 



Apple ~ ~ r k e ~  - Joe  oren no, ~ a n a ~ ~ r / o ~ e r  
* When Wal-Mart came to town, it had a definite impact on local businesses. Some 

businesses closed; others struggled but survived. Some are beginning to reopen. At Apple, 
business is starting to come back, 

* Before Wal-Mart, Apple Marketb customer base was 60% Mexican and 40% local; 
through various advertising and promotional efforts, the mix has shifted to 20% Mwcican 
and 80% local. Local people may buy snacks uid other packaged products at Wal-Mart 
but they get their main groceries at Apple. The fact that Wal-Mart picks up people at the 
border and takes them to Wal-Mart is a major factor affecting the local business 
downturn. 
Apple purchases their product from Unified Western Grocers in Los Angeles. 

* Apple Market banks locally at Bank of America and Valley Independent Bank. 
* Before Wal-Mart, Apple Market was able to support multiple community groups such as 

Pop Warner, T-Ball, Little League, etc. Now, they are not able to donate to everyone as 
before. Apple tries to help the schools and not turn people away. Wal-Mart can give as 
much as they want. 

* Apple has a health plan for employees who work over 30 hours per week. This represents 
10 employees. It is a PPO plan that Apple pays for in filll. 
Moreno is actively fighting the expansion of Wal-Mart so that it wiU not include the sale 
of groceaies. He contends that big box supercenters in other parts of the country have 
caused devastation to their communities. He argues that Apple Market, as a grocery 
store, is an anchor for other businesses. The tire business and the insurance business are 
nearby because of Apple. If Apple were forced out, customers would not shop at these 
other places. The one stop Wal-Mart shopping would take hold. 
Wal-Mart got the “royal treatment” from Calexico. They got tax breaks to motivate them 
to come to the area - breaks that other businesses in Calwcico never got. This is unfair. 
Wal-Mart can come but they should pay their own way like everyone else. 

Perrone’s, Isabel Perrone, co-owner 
* This store sells electronics equipment, including cell phones, stereos, and so forth, 
. Wal-Mart does sell some electronics but Perrone sells equipment at the higher end where 

Wal-Mart does not compete. It is in the area of groceries where local businesses can really 
be hurt by Wal-Mart. The one-stop shopping concept is a difficult one with which to 
compete. 

* Perrone closed an electronics store downtown 3 years ago and moved ro Imperial Avenue. 
Business has been up 100% since they moved. They are now in the flow of traffic of 
people going toward Wal-Mart. 
Wal-Mart got major tax breaks when c.oming to Calexico. The small businesses in 
Calexico have never received such breaks and this is not fair. 
Calexico needs someone who loves the community and who will facilitate growth of 
industxy and business positively Calexico needs large businesses like Fond for Less, 
Chuck E. Cheese, Target, etc., but these businesses should pay their own way, create jobs, 
create a diversity of product and consumer choice, and generate healthy competition 
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among businesses. Facilitating the continuous growth of one large chain is not positive 
growth. . Perrone purchases their inventory directly from the manufacturer. 

AD banking is local - primarily Valley Independent Bank. The Perrone family purchased 
32 homes in Calexico and all were financed by Valley Independent. Isabel Perrone is 
actively involved in the community She is president of the Calexico Little League and the 
Lions Club. She i s  vice president of the School Board. She is also involved in Junior 
Achievement where she speaks to school children about careers - specifically about 
expanding their horizons regarding the variety of opportunities and career choices 
available to them. 

* Perrone’s has a health plan for its employees - Blue Cross paid for by employer. 

Flowers by A n n e ~ ~ A n n e t t e  Tafoya, owner 

. Flowers by Annette is owned and operated by husband and wife with help by two sons. 
The family used to own a furniture store downtown, hut when \Val-Mart and Sam’s Club 
came to town, she could not compete and was driven out of  business. Many other 
downtown businesses went under as well. Wal-Mart argues that they created 300 jobs, but 
probably at least this many lost their downtown jobs as a result of Wal-Mart. 
Wal-Mart already has a garden center where they sell plants h i t  not cut flowers. It is a 
matter of time until Wal-Mart also sells flowers. When this happens Vi’al-Mart would 
take about 40% o f  her business leaving her only 60% of  what she has been making. This 
could force her out of business again and this time force her to leave town. She was horn 
and raised in Calexico and does not want to leave. 
Wal-Mart already sells coffee cups and stuffed animals as she does. She feels she has the 
advantage in terms of service. She can help customers put gift packages together where 
Wal-Mart does not yet have that capacity. 
She hanks locally for everything with Washington Mutual. 
She purchases merchandise from San Diego and out of state - wherever she can get a 
good deal. 
In the community, she helps at the women’s shelter and helps at her church. 
She has no non-family employees and no need for an employee health plan. 
Wal-Mart is great for the consumer; terrible for local merchants. She does not want to see 
the supercenter take away her livelihood. 

Jean’s Jewelry; Pak, Yong Wur, owner 

* This i s  a small outlet within the Price Center (across Imperial Avenue from WA-Mart). 
Pak sells inexpensive costume jewelry and sundries. 

* Wal-Mart carries much ofwhat he sells and people assume it is cheaper at Wal-Mart. 
Pak contends that his merchandise is cheaper. Pak says that representatives from Wal- 
Mart come to his shop to see what he has and Wd-Mart copies his retail strategy. 

* The one stop shopping is good far consumer, but not for merchants. In El Centro, a 
garden shop that was there for 40 years was driven out of business by Home Depot. 
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* Wd-Man lays lots of people oEin slow, non-peak times, but in busy times, they hire 
many They pay no benefits to most of these temporary, part-time employees. 

* Pak has service to offer his customers; 50% are from Mexicali and 50% are local. 

* Wal-Mart is a great economic force that cannot be stopped. Their profits do not stay in 
the community; they go back to Arkansas. Wal-Mart makes contributions to the 
community and they brag about it. Pak donates money ekrough his church, Special 
Olympics, and to the veterans. 

* Pak banks locally through Washington Mutual and Valley Independent. 
* Pak purchases his inventory from manufacturers and wholesalers in Los Angeles. 
* Pak has no health plan for employees, State Disability only 
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The 2000 report by Rea &Parker Research discussed economic and land market impacts of big 
boxes in other communities throughout the United States. It presented the findings from a handful 
of reports and summarized their conclusions briefly, as presented below. 

Marion Boarnet, Ph.D. and Randall Crane, l3h.D. (“The Impact of Big-Box Grocers on Southern 
California: Jobs, Wages, and Municipal Finance”) elaborated upon various Orange County Cases in 
which a discount retailer closed one store in order to open a larger and newer store nearby Case after 
case indicated that these vacated stores did not find a new occupant very easily, if at all, causing fur- 
ther closures among the small complementary local stores. These stores spend much time vacant, 
causing physical and economic blight and creating an “attractive nuisance” (legal term for site that 
attracts illegal activity) for vandals and others with property damage in mind. Clearly, building one 
store and then vacating it for another is worse than not building at a l l  from a land market and land 
use planning perspective. 

A report by Edward B. Shils, Ph.D. from the Wharton School, University of Pennsylvania, entitled 
“Measuring the Economic and Sociological Impact of the Mega-Retail Discount Chains on Small 
Enterprise in Urban, Suburban, and Rural Communities,” was published in 1997. Shils elaborated 
upon the impact of discount retailers on small local businesses in Eastern Pennsylvania, San Diego, 
Chicago, and Syracuse, New York, and found that the new stores replaced traditional “Main Street” 
retailers, eliminating thousands ofjobs formerly in stores employing one to ten persons. These were 
family type enterprises in which I? full-time jobs were ultimately lost for every one new part-time, 
near-minimum wage job in the discount retailer. In  certain communities, job losses were up to 5 
times the number of new big box jobs. O n  visits to all the locations cited above, Dr. Shils and his 
stafff“witnessed the increasing decay, both physically and morally of the stores and their environment 
in malls that had been in their ascendancy in the 80s and 90s.” Where a supercenter had been 
opened one-half mile away from the older mall and where after 6 months to 1 year, “traffic density in 
the older mail begins to die as shoppers go to the newer and larger mega-retail discount store, 
whether it be a Target, Lnart, or Wal-Mart. Within a year, eveiy second or third retail store is 
closed. These stores then take on a ghettoized, boarded-up appearance. Graffiti, iron grills, unsightly 
signs then appear, and what five to ten years earlier was a handsome mall in harmony with the coun- 
ttyside, now resembles an urban ghetto . . . what was witnessed was not ‘urban sprawl’ but ‘suburban’ 
as well as ‘rural sprawl.”’ 

Rea &Parker Research has expanded upon this summary with additional information derived from 
the sources cited above and from additional sources indicated below and has included a handfirl of 
these in this report. 

The upshot ofrhis additional i ~ o r ~ a ~ i o n  confirms the experience of  Cdexico that big boxes and, 
in particular, Wal-Mart represent a rejection of  any kind of small business, village-oriented devel- 
opment pokey That is, there i s  n o ~ n g i n  the W a l - ~ a r ~ ~ ~  box experiences of  these connuni- 
ties ~uoughou~ the UNted States that would provide hope that an economically flourishing small 
town a ~ o s p h e r e  can c o ~ s t ~ t h  big box retail. 

It is noteworthy that although intensive statistical analysis of the impact of big boxes is lacking, there 
does exist a large base of anecdotal information. The incidents and quotations cited are very typical 
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of local experiences with big boxes throughout the United States and are valuable and convincing by 
their preponderance and consistency among various jurisdictions. 

Included are a disproportionate number of San Diego region examples, with a sampling of com- 
ments and examples from other parts of the country These examples are not to he considered uni- 
versal. That is to say, although the overall impact of big boxes is quite apparently a strongly negative 
one as it applies to s m d  retailers, that impact is not what is experienced hy d small retailers. A lim- 
ited number do succeed w t h  a big box present--in particular those that do not compete directly 
wth the big box, dealing in services, high-end products, or special handling of customers and their 
needs in selected niche markets, including one or two Calexico merchants. Other s m d  businesses 
have succeeded when they relocated away from their former location nearer to the big box, along the 
main highway access routes This movement however, aggravates the big box impact on the former 
location, so that while the relocating business may survive, the existing retail core suffers nonetheless, 
again doing damage to the strategy of local, village-oriented retail development in favor of a sprawl- 
ing, outwardly expanding movement of such development on a much larger scale. 

~ e l e ~ ~ e a ~ a ~ o n a ~  efailer I m p a ~ ~ s  

San Diego Region: “I will close my business by July 1. No tax concessions were offered t o  bring my 
business into town or to keep it in town. Many products which were sold in my store and made 
available from the manufacturer solely for ‘independent’ stoi-es now have appeared in the discount 
stores via gray market trading. My customers were always quick to tell me about the great deals they 
got. (Oceanside, California merchant quoted in Shds report)” 

Another Oceanside business owner: “We are a family business in existence for over 20 years. Two 
locations (Escondido and Oceanside). When we opened typewriter shops, we sold typewriters. Now 
Price Club, Sam’s, Wal-Mart, h a r t ,  Silo, Circuit City, Sears, Montgomery Wards, all sell typewrit- 
ers, word processors, at prices less than we can purchase from the manufacturer as a dealer. As a deal- 
er we have quotas to meet in order to stay a dealer and be able to buy machines, supplies and parts 
We have had to change into service oriented business.” 

According to Sylvia Jones, owner of East County Travel (El Cajon, California), “Von’s leaving was 
devastating [Von’s supermarket joined Wal-Mart in a new shopping center a few miles away] to so 
many in this location. A lot of businesses closed”.. , Of19 businesses in the old shopping center, 14 
are closed. (E.A. Barrara, “For locals, large chain may offer c.onvenience as well as headaches”, Alpine 
Herald, October, 1999). 

“The old adage in retail that 20% of the items make up 80% of the sales is pretty much tme. The big 
box retailers tend to stock and seU mostly these items. As the big box retailers come to dominate the 
market, traditional retailers are drive11 out of business because they can no longer survive just selling 
the slower selling items” (San Diego Home Improvement retailer in Shds report.) 

More from Shds: 

San Diego Jewelry Store: “We cannot afford to go into a mall and, of course, could not 
produce/compete in price with the larger volumes necessary for discount sales. We are seriously con- 
sidering going out of business after 22 years in San Diego.” 
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Oceanside ~S~c~onics/Appliances: “The large retail stores have nothing but a negative effect on 
small businesses, especially in California. There is only so much business to go around and the 
increase in the number of stores only means that each one’s slice of the economic pie is that much 
smaller.” 

Oceanside Sporting Goods: “Large discounters will move in with Sower prices. Independents wiU he 
forced out and then when competition’s gone, prices will go up again.. .We have just liquidated due 
to discount competition.” 

Chula Vista Hardware store: “The big chains usually sell cheap products which puts the home owner 
in need of our services. However, quality products’ prices can’t compete with big chains, so we end up 
with a ‘rip o f f  reputation for charging a decent price for quality work and quality material. 

Chula Vista SewingIFabrics: “Originally these mega-stores offered depth and low prices.. .very com- 
petitive prices. Price/Costco has zero profit price margins. They are selling at cost only, deriving their 
profit from quick, high volume sales and 60-90 day terms from their suppliers.” 

Poway Food Products: “Wd-Mart’s arrival .,.forced Long’s Drug Store out o f  business so the site- 
the second major business o f  Poway Town and Country Shopping Center-has been vacant for over 
two years. Several adjacent businesses were forced to close.” 

Oceanside Eye GIassesKontact Lenses: “Please tell these cities that want these stores the truth 
about lower wage jobs, etc. They don’t understand that they are putting small business out of busi- 
ness. Unfortunately, here in Oceanside, they don’t care!” 

Chula Vista Office Products: I do not like the City helping major stores open with tax hreakdland 
deals, etc. when the effect is to put many small business people out of business. Unless they arc 
bringing new buyers into the city, they are only moving sales tax dollars from one place in their city 
to another,” 

San Dicgo Carpeting/Flooring: Their size [big box chains] lets them buy for less. They pay their 
help less money; consequently, worlunanship is poor.Too late for the customer; they have already 
signed the contract. These large companies know exactly how to stop people from backing out. Even 
when the product quality is bad.” 

Oceanside Paper Products: “In general, there is already too much retail space now available and the 
giants are killing off the small retailers. While some of us hope to grow big enough to compete, most 
of us will not survive. Community planners and local and state governments put too much emphasis 
on tax revenue and not enough on quality of life.” 

W e s ~ S o u ~ w e s ~  In the small town of Nowata, Oldahoina, (pop. 3,900). Wal-Mart came to town 
and “ravaged dl the small businesses. And when it came to the point where they were not satisfied, 
they left” says the Mayor of Nowata. The store was not supported by the residents o f  the town so 
they closed up shop and moved to a larger Super Center 30 miles away- after all the local stores had 
closed, the town was left with no jobs and no stores (Norman). 

“I travel a lot and observe other small communities (e.g. Eureka, CA, Grants Pass, OR) where the 
small ‘Main Street’ has become one way only and boarded up or vacancy signs proliferated about the 
main part of town. Property values declined and Main Street moved to the outskirts near the 
Interstate. This is progress?” (Shils) 
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“Pam Bland of Unicorn in Taos, New Mexico tells of buying spiral notebooks last month for the 
school season. Her wholesale price was 65 cents each; Wal-MaR was selling the exact same note- 
books for 17 cents, How can she possibly compete ?” Newsletter: “Horsefly” by Charna Staten (Sept 
99 issue) 

In Hearne, Texas, Wal-Mart opened a traditional store that put a number of downtown merchants 
out of business. The money that they earned did not stay in local banks-“going out as fast as it 
came in.” Wal-Mart sent representatives out throughout town regularly to see how products were 
priced, then cut prices to win the competition. Small merchants could not withstand this battle and 
eventually closed. Wal-Mart then raised their prices. Once they had control of the town, Wal-Mart 
closed their traditional store and opened a supercenrer 20 miles away. They refused to sub-lease their 
closed site, thereby eliminating any chance for an economic rebound locally. (video: “Wall-Mart: Not 
As Advertised”, Community Voice Video) 

South: An example of the impact that big boxes can have upon even longstanding, successful smaller 
stores is the story of the Jones Stores, which employed approximately 500 people and were spread 
throughout North and South Carolina. President Michael K. Jones announced in April 2001, that all 
38 stores in the chain would be closed by May 2001 “as a direct result of the Big Box Retailers cur- 
tailing his market” (Holland, Lee. “The Mom-And-Pop-Shop Vs. The Big Box: Size Matters When 
You’re Up Against The Godzillas Of Retail.” Mornine Star, Wilmingon, N.C.) 

‘“Bowman’s Hardware is closing!’ The rumor had spread like wildfire through the s m d  Georgia 
town just weeks ago. Now the store building stands quietly empty The auction is over and the owner 
is gone ... Bowman’s is the eighth Main Street business to close since Wai-Mart came to town.” 
(Archer, Jeanne and Taylor, Don, Up Against the Wal-Marts, American Management Association, 
1994) 

[An unpublished personal story on a Wal-Mart chat site by joIi@sconcept.com 1. Once upon a time, 
my hometown had three hardware stores, a fabric store, a handful of grocery stores, 2-3 pharmacies, 
and several clothing stores. One day, Wal-Mart came to town. It was fdl of all sorts of nice things to 
buy, and the prices were a little bit lower than the other places in town. Soon a hardware store and a 
clothing store closed. Then a pharmacy, another clothing store, and the fabric store. Yet another 
hardware store failed, and another pharmacy 

Soon, Wd-Mart had raised their prices in the fabric &craft department, and as the selection slowly 
dwindled to almost nothing, the prices continued to rise. After a while it was almost cheaper to drive 
to the town 1/2 hour away-especially since there was no fabric worth buying at Wal-Mart anymore. 
Hardware prices were getting pretty steep, too. The clothing.. . well, the clothing department became 
smaller, and the prices rose there, too. Well, gee, said the Wal-Mart manager, there’s no competition, 
so we can bring the prices up a iitrle. Nobody will notice, not really.” 

Now, my hometown has many, many empty storefronts on M.ain Street. Jhfany people are out of 
work. Wd-Mart is busy, but not as busy as it used to be. You see, people got tired of the prices rising, 
and the selection dwindling (since there wasn’t any competition, they could do that, you know) and 
they started driving to nearby towns. Well, 15,30, and 45 minutes away. It was better to go out of 
towu, because you might actually be able to find that fabric for the quilt you’re sewing, or decent 
school cl.othes for the kids. Prices will be lower elsewhere, and you’ll actually have a choice of items.” 
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East: Described in the Shils Report was the situation that happened in Philadelphia, PA. The entire 
story is quoted directly from the SMs Report. 

The  French retailer, Carrefour, received a five-year tax abatement and opened a 260,000 
square foot store. After 4 112 years, they left the city without paying any taxes. Furthermore, 
they had promised the City Council that 600 - 800 new jobs were to be created when, in 
realily, only 250 were produced. At the same time, five independent food stores and one 
non-food store, a number of apparel stores and various other small businesses were forced 
out ofb~s iness  during the years Carrefour was open. It has been estimated that the net 
effect was a loss of 1,000 jobs. 

Bottom line, when Carrefour left, there were very few small businesses left to fd the gap in the loss 
ofjobs. 

In February of 1998, Caldors, a New England based retailer founded by Cal and Dorothy Bennett in 
1951 closed after 49 years in business, When Caldors closed, 22,000 workers were let go, 145 stores 
in nine states were also closed. Norman (Norman, Al. “The Case Against Sprawl” at www.spraw1- 
busters.com.) argues that “industry analysts say it was expected: Caldor’s was losing money to I&‘& 
Mart, had fallen into Chapter 11 territory since 1995, and never recovered.” According to Norman, 
“it would take more than 100 Wal-Mart Supercenters just to break even with the 22,000 jobs that 
went down with Caldors.” 

In Ticonderoga, New York, workers with 30 years in the grocery business who were formerly 
employed by the Ticonderoga Great American Market, have lost their jobs when the store folded up 
after Wal-Mart moved into the area. Even though Great American had won awards for being one of  
the friendliest stores in Ticonderoga, sales at the grocery store fell 20 percent after Wd-Mm-t 
opened, forcing its operator to close. 

A Philadelphia bookstore in Shils regarding competition from large stores selling books: “I have sur- 
vived foi two years, now I’m closing up”. 

Midwest: Merchants in Caddac, Michigan directly tie their downtown’s vacancies to the arrival of 
Wal-Mart in the early 1990s. The small retailers who moved to new malls on tbe city fringe generd- 
ly have done fairly well, while those who stayed downtown have suffered. “ Merchants must recog- 
nize new customer markets, and not try to compete directly wkh Wal-Mart.” A smaU retailer in 
Lapeer said “she could not buy goods wholesale for less than what Wal-Mart was selling them retail.” 

A Kohl’s supermarket, and a small iudependent grocer, closed dter VVd-Mart moved into Racine, 
Wisconsin. Wal-hilart not only bas destroyed good jobs that helped grow Racine’s economy b u t  also 
makes unlikely rlie development of an inner city grocery store, wliich a Racine study, commissioned 
by the city, said would help revitahe the community 

“I have personally seen Wal-Mart and other discount stores completely shut down a small town in 
southern Indiana. Businesses which had been in operation for years were closed and the only oppor- 
tunities for employment were minimum wage jobs” (Apparel retailer in Shils) 

“We have Super Kmart, Wal-hlart, and Eagle about three blocks apart in Elk Grove. It’s no t  fun 
anymore. 50% or more of office supply dealers have gone out of business in the Chicago area (Office 
Supply retailer in Shils)” 
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What may be worse than the loss of retail jobs is the change that occurs in the wholesale market 
when big boxes become dominant. Six  hundred small business owners responded to a survey for the 
Shds Report. They were asked, “Are wholesalers still available for retailers to buy from?” Oddly, many 
small grocers responded that they now buy inany of their meat products from Sam’s Clubs, a sub- 
sidiary ofWal-Mart, because the cost is lower than their previous wholesaler purchaser. Other retail- 
ers purchase products from Sam’s Club or Costco also. The effect is that Wal-Mart or another big 
box becomes the wholesaler in town and controls both the wholesale price and the consumer’s mar- 
ket price. Access to wholesalers is disappearing for the small retailers, and, given that the discount 
retailer becomes the wholesaler, price competition becomes impossible. 

This loss of the wholesaler obviously has a domino effect on the entire retail market, and the loss of 
this industry may have a greater effect than the loss of a specific number ofjobs. Even if a sinall gro- 
cer or orher retailer does not want to support Wal-Mart, they would have to when Wal-Mart 
becomes tbe wholesaler. This collapse of the wholesale market does not go unnoticed by big box 
retailers themselves. Price ClubKostco, for example, actively markets their chain as a wholesaler to 
grocers, restaurants, and other retailers. The store provides these retailers special prices and special 
wholesale purchasing shopping hours. 

Without an independent wholesaler to sell to the small retailer, that retailer cannot compete on the 
same playing field. The small businesses are forced to pay more for the same products than the big 
box retailers, which is ultimately the actual cause of the closing of the small businesses - their pur- 
chasing power is lost, as is red price competition. 

Herein is the perverse paradox of big box as the wholesaler. When Wd-Mart, for example, comes to 
an area, it is perceived as helping to reduce prices in the community, which it may, in fact, do in the 
short run. What Wal-Mart does, instead, is as old as the predatory pricing practices of the robber 
barons of the late 1800s. They reduce prices initially, drive out the competition, and achieve a domi- 
nant market position that provides them the opportunity to raise prices over the much longer term 
without any competitive pressure or restraint. Their lower prices lead to higher prices ultimately, with 
fewer choices, poorer customer service, and lower quality. The community ultimately suffers. 

Big box stores also do not always stay in the market for long periods after they initially locate there. 
The anti-sprawl group, Sprawl Busters, counts 380 abandoned Wal-Marts in the United States in 
the last five years. (Dinsmore, Christopher. “Big Empty Boxes Are Stacking Up Big-Box Vacancies.” 
Virginian - Pilot, Norfolk, Va., Apr 1,2001, D-1.). 
It is argued by some that big-box stores are designed for a brief shelf-lif-that big boxes usually do 
not own the buildings, instead leasing them from developers who make their money from the prqject 
in the first several years (high-lease contracts for first few years and then drop off in rental prices). By 
then the mega-store moves to newer locations and they “will often continue to lease the abandoned 
space [at the hack-end lower rents] to prevent a competitor from moving in, effectively prohibiting 
the center’s redevelopment” (“Fold Big-Box Stores Before It’s Too Late.” The Atlanta Constimtion, 
Atlanta, Ga., Oct 17,2000, A-18.). 
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In 2000, h a r t  announced that it was planning to close 72 of its underperforming stores (66 tradi- 
tional and 6 super stores-7 in California). These stores were almost all profitable but their potential 
for growth and eventual expansion were seen by the company as inadequate. h a r t  is’only the latest 
in a growing list of big-box retailers that have closed up shop and left big empty spaces. The  list 
includes: Montgomery Ward, Be-Lo Stores, Winn-Dixie, Sears Hardware, Hannaford, Just For Feet, 
Home Quarters Warehouse, Upton’s, SuperfresMFarmer Jack, Giuliano’s Fresh Market, Roses, 
Ames, Woolworth, Drug Emporium, Pic N Pay, Funscape, Discovery Zone and Jumbo Sports. 
Further,J.C. Penney, Officehilax and Office Depot have announced that they are closing underper- 
forming stores. 

In April, 2001 , the Virginian-Piiot reported that the town of Hampton Roads had more than 70 
vacant big-box or quasi-big box stores-roughly 3.4 niillion square feet of empty space. T h e  Chicago 
market bas about 9.5 million square feet of vacant big-box space (Dinsmore). 

From Florida, “As of today there are 33 ‘available’ or ‘dead’ Wal-Mart stores in Florida waiting to be 
leased out. Florida has a bad case of the ‘empty box syndrome’, and it looks like Wal-Mart is plan- 
ning to empcy out more. About 5 years ago, the company opened a supercenter on Route 50. Now 
they want to put one in Brooksville and in Spring Hill. Citizens in Spring Hill are speaking out 
against the supercenter, since one Wal-Mart in their town is one more than enough. 

‘‘ Building a \&‘&Mart supercenter one quarter of a mile from an existing Wal-Mart is part of the 
Sain Walton saturation strategy (“We become our own competition”) but it just breeds empty boxes. 
Florida is ranked near the top in dead Wal-Marts.” (Hemando Todag, “Dead Viral-Marts” June 14, 
2001) 

According to Peter Grant in a column written in 2000 for the Wall Street Journal (“Plots and 
Plovs”), \Val-il.art has a strategy in place to replace “many of its outlets with large supercenters. 
Nationwide, this has loaded the company with an inventory of28.7 million square feet of surplus 
space.” Currently, at least three and maybe four Wal-Marts will be closing in a parish near New 
Orleans to ‘hake  way for supercenters. Making matters worse, the parish already is littered with 
seven other vacant big box stores.’ 

Many towns, cities, and states have taken the fight to regulate the size and market control of the big 
box retailers to the government. The strength of these mega-chains has made it difficult for local 
merchants and less strong competitors to confront and restrain the construction of the big boxes by 
themselves. Opposition is a difficult task especially when the big boxes often have support from 
politicians who provide tax incentives to these mega-stores - tax incentives not available to small 
businesses. 

Cdifornia Assembly Bill 84, dubbed the “Big Box Bill”, would have prohibited local governments 
from approving construction of retail stores of more than 100,000 square feet with more than 15,000 
square feet devoted to non-taxable item (e.g.: groceries). Not surprisingly the big box retailers were 
vocal in their opposition to AB84, using newspaper advertising space and their financial power t o  
rally support for their position. Governor Gray Davis vetoed the bill using strong language in sup- 
port of free competition (Springer, Jon, “Big-Box Bill Vetoed in California” Shopping Centers 
IQ#.zg). 



There have, however, been some success stories in the legal war. In WarrensviUe, Ohio city officials 
successfully passed a number of ordinances that severely restrict the size of retail and entertainment 
establishments that can be developed. The mayor, Marcia Fudge, said “We wait to ensure that we 
have a quality development, and this is one of the necessary steps, to keep the big-box retailers out of 
our city” (Mids, Lila, “Warrensvitle Sets Limits To Keep Out ‘Big Boxed’ Move Hinders Jacobs’ Plan 
For Retailers.” Cleveland Plain Dealer, Cleveland, Ohio, May 2,2001). 

Santa Fe, New Mexico is in the process of instituting “Big Box Standards,”with the current City 
Council and Planning Commission debating just how much to limit new big boxes. Some favor 
150,000 square foot limits-others 75,000 square feet-still others favoring a hybrid with 150,000 
allowed in some places and 75,000-100,000 elsewhere. No matter what is ultimately decided, a limi- 
tation of some nature will almost definitely be implemented. (McDonald, Jonathan, “Councilors 
want Teeth in Big Box Store Rules”, Santa Fe New Mexican, March, 2001) 

In August, 2000, San Luis Obispo County (California) also successfully passed an ordinance that 
limits the amount of floor space that stores over 90,000 square feet can devote to non-taxable items. 
The law prevents Wal-Mart, as well as Target and K-Mart, from opening supercenter stores in that 
county 

In Lancaster, California, a judge ruled (June, 2001) that the city could not condemn a 99 Cent Store 
in order to provide land for a Costco expansion. The judge held that Lancaster’s action was “nothing 
more than the desire to achieve the naked transfer from one private party to anotlier.” 

Wal-Mart sued the city of Reno over the denial of a special use permit for a new superstore. In the 
Washoe District Court lawsuit, Wal-Mart claimed that the City Councilb November vote against 
their project was ‘arbitrary, capricious, uiilaWEul and was not supported by substantial evidence.’ 
Council members had voted 5-2 to reject Mral-Mart’s bid to build a 207,000-square-foot store in 
northwest Reno, citing concerns about increased traffic congestion. 

A case was brought under the Arkansas Unfair Trade Practices Act, charging Wal-Mart with preda- 
tory pricing and resulted in a national discussion on whether or not national discount retail chains 
might be prosecuted for violations of this nature. The first decision in favor of the independent phar- 
macies was overturned in Wal-Mart’s favor in the Arkansas Supreme Court. Of interest is the fact 
that, in the proceedings, \T’al-Mart did admit selling below their cost. However, Wal-Mart dcnied 
the predatory charge, claiming that they regularly sell a variety of items below cost, including such 
standards as Crest@ toothpaste and Listerine@ mouthwash. They maintained that selling below cost 
does not violate the law or destroy competition. Wal-Mart’s attorneys argued in a pre-trial brief that 
the law should not be applied to individual items, but rather to \Val-Mart’s ‘inarket-basket or full 
line of products,” If the entire line is not priced below cost, they contended that it was not a violation 
of the statute. 

A similar action was brought in Oklahoma. Wd-Mart was found to have violated an Oklahoma 
state law that required retailers to sell products at least 6.75% above cost, unless the store i s  having a 
sale or matching a competitor’s price. Wal-Mart settled out of court during an appeal and agreed to 
raise prices at ail of its stores in the state. 

In 1994, the State of Michigan criticized Wal-Mart’s practice of displaying its own prices vs. coinpeti- 
tors’ prices. The signs sometimes compared items of different sizes and were aileged to be not fair com- 
parisons. The case was later dropped after Wd-Mart agreed to change i t s  advertising and display ads. 

21 



ent, 

What  becomes eminently clear is that big box retailers, and Wal-Mart in particular, are formidable 
forces not o d y  in retailing, but also in land use and urban spatial form. Where Wal-Marts locate, 
they can and have destroyed small businesses and established retail communities in a planned, coor- 
dinated, calculated company program designed to control markers into which they c o m c f o r  exam- 
ple, small communities such as Calexico. 

Whde Wal-Marts provide jobs, they are predominantly minimum wage and frequently without ben- 
efits. An average Wal-Mart employee makes about $11,700 a year - nearly $2,000 below the poverty 
line for a single mother with two children and is not covered by a company health plan. 

Wal-Mart does provide some comparatively minor charitable contributions for a company of this 
size and profitability (up to $2,000 matching funds for volunteer efforts by employees, a teacher of 
the year award program, and $300 to young people’s organizations that participate in Grandparents 
Day activities, for example). But whde they make these contributions, they are driving long-standing 
businesses and merchant community service network., into positions of being less able to continue 
what they had been contributing. 

Whde Wd-Marts earn substantial revenues, these funds move qiiickly into and out from local finan- 
cial institutions, whereas local business’ funds stay in local banks to be loaned and recirculated for 
local economic benefit. Whde Wal-Marts provide some sales tax and property tax benefits, these 
benefits are frequently negated by the tax advantages given to them initialiy and the losr revenue 
from the businesses harmed. 

While local businesses frequently obtain their products from nearby wholesalers, such as Calexico’s 
relationship with Los Angeles, Wd-Mart is producing its own products in China, the militaryjunta 
state of Myanmar, or in Honduran sweatshops.This policy has prompted the Donlini 400 Social 
Index to remove Wal-Mart from it5 list of “Socially Responsible” corporations, claiming that “Wal- 
Mart’s vendor contracting policies and procedures have failed to meet the standards set by prominent 
human and labor rights activists, or those attained by other prominent companies that are similarly 
exposed to sweatshop controversies.” (Green, Frank, “Wal-Mart Removed &om Socially Responsible 
List, San Diego Union-Tribune, May 18,2001) Regarding Myanmar and Honduras, the Index con- 
tends that, “Other companies that hilve been exposed to sweatshop and Myanmar controversies, 
including The  Gap, Liz Claiborne, Nilce, Timberland, and Reebok, have taken steps to improve their 
records on these issues. In contrast, Wal-Mart’s progress has been minimal.” For example, after tlie 
Federal Trade Commission charged Wd-Mart with not identifying the country of origin on apparel 
items listed on its Internet sales site, Wal-Mart removed the items, preferring not to disclose where 
the clothing was made 

Economic stability is more often than not crushed by the introduction of big boxes into the local 
economy. Existing, long-term businesses are damaged and often closed. Health benefits are lost in 
many cases, along with pensions, especially when union jobs are lost. Even when union jobs are not 
lost, the retail jobs lost are replaced by a lesser number of big box part-time jobs, with a reduced level 
of benefits or none at ail, causing increased societal health costs and the instability and medical costs 
which accompany a less healthy population. When union jobs are lost, the community suffers a huge 
loss in buying power and economic activity (as detailed in the Rea &Parker Research 2000 report). 
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Adding farther to the economic and societal instability brought on by big box development i s  the 
tendency for the big boxes to become the wholesaler for local small businesses, completely destroying 
any chance for real price competition. Wal-Mart clearly bas a policy designed to price their merchan- 
dise spedficdy, and almost mercilessly, to target some retailers for extinction. Then, once the market 
is controlled, certain o f  the traditional Wal-Marts close as the company opens a supercenter nearby 
and then idles its low-cost leased space so that competition cannot arise in its wake. The community 
is, therefore, dealt a double blow. Wal-Mart competition cannot be survived by many o f  the estab- 
lished sinall businesses in the a r a  and they close. Blight sets in where these businesses had been 
located. Later, once retail dominance is established, the initial Wal-Mart that destroyed the retail 
community to begin with also closes in deference to their own supercenter nearby Wal-Mart then 
maiiitains its former site in an idled state, adding further blight to an a e a  that would not have been 
developed in the first place were it not for the initial big box. The  area, which could have been open 
space or some other more stable form of development, is now part o f  the growing number o f  “dead 
Wal-Marts” littering cities. 

Big box development is the classic “slippery slope.” Entering into a development arrangement with 
Wal-Mart, in particular, is replete with huge risks of damage to the local retail economy, weakening 
of long-standing social structures, destruction of mixed-use neighborhoods, reduced wages, declining 
levels of health care in the community, an affront to local aesthetic values, sales tax revenue increas- 
ingly reliant upon a single large cor-poration, and, in the ultimate extreme, the potential horror of an 
urban ghost town. 

An increasingly prominent issue in local communities is the aesthetics of big boxes. Photographic 
artist Myron Brody is currently Eaveling around the country with an exhibit o f  photographs of each 
and every Wal-Mart store in America (McDonald, Frank. “Snapshots From The  World Of Wal- 
Mart: Myron Brody’s Photographs Attempt To Capture The  Impact O n  America’s Landscape Of 
The  ‘Formula Architecture’ OfWal-Mart Stores.” Irish Times, Dublin, Apr 6,2000). Brody con- 
tends that his interviews with Wal-Mart architects and designers have pointed out that the reason 
for the starkness of the big boxes is that any additional amenities reduce the ultimate value of the 
store. Trees in the parking lot take away parking places or are avoided because of bird droppings. 
Planters and other decorative amenities can be tripped over, causing lawsuits. 

The design policy of Wal-Mart is single-mjndedly that any amenity will cost additional money and 
will not generate additional traffic to the stores, so Wal-Mart and other big boxes have routinely 
fought against communities thae have sought to have the stores be more attractive and more consis- 
tent with local character. These big boxes are defiantly void of attractive, healthy, noise reducing 
landscaping and are absent even the slightest semblance of any noteworthy or distinctive architectur- 
al enhancements. They are the same in appearance whether they are located in San Diego or in Des 
Moines, Iowa. 
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P ~ t ~ a ~ e g y  

In the year 2000, in an era of land use planning which seeks to encourage “smart growth and “tran- 
sit-oriented development,” a retail policy which turns away from Main Street retailers and toward 
large suburban sprawl types of retail developments, which depend exclusively upon the automobile, is 
antithetical to the vision and wisdom of the stated policies which seek to encourage the opposite, 
such as Sari Diego’s City of Villages Strategy and their inspiration, the groundbreaking Ahwahnee 
Principles. 

Wal-Mar? and oilier supercenter retailers are not in-fill developments that support a pedestrian-ori- 
ented village retail concept. They do not foster the growth and health of s m d  businesses or of the 
shopper who uses public transit, Wal-Mart, and especially the supercenter Wd-Mart, is a sprawling, 
space consumptive, single-story blank wall. It sits behind huge expanses of parking spaces in order to 
facilitate large volume purchases that cannot be accommodated by public transit. 

Once again, paraphrasing from the City of Villages strategic framework: Village design is to be 
pedestrian-friendly, with puhlic spaces and significant transit service-aU designed to encourage local 
shops, restaurants, businesses and services, with much human-scale, street level activity and reduced 
dependence on the automobile trip. 

There is nothing in the Wal-Mart experieiices of those many communities throughout the United 
States that were discussed above and of those others similarly burdened, but not discussed, that 
would provide even the dimmest hope that a cohesive and economically flourishing City of Villages 
can coexist with the disassociated barrenness of big box retail. 
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There is a revolution going on in your grocery store. 

It is a change that is in i t s  earliest stages, but it is a change so profound that Goldman Sachs said 
earlier this year chat it is “the biggest secular market share shift in American retailing today - 
bigger so far than even the Internet.” 

It is a megatrend that i s  both consumer-driven and a decision by the so-called big box discount 
retailers to sell groceries, produce, dairy, and other food products, promising benefits in the 
form of lower prices and greater choices for consumers. It is a megatrend that will affect 
what we eat and where we buy it. And it is a megatrend that i s  collding with an extraordi- 
narily complex local issue ~ the fiscalization of land use by local government decisionmakers. 

For more than 20 years, cities have been romancing big box retail stores - the sales tax 
generating land uses that bring tax dollars into city government to pay for police, fire, and 
ocher municipal services. However, as the report - The Impact of Big Box Grocers on Southern 
California - illuminates, the decision by big box discount retail stores to expand from taxable 
(and tax-generating) products to non-taxable (and non-tax generating) groceries could have a 
profound effect on municipal finances while generating significant community impacts. 

To place this national megatrend in a local decisionmaking context, the Orange County 
Business Council asked UCI Professor Marlon Boarnet and UCLA Professor Randall Crane t o  
explore the impact of big box discount retailers moving into the grocery business ~ and to 

develop a checklist that local government officials could use t o  assess the expansion or 
conversion of existing retailers into the new supercenters. OCBC believes that the relation- 
shic, between land use decisions and local finance economics deserves closer examination. 

The I IS-page report Drs. Boarnet and Crane developed is summarized in this document. It 
does not advocate nor oppose supercenters or big box retail centers, but does offer key 
questions on municipal finance and community impacts that local government officials should 
consider when confronted with local land use decisions which will shape their communities. 
W e  hope this study will provide context and assistance to the serious deliberations of 
decisionmakers who will help shape the revolution that is going on in our grocery stores and 
our big box retail discount stores. 

Sincerely, 

President and CEO 
Orange County Business Council 

E X E C U T I V E  S U M M A R Y  



he research report, The Impact of Big Box Grocers on Southern Califor- 
nia:labs, Wages, and Municipal Finances, was prepared fo r  t h e  
Orange County Business Council by Professors Marion Boarnet (Uni- 
versity of California, Irvine) and Randall Crane (Universicy of California, 
Lor Angeles).The author is publish broadly in rhe areas of local eco- 
nomic development, land use, and municipal fiscal policy. The Orange 
County Business Council also has a long-standing interest in both the 
fiscal impacts of local land use issues and the economic impacts of 
government decision-malting and the changing California business climate. 

In this report ehey examine the enormous, and ever-growing retail 
grocery business, and the many changes occurring this industry. 
One of the most important deveiopments i s  the combination of big- 
box discount retail and grocery sales into a single store known as a 
supercenter. Several discount retailers, including K-Mart and Target, 
have experimented with the supercenter- format, but Wal-Mart lhas 
been the fastest growing developer of supercenters in the past de- 
cade.While &Mart and others have experimented with retail grocery 
sales in recent years,Wal-Mart has quietly become the second largest 
grocer in the country by adding large grocery stores to their retail 
stores to form supercenters that are often as large as 220,000 square 
feet. For that reason, this research focuses on the potential impacts of 
the entry of Wal-Mart supercenters into the Southern California mar- 
1ket.Yec the analysis is intended to illustrate some of the impacts of 
supercenters more generally, while using the case of Wal-Mart as an 
example of a poeential near-term entrant into the Southern California 
retail food business. 

This study i s  designed as an aid to public decision-making regarding 
supercenters, which have negative as well as positive impacts. Neither 
are always 
well understood,or ~ O L I C Y  
carefully cons id- 
ered, in the 
municipal race for 
sales tax revenue. 

The nature of the grocery business has changed 
dramatically in some areas,with conventional gro- 
cery stores having difficulty competing on wages. 

HowWer, this report Cities, starved for sales tax revenue but also 
cfeorly shows that the 
fiscal benefits of 
supercenter, and of 
discount retail mare 
generally, are much 
mare complex, and 
often lower, than 
they first appear. 

protective of their exirring retail base, are un- 
sure of how these big-boxes will affect either 
their economic structure of their fiscal bottom 
line. This study is designed mainly as an aid to 
public decision-making {regarding such projects, 
which have negative as well as positive impacts. 
Neither are always well understood, or consid- 
ered, in the municipal race for sales tax revenue. 

KEY FIND IN^^ 

The aggressive entry of supercenters such 
as those operated by Wal-Marc into the 
Southern Californiagrocery business is  ex- 
pected to depress industry wages and 
benefits at an estimated impact ranging from 
a low of $500 million to a high of almost 
$I .4 billion per year, potentially affecting 
250,000 grocery industry employees. 

&: The full economic impact of those lost 
wages and benefits throughout Southern 
California could approach $2.8 billion per 
year. 

Discount r e t a i l  chains that operate 
supercenters, including Wal-Mart. typically 
offer much less comprehensive health care 
coverage than major California grocery 
chains. One negative economic impact of 
Supercenters could be a dramatic reduction 
in health coverage for most of the 250,000 
grocery empioyees in California. This can 
lead t o  lower quality of care for grocery 
employees whose liealth insurance benefits 
are reduced. 

The fiscal benefiu of supercenters, and of 
discount retail more generally, are often 
much more complex, and lower, dian they 
first appear. This is particularly true when 
big box retailers close existing stores to 
move into larger quarters elsewlrere, when 
they expand an existing store into food, 
and when retailers reconfigure an existing 
store to sell food without expansion. In 
each case the additional tax revenues gcn- 
erated will in part come from existing 
businesses elsewhere in the city in the form 
of lost market share. 

Supercenters, especially Wal-Mart 

isting discount retail stores.Thus local of- 
ficials should carefully consider rhe possibil- 
ity of a future conversion to a supercenter, 
and any attendant negative economic,fis- 
cal, or land use impacts, when approving 
big box discount retail proiects,even when 
the proposes land use does not include 
immediate plans for grocery sales. 

,.. , 

supercenterr, are often conversions of ef i  
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The grocery industry is an often unnoeiced but Vital part of 
many local economies. In an era of increasing part-tlme em- 
ployment and reduced pay and benefits, grocery chains pro- 
vide what is becoming increasingk rare " entry level jobs that 
pay living wages wirh good benefits. The retail food sector 
employs 250,000 persons in California: slightly more than 
half of those are in the Southern California region. Of the 
I28.000 Southern California grocery employees, the 80,000 
employees of the major chains are unionized and earn at- 
.ti-active wage and benefit packages. The average grocery 
employee at a maior Southern California chain earns $32,385 
on a full-dme annual basis - virtually the same as the average 
statewide pay for all job sectors. 

It is also instrucrive to compare grocery employment and 
wages with other indusrries that are commonly considered 
an important part of the Southern California economy Em- 
ployees of the maior gmcery chains earn wages that are es- 
sentially the same as the average annual wage paid in the con- 
struction industry, and the 80,000 unionized Southern Caii- 
fornia grocery worl<ers number about one-third of the region's 
total construction employment. Few doubt the role that 
consvucrion plays in providing good wages and economic oppor- 
tunity to persons with entrylevel skills. Grocery employment 
serves a similai-iy imporcant role in the econonties of South- 
ern California cities and for the entire region. Compared tn 
othei- industries tha t  provide entry-level jobs, such as the iour- 
ism sectoi; wages at  maior grocery chains are close to double 
what can be eained in, fog- example, hotel and motel employ- 
ment. Major Southern California grocery chains also pay on 
average, more than Mice as much as the pay earned by gen- 
eral merchandise empioyees. This is representative of the pay 
gap between grocery stores and the discount retail 6rms tha t  
have entered the grocei-y maker in ocher states. 

AVERAGE ANNUAL WAGE C ~ M P A ~ I S O N  
1 

~ ..... ~~ . .. 

C 

Three sets of policy issues are impomnc 

1. 

2. 

3 

super center^ are often conversions of exist- 
ing d iscount  r e t a i l  stores, and l oca l  
officials should b e  aware of that possibility. 
In 1999, Wal-Mart estimated that 72% of all new 
Supercenters would be built by converting existing 
Wal-Mart discount centers. Because the grocery 
and general retail industries differ dramatically in their 
pay scales, function within the sommunity, and abil- 
ity to generate sales tax revenues, th i s  i s  Far from a 
simple expansion of an existing business. Local offi- 
cials should be aware of the possibility for conversions 
of existing discount centers into supercenters. 

T h e  g roce ry  i ndus t r y  in Sou the rn  Cal i for-  
n ia  pays substant ia l ly  h i g h e r  wages, and 
offers b e t t e r  benefits, than many  of the dis- 
c o u n t  r e t a i l  chains that cu r ren t l y  o p e r a t e  
supercenters. By far the largest controllable cost 
in the grocery industry is wages and benefits. Large 
labor cost differentials do no t  persist in the gro- 
cery business. Should a discount retailer enter the 
Southern California grocery market and compete 
effectively while paying wages below the current 
norm for the industry, the pressure on existing 
chains to Jower wages and benefits would be im- 
mense. As an example, estimating that Wal-Mart 
supercenters could capture from 10% t o  20% of 
the Southern California grocery market, we calcu- 
late the direct value of lost wages and benefits to 
iange to nearly $1.4 billion per year. Accounting for 
the mul t ip l ier  effect as those wage and ben- 
efit cuts ripple through t h e  economy, t h e  total 
economic impact  on t h e  Southern California 
economy could approach $2.8 billion per year. 

The fiscal b e n e ~ ~ 5  of supercenters, and of dir- 
count retail m o r e  general ly,  a r e  o f t e n  
complex. Supercenters in particular combine many 
non-taxable food items under one roof with genemi 
merchandise. Furthermore, any discount retail out- 
let potentialiy shifts sales from existing local retail, 
and the iiet impacts on local sales w revenues are 
far from cemin. 

IU,UOO 

5,000 

-. 
S O h H E R N  CRlliORNlA CALIFORNIA CAllfORNIA CRlifORNlk 
CAllfORNlA EMPlOYEEI CONITRUC. HOTEL GENERAL 
GROCERY TlON AND M O W  MERCHANDISE 
CHAINS EMPLOYEES EMFtOYEES EMPLOYEES 
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A brief synopsis of the research is given below. For 
the full study, including citations for all information, 
data sources, and a detailed description of the meth- 
ods, see the full report, available at www.ocbc.org. 
The wage and benefic impam of the entry of big box 
grocers into the region are estimated using a two 
step process. First, we estimate the market share 
that Wa-Man supenenten are expecred to capture in 
Southern California, based on current averages of 
between 47 and 57 stores per distribution center. 
Using data on market share and number of stores in 
several urban areas, we conclude that one disti-ibu- 
tion cencer roughly Vanslates to a 10% market share 
of Wal-Mart supercenten in Southern California. The 
assumptions that let to that esrimate were uniformly 
conservative, and so we also use an estimate of 20% 
long-run marker share for supercenters. comparable 
to the major existing chains in Southern California. 

cery chains typically seek to close approximately one 
half of the wage gap with major competitors. O v e r  
the long term, the grocery chains may seek to lower 
wages to their workers t o  eliminate the entire differ- 
ence between their pay and that of discount retai l  
employees an average difference of over $9 an hour 
currently 

Using data on current wages and benefits, we calcu- 
lated that the direct impact on workers in Southern 
California would likely fall in the range of about $500 
million t o  $I .4 billion per year in lower pay, depending 
on the big box grocers' market share. Using the South- 
ern California Association of Governments estimates 
of how these lowered wages would impact the re- 
gional economy, the total regional drop in spending 
ranges from about $I billion to over $2.8 billion per 
year.The numbers will rise the larger the market 
share of big box grocers, and could well top even 
these figures over time. 

In addition, we find that the tax rev- 
enue impacts of big box grocers are 
uncertain. While big box retail does 
typically capture taxable sales from out- 
side the jurisdiction, it also captures 
business from local retail, thus hurting 

...><:;:,.,,: 

ESTIMATES Of: REGIONAL INCOME LOSSES * . in  .zo .', 
WOM L 3 . V t R  r'VAGLS PAID BY 615 BOX GRO.XR5 

MEDIUMESTIMATE the local economic base of the com- 
munity. There is  evidence as well that 
the initial growth in sales tax revenues 
from the big boxes may not be either 
steady or sustained in some situations. 

More to the point of this report, a much 
larger share of food sales are not tax- 
able a t  ail. Most of t h e  Wal-Mart 

HiGH ESTiMATE 

WAGE GAP BETWEEN HAJQR GROCERY CHAINSAND DISCOUNT REiAiLERS 

supercenters result from the conver- 

sion of existing Wal-Marts into a combination of 
general merchandise and food sales. Thus, the 
floorspace devoted to taxable sales may actually fall 
as these conversions continue. 

There is also evidence that general merchandise stores 
are far more vulnerable to market shifts than food 
stores.Thus, this trade off presents itself: big box ret- 
ailers will most likely boost overall retail sales and tax 

We then calculate the wage impacts of these rnarlcet 

share estimates. Even a 10% market share foi- 
supercenterr is a substantial competitive threat to 
existing chains, and those chains are likely to respond 
aggressively. Case studies of similar competition be- 
tween low and high labor cost grocers illustrate that 
grocery chains cannot tolerate large labor cost gaps. 
This evidence indicates that in the short-term gro- 

T H E  I M P A C T  O F  B I G  B O X  G R O C E R S  O N  S O U T H E R N  C A L I F O R N I A  
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revenues on entry, only t o  be among the first to con- 
solidate or fold when conditions begin to change. If a 
big box were to include food sales in its operations, 
then free-standing food stores would likely yield mar- 
ket share and in some cases become vacant, while 
taxable sales from grocery operations would shift to 
locations that are much ore prone to the impam of 
mgional business cycles. 

GENERAL M E R C H A N ~ I S ~ T A ~ ~ L E  SALES PER PERMIT 
IN LAGUNA NIGUEL 

(NOTETHEWAL-MART OPENED IN 1995) 

FFICIALS PRO 

These potential impacts are significant, with respect 
to both the vitality of the local economy and the pub- 
lic budget bottom line. The transformations in the 
grocery industry thus present local officials with some 
key policy considerations. The grocery business is a 
vital part of the economic and the community fabric 
of most every municipality in the region.The changes 
occurring in that business have the potential to quickly 
and adversely affect the economic health of localities, 

evaluate future discount retail projects. 
and officials should be aware of that po~ential as they 

In particular, the following questions are important in 
evaluating discount retail projects. 

I, Is there potential for changes in the use of the 
property? Discount retail chains are increasingly 
taking on the functions of grocery stores, In light 
of that trend, local officials should both be aware 
of the potential for the conversion of discount 

retail sites into supercenters and inquire about 
future plans for discounr retail stores seeking lo- 
cal planning commission and city council approval. 

How will the discount retail store affect the lo 
a1 labor force! Discount retail chains uaditionally 
pay subnantially less than the grocery industry 
in Southern California. Local officials should care- 
fully asses the possibility that a particular 
discount retail project might depress wages in 
other stores in the municipality 

2. 

3. What are the fiscal impacts of a discount retail 
store? A t  the most general level, local business 
both require public services and have the poten- 
tial to produce local tax revenues - a point often 
missed when officials focus exclusively on the tax 
revenue side of the equation. Any land use, even 
big box retail ouder, that are perceived as mu- 
nicipal cash "cows", must be carefully evaluated. 
Some land uses do not generate tax revenue 
that outweighs municipal costs. In other in- 
stances, the data in the full report (particularly 
Chapter 3) suggest that discount retail stores 
produce only short-term increases in local sales 
tax revenue. And the cyclical nature of r 6 i l  
sales tax revenue suggests that the revenue 
streams from supercenters might be highly vari- 
able over time. Local ofkials should carefully 
evaluate these and related issue when they as- 
sess the  f iscal impact of a discount retail outlet 
or supercenter. 

For decades, grocery stores have been hidden but 
important parts of rhe health of many Southern Cali- 
fornia municipalities. Recent changes in the grocery 
industry have the potential for catching local officials 
unaware of the possible impacts in their communi- 
ties, The full report (available at www.ocbc.org) 
highlights the potential for economic impacts as dis- 
count retail chains develop supercenters, while also 
emphasizing the uncertain nature of any local fiscal 
benefits. Local officials should carefully evaluate the 
implicarions for their communities. 
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r tin X il 
Overall, our analysis of these data illustrate the great complexity, and possibly unintended conse- 
quences, of the entry of large foocprint discount retail into the grocery business.To help prepare 
local and regional official to review proposed big box projects generally, w e  suggest communities 
systematically assess the positive and negative local impacts of such projects. The following 
checltlist is one way to do so. It proposes a systematic review of the impacts on local workers. 
on municipal finances, and on other key community issues. 

How much will the n e w  big-box ou t le t  c u t  into existing local re ta i l  m a r k e t  share? 

TASKS: Need to inventory the local retail base 
Assess market areas and market impacts 

What will happen to the local w o r l ~ o r c e ~  

TASKS: Assess impact on existing local retail 
Calculate direct impact of job changes, lower wages 
Calculate impacts of less medical coverage and other fringe benefits 
Calcuiate ripple impacts of lower wages on local economy (multiplier impacts) 

Will t h e  new big-box outlet lead to vacancies or changes in local land use? 

TASKS: inventory vacant land and conmerciaf properties 
Assess re-use or redevelopment possibiliries for competing sites 

ICIPA~ Ft 
How much will t h e  n e w  development cost your m u n i c i p a l i ~ ?  
TASKS Services and capital expendituirs:Calculate cost of infrastructure & titilities (i.e., 

streets, sewer connections, water lines, etc.) 
Traffic and other service impacts! 
Calculace the cost of associated economic development incentives (e.g.. tax credits) 
Assess the impact of redevelopment zone tax-increment financing 

How m u c h  will t h e  new development really change local tax revenues? 

TASKS: Assess net changes in iocai retail sales (e.g., including sales lost to the new big box] 
Calculate net changes in sales and property tax revenue 
Examine the stabiiity of the retaif sales tax revenue over time 

ill the big-box f o o ~ r i ~ t  possibly expand in the future? In the same line of busirmss? 

TASKS Ask about future plans up front 
Examine indusrry trends 
Plan far expansion contingencies 

What localities will benefit from and/or be d i ~ a d v a n ~ ~ e d  by the big-box development? 

TASKS: Assess the differences betaeeii locai and regional impacts 
L\re i x a l  gains ili the expense of ioiscs i n  orhei. cities? M u s i  there be mitigared! 

Mow wil l  the new retai l  outlet affect your community's qua,lity of life? Far example, 
wi l i  it. reduce t h e  appeal of a downtown tore tha t  you are t r y i n g  to preserve 01- 

revitalize? 

TASK!;. Intenlory iocatioi,s of compering reraiiei‘s 
Assess !mpacr or! existing iota1 retailerr 
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California, Los Angeles). The authors publish broadly in the areas of local economic development, 
land use, and municipal fiscal policy. The Orange County Business Council also has a long- 
standing interest in both the fiscal impacts of  local land use issues and the economic impacts of 
government d ~ c i s i o n - m a ~ n g  and changing business climates in California. 

In this report they examine the enormous, and ever-growing retail grocery business, and the many 
changes ocdrring in this industry. One o f  the most important developments i s  the combination of 
big-box discount, retail and grocery sales into a single store known as a supercenter. While K-Mart 
and others have experimented with retail grocery sales in recent years, Wal-Mart has quietly 
become the second largest grocer in the country by adding large grocery stores to their retail stores 
to form massive retail “supercenters”, often as large as 220,000 square feet. 

This study is designed as an aid to public decision-making regarding such projects, which have 
negative as well as positive impacts. Neither are always well understood, or carefully considered, 
in the municipal race for sales tax revenue. ~ o w ~ e r ,  this report cfearfy shows rhar [he fiscal 
~ e n e ~ t s  o ~ s ~ p ~ r c e n t e r s ~  and of d~scoun~ retail more general&, are much more complex, and 
oftcn lower, t ~ a n  ~ h e ~ ~ r . ~ [  appear. 

The nature ofthe grocery business has changed dramatically in some areas, with conventjonal 
grocery stores having difficulty competing on wages. 

Cities, starved for sales tax revenue but also protective of their existing retail base, are unsure 
how these big-boxes will affect either their economic struchlrc or their fiscal bottom line. This 
study i s  designed mainly as an aid to public decision-making regarding such projects, which 
have negative as well as positive impacts. Neither are always well understood, or considered, in 
the municipal race for sales tax revenue. 

And now the supercenters are coming to California. What will happen? 

6 The aggressive entry o f  supercent~rs such as those 0 ~ e r ~ ~ e d  by \“i 
regional g r o c ~ ~ y  business is expected to depress industry wages and benefits at an 
estimated ~mpact ranging from a low of $500 million to a high of almost $1.4 billion per 
year, potentially ef~ecting 250,000 grocery i n d n ~ ~ r y  employees. (Chapters 2 and 4) 

@ The full rconom 
~ a ~ i f o r n i a  c ~ u ~ d  

impact of those lost wages and benefits throughout southerfl 
p r o ~ c ~  $2.8 b i ~ l ~ o n  per year. (Chapters 2 and 4) 
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i~count  retail cha~n5 that opera~e supercenters, including Wal-Mart, ~ p i e a ~ y  offer much 
hen~ive h e ~ i t h  care coverage than major Caiiforn~a grocery chains. One 
nomic impact of ~ u p e r c e n t ~ ~ s  could be a draInatic reduction in health coverage 

for most of the 250,QQQ ~roce ry  employees in California. This can lead to lower quality care 
for groeery empIoyees whose health iKisu~ance benefits are reduced. (Chapter 2)  

0 The fiscal benefits of supe~centers, and of discount retail more generally, are  often 
much more complex, and lower, than they first a p p e ~ r .  This is particularly true when 
big box r~tai lers  close e x ~ ~ t i n g  stores to move into larger quarters elsewhere, when they 
expand an existing store into food, and when retailers reconfigure an existing store to 
sell food without expansjon. In each case the additional tax revenues generated will in 
part eome from existing businesses elsewhere in the city in the form of lost market 
share. ( ~ h a ~ t e r  3) 

Supercenters, especially Wat-Mart supcrceotcrs, are often conversions of existing 
discount retail stores. Thus local officials should carefully consider the possibility of a 
future conversion to a supercenter, and any attendant negative economic, fiscal, or  land 
use impacts, when approving big box discount retail projects, even when the proposed 
land use does not include immed~ate plans for grocery sales. (Chapter 1) 
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Overall, our analysis of these data illustrate the great complexity, and possible unintended 
consequences, of the entry of  large footprint discount retail into the grocery business. To help 
prepare local and regional officials to review proposed big box projects generally, we suggest 
communities sys~ematically assess the positive and negative local impacts of such projects. The 
following checklist is one way to do so. It proposes a systematic review of the impacts on local 
workers, on municipal finances, and on other key community issues. 

How much will the new big-box outlet cut into existing local retail market share? 
.I 

TASKS: => Need to inventory the local retail base 
i3 Assess market areas and market impacts 

What will happen to the local work force? 

TASKS: 3 Assess impact on existing local retail 
~7 Calculate direct impact ofjob changes, lower wages 
0 Calculate impacts of less medical coverage and other fringe benefits 
'z Calculate ripple impacts of lower wages on local economy 

(multiplier impacts) 

fl Will the new big-box outlet lead to vacancies or changes in local land use? 

TASKS: ~T Inventory vacant land and commercial properties. 

How much will the new development cost your municipality? 

TASKS: c:> Services and capital expenditures: Calculate cost of infrastructure & utilities 

2 Traffic and other service impacts? 
-i Calculate the cost of associated ecoiioiiiic development incentives 

'7 Assess the impact of redevelopment zone tax-increment financing. 

(i.e., streets, sewer connections, water lines. etc.) 

(e.g., tax credits) 

a How much will the new development really change local tax revenues? 

: 3 Assess net changes in local retail sales 
(e.g., including sales lost to the new big box). 

'2 Calculate net changes in sales and property tax revenue. 
:::::. Examine the stability of the retail sales tax revenue over time. 
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Will the big-box footprint possibly expand in the future? In the same line of business? 

~ A S ~ ~ S :  3 Ask about future plans up front 
$:> Examine industry trends 
;i Plan for expansion contingencies 

What Localities will benefit from and/or be disadvantaged by the big-box development. 

TASKS: 3 Assess the differences between local and regional impacts 
=> Are local gains at the expense of losses in other cities? 

Must these be mitigated? 

How will the new retail outlet affect your community’s quality o f  lifc? For example, will it 
reduce the appeal of a downtown core that you are trying lo preserve or revitalize? 

TASKS: Q Inventory locations of competing retailers. 
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n the United States is currently undergoing dramatic and rapid change. 
Some differences in food retailing are evident even to casual observers - for example, stores 
across southern California have changed ownership and sometimes names as part of the recent 
mergers in the grocery industry. Yet the food retailing business is changing in ways that go 
beyond the larger trend toward corporate consolidation. Several major retail chains, all with little 
previous direct connection to the grocery business, have begun to combine discount retail and 
full-service grocery stores under one roof. These “supercenters” represent a restructuring that will 
have potentially more dramatic impacts on local public policy than the current wave of 
consolidation among traditional grocery chains. 

In this report, we examine the local and regional impacts of  the trend toward combining 
discount retail and groceries under one roof. At first glance, the issues might seem minor - two 
classes of goods that previously were sold in different stores are now increasingly sold in the 
same place. Yet that seeming ordinariness belies the importance of the grocery indusity for local 
economies. There is little public awareness of the ways that the discount retail and grocery 
industries differ -differences that suggest that a trend toward merging the two activities will 
change the face of the grocery business. The policy issues from such E restructuring of the 
grocery business are twofold. 

I. The trend tQward c~mbining discount retail and grocery sales raises the potential for 
unant~cipa~ed changes in local land uses. 

Discount retail firms, such as K-Mart, Target, and Wal-Mart, often build supercenters by 
adding a grocery store. onto an existing discount center. When considering whether to approve 
specific discount retail stores, local officials might often not consider the possibility - a  very real 
possibility, as this report documents -that the store will expand in the near future into full service 
grocery sales. This might seem nothing more than an ordinary expansion of the floor space o f a  
particular business. Yet the expansion o f  a retail store into groceries is an expansion from one 
business sector into a different line of business, with different competitors and different 
community, economic, and fiscal impacts. The food retailing and discount retailing industries 
differ dramatically, so that an expansion of a discount retail site to include grocery is best 
considered a change in the land use rather than a simple expansion of an existing land use. Most 
importantly, grocery and discount retail have different impacts on the local community, %-mamy, 
and municipal revenue stream. This leads to the second policy issue. 

ecause o f  differences in pay and b e n e ~ t s  in the discount retail and grocery sectors, a 
shift from ~raditional g~ocery stores to supe~c~nters creates the very real risk that high 
wage jobs will be re~laced with low wage jobs. 

The grocery industry, nationally and in southern California especially, has traditionally paid 
good wages with amactive benefit packages. Average wage and salary pay for full-time hourly 
workers in major southem California chains is $32,386. The major southern California chains 
offer a complete benefit package, including health care coverage for employees and dependents, 
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and a retirement plan. Discount retail traditionally pays substantially less, uses more part-time 
workers, and offers limited or no health insurance or retirement plans. Everything that is known 
about the discount retail chains now entering the grocery business suggests that supercenter 
employees earn wages and benefits comparable to discount retail employees, substantially less 
then what southern California grocery workers earn. Thus the development o f a  robus2 
supercenter sector in southern Calgornia will lead to the conversion of high wage jobs into low 
wnge jobs. 

The purpose o f  this report is simple: The grocery business is changing and public officials 
should be aware of the potentially adverse impacts on cities and local economies. Yet the 
seeming ordinary nature of this issue is part of the policy problem. The pace of change in the 
grocery industry is rapid, and~the everyday character of most persons’ experience with groceries 
belies the importance of the retail food business for local economies. We show later that the entry 
of discount retailers into the southern California grocery industry can lead to wage and benefit 
losses that could be as high as nearly $1.4 billion per year. The economic impacts on specific 
communities can be quite large. Yet unless local officials are aware of these issues now, they will 
be caught by surprise by the fast pace o f  change in the grocery industry 

This report seeks to educate local officials about the policy iniportance of the changes in the 
grocery industry. In the rest of Chapter 1, we discuss trends in the goccry business in  the United 
States and more specifically in southern California. Two key points emerge from that discussion. 
First, discount retail firnis are rapidly entering the grocery busincss. Second, discount retail and 
grocery are sufficiently different, in terms of pay, benefits, and employment practices, that the 
entry o f  discount retail into groceries will have profound economic impacts. We focus 
specifically on those labor market impacts, for the case of southern California, in Chapter 2 .  In 
Chapter 3, we discuss the broader community and fiscal impacts that can result from the entry of 
discount retail into the food retailing business. 

The rest of this introductory chapter proceeds in four sections. Section B describes the food 
retailing business in the United States. Section C discusses the recent trend toward combining 
grocery sales with big-box discount retail. Section D discusses the economic importance ofthe 
grocery business. Section E discusses the implications of grocery trends for Orange County and 
southern California. 
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A recent report on the U S .  food retail industry (S & P, 1998) identifies a few key trends that have 
emerged in the supermarket industry in the past several years. These trends are as follows: 

In an attempt to accommodate consumers’ desires for increased shopping convenience, more 
and more food retailers are experimenting with cyber supermarket aisles in the form of home 
delivery and on-line shopping; 

In an attempt to increase customer loyalty and boost profit margins, food retailers continue to 
develop private-label products; 

@ In an attempt to adapt to such demographic changes as the aging and increasing ethnicity of 
the U.S. population, supermarkets are spending more time conducting market research; 

In an attempt to counter competition from retail formats encroaching on their territory 
supermarket retailers are opening more larger-sized combination foodidrug stores; 

In an attempt to achieve growth in a mature industry where opportunities for internal growth 
through physical expansion have narrowed, supermarkets are expanding through mergers and 
acquisitions. 

While each of these trends has contributed to the chpnging face of tlie food retail industry, 
consolidation has been the underlying theme for thesuperinarket industry in the past several years 
(S & P, 1998). The US. food retail industry, historically highly fragmented and diversified, 
became increasingly consolidated in recent years. 

In the past year, Kroger’s $13.5 billion merger with Fred Meyer was the largest and most 
expensive deal in food retailing history. That merger created the nat.ion’s largest grocery store 
chain, with 2,200 stores in 31 states (Kroger, 1999). Albertson’s recent merger with American 
Stores for $11.7 billion made Albertson’s the nation’s second-largest retailer specializing in food 
and‘drugs, with approximately 1,800 grocery stores and $35 billion in annual sales (Progressive 
Grocer, 1999). 

In the midst of the recent mergers and acquisitions, Safeway dropped to the rank o f  third-largest 
chain (after being second for several years) with annual sales of around $25 billion. Safeway 
recently acquired Randall’s Food Markets, a privately owned 116 store Texas-hased chain, for 
approximately $1.8 billion. This new partnership will allow Safeway to continue its growth 
strategy while reentering the rapidly growing Texas market (Safeway, 1999). The California 
chain has also had much success with both its 1997 purchase of the Vons chain in southern 
California, which brought Safeway back to southern California after a decade-long absence, (S & 
P’s Industry Surveys, Supermarkets & Drugs!ore.ves, 24 Sept 98) and its recent acquisition of 
Dominick’s for $1.2 billion (Progressive Grocer, 1999). 
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Table 1-1 presents “Earnings Before Interest, Taxes, Depreciation and Amortization” (EBITDA) 
multiples for many of the recent supermarket mergers and acquisitions that occurred in the U.S. 
food retail industry since late 1996. While many consolidations occurred in order to achieve 
economies of scale in volume-based purchasing, procurement, distribution, information 
technology, and corporate overhead, many were defensive moves spurred by the pressures from 
the newer entrants into supermarketing, most importantly discount retail chains. 

Aug-98 
Aug-98 
Oct-98 
May% 
Jan-98 
Feb-98 
Nov-97 
Nov-97 

Jan-98 

Jul-97 
May-97 
May-97 
Nov-96 

Nov-98 
Apr-97 

Mar-97 
Dec-96 

Dec-96 

sep-97 

Ma;-99 
Apr-99 
Nov-98 
Oct-98 
Oct-98 
Mar-98 
Mar-98 
Mai-98 
Mar-98 
Jan-98 

Nov-91 
Sep-97 
Aug-97 
Mar-97 

NiA 
N/A  

N/A 
NIA 

NIA 

Alb&son’s 
Safeway 
Safeway 
Ahold 
Albertson’s 
Somerfield 
Fred Meyer 
Fred Meyer 
Rich food 
Albertson’s 

Jitney-Jungle 
Fred Mcycr 
Giant Eagle 
Quality Food 
Centers 
J Sainsbury 
Kohlberg Kravis 
Roberts 
Lund Food 
Dart Group 

Bruno’s 

Ainencaii Stores 
Can-Gottstein 
Dominick’s 
Giant Food 
Buttrey Food & Drug 
Kwik Save 
Ralphs Grocery 
Quality Food Centers 
Farm Fresh 
Seessels Moldings of 
Bruno’s 
Deichamps 
Smith’s Food & Drug 
Riser Foods 
Hughes Family Mai-kets 

Star Markets 
Randall’s Food Markcts 

Byeily’s 
Shoppers Food 
Warehouse 
Seessels Holding 

1,557 11,865 
49 332 
112 1,855 
I70 2,634 
43 169 
882 780 
406 3,048 
147 1,569 
110 253 

I 0 88 

128 236 
151 1,955 
3h 469 
56 191 

53 400 
122 714 * 
I 1  90 

225 

10 63 

1261 
45 
I70 
248 
21 

229 
381 
131 
38 
I 0 

42 
240 
56 
49 

48 
93 

13 
40 

I 

9.4 
7.3 
10.9 
10.6 
8 .0 
3.4 
8.0 
12.0 
6.6 
9.0 

5.7 
8.2 
8.3 
8.0 

10.3 
7.7 

6.7 
5.7 

8.5 

ources: SEC Filings and Progressive Grocer’s 66Ih Aizriunl Repcwt oftlie Grocer\: Itidusfry: April IJ99. 
EBITDA = Earnings Before Interest, Taxes, Depreciation and Amortization 
Enterprise Value = mnrket value of equity plus nct deb1 minus cash and cash equivalents 
Revenucs, EBITDA and EBIT from Fred Mcyer include acquisitions of Smith’s, QFC and Ralphs. 
Does no1 include options granicd to Farm Fresh in purchase I .S million RFH shares a t  $25. 
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Competition in the grocery induslry is largely a function of product price and quality, store 
location, quality of service, product variety, and overall store reputation. Because food retailers 
are interacting in such a fiercely competitive market, it IS not uncommon for these retailers to see 
profit marginsof only 1 or 2 percent on sales. This is illustrated in Table 1-2. 

Dec 0.1 1.9 2.1 2.3 1.7 0.2 6.1 6.7 6.7 5.0 
Febr 2.6 2.5 2.6 2.2 1.7 6.9 6.8 7.1 5.8 4.7 
Feb" 0.0 NM 0.6 0.7 0.6 0.1 NM 2.0 2.5 2.1 

Dec 2.6 2.1 2.7 2.5 1.8 1.0 1.4 7.6 7.0 4.9 
Dec 0.8 1.2 2.3 1.4 1.7 3.9 5.9 6.5 6.5 7.3 
Jan* 2.4 0.2 0.9 1.6 1.9 5.9 0.5 1.9 3.5 3.4 

NIA. NIA. NIA. NIA. NIA. NIA. N/A. NIA. NIA. N/A 
Sep 1.7 1.7 1.9 2.0 2.1 5.3 5.2 5.8 5.6 5.7 

Dec 0.8 1.6 2.0 2.1 2.8 2.4 5.0 6.4 8.6 8.9 
NIA. NIA. NJA. NIA. NIA. NIA. N/A. NIA. NIA. NJA 

Sep 1.2 2.2 1.7 NM 2.4 5.0 7.1 4.9 NM 7.5 
Jun 2.2 2.0 2.0 2.0 1.5 11.7 10.3 10.0 10.0 7.3 

Jan* 3.5 3.2 2.9 2.9 3.1 9.9 9.0 7.8 7.9 8.3 

- 

- 

' Source: S & P's Industry Surveys, Suprmrrrkelr & Dm?igslnr~-;, Seprember 1998, unless olherwise noled. 
' Net income divided by operating revenues. 
'Net income divided by avcrage folal assets. 
* Of the following calendar year. 
NM -.not meanlngfil 
NIA. - no1 availablc. 
"Source: S & P's Lndurtry Surveys,Reld!inX: Genera!, Ocl 1998. 

At first glance, these narrow profit margins seem to indicate that the grocery industry is a highly 

return, however, indicates that the opportunity for new competitors to be profitable does in fact 
exist. More specifically, some food retailers are realizing a return on assets of 10 percent or more, 
indicating that new market entrants who are able to achieve high sales volume will be able to 
successfully enter the food retail industry. 

s a ~ i r a ~ e ~  market with no room for new c o ~ p ~ t i t o ~ s ,  A closer look at food r e ~ i l e ~ s '  rates of 
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In the past, food retailers commonly competed with local, regional, and national supermarket 
chains, as well as with convenience stores, membership warehouse clubs, specialty retailers, and 
discount food stores. In recent years, however, food retailers also faced competition from 
supercenters. In 1998, a few of the larger supermarkets, including Hannaford Bros and Winn- 
Dixie Stores, specifically cited Wal-Mart as a major source of competition in the geographic 
regions in which they competed (Hannaford Bros’, 1998; Winn-Dixie’s SEC Form 10-K). 
Several other major supermarkets, including Albertson’s, Safeway, and Food Lion, mentioned 
supercenters in general as a source of competition. 

According to Progressive Grocer (S  & P, 1998), at year end J997. total grocery store sales were 
$436.3 billion, of  which $334.5 billion (77%) was contributed by thc approximately 30,300 
supermarkets in the US. that had $2 million or more in annual sales. 18,955 (63%) of these 
superniarkets were affiliated with a chain, and ?hey had sales of$262.0 billion (78% ofall  
supermarket sales). The remaining 1 1,345 supermarkets were independently operated, and they 
had sales o f  $72.5 billion. 

Table 1-3 provides a more detailed overview of  food store sales by size and ownership at year end 
1997. 
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As the number o f  both large ($2+ million) and chain supermarket increases, it is not surprising that 
the median average store size is also increasing. Table 1-5 indicates that the median average store 
size has increased from 3 1,000 to 39,260 ft' (27%) in eight years 

1996 38,600 
1995 37,200 
1994 35,100 
1993 33,000 
1992 32,400 
1991 3 1,500 
I990 3 1,000 

Other interesting facts about the state of the supermarket industry at year end 1997 are  found in 

'Table 1-6. 
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Table 1-6: Supermarket Facts (Year End 1997) 

_ _  --I_. ..-......____.._.I_....- _.E?-.. - 
Totals for the lndustrj 

Number of Employees 
Number of  Grocery Stores 

4verage Supermarket 
Square Feet o f  Typical Supermarket 
Square Feet o f  Setling Area 
Number of Checkouts 
Number of Full-Time Employees 
Population Per Supermarket 
Households Per Supermarket 
Square Feet Per Person 
Square Feet Per Household 
Number of Items Per Supermarket ' 

Average Annual Performance (%) 
Sales Per Supermarket 
Sales Per Square Foot 
Sales Per Employee 
Sales Per Checkout 

Average Weekly Perform~nce (%) 
Sales Per S u p e ~ a r k e t  
Sales Per Square Foot 
Sales Per Employee 
Sales Per Checkout 

3.5 million 
126,000 

39,260 
27,723 

8.8 
64 

8,820 
3,259 

3.14 
8.5 

30,000 

11,039,638 
398.21 

172,602 
1,258,186 

212,300 
7.66 

3,319 
24,196 

ource: Table from Progressive Grocer's Annual Rcporf of the 
ocery Industry, as cited in S & P's Industry Surveys, April 1998 

Recall that at year end 1997, the $ u p ~ ~ a ~ k e t ~  with $21- million in sales accounted for $334.5 
hillion of the $436.3 billion total grocery store sales in the U.S. The top ten food retailers had 
combined food sales of nearly $175 billion (40% of total grocery store sales). Table 1-7 lists the 
top ten food retailers in terms of annual sales at year end 1997. ("/r h a /  recenl consolidafions, 
detailed elsewhere in this report and in fhe report appendices, have changed ?his rnnking in 
several respects.) 

Supervatu Inc ($17,201 million) and Fleming Cos ($15,373 million) are also among the top food 
retailers, but because their sales totals include revenues from wholesale operations, their relative 
position in this ranking could not be determined. The top ten food retailers in temis o f  store count 
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as of mid-1998 can be found in Table 1-8. 

Table 1-7: Top Ten Food Retailers by .4nrtuaI Sales 
(Year End 1997) 

Nef Sales 

2 
3 
4 
5 
6 
7 
8 
9 
10 

Wal-Mart Stores 
Safeway Inc 
American Stores Co 
Ahold USA 
Albertsons Inc 
Winn-Dixie S t n m  Inc 
Meyer (Fred) Inc 
Publix Super Mkts Inc 
Great Atlantic & Pac Tea Co 

25,000 * 
22,484 
19,139 
18,500 # 
14,690 
13,219 
12,800 # 
11,100 * 
10,262 

2 
3 
4 
5 
6 
7 
8 
9 
10 

" 
Safeway Inc 
Fond Lion lnc 
Winn-Dixie Stnrcs lnc 
Grcat Atlantic & Pac Tea Co 
Albcrtsons Inc 

Meyer (Fred) Inc 
American Stores Co 
Publix Super Mkts Inc 

Ahold USA 

1,370 
1,175 
1,168 
919 
916 
830 
8 2 3  
804 
563 

Source Table from S & P's Industry Surveys. 
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Big-box discount  retailer^ are currently engaged in a rapid trend toward incorporating full-scale 
grocery stores into their discount centers. Michigan-based Meijer was the first to combine a 
grocery and general merchandise store, doing so in the 1960s (Meijer, 1999). They currently 
operate 1 16 supercenters in the Midwest. Fifty-nine of these stores are located in Michigan, 
thirty-two are in Ohio, nineteen are in Indiana, five are in Kentucky, and one is located in Illinois. 
Their stores are as large as 250,000 square feet, and most stores include forty departments 
featuring over 120,000 different items. Although infomation on Meijer's expansion plans was 
limited, none ofthe resources available suggests that Meijer has,plans to expand beyond the 
Midwest. 

More recently, Target has entered the supercenter business. Target has been experimenting with 
the supercenter format for four years. Target recognizes that the supercenter concept provides 
additional opportunities for future growth, yet irs most recent annual report does not emphasize 
the expansion of traditional Target stores into SuperTargets. In 1998, for example, Target opened 
fifty-five new Target stores, yet only fourteen of Target's 85 1 existing stores are currently 
SuperTargets. Target plans to open only two additional Superfargets in 1999. 

Target's growth efforts instead appear to be focused on the expansion of traditional Target stores 
in the Northeast and mid-Atlantic regions of the U.S., including Baltimore, Washington, D.C., 
Boston, Philadelphia, Pittsburgh, and greater New York City. At year end 1998, Target operated 
sixty-five stores in these regions. By the year 2001, Target expects to double its store base i n  
these regions (Dayton Hudson, 1998). 

Kmart introduced its Super Kmart concept in 1992. By 1995, the Super Kmart store count was at 
eighty-seven stores. Since 1995, however, the conversion of traditional Kmarts into Super 
Kmarts has slowed considerably. The annual growth rate in Super Kmarts was only 3 percent in  
both 1997 and 1998 (Kmart, 1999). At year end 1998, there were 102 Super Kmarts operating in 
twenty-one states throughout the U.S. (Kmart, 1998). 

While Kmart is a much bigger player in the supercenter business than Target,' the top priority of 
Kmart's real estate strategy is the completion o f  its comprehensive conversion of traditional 
Kmart stores to Big Kmarts (Kmart, 1999). Big Krnarts differ from Super Kmarts in that Super 
Kmarts aim to provide the ultimate shopping experience by combining a complete assortment of 
fresh groceries with a broad selection of general merchandise (Kmart, 1999). Big Kmarts, on the 
other hand, emphasize those departments that are most important to the typical Kmart shopper. 
Additionally, located near the front of each Big Kmart store are everyday basics and consumables. 
These items are   pic ally priced at a zero-to-three percentage differential from Kmart's leading 
competitors in  order to increase inventory turnover and gross margin dollars (Kmart, 1999). By 
year end 1998, Kinart had 1,245 Big Kmart stores (Kmart, 1998). The remainder of eligible 
stores are expected to be converted during 1999 (Kmart, 1999). 

' Behind Wal-Mart and Meljcr, h a r t  was the third largeat aupcr'ciitcr finn m the U S in 1997 ( h a i t ,  1999) 
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Given Wal-Mart’s rapid expansion, one can conclude that Wal-Mart i s  by far the most aggressive 
competitor in the supercenter business. At Wal-Mart’s current supercenter expansion pace, the 
firm will have more supercenters than traditional discount centers in less than ten years. Wal- 
Mart is a discount retail firm that is essentially transforming itself into a combination general 
merchandise/food retailing business. Because Wal-Mart is currently the most aggressive entrant 
into the supercenter market, much of this report will focus on the impacts of the entry of Wal- 
Mart Supercenters into Southern California. A thorough examination of Wal-Mart Supercenters 
will help grocery retailers better understand the effects and consequences of discount retailers’ 
entry into the grocery industry. 

69 
80 

15 
92 

92% 
87% 

92 105 88% 
15 91  71% 
88 I23 72% 
90 150 60% 

al-Mart SEC Fomi 10-K Januarv 1999. unless 
othenvice stated 
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Table 1-1 1 shows grocery industry employment (standard indushial classification, or SIC, code 
541) for southern California counties and statewide. Table 1-12 similarly shows average per 
employee wages paid to southern California grocery employees. For comparison, Table 1-13 
gives average annual per employee wages for all businesses in California. 

1,512 759 1,586 1,377 
64,655 61,375 61,341 60,513 
20,532 19,136 21,056 21,075 
10,057 9,358 3,356 9,726 
10,338 10,371 10,778 10,633 
19,540 18,911 18,538 19,739 
5,203 4,840 4,899 5,408 

131.837 124.750 127.554 128.471 
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Tablr 1 - 1 3  Total Yearly Payroll Per Employee for all 
lndustries in Csiifornia 

I993 1994 lYV5 1996 

Statewide $30,120 $30,669 $31,232 $32,376 

Source: County Business Patterns ANluai (1993-1996); US 
Department of Labor, Bureau of the Census. 
* Payroll includes ELI forms of compensation: salaries, wages, 
repoited tips, commissions, bonuses etc ... 
All figures adjusted to 1999 dollars using the CPI-W index for the Lo 
Angeles-Riverside-Orange County area (US Bureau of Labor 
Statistics). 
. Excludes most government employees, railroad employees, and self 

In 1996, the grocery industry in southern California paid wages that were 65.3% o f  the statewide 
average. That comparison should be treated with some caution, as the County Business Patterns 
data shown in Tables 1-1 1 through 1-13 do not distinguish between full and part-time workers. 
To the extent that some grocery employees work part-time, average annual full-time wages will 
be higher than what is shown in Table 1-12. That comparison understates the importance of the 
major chains in the southern California economy. Of the approximately 128,000 southern 
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California grocery employees, about 80,000 are unionized. Those union members, employed by 

earn substantially higher wages than the non-unionized grocery employees. Drawing on 
i i i f o ~ a t i o n  from the southern California employers, we show (in Chapter 2) that the average 
grocery employee at a major southern California grocery chain earns $32,385 -virtually identical 
to average annual pay for all of California. 

Another way to get insight into the importance of  the grocery industry is to compare it to more 
highly visible sectors. Here we compare the grocery business to construction and tourism, 
because both are commonly associated with the strength of the southem California economy. In 
Table 1-14, we show employment in construction jobs in southern California counties, while per 
employee annual wages for the coirstruction industry are shown in Table 1-15. 

cery chains (Albertson~, Hughes, Lucky, Ralphs, Smiths, Stater Bros., and Vons), 

1,552 1,642 1,342 1,350 

23,428 21,478 23,435 25,280 
21,806 21,733 22,156 23,729 
40.305 42.000 45.098 48.457 
10,507 10,586 11,344 11,426 

253,711 256,331 273,484 278,607 
475,509 480,078 495,037 513,40 1 

Business Paliemi Annusl(1993-iO96); US Dcpanmcnt of Labor, Biirceu o r h e  Censor 
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$19,878 $19,767 $23,079 $20,595 
$31,727 $33,425 $32,648 $33,578 
$31,697 $32,346 $31,690 $33,598 
$24,947 $28,194 $28,255 $29,349 
$27,190 $29,115 $28,685 $29,012 
$29,973 $30,237 $30.164 $30,640 
$28,085 $29,209 $28,902 $29,527 

$30,199 $31,608 $31,142 $32,069 

I 
Source: County Business Patterns Annual (1991.1996); US Department of Labor, Bureau ofthe Censui 
* Payroll includes ail forms of compensation: salaries, wages, reporied tips, commissions, bonuses etc.. 
Ali figures ad,justed to 1999 dollars using the CPI-W index for the Los Angeles-Riverside-Orange 
County area (US Bureau of  Labor Statistics). 

Statewide and in southern California, grocery employment is approximately half as large as 
construction employment. Construction pays higher wages - based on the data shown in Tables 
1-12 and I-t5,  the average per employee wage in grocery is about two-thirds what i s  paid in 
construction. But again if attention is timited to the 80,000 employees of major southern 
California chains, grocery employees earn essentially the same annual wage as construction 
workers, on average. 

Few doubt that construction is vitally important to the southern Califonria economy, and many 
recognize the role that construction jobs play in providing good wages and economic opportunity 
to persons with entry-level skills. Grocery employment serves a siniilariy important role. In 
southern California, the major grocery chains pay wages comparable to that earned in 
construction, and their 80,000 members in the region number about one-third the region's total 
construction employment. 

Tables 1-16 and 1-17 show, respectively, employment and per employee annual wages in tourism, 
which we define as hotels and motels (SIC 7010), racing and track operatioils (SIC 7948), 
amusement parks (SIC 7996), and miscellaneous amusement and recreation (SIC 7990). 
Employment and wages are substaf~tially higher in the Focery industry than in fourism. 

L3 
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Table 1-16: Total Yeafly Employment for the Tourism lnduslry 

(SIC Cudes: # 7010, # 7948, # 7990, # 7996) 
I - Area 1993 1994 1995 1996 l.lll_l_____ 

493 559 519 481 
74,188 71,856 72,390 73,926 
nia nia nla nla 
nia 16,133 nla 17,914 
nia nla nla 8,168 
n/a nla nla 40,002 

4,241 nla nla nla 

Source: County Business Pauerns Annual (1993.1996); US Departmen1 of Labor, Bureau of lhi 

26 



urce: County Business Patterns Annual (1993.1996); US Department of Lahor, Bureau of 

Payroll includes ail forms o f  compensation: salaries, wages, reported tips, commissions, 

CPI-W index for the Los Angeles-Riverside- 

Because many of the categories of tourism employment do not report data at the county level, we 
isolate employment and wages in the hotelimatcl sector in Tables 1-18 and 1-19. That more 
specific comparison with the grocery sector yields the same conclusions -the grocery industry 
employs more persons, and at higher wages. 
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$8,603 $8,726 $8,621 $9,228 
$15,870 $16,758 $17,011 $18,527 
$15,197 $15,432 $15,246 $16,278 
$13,424 $14,218 $14,119 $17,569 

$9,122 $9,825 $9,729 $9,184 
$15,698 $15,553 $15,424 $16,470 
$13,127 $13,381 $11,133 $12,830 

Source: County Business Patterns Annual (1993.1906); US Department of Labor, 
Bureau of the Census. 
* Payroll includes all forms of compensation: salaries, wages, reponed tips, 
commissions bonuses etc. 
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...., 

Table 1-20 lists the big-box discount retail outlets in Orange County. The locations of Orange 
County discount centers are also shown on Map 1-1, Target has the most discount retail outlets in 
the county, with fifteen stores, followed by K-Mart, which has nine Omnge County locations. K- 
Mart also has three K-Mart Super Centers in the county. Wal-Mart's presence in Orange County 
i s  exceptionally new - half o f  the Wal-Mart discount centers listed in Table 1-20 were built in 
1997 or later. 

I Table 1-20: I_ Orange County- 

Fountain Valley 92708 
900 S Harbor Blvd Fullerton 92832 
i 1000 Garden Grove Blvd Garden Grove 92843 
115 Technology Dr Twine 926 18 
27972 Cabot Rd Laguna Niguel 92677 
2655 El Camino Real Tustin 92782 
22633 Savi Ranch Pkwy Yorba Linda 92886 

92804-61 1 t 
2222 E Lincoln Anaheim 92806410: 

200 Harbor Blvd Costa Mesa 92627-2501 
61 11 Harbor Blvd Fountain Valley 92708-130: 

19101 Magnolia Huntington Beach 92646-223.: 

2505 El Camino Real Tustin 92782-R92( 
I5440 Beech Blvd Westminster 92683-623: 

885 Lincoln Ave Buena Park 90620-3461 

I855 N Tustin Orange 92865-460' 

1095 N Pullman Anaheim 92808-25 I f  
1000 W Imperial Hwy La Habra 9063 1-6901 

Fountain Valley 92708 
S Placentia Ave Fullerton 92831 
55 Von Karman Ave Iwine 92606 
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As we mentioned before, the economic concern is not big-box discount retail per se, but the trend 
for discount siores to include full service grocery sales. Discount retail pays considerably less 
than the major grocery chains. The policy issue i s  thus that, if supercenter grocery sales will 
crowd out sales in grocery chains, some otherwise well paying grocery jobs will become lower 
paying jobs. 

The growth of low wage jobs has become a source of concern in Orange County. The Orange 
County Business Council, drawing on data from the U.S. Bureau of Economic Analysis, has 
shown that Orange County’s per capita income growth from 1994 through I996 was lower than 
competing high technology regions such as the Silicon Valley, Seattle, MinneapolisiSt. Paul, 
Austin, and San Diego. Per capita income growth in Orange Counry was also below both state 
and national averages during that time period. The Business Council has estimated thai.the 
majority of Orange County job growth from 1989 through 1997 was in relatively low paying 
sectors - for exaniple, during those nine years, the county’s service employment increased by 
58% while manufacturing jobs in the county fell by 22%. 

Against that backdrop, it becomes important to encourage job growth in secrors flat pay well - 
especially those sectors, like the grocery industry, that offer a living wage to persons with entry- 
level skills. The emergence ofsupercenters, which pay wages typical of the low-paying discount 
retail sector, threatens to convert many high wage jobs into low wage jobs. Because that fact is so 
central to the policy concerns in this area, we focus explicitly on the labor market impacts o f  
supercenters in the next chapter. 
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In this chapter, we examine the labor market impacts of the entry of discount retailers into the 
grocery industry in southern California. Because Wal-Mart supercenters are currently the most 
vigorous potential competitor to southern California grocery chains, we focus on that possibility. 
But the arguments developed here are general, and apply to any case where a new entrant in a 
market dramatically lowers labor costs. 

Using data on current wages and benefits, we calculate that the direct impact on workers in 
southem California would likely fall in the range of about $500 million to $1.4 billion per year in 
.lower pay, depending On the big box food sales market share. Using the Southern California 
Association of Governments estimates of how these lowered wages would impact the regional 
economy, the tota1,re~ional drop in spending ranges from about $1 billion to over $2.8 billion per 
year. The numbers will rise the larger the market share of big box grocers, and could well top 
even these figures over time. 

The discussion below proceeds in four steps. First, we discuss the differences in pay and benefits 
across the discount retail and grocery sectors, as those are vital for understanding the possibility that 
high wage jobs will be converted into low-wage jobs. Second, we describe what happened in 
Canada when a similar low-labor cost competitor entered the grocery business. Third, we estimate 
the likely impact that Wal-Mart will have on the grocery industry in southern California. Fourth, we 
examine the possible labor market impacts of competition from Wal-Mart, focusing on employment 
impacts, downward pressure on wages, and the implications for employee healtli benefits. 

Tables 2-1 through 2-4 show employment and per employee annual wages for the grocery (SIC 
code 541) and general merchandise retail (SIC code 53) sectors for 1993 through 1996.' All wage 
data are expressed in 1999 dollars. For the seven county southern Califomia region, the per 
employee annual wage in the grocery industry was $21,508 in 1996; the per employee annual 
wage in general merchandise retail in 1996 was $14,432. In southern California, general 
merchandise employees earn, on average, about two-thirds the salary of grocery employees. That 
proportion is roughly constant for the four year time period shown in Tables 2-1 through 2-4.' 

' According to the definition ofthe Standard Industrial Classification (SIC) code system, general merchandise retail 
includes stores that sell a number of lines of  merch~~dis~, such as d q  pods,  apparel and accessories, Curnitore, small 
wares, hardware, and food. 

' The per employee wage data in Tables 2-2 and 2-4 allow comparisons between the broad categories of gencral 
merchandise retail and grocery. The question of competition between Wal-Mait and major southern California grocery 
chains is better informed by specific comparisons, shown later in this chapter, for the major grocery chains and Wal- 
Mart. For example, the wage data in Table 2-2 likely understate per employee wages among the employees at major 
grocer). chains, who 5re represented by union contracts. Approximately 80,000 southern California grocery employees, 
out of a total employment of approximately 128,000 for SIC 541, are union members. All employees of the major 
southem California grocery chains are union members. Also note that, because County Business Patterns does not 
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Table 2.1: Total Yearly Employment lor the Grocery Industry 

(SIC Code I# S41) 

-_-._._.__.___l_.l l___l - 
Area 1993 1994 1995 19Y6 -- -.x_.--.......__....__Ix.__.__-__-~.-__._.-._ I___. 

Imper~;rl 1.512 7 5 9  I mi 1.317 
Lo; Angeles 
Orange 
Riverside 
San Bemardino 
San Diego 
Ventura 
Southern CA Region 
CA State 

64,655 
20,532 
10,057 
10,338 
19,540 
5,203 

131,837 
247,117 

61,375 61,341 6 0 3  13 
19,136 21,056 21,075 
9,358 9,356 9,726 

10,371 10,778 10,633 
18,911 18,538 19,739 
4,840 4,899 5,408 

124,750 127,554 128,471 
238,913 241,180 250,206 

Imperial $17,222 $15,749 $15,830 $15,717 
Los Angeles $20,860 $21,231 $21,871 $21,729 
Orange $21,783 $22,458 $22,612 $21,948 
Riverside $21,873 $22,357 $23,307 $22,410 
San Bemardino $22,315 $21,995 $21,609 $22,323 
San Diego $20,201 $20,443 $20,801 $20,175 
Ventura $21,890 $22,999 $23,424 $20,429 

Southern CA Region $21,096 $21,483 $21,905 $21,508 
CA State $20,996 $21,495 $21,923 $21,154 

Nole: * Payroll hcludes all forms of cornpensalion: ~slimt.~. ssgcs. rcponed tipi. c o m i s s i o n i .  bonuses o ic  

Rcul dotiair cd~daied using the CPI index fox the Lor A n g r l c r - R i v c i r i d c - O ~ ~ g ~  C ~ u m y  a i m  
Clerical Workers (CPI-W) h n i  !he [I$ Bureau oiLabar Sialistics (BLS) (1982-84 = 100). 

report information on hours worked, the data in Tables 2-1 through 2-4 combine part-time and full-time workers 
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Table 23: Total Yearly Employment for the General Merchandise 
Industry 

(SIC Code # 53) 

Area _.-_ .. I993 1!24-_---- 1995 1996 
Impma1 1610 1 so5 1451 I 264 . -,-- . 
LO; Angeies 57;738 51:873 56,264 55,797 
Orange 21,031 19,101 21,041 19,791 
Riverside 10,843 10,203 10,726 10,236 
San Bemardino 11,991 12,018 12,903 12,976 
San Diego 18,388 17,662 18,953 18,612 
Ventura S,190 5,340 5,484 5,221 

Southern CA Region 126,810 117,702 126,822 123,903 
Statewide 220,198 209,937 222,399 216,454 

oune County Burmeii Palicrnr Annual (I 993-1996), iJS Depmcn i  of Labor. Bureau of the Census 

TaMe 2.4: Tots1 Yearly Payroll Per Employee for the General 
Merchandise Industry 

(SIC Codc #53) 

Area 1993 I994 1995 1YY6 
I n i i i e i i n i  s i3.002 s I 3.72s ~ 1 3 , 0 3 7  s I s . 2 : ~  
Los Angeles $13,998 
Orange $14,023 
Riverside $12,520 
San Bemardino $13,537 

Ventura $12,761 

Southem CA Regron $13,737 
Statewide $14,284 

San Diego $13,783 

$15,483 
$15,724 
$13,567 
$14,230 
$14,784 
$14,239 

$15,044 
$15,119 

.IS Dcpwlment of I 

$14,404 $14,290 
$14,300 $14,753 
$13,595 $13,745 
$14,055 $14,300 
$14,436 $14,983 
$13,630 $14,235 

$14,245 $14,432 
$14,579 $14,609 

.abor, Bureau of the Cenrui 
Pnyiall inclucks all fomr of compensation: s a l ~ r i c ~ .  wsg~ri. rsporied tips, cornmisrionr, bonuses ctc. 
ll figurer adjusted for inflation "ring !he June 1999 Conrumcr Price Index for Urban Wage E a r n n ~  mtl 
lencal Workers (CPI-W) 60m the US Bureau o f  Lsbor Statistics (BLS) 11982.84 = 1001. 
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In Tables 2-5 and 2-6, we present ~mpioyment and annual per employee wages in the 
variety retail sector (SIC code 533). The Securities and Exchange Commission classifies 
Wal-Mart as being in SIC code 533, which is a subset of  general merchandise retail (SIC 
code 53).4 In 1996, per employee annual pay in variety retail was $1 5,733 in Orange 
Cou.nty and $14,147 in Los Angeles County. OveralI, the wage differential between 
groceries arld variety retail is similar to the differential between grocery employment and 
the broader general merchandise retail category 

2,342 2,140 1,937 1,768 

3,697 3,113 n/a n/a 

5,186 4,486 3,735 

‘ Variety retail is defined as ”establishments primarily engaged in the retail sale of a variety of rnercbaildise in the 
low and papular price ranges.” We cautjon that the low einploymnit figures shown in Table 2-8 suggest that Wal- 
Mark and other major discount retailers may not be reflected in the variety retail category, regardlkss of SEC 
classification. Comwrison tu the wages for general mcrchandise reteil shown in Table 2 4  may be more appropriate. 
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$7,778 nla 
$12,484 $12,276 $13,312 $14,147 
$12,143 $13,137 $13,573 $15,733 
$10,355 $731 1 nla nla 
$1 1,008 $10, I66 $11,491 $11,143 
$10,661 $10,435 $10,853 $10.262 
$11,862 $11,785 $10,599 $10,762 

$11,926 $1 1,752 n/a n/a 

Wages vary substantially across the general merchandise and food retail sectors. Any discount 
retailer, if it enters the food sector in southern California and then pays its grocery employees a 
wage thai is comparable to what itpnys its discount retail employees, will, in effect, be 
converting high wage jobs into low-wage jobs. As an example, we compare grocery wages and 
benefits to those offered by Wal-Mart, because Wal-Mart is the discount retail chain that is most 
aggressively entering the retail food business. 

Because Wal-Mart's hourly employees are not covered by a collective bargaining agreement 
(unlike southern California grocery employees), it was difficult to obtain wage information for 
Wal-Mart. What we do know suggests that hourly employees at Wal-Mart earn a starting wage of 
approximately $6.00 to $7.00 per hour. Newspaper and consulting reports suggest that Wal-Mart 
hourly employees earned $5.00 per hour in 1991 (Stockton Record, 1991) and $6.00 per hour in 
tlie San Francisco Bay Area more recently than 1995 (Golnian, 1997). For the background 
research for this study, a Wal-Mart discount center in Orange County reported that starting hourly 
employees earn $7.00 per 
in other states revealed that hourly employees at stores in Ohio and Missouri earned starting 
wages of a ~ p ~ o x i m a t ~ l y  $6.00 per hour,6 The mana~er  of an Ohio Wal-Mart Supercenter 
contacted for this study estimated that salaried employees in the bakery and meat departments 
received only a small wage premium over other store employees - earning $0.25 more per 

Telephone conversations with Wal-Mart Supercenter managers 

Telephone interview with personnel manager, Wal-Matt, Foothill Ranch, California discount center, July 2 2 ,  1999. 

This information is froin telephone interviews with managers of Wal-Man Suoercente-rs in Alliance, Ohio and 

I 

6 

Springfield Missouri on July 8, 1999. 

' Telephone interview, manager of Springfield, Missouri Wal.Man Supercenter, July 8, 1999. 
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These data are not extensive, but the picture is consistent. Wal-Mart's Supercenter employees 
appear to be paid wages that are similar to wages earned by Wal-Mart's discount store employees, 
with hourly wages starting in the range of $6.00 to $7.00 per hour. 

The pay scales of grocery workers a1 the major chains in southern California are listed in Table 2- 
7 .  Most hourly employees are divided into one of three broad categories - general merchandise 
clerks, food clerks, and meat cutters. Both the meat cutters and the food Clerks earn starting 
wages that are substantially higher than the $6.00 to $7.00 per hour starting salary at 
Supercenters. 

Effective October 4, 1999, food clerks at the major grocery chains will earn a starting wage of 
$9.78 per hour, while beginning meat cutters will earn $1 1.43 per hour. (The Food Employers 
Council, the collective bargaining unit for southern California grocery chains, estimates that as of 
July, 1999, half of all hourly employees in southern California grocery chains are in the meat 
cutter and food clerk categories. (Bailey, 1999)) 

For the grocery industry in southern California, only general merchandise clerks earn a wage that 
is similar to Wal-Mart wages; general merchandise clerks start at $7.07 per hour. General 
merchandise clerks are a special category desiped to allow grocery stores to compete in non- 
perishable items with other, lower paying, retail outlets. General merchandise clerks do not 
handle food items. The geiieral merchandise pay scale at the major chains is, in some ways, 
suggestive of what happens when grocery stores must compete with competitors who have lower 
labor costs. 
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$19.78 
$18.78 
$15.82 
$14.06 
$12.31 
$11.43 

$18.50 
$17.50 
$14.67 
$13.04 
$11.41 

$9.78 

$12.97 
$11.87 

$9.78 
$8.70 
$7.70 
$7.40 

$20.18 
$19.18 
$15.82 
$14.06 
$12.31 
$11.43 

$18.90 
$17.90 
$14.67 
$13.04 
$11.41 
$9.78 

$13.27 
$12.17 
$9.78 
$8.70 
$7.85 
$7.55 

The gap in starting hourly pay understates the full wage differential that exists between nearly all 
current grocery workers and Wal-Mart employees. The current prevailing wage structure increases 
rather rapidly -. food clerks, for example, will earn 33% more than their starting salary after one year 
of employment. It also guarantees part-time employees a minimum of twenty hours of work per 
week, and in October, 1999 that part-time guarantee rises to twentyfour hours per week. Part-time 
members cunently usually work considerably more than the minimum guarantee - as of July of 
1999, part time employees at the major grocery chains averaged 35.5 hours of work per week 
(Bailey, 1999). 

For those reasons, and because these employees receive an attractive benefits package (summarized 
later in this chapter), current grocery employees often pursue a career in the grocery industry. What 
we know about Wal-Mart suggests that, as compared with current practice in the southern California 
grocery industry, the Wal-Mart pay scale increases less rapidly with experience, Wal-Mart is a 
heavier user of part-time work, part-time employees likeiy work fewer hours per week, and the 
typical Wal-Mart employee stays with the company for a shorter time. The net effect of both the 
rapid increase in wages with experience and the longer average job tenure for current southern 
California grocery employees implies that the wage differential between Wal-Mart and southern 
California employees will be larger than what is suggested by Table 2-7. 
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Yet hourly wages are only part ofthe story. The current major grocery chain labor contract offers 
full health insurance coverage for dl southem ~al i fomia  grocery employees (full and part-time) 
and their dependents, with no c o - p a ~ e n t s  or deductibles. Health plan costs are paid by the 
employer. Wal-Mart, in comparison, requires that employees share the cost of health insurance 
premiums Insurance coverage ts  only available to full time employees. Wal-Mart health plans 
have deductibles that range from $250 to $1000, and employees must pay the full premium for 
dependents. A surnmasy of Wal-Mart and the current southern California grocery benefit plans i s  
shown in Table 2-8. 
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nine paid holidays per year 

One week after 1 year. Two weeks after 2 
years. Three weeks after 5 years. Four weeks 
after 15 years. Five weeks after 20 years. 

Accrues at 4 hoursimonth, or 6 daydyear 

Several plans are offered. Most extensive 
coverage is the PPO Plan. Under PPO plan, 
employer pays full premium for employee and 
all dependents. No deductible. Most 
procedures reimbursed at 90 - 100%: $10 
doctor's office visits. 

Maximum out-of-pocket expense is $500, 

no co-insurance. 

Provides a defined benefit retirement plan. 

Employer's contribution is $1.225 per hour. 

No-cost vision insurance coverage. 
Retiree medical insurance coverage. 

six paid holidays per year 

One week after 1 year. Two weeks after 2 years 
Three weeks aAer 7 years. 

Accrues at ,023077 hours for each hour worked (approx 
4 hours per month) or 6 days per year, to a maximum of 
192 hours (24 days). No cash buyout for accrued sick 
leave in excess of maximum. 50% of accrued sick leave 
may be used as personal time off from work. 

Employer paid with employee sharing premium. Four 
deductible options are ofrered ranging from 
$250 to $1,000 with varying employee premium share. 
Employee part ofpremium ranges from $5.50 t.o $18.50 
bi-weekly depending on deductible. 

Employee pays full premium for any dependents. 
Plan includes employee co-insurance. 

Employee shares in premium payment ($2.50 bi- 
weekly) and pays hill premium for dependents. 

Plan includes annual deductible and co-insurance. 

Offers an employee stock ownership plan. 

Company pays 15% of employee company stock 
purchases to an annual maximum stock purchase of 
$1,800. (approximately $0.135 per hour) 

Offers employee-paid life insurance. 
Provides profit-sharing plan. 
Provides employee, 10% discount card on Wal-Mart 
purchases. Offers reduced-cost medical plan for eligiblr 
retirees. 

Sources 1998 Wal-Mart Associate Benefit Book Summaq Plan Desciiption Food Employers' Council (Balky, 1999) 
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Many Wal-Mart employees are not covered by any of the company’s health benefit plans. Io 
1995,38% of Wal-Mart employees were covered by one ofthe company’s health plans; another 
35% were eligible but did not elect coverage, likely because of the employee cost-sharing and 
large deductibles; the remaining 27% were not eligible for health benefits (Source: IRS 5500 
forms.) 

By comparison, in June of 1999, the health plaiis covered 77,540 employees at the major southern 
California grocery stores and 103,388 of their dependents at no out-of-pocket cost to the employee 
(Bailey, 1999). 

The contribution of benefits (health care included) to prevailing labor costs is shown in Chart 2-1. 
Taking account of  job classification and experience, the average hourly wage at the major chains 
in southern California is $12.82, as of July, 1999. Employer contributions to health benefit plans 
are the equivalent of another $2.36 per hour. Pension and other employer bust Contributions add 
another $0.32 to labor costs. Premium pay, including overtime, Sunday, and holiday premium 
pay, is the equivalent of $1.74 per hour. Vacation and unused sick leave come to $1.01 per hour. 
Totaling the value of employee wages and benefits, a unionized grocery eniployee earns an 
equivalent of $18.25 per hour, which translates to an annual average wage of $37,960. Excluding 
benefit payments and focusing only on wages paid to employees, the average grocery employee at 
a major chain store earns $15.57 per hour, or $32,386 on an annual basis. 

$14.00 

$12.00 

410.uo 

$6.00 

I l .00 

$2 .00  

PO.00 
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An i n f o ~ a t i v e  comparison with Wal-Mart wages and benefits can be made with the information 
available. Assuming Wal-Mart hourly employees earn an average wage of $7.50 per hour, and 
assuming that Wal-Mart employees earn premium, vacation, and unused sick leave pay in the same 
proportion to base wages that most southern California grocery employees now earn (likely an 
overestimate, given that Waf-Mart offers fewer vacation days than the current southern California 
contract), total Wal-Mart average hourly cash wage would be $9.11 per hour. 

Given that only 38% of Wal-Mart employees are covered by health care, compared with virhially 
all employees at  the major chains in our region, the ratio of health care costs to base wages was 
scaled down by a factor of 0.38 to account for the lower share of employees covered by Wal-Mart 
health plans.8 This resulted in an estimated cost of Wal-Mart health benefits of $0.56 per hour. 
Overall, this exercise suggests that Wal-Mart employees might earn the equivalent of $9.63 per 
hour, or $20,038 011 a full-time, annual basis. Given Wal-Mart's heavy use of part-time labor, 
converting the wage to a full-time basis is likely an overestimate of the value of wages and benefits 
available to the typical Wal-Mart employee. Average hourly and the full-time annual equivalent 
wages are shown for grocery workers and Wal-Mart workers, under different assumptions about 
WaI-Mart wages, in Table 2-9. 

' 
18.4% of base hourly pay. That percentage was multiplied by 0.39, the fraction of Wal-Mart employees actually 
covered, to obtain an estimate of Wal-Man benefit payments as a fraction of hourly pay. The resulting estimate is 
that Wal-Mart health benefits are the equivalent of 7% of base hourly pay. This i s  likely an overestimate. The Wal- 
Mart benefit plan requires an employee cost share, has high deductibles compared to the union plan, and does no t  

covered-employee basis, than that covering the eirrploycss of the msjor grocery chains. 

Chan. 2-1 shows that health benefits provided by the major grocery chains are, on an hourly basis, the equivalent 01 

cover dependents. All these factors imply that the Wal-Man plan will be less expensive, and less valuable, on a per- 
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NIA $1.09 $0 ti3 $1028 $21,373 $20,209 

N/A $1 02 $9 63 $20,037 $18,946 

$8 99 $18,702 $17,683 

ages are or y p m  or average, employees Wal-irlaii high ssiiinatc IS based on an average hourly wage of  $8 00 per hour WaJ-Mart mcdtum 
eslimste 1s based an average lhowly wage of%? 50 per hour Wal-Mart low estimate 1s bared on an axerage hoiiriy uagc of$7 00 per hour Total annilal pay 
includes ialue ofbenefits Amual pay IS resrncted 10 wages. preniiuni pay and vacation and sick iea\e benefits only Wai-Marl hourly equnaients for 
beneflis oremiam Day, and vacation and mxsed sick leabe pa3 are assumed to be m the same proponton lo base wages as for employees of the malor charns 111 



Wal-Mart Supercenters are an exceptionally new phenomenon in the United States. Five 
years ago, there were only 34 Supercenters nationwide. Supercenters have not Iikely reached 
market penetration anywhere in the United States, and to infer what can happen in a market 
with a mature presence of Supercenters it is useful to look elsewhere. An excellent example 
can be found in Canada. 

Loblaws, a Canadian grocery and retail chain, opened Re81 Canadian Super Stores (RCSS) in 
Canada several years ago. RCSS combines food and discount retail under one roof, paying 
wages that are typical of the discount rerail industry, as do Supercenters in the United States. 
RCSS entered the market in Alberta in the late 1970s and early 1980s. Safeway has been the 
primary unionized supermarket in Alberta for years, and Safeway wages in Alberta were 
considerably higher than RCSS. By the early 1990s, competition with the lower labor-cost 
RCSS began to have a dramatically negative impact on Safeway profits.' 

Safeway executives estimated that the wage gap between their eniployees and RCSS workers 
was between $8.00 and $12.00 per hour in Canadian dollars." In 1993, Safeway concluded 
it could no longer compete without drastically cutting pay and benefits. Management 
presented employees with two choices - either Safeway would cut its losses and leave the 
Alberta market, or cut pay and benefits by the equivalent of $5.00 per hour (Canadian). 
Eventually, the unionized employees agreed to the pay and benefit cuts. Safeway 
implemented the pay cuts both by reducing pay and benefits and by buying out the contracts 
of 4,000 experienced employees and replacing those workers with persons earning 
approximately $6.00 per hour with no benefits." In 1997, Safeway employees went on strike 
in an effort to restore wage and benefit concessions that were part of the 1993 agreement. 
The shike ended without the union regaining the wage and benefit concessions that were part 
oftbe 1993 agreementi2 

In 1996, similar competition between grocery chains with dramatically different labor costs 
sparked a labor dispute in Vancouver, British Columbia. RCSS operated with a lower cost 
union contract than either of the two primary Vancouver chains -- Safeway and Ovenvaitea 
(a Canadian firm).I3 Safeway estimated the labor cost differential, including benefits, at 

' Andreef (1997); Laghi (1997); Smith (1997). 

The exchange rate for the Canadian dollar varied from a low of 0.75 I6 US dollars per Canadian dollar in $ 0  

December of 1993 to B high of 0.8020 US dollars per Canadian dollar in March of 1993. (Exchange rate 
infonnation is from the Pacific Exchange Rate Service of the University of British Columbia, 
h l :m: : i~ l ack lus~ .co i i~ i~~~~ .ubc . ca . )  Taking the midpoint of that range, this implies that the wage differential, in 
1993 U S .  dollars, was between $6.21 and $9.32. 

" Andreef (1997); Levant (1997); Smith (1997) 

'' Kent (1997) 

"The Changing Face of Labor," Grocer Toduy, September, 1996. I 3  
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$1 1.58 (Canadian) per hour. The cost differential greatly reduced Safeway's and 
Ovenvaitea's ability to compete in the Vancouver market, and from 1985 through 1996 
RCSS gained nine percentage points in market share in that urban area. Having already 
faced similar competition with RCSS in Alberta, Safeway was committed to closing the labor 
cost gap before profits turned to staggering losses. After a bitter strike, Vancouver Safeway 
employees accepted a new contract that reduced pay and benefits. 

As another example, A&P faced similar competition from low labor-cost competitors in 
greater Toronto in the early 1990s. Non-union competitors such as Sobey's had lower labor 
costs, as did the "No Frills" warehouse grocery chain operated by Loblaw's. (The "No Frills" 
stores were unionized, but under a different conbact that allowed lower wages and benefits 
compared with what A&P's union contract required.) 

A&P felt that it was at a competitive disadvantage and forced a strike to gain contract terms 
more comparable to the lower wages paid to the non-union and "No Frills" competitors. The 
shike lasted from November, I 993 to February, 1994. The resolution was a compromise that 
did not fully satisfy either party. A&P came out of the sbike in a weaker position, and was 
less able to renovate, expand, and open new stores than it would have otherwise. The union 
wages and benefits were also downgraded as part of the resolution of the labor strife." 
Supermaulcer Hews stated in June o f  1996 that, "Partly because of the residual effect of that 
strike, A&P converted 19 of its Ontario stores to Food Basics, a lower-cost format that it 
operates under a separate bargaining agrecmcnt."'6 

The lesson is that major grocery chains will compete, and compete vigorously, for market 
share and profit when faced with low-cost competition That competition takes the form of 
both shofl-term and long-term labor disputes. In the short-run, the Canadian chains (A&P, 
Canada Safeway, and Overwaitea) sought immediate wage and benefit concessions once 
competitors with lower labor costs became clear competitive threats. The short-run 
concessions often took the form of buy-outs of more experienced, higher-paid workers 
combined with a two-tiered waoe qtructure that included substantially less valuable pay and 
benefit packages for new hires? in  some instances those buy-outs were combined with 
wage and benefit reductions for existing employees. In most o f  the labor disputes, the chains 
involved sought immediate labor cost reductions. For example, in Alberta Safeway appeared 
to try to close between forty percent and sixty percent of the labor cost gap with RCSS. 
(Recall that the 1993 concessions reduced Safeway labor costs by roughly $5.00 per hour, 
approximately forty to sixty percent of the estimated $8.00 to $12.00 per hour gap.) Yet that 
estimate ought not be taken as firmly indicative o f  the type of response that would occur in 

14 

Canada Safeway Limited, h s s  Release, July 8, 1996 $4 

'' "The Changing Face of Labor,'; Grocer Today, September, 1996, pp. 13-18 

As quoted in "The Changing Face ofLahor," Grocei- 'Today, September, 1996, p. 14. 

"An Open Letter to Safeway Employees," newspaper advertisement placed hy Canada Safeway Limited, 

I 6  

17 

VaiicouiwrSun, June 8, 1996; Andreef(1997); Smith (1997). 
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other markets. Given the dynamics of union bargaining, it is possible that the concessions 
observed in Canada were interim steps, and that grocery chains will continue to seek labor 
cost reductions until they have parity with low cost competitors. 

Labor represents approxima~ely 60% of the colttrollable costs (excluding the cost of product) 
in the grocery industry, so cornpetition often takes the form of meeting a rival’s labor costs. 
Safeway argued in British Columbia that parity with RCSS in new hire labor costs was the 
only fair solution to the labor dispute.’g A&P converted I9 stores in Ontario to a low-cost 
format to take advantage of the lower-cost union contract for such ~ t o r e s . ‘ ~  The mediator of 
the labor dispute in British Columbia was quoted after the strike as saying, “Safeway and 
Overwaitea are legitima~ely frustrated with the substandard collective agreement in place 
between Real Canadian Superstore and UFCW Local 777 and that issue must be 
addressed.”” Overall, the experience in Canada suggests that major chains will seek parity 
with lower labor cost competitors, if not immediately then certaiiily in the long run through 
mechanisnls such as two-tiered contlacts that reduce costs for new hires or changes in 
collective bargaining agreements. 

The ability of grocery chains to obtain wage and benefit parity with low cost competitors 
hinges on the relative bargaining power of a chain and the union in any particular market. 
Yet the evidence suggests that wage and benefit differentials across stores that compete 
vigorously with each other will lead to substantial downward wage pressure until those 
differentials are closed. The same will almost certainly be true in southern California if Wal- 
Mart Supercenters enter the market; paying lower wages and offering limited benefit plans. 
An estimate o f  the labor market impact of Wal-Mart’s entry into the southern California 
grocery market is giveu below. 

In the rest ofthis chapter, we derive estimates of the wage and benefit impact of Wal-Mart 
supercenters in southem California. Three types of estimates are developed - a  low 
estimate, based on uniformly conservative criteria, a medium estimate, and a high estimate 
The low and high estimates provide, respectively, reasonable lower and upper bound 
impacts, although the low estimate, designed to be conservative, could quite possibly 
understate the full impact of supercenter competition in southern California. 

The logic of each estimate follows a two step process. First, we estimate, in Section D 

‘‘ “An Open Letter to Safeway Employees,” newspaper advertisement placed by CaaRda Safeway Limited, 
Vancouver Sun, June 8, 1996; “The Facts: A Message to Safeway Cuslomers,” newspaper advertisement placed 
by Canada Safeway Limited, Vancouv~r Sufi, 1996. 

“The Changing Face of Labor,” Grocer Today, September, 1996, pp. 13-18 

“The Changing Face oflabor,” Grocer Todny, September, 1996, pp. 13-18 

i n  
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below, the market share that Wal- ma^ supercenters can be expected to capture in southern 
California. From that, we estimate, in Section €3, the impact on wages and benefits both for 
Wal-Mart employees and for employees in other chains that will see the need to meet Wal- 
Mart's labor costs 

Wal-Mart typically builds stores within one day's drive of its distribution centers2', 
suggesting that southern California Supercenters built by the chain will bc served by a 
southern California distribution center. Wal-Mart currently is seeking approval for a 
distribution center in Riverside County The corporation has looked into sites near the 
intersection of Interstate 15 and State Route 60 that can accommodate buildings ranging from 
300,000 to over 1 million square 
stated publicly whether that center will be for food distribution, but the impact on the 
southern California grocery businesses, ifthe new distribution center serves Wal-Mart 
Supercenters, can be substantial. 

What follows below i s  a simulation predicated on the assumption that Wal-Mart builds one 
distribution center to serve Supercenters in  southern California. Whether the currently 
planned Wal-Mart distribution center is for groceries is beside the point, as the below 
exercise demonstrates what can happen if Wal-Mart decides to bring Supercenters to 
southern California at any time in the near future. 

In 1998, Wal-Mart had twelve distribution centers serving 564 Supercenters - an average of 
47 Supercenters per distribution center.2' If Wal-Mart enters southern California, it i s  quite 
reasonable to expect the firm to attempt to achieve a similar scale economy i n  distribution. 
Wal-Mart is unlikely to build a distribution center, open two or three stores, and then 
abandon a local market. The current average of 47 stores per distribution center is suggestive 
of what to expect once Wal-Mart opens a distribution ccntei for groceries in southern 
California 

Yet 47 stores is a lower bound o f  the number of stores that can be supported by a distribution 
center. The economics of grocery retailing allows a much larger number o f  stores to be 
served by a distribution center, depending on the strategy of a particular finn. Furthermore, 
Wal-Mart Supercenters are so new that it is possible that the chain has not achieved their 
desired scale economy in food distribution. By comparison, Wal-Mart serves 1,889 discount 
stores with 33 non-food distribution centers - a n  average of 57 stores per distribution 

To the best of  our knowledge, Wal-Mart has not 

Telephone interview with Dr. Kenneth E. Stonc of Iowa State University on 29 July 1999. 21  

" Telephone interview with Shawn Purcell, Riverside Planning Office, July, lo99 

l 3  

Data: Combination of various SEC Form 10-Kreports and Discount Store News isues.) 
Phone intcrvicw with Dr. Kenneth E, Stone of Iowa State University on 29 .July 1999. (Originaf Sources of 
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eventually seeks comparable scale in food distribution, this suggests 
rage of 57 Su~rcenters  wilt be supported by one distribution center. 

That n u ~ b e r  could be higher, but it is ~ r e a s ~ n a b l e  to believe that Wal- ma^ would open a 
food distribution center and seek less than their cunent average of 47 stores per distribution 
center. 

Overall, we simuIate the impact of Wal-Mart on southern California market share by 
assuming that a food dis~but ion center will support either 47 or 57 stores. Given Wal- 
Mart’s desire to place stores within a day’s drive of a distribution center, it is likely that 
virtualIy all ~upercenters served by a southern California distribution node will be in this 
region. Of course, Wal-Mart could build more than one distribution center in southern 
California, or could serve more than 57 stores &om a single center. The estimates below are 
purposefully a conservative estimate of the possible impact of Wal-Mari Supercenters in the 
southern California market. 

The next step in estimating Wal-Mart’s impact is to assess how much market share can be 
expected from 47-57 stores in southem California. Our logic will flow from estimating Wal- 
Mart’s market share to the impact of that market share on grocely employment, wages, and 
benefits. What follows is an estimate of Wal-Mart Supercenter market share associated with 
one d i s ~ ~ b u ~ i a n  center in southem California. 

Table 2-1 0 lists market share and number of stores for major chains ~n the Los Angeles 
urbanized area from 1996 through the first half of 1999 

24 Phone interview with Dr. Kenneth E. Stone of Iowa State University on 29 July 1999. (Original Sources or 
Data: Combination of various SEC Form 10-K reports and Discount Store News issues.) 
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118 16.74 117 19.39 116 18.82 119 20.07 
82 14.25 84 13.89 86 13.87 86 13.99 
23 3.25 34 4.14 35 5.02 36 5.19 
57 5.79 55 2.97 53 2.76 54 2.92 

13 1.87 13 1.87 
29 4.70 30 5.84 

Based on the information in Table 2-10, we calculate market share points per store for each 
chain, shown in Table 2-1 1. Market share points per store are also shown in Table 2- 11. 
Market share per store i s  remarkably similar across the major chains (Ralphs, Vons, Lucky, 
and Albertsons.) In 1999, market share per store ranged from 0.144 for Albertsons to 0.1 69 
market share points per store for Vons. For comparison, Table 2-1 2 gives market shares for 
several California urban areas, but the dare source used for Table 2-1 2 docs not report the 
number of stores, and so it as not possible to calculate marker share points per store for other 
California urban areas. 
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17.4% 16.5% 16.1% 16.3% 
14.1% 13.9% 14.3% 14.4% 

5.4% 5.2% 5.4% 
24.1% 26.8% 
14.4% 14.4% 

16.2% 19.5% 

For comparison, Tables 2-13 lists market shares and number of stores for major chains in 
three urban areas with Wal-Mart Supercenters -Atlanta, Dallas, and Fort Worth.” Market 
share per store i s  also listed for each chain in each urban area. Market share per store varies 
much more across urban areas than within urban areas. For example, an average (or typical) 
store in Dallas can gamer approximately 0.4 market share points, and an average (or typical) 
store in Fort Worth can claim 0.9 market share points - both substantially higher than market 
shares per store in Los Angeles. This reflects the smaller size of the Dallas and Fort Worth 
urban areas and the fact that those markets are served by fewer stores. 

’’ The comparison MSAs were chosen based on the availability of data fur urban areas with a relatively large 
number of Wal-Mart Sopercenters. Currently, Supercenters are predominantly in the South and Midwest. 
Many food industry data sources, s w b  as Pro ssiw Grocer, do nat gather market share information on Wal- 
Mari and other discount retailers. The data in Table 2-13 is from the SMbv  Report, which does gather markel 
share data for both grocery stores and discount retailers, but only in a limited number of urban areas. Choosing 
urban areas with both Wal-Man Supercenlers and Shelby Report data led lo the MSAs listed in Table 2-13, 
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Table 2-13: Markct Sharc Information, Selectcd Comparison MSAs 
I_.I_- 

ATLANTA, CA __ 1996 m E B  Jul.99 1999 
No. of % Mkt No. of "/o hlkt N 0 . d  % Mkt No. o f  % Mkt mki sharr 

Storcs Stores Share Slorcs Share Stores Share Stores Share per store 
Kroger 88 31.33 95 31.72 97 32.30 100 32.54 0.33 
Publix 52 17.09 63 18.34 70 20.35 71 20.26 0.29 
Winn-Dixie 63 11.43 65 11.21 59 10.01 56 9.80 0.18 
Ingles 45 6.95 44 6.18 49 6.87 46 . 6.63 0.14 

A & P  37 6.21 37 5.82 36 5.44 31 4.7X 0.15 
Wal-Mart 7 2.34 8 3.26 10 3.57 9 3.13 0.35 
Hany's 3 2.38 3 2.41 6 2.75 7 2.59 0.37 
Cub Food 13 6.15 - 
Bruno's 19 4.62 18 4.22 - 

Super Disc (Club) - - 13 5.22 17 6.19 18 5.91 0.33 

Albertson's 41 21.08 52 22.31 57 23.71 57 22.62 0.40 
Tom Thumb 42 20.19 41 16.67 42 20.30 42 20.09 0.48 
Kroger 40 14.76 40 15.31 38 14.43 39 14.92 0.38 
Minyard 60 15.20 60 15.23 60 15.29 60 14.66 0.24 
Brookshire 26 7.54 27 7.81 27 8.36 27 7.92 0.29 
Wal-Marl 5 2.42 8 4.85 8 4.13 11 5.06 0.46 
Winn-Dixie 14 3.22 14 3.11 12 2.97 13 3.51 0.27 
Fiesta Mart - 5 1.83 5 1.75 0.35 
Food Lion 25 3.54 24 3.1 1 - 
Wal-Marl Hype 1 1.31 - 

Albertson's 21 21.18 24 23.07 24 22.68 26 24.46 0.94 
Winn-Dixie 31 17.24 32 18.63 34 19.08 35 18.46 0.52 
Kroger 25 19.32 27 18.71 23 16.70 23 15.02 0.65 
Minyard 21 10.47 22 10.06 22 9.76 25 10.93 0.43 
Torn Thumb 9 8.16 9 6.26 I 1  10.84 12 10.91 0.90 
Wal-Mart 5 6.90 5 7.32 6 8.10 6 6.48 1.08 
Food Lion 9 2.80 10 3.28 - 
Wal-Marl Hype 1 2.65 - 
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To he conservative, we assume that Wal-Mart Supercenters capture per-store market share that i s  
typical, but not better than, the range observed for existing southern California chains. We 
bound projected Supercenter per-store market share to be equal to both the lowest number 
(0.144) and the highest number (0.169) for major chains in the first half of 1999.26 Combining 
that information with two estimates for the number of southern California stores served by one 
distribution center, we get overall projected Los Angeles area market shares associated with one 
Wal-Mafl food distribution center, shown in Table 2-14. 

These are conservative estimates, both because the number of stores for one distribution center 
could be higher and because the market share per store, based on experience in Atlanta, Dallas, 
and Fort Worth, could be slightly higher than even the upper bound shown in Table 2-14. 

Table 2-14: Estimated H’al-Marl 
Snuthtrn California Msrl~ct  Slitlrc 

Share aer Storr 
14% 17% 

l;umbrr of 47 (, -7.’,, 7 1,.y 
. . . .. ..... . ... .. . . . .._.____I__ .. 

h.2 I ’ (  ~ $ . t d ’ ,  

Note: Share per store is market stiarc points pcr 
each store, estimated as described in the text. 
Numbcrs In bold arc estimaicd sout.hcrii California 
market shares for Wal-Mart Supercentrrs, for one 
distribution center supporting the number of stores 
shown in the two rows. 

The largest estimate in Table 2-14, still a conservative number, suggests that Wal-Mart call 
capture approximately 10% of the Los Anyeles metropolilan area markct. We take that as a 
lower bound for the possible market share of Wal-Mart Superccntcrs in the southern 
Caiifornia market. The estimates that lead to a 10% market share - one distribution center, 
serving from 47 to 57 stores, with each store capturing market share comparable to other 
chains in the region - are all conservative. Should Wal-Mart choose to enter the southern 
California market more aggressively, they could likely operate more than 57 stores from one 
distribution center or build additional distribution centers. 

As a high estimate of possible Wal-Mart market share in southern California, we use 20%. This 
i s  based on the observation, from Table 2-10, that the three largest southern California chains 
currently average slightly more than 20% market share. Wal-Mart’s efficiency in its core 
discount retail business, plus their quick expansion pace into groceries, suggests that in the long- 
term the firm could potentially compete with the largest o f  the southern California food chains. 

For major chains, we exclude Smart and Pina!, Superior Super, and Stater Brothers hecause each chain has a sillal! 2 6  

number ofstores in the Los Angeles MSA in the first half of 1999. 
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! Below we use the two estimates of market share - 10% and 20% - to obtain estimates of 
the economic impact of Wal-Mart Supercenters in southern California. We start by 
providing some discussion of how quickly the estimated market shares might be realized, and 
what Wal-Mart competition means for existing southern California grocery chains. 

Because the time span of our data are limited, we are not able to estimate when or how 
quickly Wai-Mart might build to a ten or twenty percent market share in Los Angeks. Much 
of that depends on company strategy. For example, Wal-Mart now has 6.5% of the market in 
Fort Worth, and Supercenters are, for all practical purposes, a six-year-old phenomenon. 
Given Wal-Mart’s exceptionally aggressive history of building Supercenters, and their 
expansion pace, the chain could reach a ten percent share in Los Angeles, or most likely 
other markets that it targets, much more quickly than would be expected for other 
competitors . 

In other markets, Wal-Mart has typically built Supercenters first in exurban areas and then in 
the rapidly growing urban fringe. This reflects both Wal-Mart’s traditional emphasIs 011 

small towns and suburban markets and the difficulties of obtaining land for Supercenters that 
are, on average, 180,000 square feet, In central portions of urban areas. Given the exurban 
and suburban focus of Wal-Mart, it is likely that their plans for Supercenters in southern 
California will focus most heavily on Orange County, the Inland Empire, the western San 
Fernando Valley and eastern Ventura County, and Santa Clarita and the high desert areas to 
the north. 

This puts Supercenters in the most rapidly growing portions of southern California, 
suggesting that Wal-Mart will be a major competitor in the region’s grocery industry. Given 
the fact that Los Angeles County contains almost two-thirds of southern California’s 
population, and the fact that the market share estimates in Table 2-14 are quite conservative, 
i t  is reasonable to assume that the estimated Supercenter market shares of ten and twenty 
percent can he applied to all of southern California. Doing that, we next examine the 
competitive pressure exerted by a new entrant that has the potential to achieve market shares 
similar to those shown in Table 2-14. 

One way to get a good intuitive feel for the type of competition represented by a new firm 
with, for example, a ?en or twenty percent market share is to ask how much growth in the 
market is lost to the new competitor. Southern California is projected to grow rapidly over 
?he next twenty years. Population growth projections, from the southern California 
Association of Governments, are shown in Table 2-1 5 .  Southern California grocery chains 
are no doubt aware of th is future growth, and have likely built growth projections into their 
long-range business plans. 

While Supercenter market share will not all come at the expense of &lure growth, i t  is a 
usehl exercise to assume that al l  Supercenter market share is part of the overall growth in the 
southern Califoniia market, and to then ask how much growth would be captured by 
Supercenters. 



Table 2-15: SCAG County Population Forecasts 

COUNTY 1994 2000 20us Zulu 201s 2020 2000 - 
2020 _...._._1._.__.__11___1_1._______--.---...---~-...--~ __._I____. 

For illushative purposes, we assume that the grocery market in southern California will grow 
in proportion to population growth, and that Wal-Mart Supercenters can achieve either the 
lower bound estimate o f  10% market share or the higher cstiniate of 20% market share for 
southern California. If all o f  that market share comes at the expense of future growth in the 
grocery market, this implies that Wal-Mart Supercenters will captiire between 42% (for a 
10% total markel share) and 84% (for a 20% market share) ofthe growth in the market. 

We do not mean to imply that all Supercenter sales will be come from market growth. No 
doubt Wal-Mart, or any new entrant, can also take sales away froin existing stores. Yet as an 
exercise it is useful to ask what would happen if all Supercenter sales were strictly from 
sewing the growth in the southern Califomia market. The answer i s  that, under that scenario, 
Wal-Mart would capture from 42% to 84% of all growth in one of the nation's fastest 
growing grocery marke.ts over the next twenty years. 

The entry o f  Wal-Mart into southein California will be, for its competitors the equivalent of 
an event that would cut projected growth in sales by, using reasonable estimates, anywhere 
froin 42% to 84%. The implication is that Wal-Mart's entry into soutliern California will 
almost certainly be perceived by existing chains as a major competitive threat, and they will 
almost certainly respond. The response, given the labor cost differential between Wal-Mart 
and southern California grocery cbains, will most likely take the form of the type of wage 
and benefit cuts witnessed in Alberta and British Columbia, Canada. 
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Competition from Wal-Mart Supe~ceiiters will result in lower wages for southem 
California grocery employees through two channels of influence - ( I )  employees that would 
have otherwise worked in higher paying union jobs will earn lower wages and benefits, and 
(2) competition with Supercenters will cause unionized employers to lower their wages and 
benefits. We examine each channel of  influence in turn below. 

Approximateiy 80,000 of the 128,000 southern California grocery employees are employed 
by the major grocery chains. As shown in Table 2-9, these employees receive a considerably 
more valuable wage and benefit package than Wal-Mart employees, based on the 
assumptions about Wal-Mari wages and benefits listed in the note for Table 2-9. If Wal-Mart 
captures southern California grocery market share, some grocery employees who otherwise 
would have been employed by the major food chains will take jobs in Supercenters, at 
substantially lower wages. Thus, the first channel of  economic impact is that low paying 
Supercenter jobs crowd out higher paying jobs. 

We assume that the number of grocery jobs displaced is in direct proportion to the market 
share of Wal-Mart Supercenters; for example, if Wal-Mart captures a ten percent market 
share, ten percent of existing jobs at the major chains will be converted into lower-paying 
Supercenter jobs. For the three values of wage gaps implied by Table 2-9, we calculate the 
total annual wage bill lost for different assumptions about Wal-Mart market share. The 
results are shown in Table 2-16, below. 

Note: Annual lost wages are calculaled by multiplying the wage gaps in Table 2-9 by the estimated 
annual hours worked by employees of the major grocery chains. Currently, these employees average 
3 5 . 5  hours of  work per week (Bailey, 1999). 



Large labor cost differentials cannot be sustained in the grocery industry. The experience in 
Canada demonstrates that major grocery chains will ultimately close much of the labor cost 
gap. The implication is that the entry of Supercenters into southern California will affect the 
wages of all grocery employees in soiithern California, whether or not they work at 
Supercentcrs. 

The fast that low labor cost competitors exert downward wage pressure on an entire indusby 
is not surprising. In a 1989 study of pay in the grocery industry, Paula Voos, an economist at 
the University of Wisconsin, found that as the fraction of the niebopolitan labor force that is 
unionized drops, wages among the remaining union members fall (Voos, 1992). She noted 
that this relatioiisliip is common in many industries, and is indicative of the tendency of firms 
to lower wages to meet the labor casts of competitors. 

Using data for southern California, we estimate the annual impact of the downward wage 
pressure that would result from Wal-Mart Supercenters entering southern California. We 
assume that major chains in the region lower their wage and benefit package to immediately 
close part, but not all, of the pay gap shown in Table 2-9. Eased on the experience of 
Safeway in Alberta (discussed in Section B), we estimate chains would seek to close between 
forty and sixty percent of the wage gap in  the near-term. We later estimate the long-run 
impact on workers if major chains achieve wage parity with lower cost supercenters, closing 
all of the wage gap. We calculate the total annual value of reductions in pay and benefits in 
chains that compete with Supercenters, under different assumptions, below. 
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Note: Annual lost wages are calculated by assuming that of ihe  80,000 union members in 1999, the fraction not in Supercenter market share (90V0 or 80%) remain 
employed by the major grocery chains. They are assumed to experience wage cuts that close the dimrenee between the wage gap shown on the top row and the "amouni 
of gap dosed" shown on the second row, So, e.g., in the firs! colimn the per hour wage cut i s  $5.03. That wage reduction is ~ ~ 1 t ; p t ~ ~ d  by 35.5 hours per week for the 
average union member, and then annualized and millliplied by union membership less the fraction assumed to be working at Wal-Mart. 



. 

Grocery chains in southern California are likely to seek to close the entire wage gap if Wal- 
Mart, or any low cost competitor, enters the market. In Table 2-18, we show the indirect 
wage impact on major grocery chain employees if all of the wage gap between current 
wage and benefit standards and Wal-Mart supercenter pay is closed. 

‘Tahlc 2-1 8: ludirect Erunoniic impact of L.oiveI M’ages Paid lo Supercenter Ernployc‘es 
in \’uluc n l  I.us1 Wagcs, Per Year Assuming Full ’Wagr Cap i s  Closed ($hlillions) 

...... _ 
Torrl Wagr Cay 

51.97 SI1.62 59.26 . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 

Estimated 10% Sj,~I!O 5 1 ,140 > 1.2.; I 

5 l . l l J1  20% s 9 4 2  ‘i I . ‘ I  I h 
Su pcrccuter 

h1rrkl.t Share . - .- .. .- - .............. . ._ .. . .- __ .. .- .. 

Note: Annual lost wages are calculated by assuming that of the 80,000 union members in 1999, Ihe 
fraction not in Supercenter market share (90% or 80%) remain members ofthe union. Those members 
are assumed lo experience wage cuts thaf close the full amount of wage gap shown on the top row. 

E.g., in the first coluinn the per hour wage cut is $7.97. That wage reduction is multiplied by 35.5 
hours per week for the average union member, and then annualized and multiplied by union 

In Tablc 2-19, we present low, medium, and high estimates of the total wage and bcnefit 
impact of Wal-Mart supercenters entering the southern California grocery market. 
(1llushat.ed graphically in Chart 2-2.) These are derived by summing the direct impact on 
supercenter employees, shown in Table 2-16, with the indirect impact on employees of 
other major chains, shown in Tables 2-1 7 and 2- 18. The low estimates use the mast 
conservative assumptions, and so represent a lower bound of possible impacts. 

As we inentioried earlier, the economic impact will likely exceed what is reflected in t.he 
low estimates, The medium estimates are calculated based on a 20% Wal-Mart market 
share while assuming that existing grocery chains do not close all ofthe wage and benefit 
gap with Wal-Mart The medium estimates assume that the amount o f  wage gap closed i s  
the average of the gaps used in Table 2-17. 

The use o f  a 20% supercenter market share for the medium estimate reflects a reasonable 
long-run outcome, while the assumption that existing chains close only a fraction of the wage 
gap i s  more reasonable in the near-t,eml than in the long-run. Thus the medium estimates mix 
both long-run and near-term responses in the grocery market. Given that it is impossible to 
predict the exact timing of near-term versus long-run impacts, this mixing has the advantage 
o f  reflecting the influence o f  both, in some sense averaging effects that cannot be precisely 
attributed to specific years and effectively reflecting a “middle range” scenario. 
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I 
i The high estimate assumes that Wal-Mart obtains a 20% market share and that all of the 

wage gap with competitors is closed. 
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Chart 2-2: ~stimates of Total Wage and B e n ~ ~ t  t m p a ~ t  

Total 
Wage 

Impact 
($millions) 

$1,400 

$1,200 
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$400 
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s- 
$1.97 $8.62 $9.26 

Wage Gap Rctwecn Major Grocery Chains and Discount Retailers 
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The overall impact of lower wages in the grocery sector goes beyond the impacts on grocery 
workers. Each dollar lost to the region in wages lowers the spending o f  grocery employees on 
goods and services in the region, and in turn reduces the income and hence spending of others. 
This effect i s  known as the muliiplier impact of a change in local wages - a lost dollar locally 
generates more than a dollar in overall economic impacts as it  ripples through the economy. 

The most common estimate of the multiplier impact of wage dollars in our region is provided by 
the regional council o f  governments, the Southern California Association of Governments 
(SCAG). SCAG’s wage multiplier is currently 2.08. That is, each dollar increase in wages in 
the southern California economy is calculated to generate a total of$2.08 ofnew spending: The 
$1 increase plus another $1.08 in indirect multiplier impacts. The total impact is about twice the 
direct effect. 

The same rekitionship is calculated by SCAG analysts to hold for wage losses. Thus, every $1 lost 
in wages in the region induces a total loss of $2.08. As an exaniple, Table 2-20 calculates the total 
regional impact the SCAG multiplier generates for the wage losses estimated in Table 2-1 9. 

If the wage gap between Wal-Mart and southern California grocery chains is $9.26 per hour, for 
exaniple, then the regional impacts are calculated to range between about $1.6 billion to nearly $3 
billion per year, depending on the big box grocer market share 

Note: These are the total regioiid ecoiiomic impact estimated to result from the wage and 
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Because they remain vulnerable to changes in the real estate market, there is a risk that big box 
retailers and supermarket operators will opt to vacate one or more sites when they are no longer 
cost-effective. A survey of vacant supermarket properties in  Orange Counly provides an 
example of the county-wide impacts of corporate restructuring and consolidation. Table 2-21 
lists vacant supermarkets located in Orange County Note that much of this unused property 
became vacant when Alpha-Beta Grocers was purchased by Ralph's. 

I 

Table 2-21: I..argcScalc \'aeancies in Orangc Counp and Sitc Infnrmatinn 

Site Former Vacancy Siic Uuilding Kernairis City 

'-I! I i i x i  i' Slr.e :\!p':?-l3c!;i Aiipu'! I C J ' N  2 .44 l<ciii:i.nh ('ow 
or Vacant ii; OH nrr 

_I .......... .. ......... . . .- 

present 
601 1 Chapman Alpha-Beta 1985- 1999 
Avenue 
17482 Yorha Linda Ralph's June 30, 1997- 
Boulevard present 
23641 La Palma Raiph's July 1998- 
Avenue present 
11382 Beach Aloha-Beta i997-nresent 

acres 
3.83 
acres 
3.01 
acres 
9.4 

acres 
3.88 

Mesa 
Vacant Garden 

Grove 
Remains Yorba 

Linda 
Remains Yorha 

Linda 
Vacant Stanton 

The first site, located in Costa Mesa, neighbors a thriving Rite-Aid and specially retailers, and 
serves to impede pedestrian traffic between the two (Fibgire 2-1). The pathology ofthis 
underutilized property stems from its attraction of parking lot vendors with excessive sigiiage 
(the parking lot in front ofthis site is leased for the salc of fireworks), its offering oftemporary 
shelter to homeless persons, and its symbolic message to passing traffic on East 17th Street. 
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Usirally the largest store in a complex (referred to as the “base” or “anchor” tenant), big box and 
supermarltet retailers will remain vacant longer than other shopping center components because 
they takc the longest to sell. When a base tenan1 is  empty, the property owner will either sell 
land or leilse to a new tenant. Often, the owner will want to sell after a base tenant has vacated. 
This is difficult, given the less frequent turnover rates and the square footage involved. When 
the owner does try to lease, potential lessees desire to lease the property for at leas: ten years, 
given the capital investment required to fix up the property and ready it  for use. 

The owner, on the other hand, will rypically wan1 to lease a property for five years or less, 
especially when the market hasn’t proven itseli in the pa51 for a given property. Therefore, lease 
arrangement difficulties encourage longer vacancies for base tenants. The vacant site in Figure 
2-2, located in Garden Grove, has fallen victim lo s~ich a dilemma, remaining unimproved for 
more than a decade. 
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Vacancies for base leiiants are fui-thcr complicored by the cos! !o retrofit, zoning and 
environmental concerns. The cost of retrofitting, combined with unfavorable lease terms, limits 
the perceived ROI as determined by potential husiness partners. Zoning is also a concern. A 
base tenant vacancy may spark interest in rezoning the property for alrernative uses. The lime 
and resources required for commercial rczoning add Eiwther timc to the vacancy. 

i f  the site was shared wilh a gas slation, the EPA is rcquired to perform a risk assessincnt. and 
past, current, and future site owners as well as lendcis arc poteniially liahlc for any 
encouragement of environmental harm or health cl'kcts. This constraint on rcdevclopmen! 
would apply to base tenan!s that vacate a property. encouraging the adjoining station to vacate as 
Wll .  
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The incredible strength of the U.S. economy has shown no signs of abating despite the slowdown 
in many overseas markets. Since 1992, the U.S. has enjoyed an unprecedented combination of a 
rising budget surplus, low interest rates, virtual price stability, rising wages and salaries, and low 
unemployment. Optimistic U S .  consumers and investors served as the main engine of national 
growth last year as they pushed the growth rate in domestic demand up from 4.5 percent in 1997 
to 5 percent in 1998. Thus, i t  is no surprise that Americans also accounted for nearly half of the 
growth in world demand (and output) last year (Infernational Monetary Fund (IMF), 1999). 

Yet despite the unprecedented economic boom in the U.S. during this past decade, the erosion of 
health care coverage in the U.S. is taking Americans down a dangerous path (Findlay and Miller, 
“Down a Dangerous Path: The Erosion of Health Insurance Coverage in the United States,” 
National Coalition on Health Care (NCHC), May 1999). While it is true that businesses have 
increased wages and expanded fringe benefits” during this economic boom, the number o f  
Americans with no health insurance has risen over 20 percent since 1990. In 1990,35.6 million 
of the non-elderly population lacked health insurance. By 1997, the number of uninsured below 
the age of 65 had risen to 43.1 million (Findlay and Miller, 1999). In 1997, this translated into 
approximately one in six Americans being without health insurance in a typical month. Over the 
course of the year, around one in five Americans were without healfh insurance coverage for 
some period oftime ( U S .  Bureau ofcensus, 1998, and KaiseriCommonwealth, 1997; as cited in 
NCHC, 1999a). 

Even if the U S .  economy continues on its path of strong growth, conservative estimates indicate 
that at least 47 million Americans will be uninsured by 2005 (NCHC, “The Uninsured 
Phenomenon:’ available from http:i/w\nv.nchc.org/lcnow/uninsured_myths.html; accessed 22 
July 1999b). It is also projected t.hat 52 tn 54 million non-elderly Americans, or one in five, will 
he uninsured in the year 2009. In the event of an economic downturn, as many as 61.4 million 
non-elderly Americans, or one in four, could he uninsured in 2009 (Findlay and Miller, 1999). 
Figure A2-1 illustrates the steady growth in the number of  uninsured non-elderly Americans 
since 1990 (table from Findlay and Miller, 1999; original data from Employee Benefits Research 
Institute (EBRI)). 

An mcreesing number of large- aiid mid-sized companies now offer fheir e~ployees retmment plans, child care 2- 

service<. flexible spendmg accounts, nnd vanou? forms of insurance 
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~ ~ g u r e  A2-1: 
Growth in the Number of Uninsured, 1990-1997 

~ i i i i o n s  o f  ~ o n - e l d e r I ~  Uninsnred 
._-.._l._r_l" ~ - - "  .I.." -.--_ I..____..." 

...... 

38.3 39.3 

...... 

39.4 40.3 

...... 

43.1 

1990 1991 1992 1993 1994 1995 1996 1997 

One ofthe more commonly believed myths about the uninsured population is that those that are 
uninsured are unemployed, but the reality is that most of the uninsured either work or are 
dependents of  workers. In 1997,57 percent of those aged 18 to 64 who had no health insurance 
worked either full- or part-time (Findlay and Miller, 1999). Recent studies indicate thai although 
the economy generated 5 .5  million jobs between 1993 and 1995, the number ofuninsured 
Americans,continued to grow by one million in each of these years WCHC, 1999b). 
Additionally, from 1996 to 1997, the number ofuninsured Americans incrcased by 1.7 million, 
the largest annual increase since 1992 (Findlay and Miller, 1999). 

Thus, the fact that the national unemployment rale recentiy dipped to a 29-year low of 4.2 
percent (IMF, 1999) does little to remedy the uninsured problem in  this country. In many of the 
nation's largest metropolitan areas, the situation is particularly grim. In twenty-one of ihe 
nation's largest metropolitan areas, at least 20 percent of the non-elderly population currently 
lacks health insurance. Table A2-1 presents uninsured statistics for seven major U.S. 
metropolitan areas, including Los Angeles. 
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Table A2-1: Tbe Uninsured in Malor 
Metropolitan Areas 

YO ofResidents Lacking 
Health Inrursnce 

1') 
--- Metropolitan Area 

-_I_ 

29 
28 

In sixteen states, the number of uninsured residents exceeds the national overage of' 16 percent of 
all residents. Additionally, in Arizona, Arkansas, California, Mississippi, New Mexico, and 
Texas, more than one in five uon-elderly residents do not have health insurance (US.  Bureau o f  
Census, 1998; as cited in Findlay and Miller, 1999). Thus, despite California's decline in the 
unemployment rate from 9.4 percent in 1993 to 5.6 percent in February 1999 (Kimbell, Dhawan 
and Lieser, 1999), sustained economic growth in California cannot he relied upon to address the 
uninsured problem. 

rs have agreed that income !eve1 is positively correlated to health 
insurance coverage. Simply stated, lowincome Americans are at a much greater risk of lacking 
bealth insurance than the affluenl. In 1996, three in five of the uninsured population were low- 
income: 28 percent were living helow the poverty level, while another 32 percent were near- 
poor with incomes between poverty and twice poverty (Davis, 1996). But the relationship 
between income and insurance coverage has become increasingly complex in recent years. More 
and more of the middle-income population are at risk of becoming uninsured because of the 
rising cost of health insurance since the mid-1980s. Today, adequate health insurance for many 
middle-income Americans is just not affordable (Findlay and Miller, 1999). 

The following three tables provide an overview of some recent trends in health insurance 
coverage. Table A2-2 illustrates that nearly one-half of uninsured Americans live in households 
earning less than 133 percent of the federal poverty line, where the poverty line is defined as a 
single person earning less than $9,800 a year or a family o f  four earning less than $20,000 a year 
in  income. Table A2-2 also illustrates that the largest percentage increase occurred arnong 
families with incomes of around $50,000 to $60,000 (or 351-400 percent of poverty). The 
second largest percent increase occurred among families earning approximately $10,000 to 
$15,000 in income (or 0-99 percent ofpoverty) (Thorp, 1997). 
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Tsble AZ-2: Pcrcrnt Distribution of Uninsured I~ouseholds 
by Income Level, 1990-1995 

1990 i 1995 
*/b Uninwred in  % Tntal "!,, i!ninsured in % 'Tntai 

'/a I 'nverh lncnmc Threshold b insured  Income 'Threshold 1;ninsurci 
i , .oP; 0 i 4  .il.! J I. 0 143  30 , t i0  n 

l__l_.c.___,__...___._I_ I_ _._.____.__.l__l__._^_.__ l." 

100-133% 0.346 12.2% 0.122 l lS% 
134-1 50% 0.293 4.9% 0.307 5.0% 
i 51 -1 85% 0.267 10.5% 0.251 9.0% 
186-200% 0.21 1 .3 .6% 0.234 3.9% 
201-300% 0.138 15.1% 0.148 13.4% 
301-350% 0.052 15.1% 0.060 14.5% 
351 -400% 0.064 2.7% 0.095 3.9% 

400+% 0.051 I__ 1.8% 0.073 - 2.2% 
100.0% 100.0% 

;ource: Table reproduced from Thorpe ( I  997). (Original 
tabulations from the Cuvrenf Popuiation Survey, March 1991.) 

Table A2-3 points out that middle income families with children were more likely to be without 
health insurance coverage in 1995 versus 1990 iftheir earnings werc between $20,000 and 
$60,000. 
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38.2% 26.0% 26.4% 19.8% 13.7% 1.4% 

38.3% 26.4% 27.1% 19.5% 14.7% 8.6% 

18.8% 27.8% 22.4% 13.7% 9.0% 9.0% 

20.9% 25.5% 19.3% 16.69/, 12.0% 8.6% 

28.3% 14.7% 15.2% 9.4% 6.6% 2.1% 

31.3% 16.3% 12.3% 9.8% 6.4% 4.4% 

31.4% 29.4% 19.1% 9.6% 4.5% 3.0% 

36.4% 28.2% 19.9% 10.2% 5.1% 3.2% 
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Table A2-4 illustrates that the probability of being uninsured increased for men and women of all 
age cohorts (with men aged fifty through fiftynine sewing as the only exception). The largest 
percentage increase in uninsured occurred among adults aged thirty through thirty-nine. Table 
A2-4 also illustrates that the pattern of  insurance coverage among young adults is changing. In 
particular, young adults aged nineteen through tweniy-ninc were at great risk o f  being uninsured. 

19-29 6 28.5% 4.4 20.5% 6.4 31.7% 4.8 23.5% 
30-39 3.9 18.6% 2.7 12.6% 4.7 21.7% 3.6 16.1% 
40-49 2.1 13.3% 2.1 12.4% 3 15.7% 2.1 13.7% 
50-59 1.3 12.6% 1 .5 12.6% I .S 12.4% 1.8 13.8% 
60-64 0.5 10.6% 0.8 14.2% 0.6 12.4% 0.8 14.5% 
Total 18.5 17.0% 15.9 14.5% 21.5 18.6% 18.8 16.1% 

Source Table reproduced from Thorpe (1997) (Oiiginal tabulations from 
Suppleinents ofthe Curuenf Population Survey, March 1991 and 1996 ) 

Aithough it  is commonly believed that the uninsured are typically middle-aged, unemployed, 
lower-income, and able to obtain care from primaly care providers through acute care hospitals, 
this is not the case. Of those who will he lacking health insurance coverage sometime this year, 
only 15 percenl will be unemployed, on welfare, or live in a household where no one is w-orking. 
The majority of the uninsured live in households with an annual income under $30,000 O\ICHC, 
1999a). Counting both uninsured children and adults, approximately 85 percent ofthe uninsured 
population are in households where the head of the family worlts full- or part-time (Davis, 1996). 

The typical uninsured American is actually a young adult, between the ages of nineteen and 
thirty-nine'*, with children and an annual income between $40,000 and $60,000. This young 
adult is generally a contingent worlter in a small business or in the service sector (Thorpe, 1997). 

Because Medicare coverage applies 10 nearly evety elderly Amencan, most o i  the uninsured population IS under 2" 

the age ofhixiy-five (Rowland, Feder. and Keenan, 1998) 
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Private Employers I20 
Federal Government as Employer (Includes Military) 
State and Local Government as Employer 
Retired People with Employer-Based Coverage 
Medicare 3 8  
Medicaid 41 
Purchased Individually 16 
No Insurance 43.3 

17.3 
21.9 
13.2 

Source: Table reproduced from NCHC, “Health Care Facts,” available from 
(Original data ftam The U.S. Census Bureau, the Dcpqmeiit o f  Labor, 

In recent years, employers have quickly switched to managed care plans in an effort to save 
money while pushing for improvements in the quality of care. As a result, most have abandoned 
the traditional “fee-for-service” health insurance coverage that often paid medical hills with no 
questions asked. Three of the more popular forms of managed care are HMOs, PPOs and POS 
plans. HMOs provide comprehensive coverage for a fixed payment given that patients and 
physicians and hospitals within their “network.” PPOs, or Preferred Providcr Organizations, 
enable a patient to pay less for care obtained through providers that the health plan has 
contracted to accept discounted fees. Service fees increase if care is obtained outside ofthe 
network. POS, or Point-of-Service, plans are often affiliated with HMOs. Like PPOs, doctors 
and hospitals outside of the HMO’s network can be used for an additional fee (NCHC, 1999a). 

Employer-sponsored health care coverage has been declining slowly but steadily since it peaked 
in  the late 1Y70s, and recent trends indicate that the uninsured population is likely to increase as 
employment-sponsored health insurance continues to erode (EBRI, 1996; as cited in Davis, 
1996). In 1987,69.2 percent of the non-elderly population had health insurance through a job  or 
a family member’s job, but by 1996 this percentage declined to 64 percent (NCHC, 1999a). This 
decline in empl~yer-sponsored health care coverage has been fueled in part by a reduction in  the 
percentage of workers accepting coverage when it is offered (Thorpe and Florence, 1999). 

Ineligibility is another reason that employees are not taking health insurance through their 
employers. In 1997, 9.1 percent of wage-and-salary and alternative workers, or ten million 
workers, %’ere ineligible for health coverage through their place of eniploymeni. Table A2-6 
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oullines some reasons for fhis ineligibility. Table A2-7 then outlines coverage by type, 
eligibility, and acceptance. 

Tahk , 4 2 4 :  Rcasonr fur Ineligibility of Employcr-Spunsorrd Iicalth Insurancr 
When Offered (1997) 

Actual Insurance Status 
"A CMng Other Family Individual 

Rcusun for This Empluymrnl Mcmhcr Purchase Pubtic tlninsurei 
lncli@bility RUWR _..__.._.I 

Doesn't work enough 53.3% 2.6?4 56.5% 5.9% 10.4% 24.6% 
hours per week or 
weeks per year 
Contract or temporary 7.7% 3.2% 4 1 .O% 11.0% 13.0% 31.7% 
employees not allowcd 
in plan 
Hasn't worked for 27.2% 4.5% 2 1.2% 4.4% 5.7% 64.4% 

employer long enough 
Has preexisting 1.1% 8.8% 30.5% 3.7% 30.3% 26.6% 
condition 
Other lO.X% 2.1% 38.6% 6.7% 22.6% 30.1% 
Total 100.0% 3.2% 43.5% 6.0% 10.9% 36.5% 

Sourcc: Table reproduced korn Thorpe and Florence, 1999. (Oiyinal rahulaiions from rhe Coriiingent Worker Supplement 
la the Cu~renr Popularion Surwy, February 1997.) 
Note: Number ofworkers is 108.5 million, and the number of ineligible workers is 9.9 million. 



Table A2-7: Number of Workers Offered, Accepting, Inctlgjlble, 
and not Offered Health Insurance, By Primary Source of Goverage, 1997 

(Millions of Workers) 

Firms Ofkring Insurance 

Eligible Eligiblc Warkcrs Firms Not 
'M'urkcrs Workers Not OKerlng 

Primarv Source of Coverxc- Total Acccptcd Declined Eligibk lnsurancc ____-___ .. _I__ _-_..I_-_-- 
Own Employment 
Family Member 
Individual PurchaseiOther 
Employment ' 
Pubiic and Other ' 
Uninsured 
All Workers 

66.1 66.1 n.a. n.a. n.a. 
21.9 0.0 7.5 4.4 10.0 
9.6 0.0 0.8 0.9 1.9 

4.5 0.0 0.6 1.1 2.8 
20.3 0.0 2.5 3.1 14.1 
123.0 66.7 11.4 10.1 34.8 

Source: Table reproduced %om Thoxpe and Florence, 1999. (Original (abulations from the 

1 
Contingent Worker Supplement to the Currenl Paplation Surbcy, February 1997.) 

includes individually purchased covaaage, as well as coverage from previous employen, other employer, or own 
company. 

Many workers opt not to buy coverage through their employers because it is not affordable. In 
1980,74 percent of U S .  employers paid the entire cost of 4ealth insurance for their employees. 
By 1993, this figure had dropped to 37 percent (NCHC, 1999a). As the price of health care 
coverage has risen, many employers have passed along some o f  the cost increases to their 
employees. In 1998, for example, employees of small businesses (fewer than 200 workers) paid 
an average of 44 percent orthe premium for family coverage, up from 34 percent just a decade 
earlier. Employees of larger businesses (more than 200 workers) have also been hit by the rising 
costs ofhealth insurance through their employers. They paid an average of 28 percent of 
premium costs for family coverage in 1998 (Gabel ef a/., 1499). Additionally, a recent sludy 
found that in 1996,g.l miilion employees who were considered to have employer-sponsored 
coverage did not even get any help from their employers in paying Tor that coverage 
(Cat-rasquillo el a[., 1999; as cited in Findlay and Miller, 1999). 

An indication of the extensive health cue cost shifting is the fact that so many employees now 
opt for health insurance through a spouse's or parent's health plan. This is often done if the 
spouse's plan is cheaper, and employers are well aware of this occurrence. Employers have 
responded Lo this phenomenon in a couple o f  different ways. Some employers now restrict 
spouses from joining their health care plan if their own job also offers them coverage. Other 
employers have instead raised the cost for spousal and dependent care coverage (Meyer and 
Naughton, 1996; as cited in Findlay and Miller, 1999). 
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Employers also pass along the rising cost of health care in a few less obvious ways. A s  an 
employee, a consumer, and a taxpayer, Americans we feeling the effects of some hidden costs of 
rising health care costs. Employers pass along some health insurance costs to their employees in 
the form of  lower wage increases. In 1996, for example, employees earning between $30,000 
and $50,000 were paid an average of $2,000 less because of the rising cost of health care. 
Consumers feel the effects of increased health insurance costs by paying more for products and 
services. Because government programs fund 47 percent of Americans' health care coverage, 
taxpayers eventually end up footing much o f  the bill. In 1998, health care accounted for 
approximately 20 percent of the federal budget. as we]! as around 20 percent of most state 
budgets O\ICRC, 1999a). 

The decline in the number of workers covered by union contracts is yet another reason thal the 
share of workers with health care coverage is on the decline. Studies indicate that union 
members are significantly morc likely to have health insurance than non-union workers. In 
1995, for example, 16.8 percent of non-union workers were without health insurance, while only 
5.9 of union members lacked coverage. Also contributing to this non-union coverage problem is 
the fact that many oftlie economic sectors experiencing the largest employment growth ( e g .  the 
service and retail trade industries) tend to have few union members (Thorpe, 1997). 

Although the uninsured are sometimes able to obtain health care when needed, the means 
through which the uninsured obtain their care (e.g. community health centers or public hospitals) 
do not guarantee access and health outcomes that are comparable to the insured (Rowland, Feder 
and Keenan, 1998). Some of the consequences of being uninsured include failure to obtain 
preventive care, postponement of  care, preventable hospitalizations, lack of a regular source of 
continuing care, inadequate maintenance of chronic conditions, lower utilization lcvels for 
physician care, and higher mortality rates (Davis, 1996; and Rowland, Feder and Keenan, 1998). 
Table A2-8 and the discussion that follows presents statistics 011 some o f  these consequences of 
being uninsured. (See Table A2-9, for a closer loolc at some ofthe aforementioned consequences 
of lacking health insurance.) 
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. 
Table A2-U: Getting Medicat Attention 

Had Had Gaps Currently 
Insurance In Uninsnred 

Coverage 
II-.--l-_l--~....._._._I____ __I _l_l__l_. 

Did Noi Fill Prescription 6" r, 2 I ',I' 21% 

Had Difficulty Getting Needed 10% 27% 51% 
Care (Assessed By Self) 

No Physician Visit in Past Year 17% 19% 42% 

Postponed Care Due to Cost 12% 40% 55% 

Had Trouble Paying Medical I I% 33% 33% 
Rills 

Had to Change Life 4% 13% 17% 
Significantly to Pay for Medical 
Bills 

Source Table reproduced from NCHC (1999) 

Studies indicate that the uninsured are much less likely to receive preventive care. In 1995, for 
example, 52 percent of uninsured women did not obtain a Pap smear, while only 36 percent of 
insured women failed to receive this preventive care. Additionally, only 38 percent of insured 
women between the ages of40 and 64 did not get a mammogram in 1995, compared to 69 
percent of uninsured women (Brown, 1R95; as cited in Davis, 1996.) 

Due to financial reasons, the uninsured are more likely to postpone care. A recent study found 
that 71 percent ofthe uninsured delayed seeking care due to financial constraints, while only 23  
percent of the privately insured population postponed care for the same reason. 34 percent of the 
uninsured reported going without needed care in the prior year due to financial constraints, while 
only 9 percent of the insured faced this dilemma (Davis et al., 1995; as cited in Rowland, Feder 
and Keenan, 1998). 

The uninsured have higher hospitalization rates for health conditions and chronic illnesses that 
do not typically necessitate hospital care. The uninsured are 2.8 times as likely to he hospitalized 
for diabetes than the insured, 2.4 times as likely to be hospitalized for hypertension, and 2.0 
times as likely to he hospitalized for inlmunizahle conditions. Given proper continued care, all 
three of these conditions can generally he treated and managed without hospitalization 
(Weissman, Gastonis, and Epstein, 1992; as cited in Rowland, Feder and Keenan, 1998). 
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4,675 women followed for up to 
seven years. 

Hospital discharge data from 15 U.S. 
ur an areas and 3 urban areas in 
Ontario, Canada. Data are from 1990 
for all areas except New York City, 
from 1982-1993. 

Survey interview data from 3,993 
intcnriews of randomiy selected adult 
respondents. 

Franks, Clancy, and National Health and Nutrition 
Gold, 1993. E x a ~ ~ n a t j o n  Survey Epidemiologic 

Study that followed 6,913 adults from 
1971 through 1987. 

National sample o f  592,598 hospital 
discharge abstracts in 1987. 

Billings, Anderson. 
and Newman, 1996. 

Donelan rt a/., 2996. 

Hadiey, Steinberg, 
and Feder, 1991. 

Weissman, Gastonis, Maryland and Massachusetts hospital 
and Epstem, 1992 discharge data from 1987. 

iource: Table irom Rou-bnd, Feder, and Keenan, "tiniosured in America: 
'DW nnd Uninsured? (cds Altman, ReinhRrdt, and Skiclds), 1998. 

for uninsured women than for privately insured women during the four to 
seven years following breast cancer diagnosis. 

Across all urban areas in tbe US., low-income patients experienced higher 
rates of presentable hospitalizations than patients of higher incomes. 
Smaller differences in rates were Eound in the urban areas of  Ontario, Canada. 

The uninsured were four times more likely than the insured to report an 
episode of needing and not getting medical care and three times more likely 
to report a problem in paying for medical bills. 

Adjusted risk of  death was 25 percent higher for uninsured patients than for 
privately insured. 

The uninsured were up to three times more likely to die in the hospital than 
comparable privately insured patieiits. The uninsured were 29 percent Iess 
likely to undergo a coronary artery bypass graft surgery, and 45 percenf less 
likely to undergo a total hip replacement than the privately insured, 
procedures subject to high physician discretion. 

In both states, uninsured patients with malignant hypeiension had twice the 
rate of hospitalization than the privately insured. In Massachusetts, 
uninsured patients with diabetes had nearly three times the rate of 
hospitalization of the privately insured. 

The Causes and Consequcnces." In: The Fotirre U.S. Heaitilcare S p f e m :  Who Will Cwe,for rl 



This chapter considers another issue o f  great importance to local officials, one often playing a 
central role in the evaluation of retail projects in particular: municipal tax revenues. Big box 
retail is often characterized as a no-brainer, fiscally speaking. These projects are described as 
needing little in the way of public services yet generating enormous sums of sales taxes, a 
substantial part o f  which goes directly into the city’s general fund. 

Rul  this view is not always accurate, as an undetermined share of the new tax revenue will 
simply reflect a loss of sales to existiug businesses in the community. Tax rebates and other tax 
incentives reduce this revenue stream further. More to the point of this report, big box retailers 
who shift some floor space to groceries are migrating toward a sales base tha! generates 
substantially less tax revenue. Food sales are, for the most part, not subject to sales taxation. 

This chapter reviews thesc issues to draw three principle lessons: 

1 ,  Discount retail is a competitive and fluid business, with implications for the stability of 
municipal revenues. Local officials should be cautioned that a single store they lure today 
comprising a huge share of the local retail base might soon relocate to another location, either 
in search of a better incentive deal or to find room to expand. 

2. Supercenters are often built by either expanding a discount center or closing a discount center 
and building a supercenter nearby. Local officials should consider the impact o f  possible 
future expansions on land use, community character, local employment base and JocaI !ax 
revenues 

3. The fiscal impacts of Supercenters are uncertain, both hecause many grocery items are non- 
taxrtble and because the net impact on localities must balance service costs and shifts in local 
retail base with any net gain in municipal taxable sales. 

The chapter explores these issues in detail in five sections: (A) The fiscalization of land use 
phnning, (B) big box fiscal issues, (C) taxable sales and tax revenues, (D) the fiscal impacts of 
big box grocers, and (E) a short summary. 

Local governments in California have little direct control over their revenues. Property tax rates 
are largely fixed and property assessments are market based only the year in which the property 
changes hands. One !hing local go~rernmen~s can control is permitted land developmenl patterns, 
which in turn influences the amount ofland generating sales tax revenues. 

While the sales tax rate varies throughout the state, and sales tax revenues are collected by the 
state, a penny from each dollar o f  taxable sales is returned directly to the jurisdiction where the 
sale took place. This is known as the situs rule. So, ii is not surprising that local officials have 
tended to seek out retail to bolster local finances. Some are better able, or more inclined, to do 
so and the end result is tkdt the fiscal position of cities varies dramatically across the state. 
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One consequence i s  that the fiscal strategy of many e o ~ u n ~ t i e s  is to seek retail devetopment, 
particularly high volume retail such as automobile dealerships and big box retail. This trend 
toward using land use planning to generate revenues is known as the ”fiscalization” of land use 
(e.g., Lewis and Barbour, 1999). 

In this setting, large individual retailers have become the apparent “cash cows” of the municipal 
fiscal environment. In case after case, communities agreed to accept big box retail development 
as revenue generators rather than as means to meet other comrnunity demands. 

But the actual fiscal benefits of such efforts are unclear and undocumented. They may indeed 
backfire in some instances. Four problems are most apparent: 

+ New retail development in a city is somewhat at the expense of existing retail in a 
city, Thus, a share of the sales taxes generated by new retail is not new to the city 
at all. In addition, some cities experience only a short term spike in sales tax 
revenues associated with big box retail, with tax revenues leveling off after Only 2 
or 3 years. 

+ This is even more true at a regional level. Tax competition among jurisdictions 
can even have negative regional economic impacts, especially when tax rebates 
and other locational incentives are involved. 

+ Large retail sites do impose additional community costs in the form of  traffic, 
security, environmental, and other impacts (e.g., Altshuler and G6mez-ibaiiez, 1993). 

@ Most grocery sales are not taxed, so the tax base of the host city will suffer as 
existing retail uses shift to groceries. The use of redevelopment zones further 
complicates the property tax part of this story, as redevelopment zones can divefl 
some portion of any increase in  property tax revenues within a zone away from 
municipal governments (e.g., Dirrdia, 1998). 

California municipalities have for years engaged in fierce cross-city competition for sales tax 
revenues. This fiscaiization of land use raises several concerns. Are communities offering deals 
that are worth more than the local benefits generated? Even if localities end up better off, do 
regions suffer as retail stores play one city off against another in search of the best deal? Do 
fiscal concerns cause loea1 governments to devote more land to retail uses than they otherwise 
might? Now, with the entry of discount retail into the grocery business in other parts of the 
country, the already complicated questions of locai fiscal policy and land use become even 
murkier. Several points can he gleaned from recent experience: 

I .  Tax incentive deals are often large. The Los Angeles Times (Shuit, 1998) reports that Long 
Beach rebated half of the city’s share of sales taxes generated by a recently built automobile 
dealership. The deal was viewed by city officials as necessaiy to encourage the car dealer to 
relocate from Signal I-Iill. In Ventura, K-Mart requested dismissal ofg1.5 million in 



development fees for a Super-K, K-Mart’s version of a supercenter (Sominer, 1995). The 
Super-K development was proposed for a site across the street from an existing K-Mart. 
Ventura council members acknowledged pressure to meet K-Mart’s terms because nearby 
Qxnard had recently lured Price Club and Wal-Mart with similar deals (Sommer, 1995). 
Lake Elsinore’s redevelopment agency, in 1993, agreed to reimburse Wal-Mart $2.2 million 
out of the city’s share of sale and property tax to encourage the development of a discount 
store in that city (Perkes, 1999). 

2. The tax deals, like the one involving Long Beach, often move businesses from one city to 
another. In the Bay Area, Costco recently relocated from Martinez to Concord (Finz, 1999). 
When Costco announced the move, officials in Martinez, faced with the loss of  their single 
largest source of sales tax revenue, responded by trying to interest other discount retail firms, 
including Wal-Mart, in the site (Finz, 1999). 

3 .  Some tax incentive agreements exact unexpected costs from government coffers. In 1986, 
the Colton Redevelopment Agency agreed to reimburse Price Club $2.5 million for the cost 
of land for the store. The $2.5 million payment, plus interest, was to be paid by rebating to 
the company half orall sales tax revenue generated for no more than fifteen years. The 
agreement specified that Price Club would pay the city a penalty if  it opened other stores 
within a twelve mile radius. In 1992, because Price Club wanted to open two stores within 
ihe twelve mile radius, the agreement was changed to both lower the fraction of sales taxes 
rebated to 31 percent and remove the fifteen year time limit. In 1996, the store, then owned 
by Costco, was closed. Costco officials said that the Colton store’s low sales were due, in 
part, to competition from other Price Club and Costco stores in the area. Yet the original 
incentive agreement had been tied lo the store site, not to the store itself, and Colton owed 
$900,000 of the $2.5 million agreement when Costco closed in 1996. The $900,000 debt 
remains, and interest is accruing Qn the debt, despite the fact that PriceKostco has not 
occupied the site for three years (Perkes, 1999). 

The above examples illustrate that any tax incentive deal is complicated and risky, and should he 
evaluated carefully. Efforts to lure the newly emerging supercenters are even more complex, for 
several reasons. 

1. Supercenters are often expansions of existing discount centers. In Macon, Georgia, Wal- 
Mart closed a discount center to open a new Supercenter across the street (Krausc, 1999). 

2 .  A K-Mart near Omaha added grocery aisles without increasing floor space, likely in part to 
compete with a nearby Wal-Mart Supercenter (Olson, 1999). Had that occurred in 
California, the loss of rctail floor space to groccrics (most of  which are not taxable) could 
have led to a reduelion in sales tax revenue generated at the site. 

3. In some cases, relocations ofbig-box retail outlets leave behind vacant store sites and smaller 
shops that lose customer traffic without an anchor tenant. Richland Wills, outside of Fort 
Worth, recently saw their Sam’s Club membership discount store relocate to nearby North 
Richland Hills (Hornaday, 1999). In Lake Wales, Florida, Wal-Mart closed a discount center 
when i t  constructed a Supercenter two blocks away. Store owners in the complex that 
included the old discount center expressed concern ahout the loss of customer traffic to the 
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new Supercenter location (Circelli, 1999) 

4. The conversion of a discount center lo a Supercenter can have unanticipated land use 
consequences. In Pinellas Park, Florida, Wal-Mart recently sought permission to double the 
size of a discount center as part of a conversion to a Supercenter. The firm proposed 
expanding onto six acres o f  wetlands adjacent to the discount center site. The expansion 
plans have generated heated opposition, as residents have argued that the wetlands should be 
preserved (Lindberg, 1999). 

The next section looks at broader regional trends. 

Local governments share an increasing concern for the fiscal impacts of land use decisions. 
"Land in this respect represents a resource that can be vacant, improved (i.e., it contains a man- 
made structure that is in  use), or abandoned. Due to the impact of Proposition 1 3'9 on the ability 
ofjurisdictions to generate sufficient property taxes on commercial and residential land uses, 
land i s  increasingly gauged in terms of  total and taxable sales generated by an owner or lessee. 

Of c o u ~ e ,  the ability of a locale to support a land use will be based in part on its potential market 
for items sold or distributed from a given site. Thus, cities are also concerned with the effects of 
different categories of land usage on employment and the overall vitality of impacted 
cornmunities. This section concerns both the fiscalization of land use and the subsidiary impacts 
oiland use decisions on community vitality, should the ability of  a. given square footage to 
generate sales and tax revenue fall short, yielding ofvacancy. 

Two categories of retail land use wcre chosen for purposes of comparison: general merchandise 
and food stores. General merchandise is defined as any retail establishment permitted to operate 
as a limited price variety, department, drug, or other general merchandise store (State of 
California Board of Equalization, 1997). Food Stores comprise supermarkets, grocery stores 
with or without alcohol, grocery stores with beer and wine, and specialty grocers, such as 
bakeries. 

In order to estimate the impact of these categories on a local govemmenr, lef us consider their 
relative abilities 10 generate sales, and morc importantly, taxable salcs. Total sales generated by 

Proposition 13, passed in 1979, limits the assessed value of propcny fix lax piiqmsci lo ils 1977 value. or i t s  21 

purchase price if sold after 1979, plus a maximum of 2% apprecialioii per year. 
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general merchandise and food stores in Orange County were calculate using taxable sales and the 
Census of Retail Trade Wnited States Department of Commerce, 1992) data. Since data 
pertaining to total sales are only available for 1987 and 1992, these figures were used to calculate 
the percentage of total sales by category that are taxable in Orange County. It was determined 
that in 1992, 70% of total general merchandise sales are taxable, compared to 38.6% for food 
stores. These percentages mirror those derived from 1987 data (State of California Board of 
Equalization, 1987). Data was compiled in an Excel spreadsheet for taxabie sales Orange 
County city, and the above percentages were used to determine total sales. Figure 3-1 represents 
these estimates for 1990 through 1997. 

Figure 3-1 illustrates that following 1992, total food store sales began to fall, while general 
merchandise sales remained relatively constant throughout most of the County's recession 
period. Total estimated sales were $4.5 billion for general merchandise and $3.26 billion for 
food stores in 1997. It can be concluded that general merchandise has a far greater potential 
impact on the County's economy. 

Figure 3-1. ~ s t i m a ~ e d  Total Sales: Food Stores and General Merchandise Stores in 
Orange County ($ thousands) 

Sales 
(in $000~) 

a , ,  I 

General 1 

To better understand the fiscal impacts of these categories that are realized by city governments, 
taxable sales were investigated. The Slate Board of Equalization maintains statistics for taxable 
sales as well a s  the number of store permits from which they are generated. Through use of such 
information, one can better understand the potential impact of a single land use decision, though 
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it remains potentially skewed by the range of store size in each category. It can also suggest 
previous impacts of big boy retail sitings within individual jurisdictions. Figure 3-2 and Figure 
3-3 show the percentage of taxable sales that are accounted for by general merchandise and food 
stores in Orange County, respectively. 

Figure 3-2. Taxable Sales: ~ e n e r a l  Merchandi~e as a Percentage of TotaI Retail 

% o f  
Total 
Retail 
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Figure 3-3: Food Taxahle Sales as a Percentage of Total Retail Taxahle Sslcs 
~ 

O h  of 
Total 
Retail 

Figure 3 4  and Figure 3-5 represcnl taxable sales per permit for the two groups. 

Fi~ure  3-4: Geueral M e r c l ~ ~ u d ~ s e  Taxable Sales per Permit ($ ~housands) 

Sales Per 
Pe rmi t  

(in 000s) 
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Figure 3-5: Food Stores Taxable Sales per Permit (S thousands) 
I I 

Sales Per 
Permit 

(in 000s) 

While general merchandise taxable sales per permit fell significantly in 1997, they remain more 
than four times higher than food store taxable sales. It remains evident that both industry groups 
are susceptible to economic and market shifts, although the trend for per permit taxable sales for 
general merchandise appears to he one of gradual and then accelerated decline. This decline 
suggests either a change in the industry mix in terms of the relative size of general retail 
establishments (ie., a growing proportion of smaller vendors could reduce sales per permit), or 
in the efficiency of permit operators. For instance? if big box retailers do not continue to account 
for their high floor-to-area ratios (FAR) and intensive usage of parking space with similar gravity 
effects fi.e., the attract.ion of a proportionately larger market radius) and merchandise turnover, 
then lower sales per square feet would ensue. Another possibility would he that the mix of goods 
sold and purchased at larger retail establishments might he shifting to one that includes more 
non-taxable items, such as prescription drugs. 

To further investigate the impact ofhig box retail on a local economy, taxable sales per permit 
were calculated for two cities that have experienced the introduction of a Wal-Mart within the 
last ten years. Table 1-1 gives the opening dates for Wal-Malt stores within Orange County. 
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Table 3-1: Wal-Mart Locations fin Orange County and 
Opening Dates 

W’al-Mart Location _1_.____1_.__1______...__._...._._...._.__......__.._...~.. ~~~a .... 
440 N Euclid Srreet. 4nahciin 111,95 

27470 Alicia Parkway, Laguna Niguel 

2595 E. Imperial Wighway, Brea 

2300 N. Tustin Street, Orange 

3600 W. McFadden Avenue, Santa Ana 

13331 Beach Boulevard, Westminster 6120198 

Source: Cities of Anaheim, Laguna Nigucl. Brea, Orange, Sanla Ana. and 

119s 

1/98 

1/98 

1/98 

Figure 3-6 and Figure 3-7 show taxable sales per permit for general merchandise and food stores 
in Anaheim, while Figure 3-8 and Fisrc3-9 provide the same information for Laguna Niguel. 
The remaining Wal-Mart locations within Orange County were opened in 1998, for which 
complete sales tax data were not available. 
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Figure 3-6: ~ n e ~ a l  ~ e r c h a n d ~ s e  Taxable Sales per Permit in Anaheim ($ ~housands) 
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~ i g n r e  3-8: ~ ~ u ~ r a 1  Merchandise Taxable §ales per Permit in Laguna Niguel($ thonsands~ 
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Figure 3-9: Food Stores Taxable Sales per Permit in Laguna Niguel@ t ~ o n s ~ n d s ~  ___ - _ - _ _ _ _ ~  
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The rapid increase in taxable sales per permit in 1995 suggests that the shear size of a Wal-Mafi 
can change the fiscal landscape of even a iarge city. Amazingly, gains in taxahie sales per 
permit made through the addition of a big box retailer were all hut erased by 1997. This, too, 
reflects the volatility o f  large-scale retail operations, where establishments that would appear lo 
he the “anchor” of a given location are not immune to downturns or closures. Laguna Niguel is 
also instructive, as it  represents a relatively small retail market. Between January, 1995 and 
December, 1996, general merchandise sales per square foot doubled. Again, these per-square 
footage gains were erased by the end oi 1997. 

One lesson that can he gleaned from even a cursory glance at Figure 3-6, Figure 3-7, Figure 3-8, 
and Figure 3-9 is that in spite of the inevitable fluctuations in taxable sales caused in part by the 
entry and exit of big box retail, sales per permi! will always overshadow that which is generated 
by food stores. When we shin our analysis from permits to square footage, however, we find 
that much of this discrepancy is caused by the fact that big box retailers operate such vast 
facilities. While on a per square footage basis these stores may not he as efficient as grocery 
stores (see Table 3-2), the size of the store, coupled with differential sales to taxable sales ratios, 
will result in the taxable sales gap presented 

Tahle 3-2: Sales Per Square Foot and Selling Square Foot for 
I)i.cnuril Stores and Supermarkets 

Store Salt-r Per Selling Square i _.I...._..._..... 23- S unre Feet Foocagc I’er Star!-- 
JC Penny 210 39,689 
Kmart 211 10,692 
Scars 318 26,912 
Target 234 109,296 
Wal-Mart 355 97,475 
Discount Store Average 2 64 68,813 

When considering the siting af a big box retailer such as Wal-Mart, fiscal impacts will 
undoubtedly come into play. While these facilities can offer the promise of large aggregate tax 
revenue, they also pose some serious risks. Pearson conelations were used to calculate the linear 
association between total taxable retail sales change from 1990 through 1997 and tbe component 
parts of general merchandise and food stores. Such a relationship will suggest the ability of one 
industry to weather changes in the overall retail market. While conelation does not necessarily 
prove causation, it  can theoretically suggest the efkcts  of one variable on another. 
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For instance, a significant and positive correlation between two variables would suggest that as 
one variable increases, the other will do the same. Table 3-3 presents the results of Pearson’s 
correlations. Correlations were also run for change-in taxable sales per permit from 1990 through 
1997, between total retail and the two variables. 
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These correlations suggest that as Iota1 taxable retail sales increase, total retail sales per permit 
and ioial general m~rchandise taxable sales will also increase. No such relationships were found 
between total retail sales and taxable retail sales or sales per permit for food stores. In addition, 
changes in taxable sales per permit for the entire retail industry were s,ignificantly related to 
changes in total retail sales, changes in general merchandise sales, and changes in per permit 
general merchandise sales. Again. similar relationships were not found between total retail and 
food stores categories. 
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The risk imolied bv these results is twofold eeneral merchandise stores are far more vulnerable 
Y 

t.o market shifts than food stores, and changes in sales per permit is related to total sales. Thus, 
the tradeoff presents itself big box retailers will most likely enter a community, boosting overall 
retail sales and tax rcvenues, only to be among the first to consolidate or fold when conditions 
begin to change. If a big box retailer were to include food sales in its operations, these 
relationships might also hold true. Free-standing food stores would lilcely yield market share and 
in some cases become vacant, while taxable sales from grocery operations would shift to 
locations that are much more prone to the impacts of regional business cycles. 

Large-scale retailers present a cost-benefit assessment problem to an interested city. Consider 
the typical public hearing for the siting of a Wal-Mart in Orange County: concerns over 
potential clientele, crime, design changes and character are raised (Wolfe, 1999). The fiscal 
impacts of the facility are often seen as clear-cut, but they are not, particularly when a big-box 
retailer expands into food sales. This threatens to lower the taxable sales per square feet for a 
land use that is already riddled with inefficiencies and great risks should market conditions 
become unfavorable. 
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The grocery industry in the United States and California i s  currently changing rapidly. One of the 
most important trends is the combination of big-box discount retail and grocery sales into 
supercenters. Wal-Mart stands out as the most aggressive entrant into the supercenter market. In 
1990, Wal-Mart operated six supercenters. By the year 2000, Wal-Mart is projected to have 714 
such stores, solidifying iis position as the leading owner and operator of supercenters nationwide. 

is un 
Three sets of policy issues are iniportant 

1. Supercenters, especially Wai- art supercenters, are often conversions of existing 
discount retail stores, and local official§ should he aware of that possibility, In 1999, 
Wal-Mart estimated that 72% of all new Supercenters would be built by converting existing 
Wal-Mart discount centers. Because the grocery and general retail industries differ 
dramatically in their pay scales, function within the community, and ability to generate sales 
tax revenues, this is far from a simple expansion of  an existing business. Local officials 
should be aware of  the possibility for conversions of  existing discount centers into 
supercenters. 

2. The gro~ery industry in Southern ~aIifnrnia pays sMbsta~tiaily higher wages, and 
offers better benefits, than Wal-Mart. If Wal-Mart or other low labor cost food retailers 
enter the southern California market, the ability of the grocery industry to provide high- 
paying, entry-level jobs will be considerably reduced. By far the largest controllable cost in 
the grocery industry is wages and benefits. Large labor cost differentials do not persist. 
Should a discount retailer enter the southern California grocery market and compete 
effectively while paying wages below the current norm for the indushy, the pressure on 
existing chains to lower wages and benefits would be immense. Estimating that Wal-Mart 
supercenters could capture from 10% to 20% of the southern California grocery market, we 
calculate the direct value of lost wages and benefits to range to nearly $I  .4 billion per year. 
~ c c o u n t i n g  for the multipIier effect as those wage and benefit cuts ripple through the 
economy, the total economic impact on the southern Calif~rnia economy could 
ap~roach $2.8 bi~lion per year. 

3.  The fiscal hene~ts  o~supercenters, and of discount retail more generally, are often 
compIex. Supercenters in particular combine many non-taxable food items under one roof 
with general merchandise. Furthermore, any discount retail outlet potentially shifts sales 
from existing local retail, and the net impacts on local sales tax revenues are far ffom certain. 
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The a~gres6ive entry of supercenters such as those operated by Wa~-Mart into the 
rocery bu~iness i s  expected to depress ~ndustry wages and b e n e ~ ~ s  at an 
impact ranging from a low of $500 mi~lion to a high of almost $1.4 billion per 

ly effecting 2~0,000 grocery industry ~mployees. (Chapters 2 and 4) 

The full economic impact of those lost wages and benefits throughout southern 
~a l i forn ia  could approach $2.8 b i ~ ~ ~ o n  per year. ( ~ h a p ~ e r s  2 and 4) 

~ i s c n u n t  retail chains that operate supercenters, in~iuding Wal~Mart, typically offer much 
less comprehensive health care coverage than major California grocery chains. One 
negative economic impact of Supercenters could be a dramatic reduction in health coverage 
for most of the 250,000 grocery employees in California. This can lead to lower quality care 
for grocery employees whose hcalth insuran~e b e n e ~ t s  are reduced. (Chapter 2)  

The fiscal benefits of supercenters~ and of discount retail more generally, are often 
much more complex, and lower, than they first appear. This is pa~icuiar ly  true when 
big box retaiiers close exist~ng stores to move into larger quarters elsewhere, when they 
expand an existing store into food, and when retailers reconfigure an existing store to 
seli food ~ i t h o u t  expansion. In each case the additional tax revenues generated will in 
part come from existing busine~$es e i se~he re  in the city in the form of lost market 
share.   chapter 3) 

Supercenters, especialIy Wai-Mart supcrcenters, are often coovcrs~ons of existing 
discount retail stores. Thus local o ~ c ~ a i s  should carefully consider the possibiIity of a 
future conversion to a supercenter, and any attendant negative economic, fiscal, or land 
use impacts, when approving big box discount retail projects, even when the proposed 
land use does not include immedia~e plans for grocery sales. (Chapter 1) 

The wage and benefit impacts of the entry o f  big box groceries into the region are estimated 
using a two step process. First, we estimate the market share that Wal-Mart supercenters are 
expected to capture in southern California, based on current averages of between 47 and 57 
stores per distribution center. Using data on market share and number of  Stores in several urban 
areas, we conclude that one distribution center roughly translates to an 10% market share for 
Wal-Mart supercenters in southern California. The assumptions that led to that estimate were 
uniformly conservative, and so we also use an estimate of 20% long-run market share for 
supercenters, comparable to the major existing chains in southern California. 

We then calculate the wage impacts of these market share estimates. Even a 10% market share 
for supercenters i s  a substantial competitive threat to existing chains, and those chains are likely 
to respond aggressively. Case studies of similar competition between low and high labor cost 
grocers illustrate that grocery chains cannot tolerate large labor cost gaps. This evidence 
indicates that in the short-term grocery chains typically seek to close approximately one half of 
the wage gap with major coinpetitors. Over the long term, the grocery chains may seek to lower 
wages to their workers to eliminate the entire difference between their pay and that of discount 
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retail employees, an average difference of over $9 an hour currently 

Using data on current wages and benefits, we calculated that the direct impact on workers in 
southern Califoniia would likely fall in the range of about $SO0 million to $1.4 billion per year in 
lower pay, depending on the big box food sales market share. Using the Southern California 
Association of Governments estimates of  how these lowered wages would impact the regional 
economy, the total regional drop in spending ranges from about $1 billion to over $2.8 billion per 
year (Chart 4-1). The numbers will rise tlie larger the market share of big box grocers, and 
could well top even these figures over time. 

Chart  4-1: Estimates of gional ~ n c o ~ e  Losses 
From Lower Wages Paid by Big x Grocers (from Table 2-20) 

Total 
Regional 
Income 
Impac t  

$mill ions) 

$3,000 

$2,500 

52,000 

$1,500 

$1,000 

$500 

R 0 
$1.97 $8.62 $9.26 

W a g e  G a p  Between Major  Grocery Chains  and Discoun t  Retailers 

Med ium Estimate 

In addition, we find that the tax revenue impacts of big box grocers are uncertain. While big box 
retail does typically capture taxable sales from outside the jurisdiction, it also captures business 
from Xocal retail, thus hurting the local economic base of the community. There i s  evidence as 
well that the initial growth in sales tax revenues from the big boxes may not be either steady or 
sustained in some situations (e.g., Figure 3-8). 
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Figure 3-8: Gener I ~ e r c h a n d ~ s e  Tax ble Sa~es per Permit in La~una NigueI (from page 88) 
(Note: The Wal-Mart Opened in 1995) 

I R R  nnn 

Sales Per 
Permi t  

(in 000s) 

More to the point of this report, a much larger share of food sales are not taxable at all. Most of 
the Wal-Mart supercenters result from the conversion of existing Wal-Marts into a combination 
ofgeneral merchandise and food sales. Thus, the floorspace devoted to taxable sales may 
actually fall as these conversions continue. 

There is also evidence that general merchandise stores are far more vulnerable to market shifts 
than food stores. Thus, this ~adeof~presents  itself: big box retailers will most likely boost 
overall retail sales and tax revenues on entry, only to be among the first to consolidate or fold 
when conditions begin to change. If a big box were to include food sales in it5 operations, then 
free-standing food stores would likely yie.ld market share and in some cases become vacant, 
while taxable sales from grocery operations would shift to locations that are much more prone to 
the impacts of regional business cycles. 

zoc 

These potential impacts are significant, with respect to both the vitality of  the local econoniy and 
the public budget bottom line. The transformations in the grocery industry thus present local 
officials with some key policy considerations, The grocery business i s  a vital part of the 
economic and the: community fabric of most every municipality in the region. The changes 
occurring in that business have the potential to quickly and adversely affect the economic health 
of localities, and oficials should be aware of that potential as they evaluate future discount retail 
projects. 
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In particular, the following questions are important in evaluating discount retail projects 

1. Is there potential for changes in the use of the property? Discount retail chains are 
increasingly taking on the functions of grocery stores. In light of that trend, local officials 
should both be aware of the potential for the conversion of discount retail sites into 
supercenters and inquire about future plans for discount retail stores seeking local planning 
commission and city council approval. 

2. How will the discount retail store affect the local labor force? Discount retail chains 
traditionally pay substantially less than the grocery industry in southern California. Local 
oficials should carefully assess the possibility that a particular discount retail project might 
depress wages in other stores in the municipality. 

3. What are the fiscal impacts of a discount retail store? At the most general level, local 
business both require public services and have the potential to produce local tax revenues - a 
point often missed when officials focus exclusively on the tax revenue side of the equation. 
Any land use, even big box retail outlets that are perceived as municipal “cash cows”, must 
be carefully evaluated. Some land uses do not generate tax revenue that outweighs municipal 
costs. In other instances, tlie data in Chapter 3 suggest that discount retail stores produce 
only short-term increases in local sales tax revenue. And the cyclical nature of retail sales 
tax revenue suggess that the revenue streams from supercenters might be highly variable 
over time. Local officials should carefully evaluate these and related issues when they assess 
the fiscal impact of a discount retail outlet or supercenter. 

For decades, grocery stores have been hidden but important parts of the health of inany southern 
California municipalities. Recent changes in the grocery industry have the potential for catching 
local officials unaware of the possible impacts in their communities. This report highlights tlie 
potential for economic impacts as discount retail chains develop supercenters, while also 
emphasizing the uncertain nature of any local fiscal benefits. Local officials should carefully 
evaluate the implications for their communities. 
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The f o l l o ~ n g  appendices are " S u p e ~ a r k e t  Fact Sheets", one page "summary o f  operations" on 
each of the fifteen ~ u p e ~ a r k e t s  hi~hiighted in the background section of the report. 

These fact sheets include infoFmation on such things as employment, size, average weekly sales 
per store, growth in number of stores, recent mergers, presence in Southern California, and labor 
union affiliations where applicable and when available. 
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Appendix A: AIbertso~'~ Inc 
Sources: Albeitson's 1998 Ainzeai Reporr and SEC Form 10-K for the Year Ended 

28 Jaxuai). 99, and S 8: P's Slondmd Carp. De.cct.iplinii.r. Cunmi. Neim , 1998. 

E ~ ~ i ~ ? m ~ ~ l :  
80,000 FT + 20,M)o PT = 100,000 employees 

1994 Ipe5 lpeh me? 
er o FT employees 60,000 66,000 71,000 76,000 

Total number of employees 76,000 B@,MM 88.005 94,000 100,@00 

Size and Scooe: 
Number of stores: 983 (Note that this value increased to 1,580 following the merger with American Sloresj 

Number of disrrihutiun centers: 11 
Number of stores in California: 128 in Southern California and 48 in Northern California 

Location (square footage) and aype o f  center in California: 
1. B r a  (1 .0 million 59. A. j: groceries, Frozen food. produce. liquor, meat, and deli 
2. Sacramento (0.4 million sq. R): groceries, fioren food, produce, meat, and deli 

Average store s i x  49,200 square feet 
Size of the CO'S super grocery/super dmgstares: 35.OG0 lo 82.000 square feet 

%Ore 
m m lpeh me? 

ina ion Food-Drug 588 646 715 768 
Conventional stores 88 7.3 72 72 86 
Warehouse stores 44 40 39 38 31 
Total number of stores 720 764 826 878 9x3 

GRopraphic Location: 
26 Westem, Midwestem, and Southern sates, including CA 

Rerent Msrgerr: 
Albeflson's and Am6c.m Slores C.o rnergercanipleled in iune 1999 
Albeflson's acquisition of Buttrey compieted in October 1998. 
Aihcrtson's acquisition of Bmo's completed in August 1998. 
Aibertson's acquisition of Sminy's completed in April 1998. 
Alhertson's acquisition of Secssel's completed in January 1998. 

Sales: 
lppB m 19e2 1991 1pp4 m me? 

Net sales [million $) $ 8,219 $ 8,680 $ 10,174 S 11,284 S 11,895 .$ 12.585 $ 13,777 .$ 14.6% 
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A 
Sourcr: American Stores Co's SEC Fiirni 10-K for the Year Ended 30 Ianuary 99, S & P s  

Simidmd Corp. De.wripIims. Ctmm NCHT , 1998, and Albertron's News Release, 24 Tune 99 
'he Company 

The Co's stores <?perate undei the foilowing names: Acme Mkts, lave1 Food Stoies, Lucky Slores, Osco Drug, and Sas-on 

~ ~ ~ 1 ~ ~ ~ ~ ~ 1 :  
12 i ,000 FT and FT employees 

abor Issues: 
"Appnrx. 75 percent oithe Co'r employees are covered by collrcuve bargaining agieements negotiated with local unions affiliated with one 
of seven different inremational -ens. 7hcre arc approxirna14y I 18 such agreements, lypically having three b five-year t m s .  
Accordingly, the Co renegotiates a significant number of these agreements every year ... The largest collective bargaining agreemcnl, which 
c w e m  approx. 17 percent ofthe Co's labor force, expires in Ortobw 2002" ISECForm 10-Ki 

ize and Scope: 
Number of stores: 527 supeimarkets + 773 siand-done drug t 283 combination foodidnig = 1,580 stores 

Number of warehouse, distribution, and maintenance facilities: 15 
Number of stmcs in California: 363 supermarkets + 283 stand-alone dmg + 48 combination EooUdrUg = 694 stores 

Location (square foolage) and types of wzehouse, distribution snd maintenance facilities in California: 
I .  Buena Park (1.2 rnillioa sq. ft.): grocery, meal. iiozen food, deli 
2. livine (1.0 niiilion sq. ft.): grocery, produce 
3. La Habra (1.2 miiiitrn sq. ft.): genera1 merchandise, liquor, bulk, pharmacy, reclaim 
4. San Leandio (0.6 million q. fi.): meat, produce, frozen food. bdk 
5 .  Vacaviile (0.9 million sq. fl.): grocery 

YmLEItd 1994 2325 Ipp6 1991 
Total selling area (thousands of q. ft ) 31,179 32,523 33,823 35.1 14 36,043 

GrJlSw I L r u g . € Q m b a  fatal 
Average square footage (thousands) 34 19 60 31 
Total square footage (thousands) 17,727 14.366 16,979 19,072 

koEraphic Location: 
26 U.S. stztes, including supermarkets and/or combination food/drug stores in CA, DE. IL, IN, IA, MV, NV, NJ, NM, PA. UT, WI 

teecent Mergers 
American Stores and Albebertsrm's merger completed in June 1999 

ides: 
xiaLF&l m E L I  lppl lXi3 1pe4 El95 lpez 
Net sales (million 6 )  6 22,156 $ 20,823 $ 19,051 $ 18.763 $ 18,355 S 18,309 $ 18,678 $ 19,139 $ 19,867 
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Sources Food Lion, Inc’s I996 1997 orid 199X Aiinunl Reporii arid SECForn? IGK for Ihe Fiscal Year Elided 02 Jan W 

~mpl~?ment: 
32,991 FT + 59,134 PT = 92,125 employees 

Number of FT and PT employees 47,276 

,he and Scope: 
Number of s t o m :  1207 
Number of warehouse distribution cenfeis: 8 

veragc sore size (sq. R.) n.a. 
17.4 Total sore area (million sq. a.) 

itore 

OpenedIAcquired 121 
E ” l a r ~ ~ ~ ~ ~ t ~ R ~ ~ ~ d ~ 1 ~  n.a. 
Relocated 5 
Closed 1 
Total number of stores 778 

l!m m.3 
53,583 59,721 65,494 

l p e L l p p z m . 3  
n.a. n.a. n.a. 
22.5 26.4 29.0 

l!m z p p 2 1 9 p 3  
111 140 I00 
1, a n a  ii a 

6 4 4 
2 5 12 
881 1,012 1,096 

64,840 69,345 

El95 
I? a 28,011 
27 3 30.1 

El95 
47 30 

n a  n a  
3 12 
84 1 
1,039 I .073 

;eaeravhic Location (US. state and nnmber oistoreo): 
NC(409),VA(266),FL(186),SC(1l2),TN(81),GA(56),hlD(49),IVV(17),DE(12),KY(12),PA(7) 

teeent Mergers: 
Food Lion acqu’silion of Kash u’ Karry Food Stores completed iii December 1996 

iales: 

73,170 

32.6 

64 
124 
22 
3 

1,112 

1994 

83,871 

31,207 
36. I 

1pe2 
164 
99 
25 
94 

1,157 

lnez 

92,125 

32.218 
38.9 

19 80 
141 140 
17 “.a. 
12 n.a. 
1,207 n.a. 

Net sates (million S) S 5,584 S 6,439 S 7,196 5 7,610 S 7,913 $ 8,211 6 9,006 $ 10,194 S 10,219 
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a e i ~ e  Tea Ca, 
& P’s 1998 A i t i t ~ d R e p ~ i - t  and SECForJn 10-K for the Fiscal Year 

Ended 21 Feb 99. a i d  S &! P’s Siundwd Gorp. Descriptions, Ctirnm. N e w ,  1998. 

~ m p i o ~ e n t :  
25.236 FT + 58,178 PT = 83,414 eniployees 

,abor Issues: 
Appiox. 73.392 = 88 percent af the employees are covered by union contracts 

iize snd Scope: 
N m b a  of stores: 839 
Number of warehouse disi~bu~ion renters: 14 
Average store size: 35.247 square lee1 
Average store size of most recenl new SIOT~S and planned new stores: appiox. 55,000 S q l l m  feet 
Selling area: approx. 21.2 million square feet = 74 percent oi ihe total square footage 

1995 1996 1991 
Total store area (million sq. R.) 33.3 31.1 30.6 30.6 28.7 

%ore Count (* =expected): 

Mew stom opmngs 
E ~ ~ ~ e ~ ~ ~ e ~ o d e l s  
Closings 
Total number of stores 

1pp2 
30 40 46 55 65 75 
72 45 69 75 75 75 
n.a. 74 143 100 n.a. n.a. 
973 936 839 n.a. n.a. n.a. 

Zeographic Location: 
18 U S states (a, MA, NH, VT, DE, MD, NJ, NY. PA, MI, WI, AL, GA, LA, MS, NC, SC, VA), D C ,and Ontarlo, Canada 

Sales: 
19eh 1pp2 lsea 

19pL lp92 m 1994 1995 lpez 

Average weekly sales s 195,200 $ 199,400 $ ZIO,SOO 

1 Net Saks (nullion $) 
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Sowiec Hamaford Bios Co's 1998 A n m d  Rmort and SECForrn 10-K for the ~ ~~ 

Fisral Year Ended 02 Jan 99: and S & P's Siaridard Corp. Descriptioi?s. Cuinm. News , 1998. 

~ m p l o ~ m e n t :  
23,600 associates 

Size and Scope: 
Number of sfore5 150 
Total square footage of sellmg arca of existtng slores 5 2 million 
Average square footage of sellmg area oinew food stores planned for 1999 42,300 

Ilmg area per store (sq fi ) 
Total seiltng area (sq ft ) 

Opened 
Closed 
Sold 
Acquired 
Total number of stores 

1p44 m 
30, i 00 31,100 

3,547.000 4,166,000 

1p94 Lpefi lpeh 
10 13 13 
5 3 7 
0 0 1 

20 6 0 
118 134 139 

Gea~raph~c Location (US. state and number of stores) 
ME (46), NC (27),  N Y  (23) ,  NH @ I ) ,  VA (18), vf (81, MA (6), SC (1) 

Sales: 

lB.7. 
32,300 33,400 

4.490,000 4,947,000 

lpez 
15 1 1  
6 9 
0 0 
0 0 

148 150 

m 

5.171 ,OOO 

4 
n a  
n a  
n a  
n a  

Net Safes (rnzllion $) $ 2,008 $ 2,066 $ 2,055 $ 2,292 S 2,568 $ 2,958 $ 3.226 $ 3,324 
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: The er Co 
Sources: Kroger's 1998 Aiinuol Report and SECFoini IO-K for ihe Year Ended 02 January 99, 

Kmoger Presr Release , 27 May 99, and S & P's Siondord Corp. De.ccripfinns. Cunrrn. Ne%s , 1998. 

he Com'pany: 
The Co's food store banners are as foI1ov;s: Kroger, Ralphs Supermarkets, Smith's Food & Drug Stores, Fred Meycr, Quality Food Centers (QFC), King Snoopem, Dillion 
Stores, Fry's Food & Drug Stores, City Market, Ferbes, Food 4 Less, Caia Foods, Bell Marbeis, PriceRite, FoodsCo, Owen's Supermarkets, and Hilander Food Storm. 

. m p i o ~ ~ e n ~  
Approx. 213,000 FT and PT employees 

.abor Issues: 
"[Kroger is ]  pany to more than 160 collective baigaining agreements with local unions representing approximately 158.000 employees. During 1998 [Iooger] negoiistcd 
1 I labor contracts wilhout any malerial work stoppages. Typical agreements are 3 to 5 years in duration and, as agreements expire, [Kroger expects] 10 enter into new 
collective bargaining agreements. In 1999,35 collective bargaining agreements will expire" (SEC Form 10-K) 

he  and Scope: 
Number of supermarkets: 1,410 (Note that chis value increased to 2,200 following the merger with Fred Meyer) 
Number of convenience stores: 797 

tore Count (food slnres only): 
14pI 

New stores 38 37 
Relocated stores 35 25 
Acquisitions (new) 4 10 
Acquisitions (relocations) 3 5 
Expansions 36 19 
Closings 13 1 1  
Total number of stores =.a. n.a. 

26 
31 
10 
8 

21 
18 

1,410 

;eogrspkic Location: 
31 U S  states, mcfu&ng CA 

lecent Mergers: 
Kroger and Fred Meyer merger completed in May 1999 

pales: 
leez 

Food store sales per sq R $ 401 $ 398 $ 

19pll 1LL91 14pL 11w 1994 m 19ph 1931 
Net safes (mlllioo S) $ 20,261 $ 21,351 $ 22,145 $ 22,384 $ 22.959 $ 23,938 S 25,171 $ 26,567 $ 28,203 
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~ m p l o y m e ~ ~  
Approx. 46,600 FT 4- 70,400 PT = 117,000 employees 

Size and Scope: 
Number of stores: 586 
Number of ~ s ~ i b u t i o n  centers: 8 
Store size: From 27,000 to 60,000 square feel 
Total retail space: 26.3 million square reet 

Store 

n.a. n.a. n.a. n.a n.a. 
E x ~ d e ~ e m o d e l ~  n.a. n.a n.a. n.a 45 n.a. 
Closed n.a n.a. n.a. n.a. 8 n.a. 
Total mmbw of stores 470 508 534 563 S86 634 

Geogra~hi~ Location (U.S. state and number of stores): 
FL (471): GA (91), SC (21), AL (3) 

M e S :  

1p95 
Net sales (million $) S 8,665 $ 9,393 $ 10,431 $ 11,224 $ 12,067 
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ix ro~ery Co 
Source: SEC Fonri 10-ti for the Year Ended 01 February 98. 

'he Compan~: 
Prior to the Krogcr-Meyer merger, Ralphs was a wholiy-owned subsidiary of Food 4 Less Holdings, Inc. 
and an indiiect, wholly-owned subsidiary of  Fred Meyer, fnc. The Co operates under the following retail 
formats: Ralphs. Cala, Bell, Falley's, Food 4 Less, FoodsCo 

ize and  ope: 
Number ofstores: 409 
Number of main dis~ibution and warehouse centers in Southem California. 3 

Northern California 
Midwestern 

,fore Count: 

Ralphs 
Cala 
Bell 
FaIley's 
Food 4 Less 
FoodsCo 
Total number of stores 

~ ~ ~ r a ~ ~ i c  ~ o c a ~ ~ n :  

Total 

13 
654,000 

1,423,000 

S o u ~ e r n  

264 

80 

344 

Aye. sq. it. 

24,200 
37,400 

N o ~ h e r n  

8 
13 

6 
27 

5 
33 

38 

264 
8 
13 
5 

113 
6 

409 

~. 
Southern California, Northern California, and ceffain arcas of the Midwest 

;ales: 

Net sales (million $1 $ 5,516 S 5,488 
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A ~ p e n d i x  1: Ru diek Corp (Harris Teeter) 
Sowier: Ruddick Corp'r IYYX Anniioi Rymrf and SEC Form 10-K for the Fiscal Ycm Ended 27 Sepl99  

Ihe corporation: 
Ruddick Corp is a holding company which is  engaged in hvo prima? businesses: 

l ,  liairis Teeler, 1 ~ .  operates a regional chain ofsupemxwkets: and 
2. American & Efird, Iirc. m u f 8 c h m  and disiributes indus~al and consumer sewing tkcearl. Dalia i s  for I l h s  Tcetw only% unless othfswise noted. 

t i ~ ~ l ~ ~ e n t :  
9.500 F l  + 7.800 PT = 17,3W employees 

Labor Issues: 
"Warehouw urgioyees anddciwxs at fi&s Teeteia warehouse near Charlotte, NC, a ~ c  represented by B Union. buf Harris Teeter 
is not part lo a collective bargaining a p m e n t  covezing such employees" (SEC Fwm I//-Kj 

Size and Seope: 
N u d e r  of stores: 144 

are footage per SIOR 

Average square fodage p" nen store (thousands) 
Toe1 square footage (mlhons) 

Store Cant (* = expecter8). 

New store openings 
E n ~ ~ ~ n ! ~ ~ e m ~ I s  

TOM n d e i  of stores 
ClOsmg3 

.w?5 
n.a. 36 
40 47 
4.3 4.7 

1pe6. Isez 
n.a. 13 

n.a 4 
134 138 

n.a. n.a. 

m 
38 39 n.a. 
58 M 46 
4 9  5.3 5.6 

3.9% E?P 
10 na. 
27 32 
4 =a. 

144 ".a. 

Ge-phic Lacation ( U S .  state and number of stores): 
NC (93), SC (22), VA (17). GA (9). M ( 3 )  

sales: 
YearEnd 1pp4 J995 39% m 
Average \veWy net d a l e s  per 5 1 0 ~  s 223 $ 235 s 259 S 273 $ 292 

xEaz5ni m m uLe3 i s 4  B.25 1496 1992 19p8 
Hmis Teeter net s a l e  (miltion $1 $ 1,213.1 S 1,270.4 I 1,412.3 $ 1,578.9 S 1,711.8 6 1,833.0 $ 1,931.2 $ 2,132.2 
Amerjcan & Efid net sales (million S) S 2 0 8 . 6 s  2 4 3 . 3 %  2 6 4 . 8 %  2 7 7 . 0 s  2 9 8 . 0 s  309.5% 368.9s 355.1 
Total net taler (million $) $ 1,421.8 6 1.513.8 S 1,6771 $ 1,855.9 I 2,009.8 6 2,142.5 f 2,300.1 $ 2,487.4 
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~ p l o ~ ~ e n t :  
Approx. 2,700 FT + 6,000 PT = 8,700 employees 

,abor Issues: 
"~ubstantialiy all of the Co's [S,IOO] hourly employees are members ofeiiher the United Food & Commercial Workem or l n t e ~ a t i o ~ a l  
Brn the rho~  of Teamsters labor unions and are represented by seseral different collective bargaining agreements. The Co's collective 
bargaining agreements, with the lJnitkl Food & Commercial Workers, which covers the largest number of employees, were renewed 
in October 1995 and expire in October 1999. The International Brotherhood of Teamsters agreement was renewed in September 1998 
and expires in September 2002" (SEC Form 10-K) 

b e  and Scope: 
Number of stores: 1 12 

Average store selling area (sq. R. j 20,708 20,773 20,845 20,845 20,991 
Average overall store size (sq. ft.) 28,617 28,717 28,809 28,809 29,061 

tore Count (* = eapected): 

Opened 
Replaced 
Closed 
Total number of stores 

3 1 2 2 4  
1 1 n.a 

I n.a 
I l l  110 110 110 112 114-116 

; ~ g ~ a p b i c  ~ o c a ~ i o n  (S~uthern California counties and number of stores): 
San Bernardino (46), Riverside (35 ) ,  Orange (lh), Los Angeles (13 j, and Kern (2) 

1pp4 I!?% mi6 m 
Average sales per stores (thousand $) $ 13,997 $ 14,298 $ 15,503 $ 15,617 $ 15,551 
Average sales per selling square leet $ 492 S 499 S 538 S 542 $ 537 
Average sales per total square feet $ 680 $ 689 $ 144 $ 749 $ 743 

Net sales (mlhon $) $ 1,540 $ 1,580 $ 1,705 S 1,718 $ 1,726 

114 



A ix L: 
Sniuce: Supendn's 1999 Annuul Reporf for the Year Ended 27 Febniw 99 

Empioymen~ 
50,000 FT and PT empioyees 

S i  and Scope: 
Number of stores: 345 (including 20 Save-A-Lot stores in Califninia) 

The number of Supdu retail food stores operating under the following banners is as follows: 
I ,  Save-A-Lot: 142 (Nore that Save-A-Lot also has 630 licensed stares) 
2. Cub Foods: 65 (Note that Cub Foods also bas 52 franchised stores) 
3. Shop'nSave: 45 
4. Scott's Foods: 22 
5. Laneco: 19 
6. biggshigg's Foods: 10 
7. liombacbers: 5 
8. Other stores: 37 

G e o ~ ~ ~ h ~ =  ~ c a t i o ~ :  
Supen,alu i s  fhe nation's leading food di~t,jb"to~, sersing 48 U S  states. Save-A-Lot cnnently operales in 33 states. including California. 

Recent A c ~ ~ i s i ~ i o n s :  
Supervalu acquired 48 stores in 1998, including 29 Randall's Food Mkts and 12 Shop 'n Save stores 

9735 $ 10 I05 $ 10,632 $ 12,568 $ 15,937 $ 16,564 $ 16,486 $ 16.552 $ 17,201 f 17,421 
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Appendix M :  W at-hlart Stores, Inc 
So~vces W d - i W s  1999 Annual Repod and SEC Fnmi I0.K for !bhp Year Ended 3 I Janliarj W 

E ~ ~ ~ y ~ n ~  
Number of F T  and PT arsociales: 780,000 in tlie U.S. t 130,000 internationally = 910,000 associates 

Nvmbei of associates 

Size and Seope: 
Number of U.S. scwes: 1,869 Djscounf stores + 5 6 1  Supercenters e 451 SAM'S Clubs = 2,884 stores 
Average store size: Discount stmes: 94,300 sq. A,;  Supeicenters: lSl,2GO sq. fl.: ancl S A M ' s  Clubs: 121,ZUU s4. fi 

us. store count (* =expected): 
m B l  lpez 3323 3.9% 

Wal-MaCt slwer 1,568 1,714 1348 1.950 1,985 1,995 

s m s  Clubs 14X 208 255 417 426 433 
239 su~cen te r s  9 10 34 72 147 

~ ~ a ~ , k  Loeation: 
Discount stom in all 50 U.S. slates, Canana, and Mexico 
SuptvmUem in 29 U.S. states (exhtding CA), Argentin% Smnl, China, Gemany, Korea, Mexico 
SAM'S Clubs in 48 U S .  states (including CA), Argentina. Brazil, China, Mexico, and Puerto Rim 

1.960 
344 
436 

R25,000 910,000 

199z 
1,921 1,869 
441 564 
443 45 1 

32.8% 
3 I .6% 
22.1% 
7.8% 
5.7% 

1,819 
714 
458 

5 74,840 $ 83,820 5 95,395 
S 19.78185 $ M.668 $ 22.881 
5 5,002 $ 7,517 S 12,247 

other n a  ,I a n a  n a  n a  n a  S 5,232 $ 5,953 $ 7,111 
All Wal-Mwt stores s 32,602 S 43,8S7 6 55.484 $ 6-.344 S 82,494 $ 93,627 $ 104,859 S 117.958 $ 137,634 __ 
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ix N: W h ~ l e  Foo 
Sources: Whole Foods' 1998 Annual Reportf or the Year Ended 77 Seplember 98, SEC Form 10-K 

for the Year Ended 28 September 97, and S B Ps Stondord Co,p Dercriptioni. C~mm. Nems , 1998 

mploymenf: 
Over 14.000 cmployees 

sbor Issues: 
"The employees of lhe Company are not rrprosejacd by a labor urrion or coilfftivs bargaiiiiw apcmenl"{SEC Fmm 10-K) 

ize and Scope: 
Number ofstores: 8 7  
Number ofdisrribalion centers: 8 
Average srocs sire: 24,000 square lael 
Average s m e  size ofmosl  recentnew 6 1 0 1 ~ 5  and planned new SDIZS: 30,000 to O W  50,000 square feel 

tore Coulrt 1" = expected): 

Number of slows 4 2  4 9  6 1  6 8  75 

:tngr=phic Locattoo: 
19 U S stales (including CA) and D C 

s&k%kun 
Groceiy 
Produce 
MealiSeafood 

Nutrition 
Prepared Foods 
Front End 
R'ergbied Average 

Spcclally 

isez 1p98 
204 S 210 
I 1 8  s I20 
93 S 9 5  

110 5 115 
159 S 175 

37 s 35 
339 S 376  

77 s 7 R  

U9.E zM.Q.5 
97 112-117 

Lenz rn 
2.9% S 10.84 S 11.34  
1.7% S i l . l S S  11.62 
3.2% S 12.86 S 13.50 
4.5% S 1 1 . 2 1 s  1 1 . 5 2  

10.1% s l I . 6 5 S  12.00 
-5.4% S 9.38 S 9.92  
10.9% S 9.01 S 9.48 
1.3% S 1 0 . 3 1 s  10.78 

4.5% 
3.9% 
5.0% 
2.8% 
3.0% 
5.8% 
5.2% 
4.5% 

* - N o t e  rlaoi rhr ouera,oe p0.v shown includcs hod, goinihoring hnnirrer ond pny /or  all .tiore teoztsi hui  doei 
nor include Siore Tenin Leaders  ur q i o n o i  a n d  nnrionoi w p p o r i . ~ m f i ;  w h o  i.vpirali.~ rorn h i t h e r  hnurlv wager 

lhLEnlt Lepl 1994 1p91 1994 1991 l3S. 
Slore sales per square foot S 597 s 639 S 625 , S 636 S 538 S 670 
Averageweei lysalespersloie  S 217,116 S 243,524 S 238,776 S 253,555 S 277,141 S 291,690 

leei Lpp4 legi m 1991 1p9H 
Netsales (mlllio" S) S 332 S 402 S 496 S 892  S 1,117 S 1,390 
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ixie §tares, Xnc 
Sooicec Wmrm-D~xie's 1998 Annuul Report and S E C F m n  10-K for the ]'ear Ended 24 June 98 

;mpIo~men~  
57,000 FT i 82,000 PT = 139,000 employees 

Number of emptoyees 1 12,000 

i i e  and Scope: 
Number of stores 11 68 

Average sture sue [thousand sq ff ) 
Total retail area (million sq ft ) 

35 1 
40 7 

Store Count (* = cxp~ted): 

O ~ n ~ A c q u u e d  
E n l ~ e ~ e ~ u d e l ~  
ClosdSold 
Total number of stores 

60 
87 
66 

1159 

1995 
123,000 

m 
37 3 
13.8 

108 
86 
92 

1175 

i26,000 

38 3 
45 7 

61 
128 
58 

1178 

136,000 

40 7 
47.x 

1ppz 
83 
79 
87 

I174 

139,000 

49.6 

84 
136 
90 

I168 

85 
90 
i1.a. 
n.a. 

Geographic Lo~ation (location and ""mber of stores): 
FL(427), NC(l26),GA(l19),AL(101), SC(77),LR [77),TX(67),KY ( 6 1 ) , V A [ 3 5 ) , ~ [ 2 3 ) , 0 H [ 2 0 ) , M S ( 1 5 ) ,  
OK (S), M (2) and the Bahamas (13) 

Sales: 
22% 1991 

Net sales (million $1 $ 11,082 $ 11,788 S 12,955 $ 13,219 S 13,617 
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CHAPTER I 

SURVIVING THE INVASION OF THE MEGA 
STORES 

The Impact of Mega-Retail Discount Chains on Urban, Suburban and 
Rural Economies 

Traditionally small retailers, department stores and well-known retail chains such as 
Sears, Penney's, Woolworth's, Krogers and various food and supermarkets were able to 
live together in relative peace. Sears, Penney's and Woolworth's were designed to be part 
of the "Main Street" environment. The original purpose of J.C. Penney was to be part of 
the community and to increase consumer buyer capability; not to interfere with local 
businesses and entrepreneurs. 

With the advent of Kmart, Wal-Mart, Target and other mega-retail discount chains, a new 
era in retailing developed. As the mega-retailers were able to discount all types of 
products, "one stop" shopping became the vogue aided by the more intensive use of the 
automobile and new highway networks. 

The large mega-retail discount chains developed such strong competitive advantages that 
the "Main Streets" of cities and towns became threatened, and the "Mom and Pop" stores 
were soon part of a dying breed. 

"Partnering" developed between the mega-retail discount chains and the manufacturers 
allowing these chains to buy "direct." In many cases they eliminated the regional 
wholesalers who had traditionally served the small downtown retailer as well. The new 
position of the powerful mega-retail chains, discounters or otherwise, was not to augment 
but to compete. 

Powerful chains were able to secure federal, state and local funds to help defray the 
capital outlay and debt service cost of building the "Big Boxes," Supercenters and Power 
Centers. These funds should and could have aided in the rehabilitation of the dying 
downtown districts. 

Besides the economic effects of large "behemoths," the growing downtown traffic 
congestion and parking problems have created a new commercial environment in both 
urban and rural areas, usually pulling consumers away from "Main Streets" downtown 
and into the Targets, Kmarts, Home Depots, Wal-Marts and other mega-retail discount 
stores located in adjacent areas situated on formerly zoned "industrial" areas replete with 
more than ample black-top parking lots. Furthermore, citizens have begun to feel the 
effects of social changes taking place in their cities and towns. The impact of these giant 
competitors begins to reduce employment on the old "Main Street." Loss of job 
opportunities for both young and old leads to social instability, crime, violence and 
creates a broad negative impact upon the "sociology" of the community. 



As these "Big Boxes," or warehouse type. stores, locate near the traditional business areas, 
commercial activities tend to drain away from the "Main Street" and transfer away from 
downtowns, causing the "hollowing out of the city," states Sylvia Lewis.A 

Edward 0. Wells reported on a study by Kenneth Stone, Professor of Economics at Iowa 
State University and a Wal-Mart guru, that the revenues generated by major discount 
chains such as Wal-Mart (or Kmart) and others, have actually been revenues lost by local 
merchants. His hypothesis appears based on the assumption that these areas consisted of 
static populations where the retail market had largely remained unchanged. When major 
discounters enter, therefore, sales tend to be taken fiom those originally destined for local 
stores. This is actually a shifting of market shares, and not necessarily newly generated 
sales through an increase in the market or its demography. In fact, between 1980 and 
1990, total retail sales increased only 8% while total retail space soared by 4Oy0.2 This 
re-allocating of sales from one area to another has been extreme enough to be detrimental 
to local economies. And sales were not the only area affected: jobs as well shifted and not 
even jobs with as much to offer were the result. Further concern arises as Wal-Mart and 
h a r t  move aggressively into the food industry with their "Supercenter" facilities. Both 
chains have developed 100,000 - 200,000 square foot "Boxes" which sell a full line of 
food as well as general merchandise. Additionally, Kenneth Stone's early studies found 
that towns outside of Wal-Marts had lost sales on an average of 25% because of the 
attracting of consumers to these new centers.2 

More recent data on retail square footage shows that the United States is in a condition of 
being '"over-stored' with 19 square feet of retail space per capita compared with just half 
that level a decade ago."4 

The following chapters in this study are concerned as much with the "desocialization" of 
traditional family communities, sometime ethnic, religious, racial, blue or white collar, or 
socialized by national origin or with the economic impact of the mega-discount chain on 
the small retailer. As the retailers fail to survive, so do the neighborhoods fail, with 
resultant urban crime, drugs, gangs and blight. 

The writer's interest in the impact of the giant retail discounters upon small retailers was 
aroused because of his long-time exposure as a professor teaching the values of small 
business entrepreneurship and as well as an expert in a number of trade associations in 
the dental, sweater, women's apparel and carpet retail industries' small businesses. 

Further, in 1973, as Chairman of the Department of Management at the Wharton School 
of the University of Pennsylvania, the writer founded and became the founding Director 
of the Wharton Entrepreneurial Center, which became a prototype for hundreds of such 
centers at colleges and universities throughout the world. The writer is no longer 
associated with the center except as one who holds Director-Emeritus rank. The center 
and its teaching program in Entrepreneurial Studies were designed to explore the 
entrepreneurial spirit in America's youth and to instill in both undergraduate and graduate 
students both special skills and an intense desire to create and grow small businesses in 
America. The concern is not only with the establishment of small retail businesses, but 



also with depriving the creative entrepreneur of developing new products and getting 
shelf space. Further thirteen Small Business Development Centers (SBDC's) were set up 
in colleges and universities throughout Pennsylvania. Students and faculty assisted small 
entrepreneurs, many of them retailers to sharpen their skills to be more competitive. This 
program was funded in part by the US. Small Business Administration (SBA) and 
SBDC's became a model for other states and universities. 

It was apparent in 1973, that for America's largest corporations to compete globally, they 
would down-size their staffs, and hence export tens of thousands of jobs to other nations. 
This has occurred as expected. There was and still is a need to save small business in the 
United States and to "grow" new businesses; retail, wholesale, service and 
manufacturing. 

During the past 23 years, there has been substantial new job creation by small U S .  
entrepreneurs. These gains have been overcome by major corporate down-sizing and the 
loss of jobs in the manufacturing sector. Illustrative of this has been a shift of 
manufacturing jobs to low labor cost areas throughout the world. 

Business census data discloses the fact that the number of small businesses in the United 
States has increased 49% since 1982. As of 1994, there were approximately 22.1 million 
non-farm businesses, of which 99% are small by size standards set by the U.S. Small 
Business Administration (SBA). These include corporations, partnerships and sole 
proprietorships. Almost two-thirds of the 22.1 million businesses operate full-time, the 
rest part-time.5 

The writer's concern about loss ofjobs in retail resulting in great part on the inability of 
the small retailer to compete with the mega-retail discount chain might very well 
contribute to a reversal of the trend in which small business is compensating for the 
continuous loss in jobs in America's major corporations. The SBA tells us that, "Small 
businesses employ 53% of the private work force, contribute 47% of all sales in the 
country, and are responsible for 50% of the private gross domestic product. Small- 
business-dominated industries produced an estimated 62% of the 3.3 million new jobs 
created during 1994."6 

SBA data prepared for the 1995 White House Conference on Small Business corroborate 
the writer's concern, that small business offers perhaps the only refuge for the corporate 
redundant employee. 

As to the current employment scene, note the following SBA statement: 

Most recently, between December 1993 and December 1994, employment in  
small-business-dominated industries increased 4.7 percent, generating 2.03 
million new jobs. During the 1990-1991 recession, small firms helped stabilize 
the economy by generating jobs in the service sector. Most of the job losses 
during this period came from contractions of large firms which have lost over 4 
million jobs since the mid-1980's.Z 



Despite the fact the thousands of "Main Street" merchants with 10 or more years of 
business experience have closed down in a losing fight with mega-retail discount chains, 
located in urban sprawl in obsolete, and battered and declining "Main Streets," strip 
malls, out-moded malls or fiee standing stores; nevertheless retailing still attracts those 
with limited capital who still want to be self-employed. These entrepreneurs large and 
small still employ almost 20 million workers in retail establishments. 

It is imperative that the nation save the small retailer. In a national report on "County 
Business Patterns" in 1993 for the United States, there were 19,777,219 workers engaged 
in retail activities or 21% of the entire non-agricultural work force of 94,807,076. Of the 
total of 19,777,219 retail employees, 6,953,455 or 35% worked for small retailers with 
less than 19 employees. 

For small retailers with 29 to 49 employees, there were 4,825,666 retail employees. In 
other words 11,778,000 retail employees worked for firms with under 50 employees; or 
60% of the total. 

Despite the developing dominance of the mega-retail discount chains, retailers who are 
relatively large have a combined total retail employment of only 40% or about 8 million 
jobs in the category of 50 employees and greater. 

To insure the dominance of "small business" in retail activities the County Dalton report 
of the US.  Department of Commerce for 1993 showed a grand total of 1,551,510 retail 
establishments--large and small. The ultimate possible impact of more and more powerful 
mega-retail discount chains will be to displace tens of thousands of small business 
entities and make millions of retail employees "redundant," something that automation 
failed to accomplish. In the job category of 0-10 employees, there were 1,3 17,122 retail 
establishments or 85% of the total. 

The SBA also lauded the new job creation of small businesses as follows: 

"During the entire 1976-1990 period, small f m s  provided 53 percent of total 
employment and 65 percent of net newjobs. From 1989-1991, the latest Census 
data available produced under contract for SBA, indicated that small f m s  with 0- 
4 employees created 95 percent of the new jobs. Of the 2.6 million new jobs 
created, 1.5 million came from expansions of new small firms with 0-4 employees 
which moved into the 5-19 firm size category. The remaining jobs came from 
births of new small firms."@ 

While small retailers struggle to stay in business against major odds both with national 
competitors who buy direct with mass purchasing and resultant discounts, small and large 
manufacturers appear to be giving up. The U S .  employment sector showing the greatest 
decrease is the manufacturing sector. Joblessness in this sector has to be made up in 
service or retail industries. 



In 1985, there were 19.2 million manufacturing jobs in the United States. By 1995, this 
had dropped to 18.2 million, a loss of one million jobs during a time in which population 
had grown by 22 million and the civilian work force by 18 million.2 

Small manufacturers have been put out of business as the US f k e  trade policy 
encouraged imports first from Japan, then later from Taiwan, Hong Kong, India, 
Pakistan, South Korea, China, Singapore and numerous other nations. This policy also 
negatively affected the American small retailers who did not have the ability to contract 
for mass purchases from overseas, low-labor cost areas as did major retail chains and 
mega-retail discount chains (as evidenced by the media's preoccupation with Kathy Lee 
Gifford and Michael Jordan and their association, no matter how remote, problems with 
child labor in manufacturing plants where products with their names on them are 
produced). 

Small businesses appeared to be most successful in the past 22 years in creating jobs in 
service and retail industries, particularly in information systems, computers, health care, 
etc. 

Now a reversal is being observed in the major metropolitan areas, such as Philadelphia, 
New York City, Chicago, Los Angeles, San Francisco, Miami as well as in suburban and 
even rural areas of the United States where small retailers are closing in downtown and 
"Main Street" areas unable to compete with because of the arrival of the huge mega-retail 
chains. These "mega-stores'' now include among others, h a r t ,  Wal-Mart, Sears, 
Montgomery Ward, J.C. Penney, Dillards, Target, Home Depot and other powerful retail 
chains. These chains have succeeded in eroding regional wholesalers who supply the 
local retailers and the retail base of cities, suburbs, rural areas and small towns are 
suffering with job loss and urban sprawl. 

Wholesalers are being eliminated rapidly as manufacturers become captive to major 
mega-retailers and the manufacturers are beginning to take on wholesale service 
functions such as interactive information systems, warehousing inventory and just-in- 
time delivery. Furthermore, mega-retail discount chains have their own quasi- 
wholesale/retail firms such as Sam's Clubs, to which some retailers must go to purchase 
merchandise in the growing absence of the traditional wholesalers. In fact, Wal-Mart has 
invested heavily in interactive systems to the point where the company only carries about 
two weeks' supply of stock and gets it to the stores prior to their being in an out of stock 
situati0n.N 

As an academician and small business consultant, the writer became concerned in late 
1993 and early 1994 about not only the economic impact of the mega-retail discount 
chains on jobs and joblessness in America, but also the sociological impact of these 
changes. 

In the city, loss of retail stores creates social instability. Many of the eastern cities, 
historically consisted of ethnic enclaves. The ethnic and minority population had 



depended on the pharmacies, groceries, shoe stores, apparel stores, variety stores, 
bookstores, not only to meet consumer needs, but to supply jobs for teenagers and adults. 

As the mega-retail discount chains such as Target, Home Depot, Kmart and Wal-Mart 
entered the urban and suburban areas, job opportunities in small retail establishments 
began to disappear as small retailers, wholesalers and service activities began to suffer 
and eventually closed, not being able to compete with the "giants" on a basis of price, 
national brands and almost 24 hours of open store service, often on a seven day basis. 

As stores closed in the city enclaves, as well as in suburban and rural malls, the result has 
been in part to create further "ghettotization." Retail stores are boarded up, marked with 
graffiti and as jobs are lost in the neighborhood, even neighborhood housing also begins 
to decay. Welfare rolls rise, crime and violence increase and unemployed youth often 
turn to underground employment, drugs, crime, school truancy and eventual "drop outs" 
fiom both school and society. Traditionally, there were always jobs in the neighborhood 
stores; in the grocery, butcher shop, shoe store, apparel store, pharmacy, and there existed 
a close kinsmanship between the local store owners and the community. The store owners 
knew the names of the "kids," saw them "grow up" and helped them with full and part- 
time employment as they advanced in their school and college pursuits. 

To combat the new arrival of mega-stores, communities have turned to the law (zoning, 
councilmanic ordinances) in hopes of deterring the proliferation of the mega-retail 
discount chains, who often contribute to pollution, highway congestion near public 
schools and who often are subsidized with tax abatements and other incentives to build 
and grow which are not available to small businesses. Communities have attempted to 
maintain their traditional social and economic cultures. Nevertheless, the force of these 
mega chain stores continues to influence and dominate the "Main Street" culture. The 
strength of these mega chains has made it difficult for local merchants and less strong 
competitors to confront and restrain the inevitable construction of the "Big Boxes." 
Restraining the rise of the mega-stores by protests or setting up opposition groups is a 
difficult task indeed; there have been some failures, nevertheless, there have also been 
considerable successes where communities and community groups have organized 
effectively. Opposing the giant mega-retail chains with their huge financial resources is 
often cost prohibitive for neighborhood groups. A desire to survive requires new 
marketing strategies to be formed and implemented by local and regional store owners. 
Many of these strategies have been selected by hundreds of respondents found in the 
tables and charts in Chapter I11 of this study. 

This portrait of the "free" retail market is not a happy picture. However, one can say, 
"The cities of the United States are turning into ghettos, so what's the difference?" Things 
are expected to be better in suburbia, in rural areas and in America's small towns located 
in New England, the South, the Midwest and the Far West. However, urban decay, 
stimulated in part by the movement into "Main Street" avenues and to the suburban and 
rural malls, has now spread throughout America in almost every state and region and has 
created cemetery-like sprawls in towns and malls, once pleasant and inviting to local 
citizens and travelers. 



Earlier entrance of the mega-discount chains into mid-town America (the small towns) 
struck a cheery note with promises ofjobs and services by the new retail discount 
"giants." However soon the "Main Streets" of these towns were decimated, by repeated 
small store closings, unable to compete with the new American retail "giants." Moreover 
the effect on the remaining retailers by the "moving out" of a mega-discount store after 
several years, becomes particularly destructive to the survival of the remaining small 
retailers in malls formerly dominated by a retail "giant." 

The free wheeling race between mega-retail discount chains such as Wal-Mart, Target, 
h a r t  and others is best exemplified by Wal-Mart's planning strategy promulgated by its 
Chairman at the June 7, 1996 annual stockholders' meeting. In discussing Wal-Mart's 
future growth and expansion plans, David D. Glass, Chief Executive Officer,said 
"We're going to dominate North America."u(Emphasis added.) 

Obviously, conquering the retail market in North America is Wal-Mart's agenda and this 
is further evidenced by the strategy of placing urban stores in a manner which creates a 
10 mile radius and rural stores with a 35 mile radius. In a 1993 New York Times article 
quoting Kenneth Stone, a noted academician who has become an expert on Wal-Mart, he 
said 

"What happens is that Wal-Mart has a saturation strategy. They come in with 
stores 60 miles apart and then they are 10 to 12 miles apart. About three years 
after a Wal-Mart opens, stores near it begin to close."Q 

What chance could a smaller, less aggressive enterprise, successful in the "Main Street" 
tradition, have against a multi-billion dollar company proudly advocating dominance. 
The chances for a free market on a level playing field is disappearing year by year, month 
by month. 

The writer's interest in the mega-retail discount chain project and its sociological and 
economic impact on America led first to Eastern Pennsylvania (including Philadelphia). 
Following were visits to Southern California, mainly the San Diego area, including such 
communities as Chula Vista, Poway, Oceanside, Mira Mesa. Then the impact of the 
mega-retail discount chains in suburban and rural areas in Chicago, Illinois, including 
Chicago, Kanakee and Des Plains were studied. Later, visits and observations were made 
in New York's Finger Lakes region, including the Geneva, Auburn and Syracuse areas. 

In all these areas, profound changes were found both in joblessness and socialization. 
Where many jobs were promised by the mega-retail discount chains, they often turned 
out to be low paying jobs, without medical benefits and customary fringes. These new 
stores replaced the traditional "Main Street" retailers, eliminating thousands of jobs 
formerly in stores employing one to ten persons (see the typical small retailer profile in 
Chapter 111). These were family type enterprises and usually provided family income and 
wages that assisted family members to continue their education by enrolling in colleges 
and universities and often medical and insurance benefits. In studies, such as one 
completed in the Lake Placid, New York area, the conclusion was reached that in 
exchange for 1 new part-time job in a mega-discount chain, about 1- full-time jobs were 



eliminated in smaller st0res.u This was also observed by the author after interviews with 
surviving small retailers in areas invaded by the major chains. This was quite different 
from the rosy picture painted before Zoning Boards and City Councils about substantial 
increases in jobs to be expected in the community as a result of constructing Superstores 
and Power Centers. 

Also observed in Philadelphia, Pennsylvania, the French retailer, Carrefour, received a 
five year tax abatement and opened a 260,000 square foot store. After 4 and one-half 
years, they left the city without paying any taxes. Furthermore, they had promised City 
Council that 600 - 800 new jobs were to be created when in reality, only 250 were 
produced. At the same time, five independent food stores and one non-food store, a 
number of apparel stores and various other small businesses were forced out of,business 
during the years Carrefour was open. This occurred prior to the opening of the Franklin 
Mills Mall in the same area. It has also been estimated that the net effect was a loss of 
1,000 jobs. Job loss in a neighborhood leads to social and economic disintegration. This 
has become a recurring theme of this study. 

In travels and interviews, the writer also noted that the degradation and "ghettotization" 
of the cities and towns were gradually being transferred nationally to the suburban and 
rural areas of the United States, almost as infectious diseases run rampant, without 
community concern and medical care. 

When a developer in East Aurora, Arkansas, proposed a 47.8 acre retail mall with 
263,000 square feet of retail space at an industrial park a scarce mile away from the 
town's traditional downtown center, citizens immediately began organizing protest 
groups. They were ready to fight to protect their way of life from what they viewed as an 
invasion. 

Gerry Kermouch, in a 1994 article in Brandweek Magazine, quotes Peter Pitegoff, a law 
professor and president of the Villagers for Responsible Planning, "We are afraid that a 
discounter would undermine local retailers, create traffic problems and undermine the 
historic character of East Aurora."@ 

The citizens of East Aurora, Arkansas were not the only people who voiced outrage at 
prospective entrance of behemoth retailers into their "Main Street" cultures. Towns 
throughout the nation have expressed their discord with the invasion of these "Big 
Boxes," the large warehouse-like structures which threaten the survival of the small 
retailers. Community groups have developed conferences and seminars throughout the 
United States on how to confront the almost daily arrival of these mega-stores. Often 
citizen groups, by petitioning their elected officials have prevented the major retail 
discount chains from beginning warehouse-like shopping sites. However, closer analysis 
of the retail industry, its strategies, and the trends that perpetuate the industry's growth 
suggest that the inevitable will occur; unless small, less leveraged retailers and "Mom- 
and-Pop'' stores can create new strategies to survive against the new competition. 
Enlightened governmental leadership, both local and national should provide support and 
encouragement for small business leadership to execute survival strategies. The 



American economy will require a balance of large and small retail businesses in order to 
provide millions of well paid positions necessary to provide goods and services in a 
growing national economy. 

As the history of retailing in America was studied, the writer noted that from the 
traditional small size retail chain there emerged the department stores. These examples of 
grandeur were generally found in municipalities with substantial populations, such as the 
large city. Later, as retail discount chains came into existence, the department store had 
hard sailing, and despite the development of branch stores in suburban areas, the record 
of the department stores suffered along with the small retailer. Employment in the 
department stores also became downsized as personnel costs were cut in the face of 
compet&ion from the Kmarts, Wal-Marts, Targets and J.C. Penney's. :a 

Although discount retail chains were first noticed in the 1950's, America watched one 
creative and fantastically managed company develop from a five-and-ten store into a 
company with $82 billion in sales in fiscal 1995 and fiscal 1996 sales over $93 billion 
and projected sales over $105 billion in fiscal 1997. (Most of these major retailers have 
fiscal years ending January 31st or very close to that date). Wal-Mart Stores, Inc., this 
formidable retail chain in one year opened 147 new Wal-Marts, and 163 Sam's Clubs in 
the United States a1one.E Although Wal-Mart was not the first in the market, it 
influenced the marketing and planning of its competitors and exercised a major impact 
upon the growth of the entire discount retail chain business. 

According to Edward 0. Welles, "From 1960 to 1985, annual sales by discount stores in 
the United States exploded from $2 billion to $68 billion, with Wal-Mart responsible for 
igniting much of that growth."E 

Discount retail chain stores, such as Kmarts and Wal-Marts have recognized the need for 
sites which supply a variety of brands and products at a reasonable value. Wal-Mart 
achieved success by first providing products that "were up to 15% cheaper than those 
available in 'Mom-and-Pop' stores," according to the Hurvurd Business Review.g Its 
competitors also followed with similar marketing strategies. 

Large discount retail chains and similar mega-stores have continued to grow and expand 
in the United States. In addition, barriers of entry have developed, preventing increased 
competition. Their strategies and decisions have been able to influence the entire nation's 
economy, basically because of their strong leverage on both suppliers and customers. 
"When the original Wal-Mart locations could support one store, the customer population 
was large enough to maintain two rival discounters. Thus, once Wal-Mart established a 
store in a particular area and had prevailed over the small local retailers, it was seldom 
threatened with future local competition from other discounters, including Kmart."Lg By 
excelling over its competitors, the growing strength of Wal-Mart caused a shifting in the 
market. Economies of scale were definitely in favor of operations of the growing mega- 
retail discount chains. The larger discount retailers developed their own "hub-and-spoke'' 
distribution systems, which permitted them to purchase from suppliers for all their 
locations, thus lowering the costs of doing business substantially compared to that of the 



traditional stores and the regional retailers. Since price has consistently become a more 
significant factor for consumers, local competition would repeatedly lose the price wars 
and leave the market to the mega-retail discount chains. 

Today, the advent of the mega-discount chain has not only undermined the survival 
ability of the traditional department store and the "Main Street" retailer, but also has 
begun to disfigure and transform former grandiose retail malls into replicas of the city 
ghettos. Furthermore, the jobs that are lost in "Main Street" types of small businesses do 
not provide the full picture of what a community loses in terms of gross domestic 
product. In fact, the House Committee on Small Business has published the positive 
impacts that a new small business entering a community can have. The data in the 
following ,quote lends considerable additional weight to the multiplier effect on wages 
and the sociological effects a small business can have on a community as described 
throughout this study: 

"The establishment of a small business has a large, positive effect on the local 
economy. A small business with 100 employees in a town adds: 351 more people; 
79 more school children; 97 more families; $490,000 more bank deposits; one 
more retail establishment; $565,000 more retail sales per year and $1,036,000 
more personal income per year." 
"Small businesses also seem to be more community minded. They give more in 
charity to community service organizations per employee than do large 
businesses, according to the SBA's Office of Advocacy. In addition, small firms 
tend to target their donations to direct service providers."u 

On visits to California, New York, Illinois and Pennsylvania, the staff witnessed the 
increasing decay, both physically and morally of the stores and their environment in 
malls that had been in their ascendancy in the 80's and 90's. Typically these malls might 
have had a normal sized mega-retail discount chain store (60,000 square feet) as an 
anchor. Conceivably, a major rival might then construct a supercenter (200,000 square 
feet) which would then be opened one half mile away from the older mall, with a new 
parking area and an invitation for new stores to open in the area. After 6 months to a year, 
the smaller discounter surrenders, and the store becomes vacant. Traffic density in the 
older mall begins to die as shoppers go to the newer and larger mega-retail discount store 
whether it be a Target, Kmart or Wal-Mart. Within a year, every second or third retail 
store is closed. These stores then take on a ghettoized boarded-up appearance. Graffiti, 
iron grills, unsightly signs then appear and what five to ten years earlier was a handsome 
mall in harmony with the countryside, now resembles an urban ghetto. The National 
Trust for Historic Preservation in Washington, DC describes these developments as 
"Urban Sprawl." What was witnessed was not "urban sprawl," but "suburban" as well as 
"rural sprawl." 

These mega-retail discount chains, in their race for demographic and marketing 
supremacy in each region, after influencing the closing of small retailers in the area, then 
compete over the leftover consumer "bones." Ultimately, one major chain opening in an 
adjacent area destroys the competition, leaving the formerly successful mall appearing 
like a giant, desolate unkept cemetery. 



Factors determining consumer buying clearly favor large retailers, since they have been 
able to maintain the consumers' needs for low prices and convenience by having "one- 
stop shopping." In addition, these giants with stronger leverage have been able to 
maintain lower prices because of lower costs. Price competition still remains in the 
industry, despite the numerous closings of the small retailer, but the large discounters 
among themselves continue to fight price wars. A recent example was Dallas, Texas 
where Wal-Mart, Kmart and Target competed head-on with energetic promotions while 
maintaining costs so low that products were priced so competitively that the differences 
were usually within pennies.2J 

As the price wars go on between the large and small retailer and indeed among the major 
discounters themselves, not only do retail jobs disappear, but also the traditional harmQy 
of the rural and suburban areas is invaded and the results are ugly both from an economic 
and a sociological point of view. 

One recalls a powerful Latin phrase by Plautus, which when translated is "The soldiers 
laid waste lo the town. " This is certainly an apt description of the continuing decimation 
of the "Main Streets" of historic towns, cities and yes, rural malls. 

Were one fortunate enough to be alive in the United States, say in the year 2100, he or 
she and fellow survivors would wonder what caused the entrepreneurs of the late 
twentieth century to bequeath to subsequent generations, these rapidly developing 
monstrous national "cemeteries," formerly grandiose malls and attractive "Main Streets." 

With present prospects facing developers these days in the United States, these destroyed 
and abandoned malls will be with us for many generations, since the fmancial challenge 
for their correction seems impossible to meet. 

During travels on this study, the staff also visited many formerly prosperous "strip 
centers." These were generally the work of small developers and attracted the boutique or 
unique retailer, also traditionally found in the old "Main Street" stores. 

Strip stores within a mile or two of a new Supercenter, constructed by a major discount 
chain appeared likewise to be endangered by the newest major competition. Even when a 
florist, indicated to our interviewers that because of her long experience, "superior 
knowledge" and the fact that her store purchased merchandise more frequently than did 
the Supercenters, that she would survive; nevertheless she evidenced concern about the 
vacancies on her left or right. Interviews with courageous owners of florist shops, apparel 
stores, pet food stores, automotive stores, pharmacies and others all ended with a 
typically sad statement: "No matter how effectively I can compete, if the store next door 
becomes vacant, traffic density diminishes, and my store will have to close as well as the 
one next door."2J These courageous retailers cooperate in securing new tenants for the 
vacant stores, but it is a sad and losing fight. In some of the huge malls visited, as much 
as a 33% vacancy rate within six months to one year of a new "mega box" being 
completed in the area was observed. 
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Additional business from these new chain stores has always been considered a benefit, 
but the chaos that developed from entering and leaving suburban areas created havoc to 
their economies and to the aesthetics and milieu of the former prosperous malls. Discount 
stores that enter towns take a wedge of land and build massive structures. The new 
Superstores be they Target, h a r t  or Wal-Mart or other chain structures tend to be newer 
and ever increasing in size. And recently, the entrance of Power Centers, shopping 
centers with multiple "Big Box" structures and other discounters and retail space totaling 
at least 1 million square feet. 

Notable has been the rapid and continuous expansion of the Super h a r t s ,  the Wal-Mart 
Supercenters and the Sam's Clubs. Because these stores have moved into or near towns, 
cities and suburbs, and have contributed to the economy with force, if they decide to 
leave, as many stores do, a shakeup on less stable economies causes devastation. 

Examples of the losses caused by the pullouts of such giants can be aptly illustrated by 
Glendora, Ventura and Hesperia, California where hundreds of thousands of dollars were 
lost by communities in infrastructure development, land development and environmental 
impact reports, not to mention foregone taxes. Collectively the losses total in the millions. 

Our national study of the social and economic impact of mega-retail discount chains upon 
areas in Pennsylvania, California, Delaware and New York included lrisits and interviews 
in each area. Visits were preceded by sending out 6,000 questionnaires to retailers in each 
of the four states requesting such information as their sales volume; number of 
employees; potential impact on sales, profits and employment by the arrival of mega- 
retail discount chains near their businesses. They were also asked to describe their 
survival strategies which would enable them to compete profitably. 

Of the six thousand questionnaires sent to retailers in these four states, almost 10% were 
completed fully and returned with both detailed quantitative and qualitative data. The 
quantitative results are set forth in Chapter I11 with tabular and gzaphic charts plus a 
research analysis. Information provided by these store owners was computerized and the 
staff was able to forecast the loss ofjobs, impact on store volume, employment, 
profitability and other significant data for each state in the study. Each questionnaire also 
contained subjective comments on how the small retailer visualized hisher future and 
what alternatives could be followed in order to save their firms. All of the subjective 
narrative data will be found in Chapter IV. 

The data received from each of the four states could be extrapolated in order to estimate 
the collective impact on community employment and local and state tax revenues. 
However these forecasts would be based upon the expectations of the respondents as  to 
whether they could weather the competition of the mega-discount retailer moving into 
their neighborhood. Would they survive or would they possibly liquidate or go into 
bankruptcy? Generally there was extreme pessimism expressed; rarely was there 
optimism conveyed by the respondents. 

,.; 



One of the questions posed this concern: Are wholesalers still available for retailers to 
buy from? The answer showed the increasing fears of retailers that wholesalers were 
disappearing because major suppliers were selling direct to the h a r t s ,  Home Depots, 
Targets, Wal-Marts and J.C. Penney's and had no time or inclination to sell to 
wholesalers or small retailers. Strange as it may seem, many small grocers, meat markets, 
etc. often shop at Sam's Clubs, a subsidiary of Wal-Mart in order to be able to have 
anything on their shelves to be sold. 

As retail giants rule the marketplace, they have the buying power to negotiate the lowest 
prices with their suppliers. In a sense, suppliers become part of a "partnering" network in 
which their principal capacity is contracted for by the major retail discount chains. 

"It all adds up to a power shift to a privileged circle of merchants," state Zellner and 
Benedict.22 Suppliers and manufacturers work diligently to secure the right to supply the 
large bulk retailers, in hopes that the low profit margins in the business can be countered 
by larger sales volumes. The retail "giants" in the discount field have been able to 
develop a barrier to entry for other less influential retailers, resulting in a reduction in 
competition. Manufacturers and suppliers to the chains, in hope of selling more, 
unfortunately have not realized the unceasing barrage of demands from retailers, who 
want everything from discounts for new-store openings to penalties for shipment errors, 
to an increasing volume of requests for free samples. As the retailers gain more leverage, 
they become more demanding in the manufacturing of specific goods, deciding on colors, 
and sizes, how much to ship, when to ship and where to "drop ship." 

Although low prices do benefit consumers, suppliers and manufacturers are being 
squeezed to be leaner and more flexible with respect to chain retailers' demands. In 
addition, smaller suppliers are less likely to have the ability to accommodate, increasing 
the likelihood of being removed from the market. Chains utilize interactive information 
systems (EDI) in a most dominant way through "partnering" with suppliers and 
manufacturers. Regional wholesalers are less likely to possess sophisticated business and 
information systems required to meet the needs of the mega-retail discount chains, hence 
wholesalers are apt to disappear and harm the remaining small retailers. 

While the author believes in a free market and is a devoted supporter of the free 
entrepreneurial system, the "free" market means different things to different people. 
Inasmuch as the principal method of the mega-discount retail chains in competing with 
the smaller retail store and the traditional department store is pricing; this pricing 
pressure could very well include possibilities of predatory pricing, as defined in both state 
and federal laws. Concern over the likelihood of predatory pricing as defined by the 
Robinson-Patman Act as well as various state laws will be reviewed in Chapter V. 

The economic and social impact made by the mega-retail discount chains needs to be 
measured by a large variety of criteria. In the next decade the nation, state, cities, towns 
and villages will be able to see whether the promises made by the mega-discount retailers 
have materialized. Did the municipality make mistakes in judgement by encouraging the 
free entries of these giant discount retailers into the areas? Did the promised additional 



employment take place? How long were these jobs viable? Were there subsequent 
reductions in personnel in the chains? Did the new chain discounter close and move 
away? What was the impact on the viability of the "Main Street" stores? Was pollution 
increasing by the presence of the "Big Box?" Did traffic congestion increase highways 
abutting on public schools? Were the cham subsidized by tax abatements, right to retain 
sales taxes to pay off the new building and given other incentives not available to the 
small retailer? Did the surviving "Main Street" retailer learn new techniques in 
marketing, inventory control, and other modem business practices in order to survive? In 
the economic jungle where "survival of the fittest" can almost be analogous to economic 
and social viability, prey might still remain alive by developing skills that protect it from 
predators. 

Equally important as a contributor to the lack of social and economic planning is the real 
estate developer. The developer, often in concert with the mega-retail discount chain, 
comes up with ideas for new real estate developments; malls, Power Centers and the like; 
and, at times is irresponsible when it comes to tying in his project to help the economic 
planning for both the community and the nation. The importance in maintaining 
economic and sociological liability is long--range planning. Real estate developers have 
been notorious in short-range planning, in which they plan many projects where their 
gains and recoveries are based upon a five-year return on investments leaving the long- 
term problem to the community at large. This lack of integration into good long-range 
planning shows it is not only the mega-retail discount chain that can be cited, but also the 
developers. Additional review of this problem community by community would show 
that when communities make their long range plans often they are susceptible to almost 
periodic amendments as a result of the pressures of chains and developers. 

The following chapters will attempt to answer such questions: Is there a possibility of co- 
existence between small retailers and the mega-retail discount chains? What strategies are 
possible for small retailers to survive? Is the entry of the large discount retailer 
inevitable? Can community groups concerned with urban sprawl develop strong and 
effective opportunities to stop entries of the super "boxes" in given locations where traffic 
density, pollution, neighborhood schools, etc. are threatened? In some cases states have 
implemented laws to put ceilings on the amount of retail space that can be allotted to a 
supercenter for its commercial and parking activities. 

Retailers large and small are beginning to understand that marketing has become more 
complex than in the past. Instead of just maintaining low costs and putting products on 
the shelves, both chains and local traditional retailers need to strategically look at 
themselves versus all other competitors in the area. Image remains important, as well as 
the unique products that are marketed. Retailers now need to consider other new forms of 
shopping, Besides discount stores, outlet and direct mail shopping have also become 
popular. 

As "Main Street" stores realize the threat they face in competing against mega-stores, 
buying groups, "co-ops" and coalitions might be formed. These groups need not be 
designed to prevent the entry of competitors, but to coordinate organized marketing 



strategies for the "Main Street" area of shopping. According to Erica Price, "Defining and 
implementing annual work programs, producing print pieces, such as business directories 
and maps to promote the business district; providing design assistance to downtown 
business and property owners; hiring a full-time downtown director to manage an 
economic enhancement effort,"a are all coordinated efforts in the right direction, 
Business communities can also coordinate activities to open stores at hours convenient to 
the busy consumer. Since Americans appear to have less time; since many hold two jobs, 
often evenings are allocated to taking care of errands. 

Besides the need to prepare for possible entry of large competitors, "Main Street" cities, 
counties and towns should prepare for the possible moving out of these enonnous 
influences of business. By understanding the implications that such a move might have 
on a local economy, agreements could be made with businesses entering the community. 
As previously mentioned, the French firm, Carrefour, after building a major "box" of 
over 260,000 square feet in the Northeast community of Philadelphia moved out four and 
one half years later, leaving an unsightly "box" which demoralized the adjacent business 
community. A few years later a mega-outlet Mall, Franklin Mill s was built on an 
adjacent property. Moreover, the City of Philadelphia had mistakenly provided 5 years of 
tax abatements. During this time all Philadelphia municipal services were available at no 
cost. When approving the construction of a "Big Box," economic plans should also be 
included, well before the actual moving out happens. Various estimates indicate that the 
loss to the City was over $5 million, this aside from the cost to the State of Pennsylvania 
for road construction, etc. The vacated mega-retail discount firm should retain a 
continuing financial responsibility for specific plans such as converting the newly 
vacated warehouse-like stores into another more acceptable form of shopping area. Plans 
should be made by the urban authority ahead of time on the disposing or recycling of the 
vacated structures. 

Kenneth Stone, previously mentioned, a specialist in retail trade and Wal-Mart activities, 
has realized that "the only hope small merchants had [is] to niche around them."% By 
specializing in unique products, local merchants can separate themselves from the usual 
discount products sold in retail chains. Local merchants need to prevent themselves from 
entering in a perfectly competitive situation, competing solely on price and marginal cost. 
The low pricing strategies must be left to the mega-discount retail chains. The small 
retailers, to survive, must create their own image and differentiate themselves as unique, 
rather than "me-too." There is a very slim chance that unique boutique type retailers, not 
depending on price rivalry but on service and product differentiation might survive in the 
presence of the major discount "Big Box." 

With unique, individualistic strategies and by maintaining less inventory, the surviving 
smaller retailers must take advantage of flexibility in rapidly changing inventories; an 
advantage not generally available to the large corporate retailers with more complicated 
supplier-retailer distribution methods. 

In later chapters, this study will attempt to balance and explore the experiences of the 
many communities who battled the entry of the mega-retail discount chains as compared 



to those states and communities who offered tax abatements, building subsidies, 
reduction of sales taxes to defray costs of capital outlay and debt service and various 
types of what recently has been described as state and federal "Corporate Welfare." 

One state that has refhsed to accept the large "mega-boxes" has been Vermont. The state 
has maintained a "keep Vermont green" force which has kept Wal-Mart and other major 
chains from easy entry. The state has made enough noise that the anti-sprawl National 
Trust for Historic Preservation placed the entire state on its June 1993 "America's 11 
Most Endangered Historic Places" List which is prepared annually.2 More recently, 
Vermont has modified its anti-Wal-Mart position by permitting their entrance by capping 
the size of the building. 

The National Trust for Historic Preservation has led the fight to prevent "Superstore 
Sprawl." In a major book released in May, 1994 the Trust launched an attack on the latest 
phase in America's retail race. The Trust does not appear to oppose job creation. It is 
against job forecasts that do not materialize and is against negative impacts on the 
environment; increased traffic congestion and the sapping of the viability of traditional 
businesses which lead to weakening civic vitality. The following statement is taken from 
the "Preface" of the recent Trust publication entitled, How Superstore Sprawl Can Harm 
Communities ........ 26 

"(1) The American retailing industry entered a new phase at some point during the 
last decade. Whereas the sixties and seventies had witnessed an proliferation of 
regional shopping malls in the suburbs, the late eighties and nineties have seen a 
rapid growth in sprawling discount superstores near the interchanges of major 
highways." 
"(2) On the one hand, it is clear that these superstores are delivering something 
many Americans want: good products at low prices. Indeed, these operations 
could not succeed otherwise. People want and need the jobs they provide. Local 
governments want property taxes and sales tax revenues they generate. To the 
extent that the discount superstores deliver affordable prices, create jobs, and 
strengthen local tax bases, the National Trust applauds them. They are filling a 
major market demand and doing so very well indeed." 
"(3) On the other hand, it is clear that the low prices offered by many superstores 
include hidden costs. Having worked with local communities across the country 
on downtown revitalization efforts, the Trust has come to recognize that the scale, 
location, and design of these stores create major problems. These include:" 

"sapping the economic vitality of downtowns and "Main Streets" by 
shifting the retail center of gravity out to highway interchanges on the 
edge of town." 
"displacing existing businesses, especially independently owned small 
businesses that contribute significantly to local civic life, by building 
stores vastly out of scale with a town's ability to absorb them." 



"setting the stage for higher property and state income taxes by creating 
developments that are costly to serve and require new roads, water and 
sewer lines, police protection and other public services.'' 
"causing the waste or abandonment of previous public and private 
investments in existing buildings, streets, parks and other community 
assets." 
"homogenizing America by building stores that have no relation to their 
surroundings." 

The National Trust for Historic Preservation asks the mega-retail discount chains 
to answer the following challenge: 
"But can the consumer benefits provided by the superstores be achieved only 
through the creation of more urban sprawl and all the sprawl brings: traffic 
congestion, automobile dependence, air pollution, dispirited or dead downtowns, 
despoiled country sides, and weakened community ties? Or could some of the 
benefits be provided without so much damage to the environment and local 
communities? We think these are questions that should be asked."= 
The Trust also poses an equally important challenge to the many communities 
facing the invasion of the super "Boxes": 
"And communities have choices. They can encourage or discourage certain types 
of development. If a community doesn't want superstore sprawl, it can take steps 
to prevent it. If a community wants a superstore, it faces a whole host of other 
questions relating to whether the store comes in on the community's terms. Where 
should the store be located? How big should it be? How much new retail space 
can the local economy absorb without suffering the negative fiscal and economic 
impacts created by a commercial glut? Can the store be designed to help preserve 
the community's livability and attractiveness? How can the store minimize 
negative environmental, cultural, scenic, fiscal and economic effects? Above all, 
what is the long-term impact of the decision?"a 
One of the major recommendations of the 1995 White House Conference on 
Small Business was designed to a reverse the financial plight of the declining 
"Main Street" establishments. The recommendation follows: 
"139. Congress should legislate the creation of a Small Business Relief Fund to 
economically assist small businesses that are displaced by the establishment of a 
big business in their localities where the big business will contribute an annual fee 
for the fund."B 
This author will attempt to analyze, in succeeding chapters, the responses to the 
challenges posed to both the mega-retail discount chains and the communities 
they wish to enter.  table of Contents11 I 



CHAPTER 11 

WHO ARE THE MEGA-RETAIL DISCOUNT 
CHAINS - HOW DID TREY EVOLVE? WHAT ARE 
THE LATEST DEVELOPMENTS AND EXPECTED 

TRENDS? 
Chapter I generally described the concerns of small business about the creation of the 
mega-retail discount chains and what can happen in the future of American retailing as 
these chains continue to grow and displace not only small retailers, but department stores, 
chain grocers, pharmacies, regional supermarket chains and ultimately an almost 
unbelievable list of retail and service activities. With serious displacement, what will be 
the impact on the social stability of the neighborhoods and enclaves? How will the 
environment, aesthetics and natural beauty of the landscape and terrain be affected? What 
effect will the arrival of the mega-discount chains have on local retail unemployment and 
joblessness which breeds crime, as well as other community negative events? 

One begins with the traditional small retailers and progresses through the department 
store period; the Sears, Roebuck and Montgomery Ward era; the Woolworth's and J.C. 
Penney stores; factory stores, chain grocers such as A&P; supermarkets chains such as 
Kroger's and more recently the formidable power of the mega-retail discount chains, 
including the rise of Kmart, Target, Wal-Mart and their thousands of stores; then the 
Warehouse Clubs such as Sam's Clubs, PriceKostco and such new major amvals in the 
home improvement field as Home Depot and Builder's Square. 

Background of Retail Merchandising in the United States The Evolution of 
the Independent Retailer and "Main Street" 

In the 19th and early 20th Centuries, small entrepreneurs opened thousands of retail 
shops in enclaves or neighborhoods of the nation's large cities. Most of these enclaves 
were populated by immigrant families and represented the ethnic, religious and racial 
diversities that was popularly described as America's "melting pot." 

Similarly the nation's rural areas, towns and villages grew into small urban areas and the 
small retailers collectively developed the nation's traditional "Main Street." "Main Street" 
America, particularly in New England, the South and the Midwest created a charming 
traditional set-up of groceries, drug stores, gift shops, bookstores, men's, women's and 
children's apparel stores, hardware stores, bicycle shops, general merchandise stores, and 
later special "niche" boutiques. This period is best described in Constance Beaumont's 
1994 publication How Superstore Sprawl Can Harm Communities.1 

The Early Part of the 20th Century Featured Department Stores and 
Giant Retail Chains 



Each metropolitan area of the United States saw the rise of the aristocratic department 
stores, such as John W a n d e r ' s  in Philadelphia, Macy's in New York, Filene's in 
Boston, etc. These stores, were built in a grandiose style similar to the moving picture 
theaters of that period. The department stores were architectural gems, often featuring 
organs, art, and catering to family culture of a rising middle class. They provided a 
tremendous variety of goods and services. Most products were nationally branded. 
Shopping and dining in fabulous restaurants in the department store was a pleasure for 
the entire family. Children had the toy department; men had a sports department and a 
rich offering of men's apparel. Women had a range of popular priced merchandise to the 
exclusive designer lines. Personnel served the customer almost on a one-to-one basis. 
Soon department stores chains such as Federated, Filene's and Hechingers followed. 
These stores were so designed that they complemented the smaller stores in the large 
cities as well as the stores on the typical "Main Street" in the smaller towns and urban 
areas. The small retailer was not pressured by serious discount price competition and for 
the most part, large and small retailers dwelled in harmony. 

Also the first half of the 20th Century saw the rise of three major retail giants; J.C. 
Pemey, Montgomery Ward and Sears, Roebuck. These stores rapidly developed into 
mature chains rivaling each other on price and product, and in a sense were the 
forerunners of the current mega-retail discount chains. 

Also during the period such chains that harmonized without creating chaos on "Main 
Street," were Woolworth's, Grant's, S.S. Kresge, Mattingly's, etc. They were earlier 
referred to as "Five-and-Dime" stores, but evolved into more sophisticated types of 
merchandisers. Their prices were generally lower than in the department stores. However, 
they seemed to harmonize with the rest of "Main Street," and the competitive 
environment had little in common with today's competitive "attack and destroy" 
environment. 

1966 - 1995 The Rise of the Retail Chains 

The 1960's were impacted competition-wise in retail by the entry of chains who would 
become the ultimate discounters; i.e., S.S. Kresge's, h a r t ,  Dayton-Hudson's Target, 
Wal-Mart, Woolworth's, "Woolco" among others. These stores began to emphasize 
discounting, broader inventories and advertised and promoted unusual values. 

All experienced steady growth from the sixties to the eighties. While Wal-Mart had a 
strong start in the Midwest, it opened only about 500 stores in the sixties and seventies. 

These discounters had vigorous rivalries over price competition, but more on a regional 
basis than national one. Sears continued to maintain a very strong national position. In the 
early eighties Wal-Mart was still best known in the small towns and cities in the 
Midwest. 

In the 1970's, there were a number of specialized or "category" retailers who entered the 
retail market. They included Toys "R" Us, Walgreen's Drugs and Home Depot. 



Rise of the Wholesale "Clubs" in the 1970's 

In the 1970's, the wholesale clubs began to make an impact. The first was the Price Club 
Wholesalers in 1976. Then, in 1983 the Costco Wholesale Corporation opened. The two 
were later to merge in 1993. 

The "Clubs" currently include in their memberships large numbers of legitimate smaller 
retailers who are limited in buying from wholesalers because of the "direct" mass 
purchases of the mega-retail discount chains. The smaller retailers take advantage of 
purchasing fiom Price/Costco and Sam's Clubs at low prices and thus are able to stock 
their stores with inventory. This is not a solution to the inability of the small retailer to 
survive permanently, but it gives them a chance to stay in business at least temporarily. 

Price/Costco and Sam's Clubs generally sell a limited line of products, based upon the 
concepts of a "good buy." Suppliers often consider themselves as having excessive 
inventories and therefore at times are anxious to unload at reduced prices. The 
Warehouse Clubs qualify as "Big Boxes" and may average 120,000 square feet in size. 
These are like traditional warehouses with little or few sophistications or frills. 

Price/Costco operated over 200 stores in the United States, Canada and Mexico with sales 
in 1995 of $18.6 billion. In most Clubs members pay a dues of approximately $35 each 
and are able to buy at what might be described as "wholesale" prices. 

Sam's Clubs parallel the PriceKostco facilities. Sam's Clubs were opened by Wal-Mart in 
1983. Wal-Mart operated over 400 Sam's Clubs stores by early 1996. In 1994, Wal-Mart 
acquired 99 PACE club stores which have been converted to Sam's Clubs. Sam's Club 
sales exceeded $19 billion in fiscal 1996.2 

Both Sam's Clubs and PriceKostco set up warehouse type facilities, generally on 
"industrial" land, much cheaper by the acre than commercially zoned land. The Clubs 
generally do not buy from distributors but generally only buy "direct" from suppliers and 
manufacturers. As might be expected they have very low labor costs and do little 
advertising. 

Selling Direct to the Public (Factory Stores) 

Many manufacturers have their own factory outlets in malls throughout the United States. 
Hundreds of such factory outlet malls exist in the nation; and retail sales are estimated to 
be $8 to $10 billion per year and rising. 

The Impact of the Automobile and Super Highways on Traditional 
Retailing 

"Main Street" merchants have been severely handicapped in retaining customers during 
the past 20 years because of improved highways and the development of malls and mega- 
retail chain operations in areas outside the perimeter of the traditional urban "Main 



Street." Free parking areas have been set up near the "Big Boxes" and Supercenters 
constructed by the h a r t s ,  Wal-Marts and other mega-retail discount chains. Parking 
spaces (blacktopped) are ample, compared to the restricted and expensive parking in the 
central downtown areas. 

The mega-retailers, discounters and manufacturer outlets offered free parking, low prices, 
wide product lines and impressive merchandising, promotion and advertising. Because of 
the huge buying power represented by mass purchasing, the traditional independent 
retailers began to lose influence with their suppliers, who in a non-financial sense began 
"partnering" with the mass purchasers represented by the mega-retail discount chains. 
"Partnering" also included interactive information systems (EDI) and other cost savings 
and benefit items for the major mega:discount retailers. Significant market share formerly 
possessed by small retailers collectively began to be lost to the mega-discount retailers. 

Aside from the history of improved highways and the mobility of shoppers and the desire 
for a one-stop shopping location, Wal-Mart, Super Kmart and others employ a current 
strategy of "destination" stores. The "enveloping" area is a strategy to locate within a 5 
mile radius in urban areas and 25 mile radius in rural areas. The objective of these stores 
is to attract customers directly and purposely to their location as a "one-stop,'' sole 
destination. The ability of the traditional retailer to survive is seriously threatened unless 
there is reasonable zoning regulation by state and local governments to protect the 
traditional "Main Street." 

A later chapter in this study will describe the history of the Fair Trade legislation in the 
United States with the Sherman Act going on to the Federal Trade Commission Act, the 
Clayton Act and the Robinson-Patman Act. These pro-competitive acts will be discussed 
as to whether the "enveloping" theory is an intrusion in a free and fair market and what 
needs to be done to counteract it. 

Mobility in driving to the "Big Box" to or from work has become a way of life for many 
consumers. Also driving to the "Big Box" at night or on Sundays when the small retailers 
might be closed further directs sales away from "Main Street." 

The Rise and Increased Impact of the Mega-Discount Retailers on the 
Small Retailer (as well as the "Big Box" Approach) 

Starting in 1962 no one could have foreseen the startling developments in retailing to take 
place during the next 30 years. In 1995, combined sales of Kmart, Target and Wal-Mart 
were over $150 billion. Discussions of these major discount retail chains follow: 

(1) Wal-Mart 

Wal-Mart has had the most meteoric growth during the past 15 years growing from about 
275 stores in 1980 to 2,157 stores in January 1995, with 160 more scheduled to be built 
by January 1996.2. Actually in 1995, 117 new stores were built giving them a total 



number of stores of 2,330 in January 1996. In 1990, Wal-Mart became the Number 1 
retailer passing both Sears and Kmart that year. 

Wal-Mart was the initiator of the concept of Supercenters. It first introduced this concept 
which includes groceries, special services and food courts in 1988. It was planning 
almost 150 Supercenters, of which 80 were to be built in 1993.4 As of January 1996,154 
Supercenters were operated by Wal-Mart. Their high quality management, modern 
business systems and inspired executive leadership helped total operations reach a sales 
volume of approximately $93 billion in fiscal 1996 with double-digit increases in growth 
expected during the next decade. 

(2)Kmart 

h a r t  was a new venture of S.S. Kresge Co. in 1962. At that time, Kresge had been in 
business 63 years and was well supplied with corporate and managerial talent. By 1981, 
Kmart had grown to 2,000 stores. Since that time, Kmart experienced both growth and 
later downsizing. By the end of fiscal 1995, sales volume reached $34.3 billion. 

In the 1980's, Kmart purchased Builders Square and Walden Books. Further development 
followed with the purchases of Pay Less Drug in 1985. In 1991, Kmart acquired Pace 
Membership Warehouse, Inc., Marko, Inc., OfficeMax and Sports Authority. In 1992, it 
purchased the Borders Bookstore Chain. Despite h a r t ' s  early growth and profitability, it 
failed to match the aggressive leadership enjoyed by Wal-Mart and others in the early 
1990's. 

,Kmart's more recent plan was to concentrate on its principal mission; general 
merchandise plus a new Supercenter concept involving discount groceries. The 
company's Super Kmarts were designed to rival Wal-Mart's newest Supercenters. 

Recently, h a r t  began to downsize, and to make decisive changes in top management. 
Joseph E. Antonini was ousted as chairman and outside director Donald S. Perkins was 
named as his successor. Currently, Floyd Hall is Chairman, CEO and President. Kmart 
had eight consecutive quarters of disappointing earnings. Personnel moves were in 
concert with the disappointing earnings and finally posted a 4th quarter loss of $420 
million ending January 1996. Much of this loss dealt with the write-off of its investment 
of the Builders Square chain. The Builders Square write-off followed a spinoff of 3 non- 
core businesses; Office Max, Borders and Sports Authority. Kmart appeared to be 
learning the hard way that its best strategy is to go back to its discounting roots. In early 
1997, after a further write down of Builders Square by over $350 million, h a r t  is 
entertaining merging this division with Waban's HomeBase division to move into the 
number 3 spot in home improvement chains behind Home Depot and Lowe's. 5 

In 1994, close to 175 Walden Book Stores were closed and to discontinue operations in 
about 70 smaller Kmart stores were discontinued. In 1995, after news of the change in the 
chairman's position, the drastic change in top executives was followed by an 
announcement that 73 additional Kmarts would be closed. Further actions to sell or spin 



off Office Max, Inc., the Borders Group and Sports Authority Inc. have aided in Kmart's 
fmaucial recovery. 

(3) The Target Chain 

The Target Chain was derived from the Dayton-Hudson Corporation. Dayton-Hudson 
opened the fist of its current 500 plus stores in 1962. Target is also in the "Big Box" 
business, creating the "Great Lands" stores. They are often as large as 125,000 square 
feet. They were among the first of the non-drug chains to install pharmacies which are 
now important adjuncts in the other major Supercenters. For the fiscal year ended 
February 3, 1996, Target posted annual sales of $23.5 billion. 

(4) Bradlees, a Regional Northeastern Chain Seeks Bankruptcy Protection 

In 1995, a Northeastern regional discounter, Bradlees, Inc. filed for Chapter 11 
reorganization protection in the bankruptcy court saying some suppliers refused to ship 
merchandise because they feared the struggling retailer would be unable to pay them. 
Since the filing, they have closed 12 stores and in August 1996, Bradlee's received 
approval to close an additional 14 stores which will leave them with 124 stores in 
operation. 

Filing for Chapter 11 protection, Bradlees became the hardest hit of Northeastern 
regional discounters. These retailers have felt the pinch as the national mega-retail 
discount chains became stronger factors in their regional markets. In addition to the 
strong entry of Wal-Mart, h a r t  slashed prices in the Bradlees' area and consumers grew 
more and more price conscious in their buying. 

"They have a Kmart in basically every one of their backyards. Wal-Mart has moved into 
their territory in a very big way," said Kurt Barnard, publisher of Barnard's Retail 
Marketing Report. 

Bradlees opened 16 stores in the greater Philadelphia area in 1985 and 1986. It's 17th 
area store, at Franklin Mills in Northeast Philadelphia, opened in 1994. In all, there were 
136 Bradlees stores in the Northeast and Mid-Atlantic states. 

The company announced that its stores would continue normal operations, and that 
employees' wages, salaries and benefits would not be interrupted. Bradlees also 
announced the resignation of its President, Samuel Mandell, as well as two key vice 
presidents. Peter Thomer, vice chairman, was then named to succeed Mandell as 
President and Chief Operating Officer. 

Analysts agree that the worries of suppliers and factors - who pay suppliers up front and 
collect from the retailer - triggered the Bradlees bankruptcy filing. "If not for the factors 
pulling the plug, the company seemed to be in decent shape," said Jack Hersch, a 
bankruptcy analyst with Donaldson, Lufkin & Jenrette Securities COT. "This is the sort 
of thing that's self fulfilling," according to Kurt Barnard, of Barnard's Retail Marketing. 



The Bradlees debacle illustrates the point that jobs are being lost and firms are going out 
of business-not only the small retailers but also the regional chains all are threatened by 
the formidable financial and buying powers of the mega-retail discount chains. 

Recently Kmart's decision to close numerous stores and to shake up its management, as 
well as sharp declines in profits indicate that no firm, large or small, is immune to the 
results of the feverish desire by mega-retail discount chains to cover every acre in 
America with a "Big Box." Ultimately as stores get older and populations shift, the nation 
is left with urban and rural sprawl, boarded up stores and terrain that looks like the 
"bombed out" area in Italy after the Battle of Cassino in World War II. 

Rise of Specialty Chains: Home Improvement; Drugs; Toys; etc. 

(1) Home Depot, Inc. 

Home Depot, Inc. competes with many products that appear in Supercenters and more 
specifically with Kmart's Builders' Square. Today, Home Depot is the largest and most 
powerful player in home improvement retail activities. Their sales in fiscal 1995 were 
over $15 billion. Their staff appears to be much more highly professional than that 
generally found in most of the mega-retail discount chains, hardware retailers and 
lumberyards. Home Depot has approximately 300 stores and plans to build a great many 
more. Its average square foot building runs in excess of 100,000 square feet and many of 
the newer ones appear to be in the "Big Box" classification of over 150,000 square feet. 
The home improvement market grows constantly, with a major emphasis on "do it 
yourself." This is resulting in a strong negative impact on the fortunes of the local 
hardware stores and the regional lumberyards. In the San Diego area, for example, where 
there was formerly a large number of small hardware retailers, the number has 
precipitously declined to two since Home Depot has entered the market. Home Depot and 
a smaller chain competitor, Best Buy, appear to be more dedicated to professional service 
to meet the needs of the customer. Wages are higher than in the major discount chains 
and more opportunities are available for full-time positions and promotions; than that 
what was in the mega-retail discount chains. 

(2) Walgreen's and Other Drugstore Chains 

Drugstore chains are growing more powerful and the numbers of independent 
pharmacists and "Main Street" drugstores are sharply decreasing and may soon appear to 
be a thing of the past. The leading national chain is Walgreen's. Other national and 
regional chains include Rite Aid, Thrift Drug, Revco, Payless, Eckerd and Osco. 

A new national pharmaceutical trade association is forming and for the first time is 
enlisting the aid of both independents and chains to fight the major mail order drug firms 
now growing strongly through "managed care." 6 In the Philadelphia, Pennsylvania area 
during the last decade the number of independent neighborhood pharmacists or 
drugstores has fallen from over 2,000 to less than 1,000. 



Walgreen's had over $10 billion in sales in 1994-1995 and operated over 1,900 stores. 
This chain has a long history, having opened its first store in 1901, Walgreen has 
accepted the latest in management techniques in the planning, building, design and 
operations of the contemporary pharmacy. Most of the chain stores are very modem. 

Since 1993, Walgreen's national plan has been to add about 150 stores annually until the 
year 2000 when they are expected to have between 2,500 and 3,000 drugstores. Needless 
to say, Walgreen's rapid growth and the rise of many other smaller drug chains have 
created hostile attitudes on the part of independent pharmacists toward the chains, in 
some cases leading to litigation. As of Fall 1996, Walgreen's has over 2,100 locations. 

Rite Aid is quickly gaining momentum on Walgreen's number 1 position. In late 1996, 
Rite Aid announced the purchase of the Thrifty Payless drugstores which gave Rite Aid 
the lead in the number of locations at over 3,500 stores. This purchase was after Rite Aid 
had abandoned its 5 month pursuit of the Revco drugstore chain amid troubles with the 
Federal Trade Commission and allegations of antitrust problems due to geographical 
conflicts. The Thrifty Payless acquisition is free of that concern as the majority of their 
locations will complement Rite Aid's already existing stores. 

Recently, such litigation alleging "predatory pricing," under Arkansas State law took 
place between the independent pharmacists and Wal-Mart in Arkansas, with Wal-Mart 
eventually becoming the winner at the State Supreme Court level. This litigation will be 
discussed in greater detail in Chapters IV and V. 

(3) Toys "R" Us, Inc. 

Toys "R" Us, Inc. went public in 1979 and has had phenomenal growth, opening about 
100 stores in 1993. There are now over 1,000 stores in the chain principally selling 
children's toys. Sales volume soared to over $9 billion in 1995. 

The chain has diversified its product line and several hundred of the newer stores now 
sell children's clothing as well as children's books. In fact, separate facilities known as 
Kids "R" Us are often built directly adjacent to the toy store. This firm is exporting its 
merchandising philosophy internationally having opened up about 175 locations in Asia 
and Europe in the past few years. 

The phenomenal growth of Toys "R" Us has stimulated an FTC investigation of the toy 
industry and according to a recent article in The Wall Street Journal, the FTC is accusing 
Toys "R" Us, Inc. of illegally boosting prices by pressuring manufacturers into harming 
other discount retailers' ability to compete. The impact of this anti-trust action should 
provide precedent for a similar review by the FTC of other alleged influences by mega- 
retail discount chains on the pricing practices of suppliers and manufacturers. See further 
discussion of the Toys "R" Us case in Chapter VILA on Predatory Pricing. 

The Principal Advantages that Mega-Retail Discount Chains Possess as  
Compared to the Small Retailers 



The chains have many advantages and services that are difficult for the small retailers to 
match, with their limited capital, smaller staffs and other limited resources. The strengths 
of these mega-retail discount chains may be observed by viewing the following 
characteristics: 

(1) Lower prices, resulting in great part, from direct mass purchasing of the 
manufacturers' or suppliers' products. This is the epitome of direct buying. It 
ultimately leads to the elimination of the small wholesaler and the consolidation 
of national wholesalers who traditionally supplied the small retailer. Small 
wholesalers have been forced out of business or have been purchased by national 
wholesalers. There appears to be a gradual disappearance in America of the 
middleman function. Low prices for good products create value in the minds of 
the shoppers. This is a strong point, indeed,. 

In the short term, the customer wins with lower prices but in the long term, they 
will lose. While the obvious advantage in the short run is lower prices, this market 
control can lead toward monopolistic practices, if unregulated, putting the 
consumer at risk and eliminating price advantages. Quality and selection will 
decrease because there will be only a few large corporations controlling selection 
and price. 

(2) Aggressive pricing policies in which small retailers lack sophistication and 
information. The major discounters quickly alter prices by lowering or raising 
them as the circumstances dictate. 
(3) Strong promotion and advertising budgets managed by professionals that can 
put the small retailer out of the game. 
(4) A tremendous line of products, which, of course, widens consumer choices. 
( 5 )  Constant investments in closing old stores, renovating and enlarging new ones 
and building challenging and imaginative Supercenters. Aggressive design, both 
externally and internally, creates curiosity in the mind of the shopper who 
appreciates "newness." 
(6)  Use of automobile-ease of access and free parking facilities. The mega-retail 
discount chains choose locations which are close to major highways and generally 
located away from the traditional "Main Street," where one finds parking meters, 
regular police review, and expensive garage or lot parking. However, the multi- 
retail discount chains have created in many cases major traffic problems and 
congestion in these out of town areas. Also, there have been extensive 
investments by county and state governments in highways and other required 
infrastructure improvements. All of these costs are borne by the taxpayer who is 
also the consumer and who is supposedly benefitting by lower prices. 
(7) Product lines that replicate or expand on product lines that can be found in  all 
the traditional and specialty "Main Street" Stores; i.e. men's, women's, children's 
and infants clothing; sportswear; fishing and hunting items; pet food; groceries; 
meats and poultry; frozen foods; electronics; games and hobbies; furniture; paper 
products; health and beauty products; domestic products, home improvement and 
building supplies; auto equipment; books; jewelry; optometry; photography; 
pharmacies and drug stores; hair salons; dry cleaning and many others. 



(8) Mega-chains are generally open on a 7 day 24 hour basis. More and more 
Americans are holding more than one job in order to survive and perhaps working 
for two employers on two different shifts. Shopping style is now different from 
the old 9 to 5, six day per week old "Main Street" pattern. Drivers now pull into 
their "mega box," parking lots, day or night, at any hour. The flexibility of the 7- 
11 chain is illustrative. Shop, and get a cup of coffee and a doughnut. Even now, 
one will be able to shop at a chain, and procure a snack while filling up one's gas 
tanks. 
(9) Shopping, eating, buying groceries, meat, apparel, drugs, filling prescriptions 
all offer "one stop" shopping that is convenient. What is often lacking, however, 
is the long, traditional and harmonious relationships which existed between 
consumers and owners or full-time sales per.yns. There appears to be a great deal 
more impersonality and anonymity in shopping in a mega-retail discount chain 
operation; particularly when employees do not work the traditional full-time 40 
hour week. Some chains provide between 20 and 28 hours of work. Having 
greeters at the front of a large "mega box," such as in h a r t  or Wal-Mart is 
helpful-but that in itself does not make up for the continuity in personal 
relationships that has been found between shoppers, owners and sales personnel in 
the traditional "Main Street" retail store. 
(10) Generally, the inventory policies and mass purchasing of the large chains 
eliminate back orders. Inventories are purchased on a mass, huge discount basis 
and items are generally in stock and available. (This has been described as 
Efficient Customer Response (ECR)). The lack of capital on the part of the small 
retailer often requires frequent back orders and reorders, and hence delay to the 
customer. 

The Supermarket Chains (Kroger) versus h a r t  and Wal-Mart 

On May 26, 1994, newspaper readers in Buffalo, New York were told that Wal-Mart 
planned to locate its first New York State discount store and Supercenter in Springville, 
New York, going head to head with Erie County's dominant supermarket chain, Tops 
Friendly Market. 1 

Banking on their successful experiences with Supercenter concepts in the Midwest, Wal- 
Mart appeared ready to apply the same successful concepts in the Northeast according to 
newsman Rick Stauffer, who reported his interview with Don Spindel, a retail analyst 
with the national brokerage firm, A.G. Edwards & Son, in St. Louis, who stated: "People 
on average, shop for food two to four times per week. They (Wal-Mart) use food to drive 
their general merchandise business, and, unlike a regular supermarket, Wal-Mart does not 
have to make money on food--but they do." 8 

In the same article, Wal-Mart spokesperson Betsy Reithermeyer said: "Most of our 
Supercenters will be in relocated or expanded in existing Wal-Marts." 9 

Stauf'ier also interviewed Janet J. Mangano, a retail analyst employed at Bumham 
Securities in New York City who added: "It (the Supercenter) is the most profitable store 



they have and when a Supercenter replaces a regular Wal-Mart, it does much better (from 
a sales standpoint)." lo 

The Buffalo News also reported that from 1988 to 1994, Wal-Mart had opened 79 such 
Supercenters and that the company announced in January 1994, that 65 additional 
Supercenters would be opened during the year. 11 Actually in 1994, one new Supercenter 
was opened and 37 Wal-Marts were relocated or expanded to Supercenters. In 1995,6 
new Supercenters were opened and 69 were relocated or expanded to Supercenters. In 
their 1995 Annual Report, Wal-Mart announced their plan to accelerate Supercenter 
growth, opening 90 to 100 in each year, 1996 and 1997.12 

The major concern these Supercenters, both those of Wal-Mart and h a r t ,  bring to the 
traditional grocery chain is the use of an entire industry, food, as a "loss leader." David 
Rogers, a supermarket consultant with DSR Marketing Systems (Deerfield, IL) stated 
"The danger for supermarkets is that Wal-Mart is turning their business virtually into a 
loss leader." 13 Rogers questions how traditional supermarkets can compete with Wal- 
Mart which can sell groceries at close to cost and recoup on general merchandise with 
higher margins. 

Wal-Mart's "dominance" strategy certainly applies to the food industry. At the Annual 
Stockholder's meeting on June 7, 1996, John Menzer, CFO, said that Wal-Mart is aiming 
to snare a similar market penetration in food as it has already achieved in hard- and soft- 
line goods. In 1995, Wal-Mart's market share ofthe retail food industry was 3.16% with 
$13.5 billion in sales. It is projected to rise to 8.67% by the year 2000.14 In fact, by 
2010, it is believed that nearly all of the currently existing 2,000 stores will carry food. 

The legal discussion of the "market basket" approach versus the "single product" 
approach will be discussed in Chapter V in greater detail. In an Arkansas case and the 
subsequent appeal in a Mart and three local pharmacies, both sides were argued. The 
dissenting judges argued that the market basket approach could not be used and that a 
single product approach indicated predatory pricing practices. With the mega-retail 
discount chains now entering the food industry competitively and indicating that they will 
use food as a "loss leader," it is believed that this issue will be'contested more than once. 

Supermarketing and the Kroger Story 

Paine Webber reviewed Kroger's prospects for continued dominance and continued 
profits in the food industry in a brochure released in May 1994.16 The review was for 
investors and Wall Street and was based upon a companion research report also issued in 
May 1994 entitled "Supercenters are no big threat." The conclusions in the research 
reports were that "Alternative format food retailers have consistently fallen short and 
quasi-Supercenters formats have failed. Supermarkets have proven expert in adapting." 
- 17 

The PaineWebber conclusion about expected weaknesses in Supercenters' growth and 
profits appears faulty to the authors of this study. It is based on part that warehouse 



"clubs," which in the 1980's appeared at first to threaten core supermarket operations, by 
late 1993 however, these clubs, according to PaineWebber, had "clearly shaken out as a 
format and begun leveling off in food share, with supermarkets correspondingly 
regaining sales momentum." 18 

PaineWebber also justified its cautious endorsement of Supercenters, in great part, 
because of its evaluation of Kmart's performance and activities in the 1960's, as well as in 
more recent years. 

PaineWebber's mostly negative report on Supercenters' combining food with non-food 
items such as apparel and housewares, appeared largely influenced by what their research 
showed as a failure in "one stop shopping." PaineWebber stated that the Chicago Super 
Kmart's displayed "tomatoes with tires, lettuce and light bulbs." Further, they displayed 
food together with non-food in the entry foyer. They apparently did not care for 
alternative advertising and promotion with an additional example from Kmart's ads such 
as "We've got juice, jumper cable and jeans" and "Shop here for carrots and car mats." 
PaineWebber may have mistakenly believed that only a small minority of Supercenters 
customers would "shop both sides of the store.'' 

In the same 1994 study, PaineWebber study described several major disadvantages that 
h a r t  would have with Supercenters. PaineWebber stated "Kmart's well-known 
corporate problems give it a negative image among consumers as well as developers."B 

The PaineWebber study also reported that Kmart's decision to use third party food 
wholesalers saved much needed capital by lowering overhead, but put Super h a r t  at a 
substantial disadvantage in fulfilling Supercenters' low price positioning. If Kmart 
continues using third party wholesalers, it will put them at a substantial disadvantage to 
Wal-Mart and Target. 

The author of this study does not accept the premise that Wal-Mart will have similar 
problems as did Kmart in executing the Supercenter program. Wal-Mart's national 
management and store management appears quite strong. Wal-Mart, unlike several major 
supermarket chains, is unconstrained by corporate problems and appears to be going with 
100% self-distribution thus minimizing overhead. 

Most supermarket chains self-procure and self-distribute. Apparently, when h a r t  
opened new Super Kmart's, utilization of outside food wholesalers strained Kmart's staff 
resources in opening new locations, with intense travel required as well as essential staff 
training requirements. 

A major advantage for Wal-Mart's Supercenters, generally is its lower labor costs as 
compared to both the unionized and non-unionized supermarkets. Wal-Mart is presently 
non-union. Kroger, the dominant supermarket chain, is unionized, but, nevertheless, it, 
unlike many supermarkets, continues to be strongly managed, effective and highly 
profitable. 



The excellent management of Kroger is illustrated by a PaineWebber survey done during 
March, 1994 in Rosenberg, Texas, where Kroger's union labor gap would be wide 
relative to other regions. Nevertheless, Kroger came within 4% of the Super Kmart's 
pricing which was enough to neutralize price as a shopper issue. This, despite the fact 
that Kroger was unionized. The total pricing on a 46 item "market basket" was $83.19 or 
104 indexed to Super Kmart, where the price was $80.04 indexed at 1 0 0 . 3  

Kroger, among all supermarket operators has experienced the heaviest overlap with 
Supercenters and, normally, would be expected to be most vulnerable because of its 
mature (seniority) unionized labor force. 

Kroger is the largest and most powerful US. supermarket chain and retains unusual 
flexibility to subsidize tough competitive regions with easier ones. Further, PaineWebber 
reported in March 1994, that; "In total, Kroger's results have not been substantially 
impacted by Supercenter competition." 

Kroger combats low price Supercenters in the following manner: 2 

(1) "A particularly well-developed private label line, supported by unuually 
extensive manufacturing and processing facilities." (21% compared to an average 
of 15% for the supermarket industry.) 
(2) "Zone pricing downward, only those stores close to Supercenters." 
(3) "Cost reduction through changing some perishable to self-service, expanding 
private label." 
(4) "Emphasizing its superior perishables and overall assortment." 
(5) "Jawboning successfully with unions about potential contract adjustments 
toward parity with Supercenters (generally non-union) labor costs." 

Kroger's is one of the leading chains in the United States with 1995 sales of $23.9 billion 
and continues to compete successfully with Meijer, a very private and successful 
Supercenter and non-Supercenter operator. Meijer's private label line was relatively 
underdeveloped compared to Kroger. Kroger continues to be successful against A&P, 
Big Star (Grand Union), Bruno's, Food Lion, Publex, Kmart's Supercenters, etc. 

This writer believes, however, that Wal-Mart's capitalization and managerial expertise, 
plus its mass purchasing, advertising and promotion budgets will prove it to be a 
formidable rival for Kroger and other supermarket chains in the next few years. It appears 
to be drawing further and further away from its old rival Kmart in terms of profits and 
volume. Kmart said it will conduct another strategic review of its business, including 
merchandising, leadership, financial policies and operational execution. That is in 
addition to the company's recent plan to slice $800 million in expenses. 

But investors and Standard & Poors, which lowered its ratings on Kmart's $3.7 billion in 
debt, point out that h a r t  is in a defensive position against competitors like industry 
leader Wal-Mart Stores, Inc. For example, Kmart reduced its original capital spending, 
while Wal-Mart planned to boost its capital spending. 



MI. Antonini, who was removed in March, 1995 as head of Kmart had a relatively 
unsuccessful tenure, marred by flat-to-down earnings, inventory troubles, and loss of 
market share. Best known in h a r t ' s  television commercials for his promise, "It's our job 
to make sure no one has a lower price than Kmart." Mr. Antonini had been criticized by 
industry experts for failing to stock the right merchandise, improve inventory control 
systems and adequately cut costs. 

Until now the small retailer has been threatened by the power of the mega-retail chains- 
now it appears that the same thing will be true of the regional and in some cases, mature 
supermarket chains. What will this mean for joblessness and the US. retail employment 
picture in the next five years? 
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CHAPTERIII 

THE PENDING IMPACT OF THE ARRIVAL OF 
LARGE NATIONAL DISCOUNT CHAINS ON 

SMALL RETAILERS IN PENNSYLVANIA, 
CALIFORNIA, ILLINOIS AND NEW YORK STATE 

WITH RESPECT TO WAGES, EMPLOYMENT, 
PROFITABILITY, ETC. OF AFFECTED SMALL 

BUSINESSES 
In October 1993, the researcher determined to measure the economic and sociological 
impact of the pending arrival of mega-retail discount chains on small retail businesses in 
four states: Pennsylvania; California; Illinois and New York. 

The first study began with the mailing of a questionnaire to retailers in the Greater 
Philadelphia Metropolitan area. Seventeen of the questions were designed to elicit 
quantitative results, analyzing opinions as to the economic and sociological impact of the 
arrival of mega-retail discount chains in the Southeastern Pennsylvania (including 
Philadelphia). One question, the 18th, was designed to secure subjective detailed opinions 
in a narrative style (see Chapter IV). The questionnaire itself is available in the Appendix 
section of this study and is listed as Appendix 1. 

After reviewing the results obtained in the Pennsylvania study, the researcher then 
determined to compare Pennsylvania's (Philadelphia's) results with mailings to retailers in 
Southern California, in the San Diego area. The respondents were to be retailers in San 
Diego, Oceanside, Chula Vista, Mira Mesa and Poway. Following this, the study was to 
add Illinois (including Chicago, Des Plains and Kanakee). Finally, New York State was 
to be studied, primarily in the Finger Lakes area, including such urban areas as Geneva, 
Auburn, Syracuse, etc.). 

In each of the four states, the questions were identical and the results comprise the basis 
of Chapter 111. The subjective, narrative data derived from Question 18 forms the basis of 
the findings in Chapter IV. 

The Philadelphia or Southeastern Pennsylvania study was preceded by several meetings 
with selective focus groups of small retailers representing the types of retail products sold 
by discount chains such as h a r t ,  Wal-Mart, Home Depot, Target, Pace, Sam's Clubs, 
etc. 

The research staff was involved in the computerization of the data from the inception of 
the study in Pennsylvania in October 1993, through the final analysis of data in the four 
states by August 1995. Since August 1995, the staff has been involved in further 
interviews in the four states to confirm the opinions which were quantified from almost 



600 responses received where possible. Furthermore, the staf€ has spent considerable 
time in the last six months drafting and preparing the report on the survey. 

The retailers selected for the opinion survey were procured through Dalton Directories 
and other similar sources for Pennsylvania, California, Illinois and New York State. 
Selections were made by statistical sampling for various categories of retail businesses, 
i.e., Men's Apparel; Women's Apparel; Children's Apparel; Pets; Food and Grocery 
Products; Electronics; Games and Hobbies; Sports Products, Paper Products; Health and 
Beauty; Furniture; Domestic Products; Home Improvement and Building Supplies; Auto 
Equipment and Supplies; Jewelry; Books; Professional Activities such as Pharmacy; 
Optometry; etc. These categories and the statistical responses will be found in Tables and 
Charts 13A and 13B of this chapter, as well as in Question 15 of Appendix 1. 

Statistical sampling was based on mailings to approximately 20% to 40% of the universe 
in the various communities. Copies of the completed questionnaires from each state 
studied are available in the research files. 

Not only did the researchers compute opinions from retailers by computerization of the 
returns from four states; but also the staffvisited and interviewed retailers in each state, 
as well as visiting malls, strip shopping centers and major retailers and discount chains. 
Data was compiled from the hundreds of interviews which are useful in the presenting of 
overall opinions by the staff with respect to how small retailers see their future in view of 
the potential impact of the arrival of mega-retail discount chains. 

Table 1 
Summary of the Response Rates for All Four States 

Table 1, which follows, shows that the staff mailed out 6014 questionnaires to 
prospective retail respondents in Pennsylvania, California, Illinois and New York. Of this 
total, 570 were returned in completed good order or 9.4 percent. 

Additionally, 321 were returned by the U.S. Post Office indicating that the addressees 
were no longer at the designated address. In a side study, the staff learned that the usual 
reasons generally for the returns were liquidation, bankruptcy or moving to an area away 
from a threatening mega-retail discount chain. Since Dalton and the other directories are 
updated annually, it can be presumed that there is a dynamic loss of small retail business 
firms, owing in great part to the arrival and price competition of the invading mega- 
discount chains. 

Tabular data in Chapter I11 describes the fears and apprehensions of the respondents by 
means of quantitative data, Chapter IV will describe their fears and concerns in a 
narrative way detailing specific quotes made by the respondents. 

Although it is early in this chapter to reveal the data, the writer points out that concerns 
and fears of small retailers in America about their inability to survive are almost uniform 
in the four states surveyed. 



Completely usable returns, as indicated in Table 1 were 14% for New York State; 11% 
for Pennsylvania; 10% for California and 7% for Illinois. 

A return of approximately 10% on a mailing of over 6,000 questionnaires provides 
substantial data to measure the small retailers' discouraging view of the prospective 
impact of the mega-discount retail chain upon chances for a business to survive and grow 
in a healthy fashion. 

Table and Chart 2A and Table and Chart 2B 
Distribution of Types of Business Entities From Pennsylvania, California, 

Illinois and New York 

Table and Chart 2A, which follow, show clearly that the 570 completed responses came 
primarily from sole proprietorships. Nationally, there were 465 returns or 86% of all 
returns who were identified as "sole proprietors." This was a response to Question 1 in 
the questionnaires provided as Appendix 1. Seven percent were franchisers; 3% were 
regional chain units. Three percent represented national chain units and 1% retail 
concessionaires. In using Dalton's Directories, it was impossible to know in advance 
whether a given location might turn out to be a chain unit. 

Table and Chart 2B, which also follow, show graphically that the returns from 
Pennsylvania, California, Illinois and New York that were sole proprietorships (the 
essence of small business) represented between 80% and 91% of the respondents from 
four states. Typically, these were family-operated businesses, with children and other 
relatives working for decent wages (not near minimum wages). Young persons were able 
to save monies to prepare for college careers and enriched lifetimes. 

Table and Chart 3A and Table and Chart 3B 
Number of Years Respondents Have Been in Business 

Contrary to the general impression that business "turn-over'' among small retailers is 
frequent and excessive, it appears that the responding retailers who, in the main, consider 
their companies threatened by the arrival of mega-retail chains in their areas, have been 
in business a long time and are "solid" business citizens in their communities, regularly 
paying property, income and sales taxes to the state, county, city, town and school 
district. They do not receive tax abatements or governmental subsidies, "corporate 
welfare" of the sort often enjoyed by many of the retail chains who build the "Big Boxes" 
which eventually lead to the destruction of the traditional "Main Street," bringing on 
urban, suburban and often rural sprawl. 

Table and Chart 3A which follow, provide an impressive national picture of longevity. 
Sixty-two percent of the respondents have been in business for more than 10 years. In 
fact, 33% of the respondents have been in business more than 20 years. The data also 
discloses the fact that, all in all, 82% of the respondents have been in business for more 
than 5 years. As their businesses begin to close on account of inability, in great part, to 
meet the price competition of the mega-chains; an observer can begin to see social as 



well as economic destruction in cities, towns, villages and in suburban areas. Small retail 
businesses have always served as cornerstones in the neighborhood enclave. Once the 
grocery store, candy store, bookstore, shoe store and pharmacy close along with the loss 
of jobs; then social disintegration occurs and ghettoization appears with all the usual 
costs of crime, violence, drugs, welfare and unemployment. With it arrives the 
consequent bitterness leading to racial, religious and ethnic disharmony as the 
unemployed struggle for the fewer remaining job opportunities. 

Table and Chart 3B provides a more visual presentation of the differences in business 
longevity among the respondents in each of the four states under study. 

In Pennsylvania, 58% of the respondents were in business over 20 years. Illinois was in 
second place, with 40% over 20 years, while New York State was in third position with 
30%; and California was in fourth place with only 22% of the respondents in business 
over 20 years. 

Much of the data for Pennsylvania and Illinois came fiom older commercial 
environments in the Philadelphia and Chicago metropolitan areas. New York's responses 
came from the "Finger Lakes" region, with more seasonality. California's respondents 
were from expanding populations in such Southern California locations as Oceanside, 
Chula Vista, Poway, Mira Mesa and San Diego. 

In the San Diego area, 26% of the respondents were in business less than 5 years. 
Compare this with Illinois for the Chicago area, only 8% were in business less than 5 
years. 

The data on "years in business" was compiled from answers to question 2 in Appendix 1. 

Chart 4 
Physical Business S u e  

Much has been written about community social and economic dislocation as the mega- 
retail discount chains develop their "Big Boxes" and Superstores in areas formerly 
emphasizing small retail businesses, either in malls or strip malls or in the traditional 
"Main Street." 

Overtures have been made by the discount chains to governmental leaders that a redesign 
of the larger stores could fit into the traditional style and enhance the chances for small 
firm survival, rather than destroy its longevity. 

How is it possible to accommodate a "cheek by jowl" relationship between the "Big 
Boxes" and the small square feet areas reported by respondent small retailers located in 
the four states studied? 



Chart 4 shows clearly that the typical retail respondent in all four states under study, 
California, Illinois, New York and Pennsylvania occupied stores generally, with only 
between 1,000 and 5,000 square feet. 

Some retailers, particularly in lumber and home improvement products had footage in 
excess of 5,000 square feet., because their areas required storage of large inventov items. 

About 49% of the California respondents were in the 1,000-5,000 square feet category; 
48% of the Illinois respondents; 36% of the New York respondents and 33% for 
Pennsylvania's respondents. The data is derived from Question 3 in Appendix 1. 

Table and Chart 5A and Table and Chart 5B . 
Anticipated Effect on Economic Health if a Large Mega-Retail Discount 

Chain Opened Near the Respondent's Present Business Location 

The data in response to this question was derived from Question 4 in Appendix 1. The 
research was designed to elicit the attitudes, perspectives and opinions of the respondents 
about a move in the general area of the respondent's location by a mega-discount chain. 
While the results in Tables and Charts 5A and 5B have been converted to quantitative 
data, the subjective comments to be found in Chapter IV embellish the fears and concerns 
of small retail businesses who see the "writing on the wall" with respect to the viability of 
their continued business existence. 

The responses in Table and Chart 5A which follow, are overwhelmingly "very negative" 
and "negative." Thirty-three percent of the respondents voted "very negative" and an 
additional 40% as "negative." Thus 73% of the respondents in all four states studied saw 
a move into their location by a mega-retail discount store as more than threatening, i.e., 
"negative" or "very negative." 

Only 8% of the respondents saw the amval of the mega-retail discount chain as 
"positive" or "very positive." 

The writer believes that the 19% of the respondents who answered "no effect," certainly 
were not inclined to be "positive" but simply as small business persons needing further 
documentation or data to make a selection. While readers may disagree with the writer's 
assumptions; it is clear that only 8% of the respondents were strongly inclined to view the 
arrival of a new "super" competitive chain store as "helping" their own small business to 
survive. 

Thus, the writer believes that 92% of the returns indicated fear, indecisiveness or lack of 
knowledge. Certainly there was little to be positive about in view of the increased 
vacancy rate of the small retailers in malls resulting in great part because of the 
competitive dominance of the mega-retail discount chains settling in their areas. 



Further, in advance of the writer's questionnaires, the small retailer had witnessed the 
decline or elimination of the traditional wholesaler. Many small grocers were reduced to 
joining Sam's Clubs or Price Clubs in order to buy products for their retail stores. 

Table and Chart 5B which follow, show a consistency in "negative" and "very negative" 
responses in the four states studied. Pennsylvania rktailers appear to be most discouraged 
with 41% voting "very negative"; followed by California with 34%; Illinois with 30% 
and New York State with 27%. 

When the "very negative" and "negative" opinions are added together; Pennsylvania 
(Philadelphia area) shows the most discouragement and fear with 8 1%; followed by 
California with 73%; Illinois with 71%; and New York State with 63%. 

Pennsylvania appeared most threatened and reported "no effect" in only 14% of the 
responses; New York State reported 18%, California 18%, with Illinois at 24%. 

Upper New York State in the Finger Lakes areas reported 18% as being "very positive" 
or "positive." Possibly this was due to the relatively small number of returns ftom New 
York compared to the other three states. 

Pennsylvania and Illinois were most discouraged with Pennsylvania reporting only 4% in 
the combined "positive" area, and Illinois only 5%. California again showed a mixed 
result with 9% being "very positive" or "positive." 

The questions addressed to the potential respondents tend to show the need for careful 
quantitative analysis of the tables and charts in Chapter 111. It is therefore suggested that 
the reader show patience in coming to conclusions until completing a review of the 
quantitative analyses in Chapter I11 and then the subjective and narrative comments by 
small retailers in the four states studied to be found in Chapter N on a state by state 
basis. 

- 

Table and Chart 6A and Table and Chart 6B 
Responding Firms by Size Of Employment 

The response to this national attitude survey, with respect to Table and Chart 6A which 
follow, concerned the impact of the mega-retail discount chains on the destiny and future 
health of the very small retail businesses. These small businesses generally have less than 
20 employees. 

The answers were derived from responses to Question 5 in Appendix 1. Fifty-two percent 
of the national respondents employed 5 persons or less. Seventy-four percent of the 
respondents had 10 employees or less. Only 26% of the respondents had more than 10  
employees. Chart 6A shows that 402 employers, representing 74% of the total responses 
of 540 firms responding to this questionnaire were in the classification of "10 employees 
or less." 



Table and Chart 6B which follow provides a more graphic review of the size of firms 
reporting in the four states studied; i.e., California, Illinois, New York and Pennsylvania 

Almost 60% of the respondents in California and New York had "5 employees or less"; 
with Illinois showing the average return to be somewhat larger with more returns in the 
"6-10" category than the other three states. Pennsylvania's retums were about 50% in the 
"0-5" category while their returns in the "6-10" category were also greater than California 
and New York. 

The explanation as to why small retailers in Illinois and Pennsylvania had more 
employees on the average than California and New York can be clarified somewhat by 
once again reviewing Table and Chart 3B which showed an overwhelming _. 
preponderance of older firms in Pennsylvania (Philadelphia area), and Illinois (Chicago) 
compared to Southern California (San Diego area) and upper New York State, (the Finger 
Lakes area, with Syracuse, Auburn and Geneva, etc.) 

For example, 57% of the respondents from Pennsylvania (the Philadelphia area) were in 
business over 20 years; and the same was true in Illiiois with 40% of the retums. 
Compare this to Southern California with only 22% of the firms older than 20 years, and 
upper New York State with 30% in this category. 

Table and Chart 7A and Table and Chart 7B 
Pending Impact on Respondent Employment by Virtue of a National 

Retail Discount Chain Opening Near the Respondent's Location 

Question 6 in Appendix 1 provided the responses presented in Table and Chart 7A by 
respondents of estimates of losses or gains in employment by virtue of having a new 
mega-discount retailer selling similar products in their area. 

This type of question requires more than an educated guess - - it requires some serious 
quantitative modeling. Hence, it's not surprising that 37% of the respondents were not 
able to report an opinion as to a gain or loss in employment. However, again the writer 
views this indecision as being "negative." Certainly they do not see the arrival of a "Big 
Box" mega-retail discount chain store as being "positive." 

Only 4% of the respondents saw their employment rising as a result of a new "chain" 
neighbor; while 59% predicted serious losses in employment after a mega-chain unit 
moved in selling similar products. 

The question resulted in strong negative opinions. Eighteen percent of the respondent 
firms predicted losing 50% or more of their employees during the battle for survival. 
Forty percent of the respondents saw their retail ventures losing from 5% to 35% of their 
employees. 



Imagine! Ninety-six percent of all respondents predicted losses in employment, while 
37% saw no gain, but were unable to predict losses. As indicated only 4% saw benefits in 
employment by virtue of a new chain becoming a competitive neighbor. 

Table and Chart 7B which follow, show a respondent breakdown by states. All four 
states, is., California, Illinois, New York and Pennsylvania were quite certain that the 
gains in employment in their enterprises would be trivial, indeed, with only 4% to 5% 
responding as to gains in employment. Sixty-two percent of the Pennsylvania respondents 
estimated loses in employment, with 18% of those predicting losses that more than 50% 
would lose their jobs. 

Sixty percent of the California respondents predicted serious losses in employmetlt, with 
21% of those predicting losses visualizing 50% or more in job losses. Forty-eight percent 
of the Illinois respondents predicted job losses with a 13% job loss of 50% or more. 
Sixty-two percent of the Pennsylvania respondents predicted job losses, with 18% 
concerned about a 50% or more job loss. In New York, 57% of the respondents predicted 
job losses with 16% estimating 50% or more. 

Thirty-five percent of the Pennsylvania respondents anticipated "no effect"; Thii-six 
percent was a similar result for California. Thirty-nine percent reported "no effect" for 
New York and 46% of the Illinois returns predicted "no effect." Again, the authors 
believe a vote for "no effect" was primarily a lack of ability to make a "judgement." 

In summary, there appears to be strong concern and worry from small retailers in all four 
states; California, Illinois, New York and Pennsylvania, that contemplated entry into their 
neighborhoods by mega-chains will drastically cut their ability to retain employees. 

Since Tables and Charts 6A and 6B disclosed that retailers are typically small businesses 
with "less than 10 employees"; one can assume that there is a substantial percentage of 
family members who are employed by these small retailers. Their firms offer younger 
family members the opportunity of earning substantially higher wages than the near 
minimum hourly rates offered by many of the super-mega-chain stores. Hence, retail 
stores that "go under" prejudice the chances for continued neighborhood social stability 
and reduce opportunities for the retailers' family members and other local youth 
employed by small retailers to have the opportunity to attend college either part-time or 
full time. Weakening of the small business retail structure threatens the social stability of 
the neighborhoods in urban, suburban and rural areas. 

Table and Chart 8A and Table and Chart 8B 
Annual Sales Volume as Reported by Respondents 

Data here was derived from quantitative answers to Question 7 in Appendix 1. 

It was necessary to secure sales volume data from respondents in order to have them 
calculate the "negative" or "positive" impact on sales volume by the new competitive 
entries of mega-discount retailers near their current locations. 



Again it is evident that the respondents are essentially small businesses. The four state 
results disclosed in Table and Chart 8A show 77% of the respondents with sales volumes 
of $1,000,000 or less. Fourteen percent of the respondents report volume of $1,000,000 to 
$3,000,000. Five percent reported volumes of $3,000,000 to $10,000,000. Only 4% 
reported volumes of $10,000,000 or over. Approximately 20% are found in the category 
of $250,000 to $500,000; and finally about 20% are found in the category $500,000 to 
$1,000,000. Only 38% had sales volumes of $250,000 or less. 

Table and Chart 8B which follow, reveals a vast majority of the respondent firms; namely 
77%, report sales volumes in the 70% categories from $0 to $1,000,000. California has 
83% of its returns in this category; Pennsylvania, 71%; New York State, 74% and 
Illinois, 69%. In the $1,000,000 to $3,000,000 category, Pennsylvania led with 19.2%; 
New York, 18.6%; Illinois 15.2%; and California 11.3%. Illinois had 8% of its 
respondents with over $10,000,000 compared to an average of only 2% to 4% in the other 
three states. 

Table and Chart 9A and Table and Chart 9B 
Anticipated Effect on Sales Volume by Entry Into The Respondents' 

Location By a Mega-Retail Discount Chain Selling Competitive Products 
Generally Sold By The Small Retailers 

The data in this analysis was secured by virtue to answers to question 8 in Appendix 1 

Table and chart 9A provide a dramatic visualization of the pessimistic views of the 
survey respondents with respect to diminished sales to be expected by incoming 
competition of the mega-retail discount chains. 

Seventy-nine percent of the respondents nationally anticipate drastic reductions in sales 
volume, while only 14% anticipate no changes in sales volume. Nineteen percent 
anticipate a drastic reduction in sales volume of 50% or more. Only 6% see the 
possibility of increasing volume by having a superstore in the neighborhood. 

Again, the writer believes that the 14% voting "no effect" are certainly not "positive" 
votes about having a new giant neighbor. They simply don't have strong numbers to rely 
on - - but we can assume that they are more pessimistic than optimistic about their 
company's future, otherwise they would have reported in a more positive frame of mind. 
Furthermore, "no effect" means no anticipated growth - which ultimately has a regressive 
effect. 

Table and Chart 9B which follow, clearly show the opinion of respondents by states. 
Eighty-three percent of Pennsylvania's respondents see volume falling sharply. In 
California, it is 79%; New York, it is 80% and in Illinois, it is 78%. States showing 
greatest concern are California with 21% of the respondents expecting sales to drop by 
50% or more and Pennsylvania with 20% of the respondents expecting a reduction in 
sales of 50% or more. New York followed with 16% of the respondents predicting a loss 



in sales of 50% or more; while Illinois was the lowest with only 15% estimating sales to 
drop by 50% or more. 

As indicated, Charts 9A and 9B are quite dramatic showing strong pessimism for 
retaining sales volume. As is noted later, lower volumes means reduced profits and 
reduced employment. 

Relationship of Job Loss to Sales Volume Losses to Lower Profits and 
Lowered Employment 

There is consistency shown in the data to this point. For example, Tables and Charts 6A 
and 6B she% the size of firm and number of employees, while Tables and Charts 7A and 
7B show the anticipated gains or losses in employment based on the imminence of mega- 
retail discount chains moving near the proprietor's location. 

Additionally, Tables and Charts 8A and 8B report on the annual sales volume of the 
respondents. This may then be compared to Tables 9A and 9B on the predicted impact on 
sales volume based upon mega-retail discount stores arriving in the area. Both the data on 
job loss and the data in sales volume loss combine to show overall concern by the 
respondents with respect to all the questions addressed to them by the research staff. 

While it is true that the study had a total sample of 6,014 mailings and a 570 return of 
9.4%; nevertheless, were these results extrapolated among 50 states and numerous cities 
rather than four states and a limited number of urban areas, it would appear that both the 
governmental authorities and the banking segment of the United States should be stunned 
and look to a serious down sizing of the total economy, affected in great part because of 
the growing weakness revealed by this study of small retail businesses. The small retailer 
for a long time has been an integral part of our balanced free market economy and 
appears about to disappear from the business "landscape." 

Table and Chart 10A and Table and Chart 10B 
What Did the Respondents Believe Would Be The Impact on The 

Profitability Of Their Firms After the Arrival Near Their Location Of A 
Mega-Retail Discount Chain Store 

The data discussed here is derived from the responses to Question 9 in Appendix 1 and 
disclosed by Tables and Charts 10A and 10B which follow: 

Seventy-six percent of the respondents located in the four states studied anticipated 
serious reductions in profitability. In fact, 24% of the firms believed that they would see 
their profits reduced by more than 50%. 

The "no effect" answers (about 16%) to this question were quite small compared to other 
questions requiring a lot of external facts to make a judgement. Here the respondents 
were clearly convinced that profits would be lowered substantially. Many foresaw serious 
losses as well. 



Only 8% of the firms saw an increase in profitability were the mega-retail discount chain 
to arrive. The positive expectations were quite conservative, indeed. 

The data on reduced profits is quite consistent when compared to predictions on prior 
questions relating to reduced sales and reduced employment. 

Table and Chart 10B breaks down the data by states in the study. The "no effect" is 
consistent aniong the four states; i.e., approximately 15%-16%. 

All four states showed substantial majorities reporting imminent reductions in profits. 
Eighty-two percent of the respondents from Pennsylvania reported a prospective 
downturn in pmfits. Similarly the downturn in profits reported in California was 79%; in, 
New York, 76% and in Illinois, 69%. 

Twenty-seven percent of the California respondents expected a downturn of 50% or 
more, with New York showing 24%; Pennsylvania, 23% and Illinois only 17%. 

Table and Chart 11A and Table and Chart 11B 
Rise of the Mega-Retail Discount Chains Has Adversely Affected the Ease 
with Which Small Retailers were Formerly Able to Buy from Wholesalers 

Question 10 in Appendix 1 asked the following questions: 

'There appears to be a trend on the part of the large, national discount retail chains to buy 
directly from manufacturers. As a result, middlemen or intermediate distributors seem to 
be disappearing. How will this affect your purchasing practices?" 

The summary results as noted in Tables and Charts 11A and 11B for the four states 
collectively were as follows: 

How are Retailers Affected by the Reduction in the Number of 
Wholesalers? 

It should be kept in mind that 50% of the respondents reported that the continuing 
reduction in the unavailability of wholesalers would affect their business futures 



adversely. Twenty-six percent saw it as "negative" while an additional 24% viewed it as 
"very negative." 

Only 6% of the respondents saw it as "positive" or "very positive." Perhaps this small 
number of respondents (3 1) for the four states believe that their unique product lines 
would continue to permit them to buy "direct" from manufacturers or suppliers. 

Forty-four percent voted "no effect." This vote often reflects the small retailer's lack of 
knowledge of what is happening in the national market. Chapter IV will quote verbatim 
the disenchantment of the small retailers who are aggravated by the fact that the giant 
mega-retail discount chains are generally buying "direct" from suppliers and 
manufacturers. . 

In a number of regions in the United States, small grocers are buying products from 
Sam's Clubs, Price Clubs/Costco, and this indicates a kind of hopelessness that precedes 
liquidation or bankruptcy. 

Table and Chart 11B disclosed that approximately 55% of the firms reporting from 
Pennsylvania and Illinois see the reduction in the number of wholesalers as "negative" 01 
"very negative." California appears somewhat less threatened with 48% in the "negative" 
grouping. New York is the lowest with a combined "negative" response of 45%. 

Recent Moves by Kmart and Wal-Mart May Further Threaten the 
Survival of the Neighborhood Grocer or Medium-Sized Independent 
Supermarket 

h a r t ' s  recent venture into the "Big Box" grocery and general merchandise field through 
the introduction of "Super Kmart" stores was intended to gain volume against the number 
one retailer, Wal-Mart. h a r t  is attempting to convince customers that h a r t  is not only 
a great purveyor of women's clothing, but that the "Superstores" are also a good place to 
buy meat, cold cuts, milk and lettuce. The Super h a r t  is h a r t ' s  version of the grocery 
supercenter and combines a discount merchandise store with a traditional supermarket 
under one giant roof. 

In a recent Wall Street Journal article by Christina Duff, the reporter interviewed a Mrs. 
Brockman who stated she was keen on h a r t ' s  grocery prices. To quote her, "The 
tenderloin she recently bought there cost $4.99 per pound, compared to $6.99 at the 
family-owned Acme Super- Center across the street from Super hart.",! 

Kmart, the nation's second largest retailer, is counting on these newly planned Super 
h a r t s  to help stem the loss of customers to the industry leader, Wal-Mart Stores, Inc. 

By the end of 1995, Wal-Mart had already opened 143 combination stores - called 
"Supercenters" and has 90 - 100 planned for both 1996 and 1997. Wal-Mart plans for 
Supercenters, generally in excess of 180,000 square feet would not only compete against 
h a r t  but also would target all small and medium sized groceries in the market area, and 



place added pressure on such f m s  as Price Chopper, Shop 'n Save and Grand Union, 
particularly in the Northeast. 

While both Kmart and Wal-Mart earlier were less than successful in efforts to sell 
groceries and merchandise in the same store, Wall Street and marketing analysts believe 
that both chains had learned from experience and were ready to take on the local 
groceries and food markets as well as regional grocery chains. 

Mass merchandising involves giant warehouses as well as tremendous space to show 
food products that is not possible for the traditional grocery or grocery chain, 
Furthermore, buying direct from food processors and suppliers provides better margins 
than are available to small retailers. Further, wholesalers are disappearing since the giant 
discount chains with mass merchandising are buying where possible "direct." 

Wal-Mart's investment in villages and environs appeared to be tailor-made for Wal- 
Mart's supercenter concept according to an article by Rick Stouffer appearing in the 
Buffalo News on May 26,1994. 

The article contained the following analysis by informed marketers and financial 

"Wal-Mart still is in the process of experimenting with the supercenter concept," 
said Don Spindel, a retail analyst who follows the Bentonville, Arkansas, retailer 
for A.G. Edwards & Son in St. Louis. "They know they have been very successful 
in the Midwest, but they want to put a few stores in the Northeast to see how they 
do. It sounds like the Springville area is ideal." 2. 

analysts: 

Under the supercenter concept, Spindel said, Wal-Mart uses to food to entice people to its 
adjacent discount store. 

"'People on average shop for food two to four times per week,' the analyst said. 
'They (Wal-Mart) use food to drive their general merchandise business. And, 
unlike a regular supermarket, Wal-Mart does not have to make money on food- 
but they do'." 2 

Wal-Mart certainly is convinced the supercenter concept is a winner. 

"'I think the Supercenter is the wave of the future for Wal-Mart'," said Janet J. 
Mangano, a retail analyst for Burnham Securities in New York City. 'It's the most 
profitable store they have and when a Supercenter replaces a regular Wal-Mart, it 
does much better (from a sales standpoint)'." 4 

Table 12 
How Does Small Retail Business Generally Promote Its Products and Its 

Business? 



Part of the problem encountered by small retail businesses in their competition with the 
major retail discount chains is the lack of financial ability to devote substantial sums in 
their budgets for promotion. 

Table 12, which follows, is derived lkom the answers to Question 11 in Appendix 1 : 
"What methods do you use to promote your business?" "Please check off the methods 
that you rely on most." A review of the question shows there can be more than one 
response giving a total over 100%. National data for the four states studied follows: 

Table 12 
BUSINESS PROMOTION METHODS 

Question 11 - Table 13 

Answer Choices 

. . .  . . . . . . .  ~ . . . . . . .. 

The research staff asked this question to get an idea as to what methods the sample 
population utilized to promote their businesses. This question provided an understanding 
of the type of business establishments the sample represented as well as to demonstrate 
the means and resources available for promoting their businesses. Of those polled 
nationally, 95% responded to the question. 

Upon analysis of the data, the staff realizes that most of the sample were overwhelmingly 
made up of small businesses with little means and resources to invest in business 
promotion. One can see that the largest percentages were found in 
"flyers/leaflets/brochures, telephone books/yellow pages, and local newspapers." These 
are all low budget methods of business promotion. It will be extremely difficult for these 
small businesses to compete with mega-retail discount retailers who have extensive staff 
and financial resources and generally strong budgets for advertising and business 
promotion. 

Can the Small Retailer Compete with the Mega-Retail Discount Chain 
When it Comes to a 24 Hour Day and a 7 Day Per Week Operation? 



Question 12 in Appendix 1 asked the following question: "Please rate the days of the 
week as to which are your busiest and which are your slowest; also what days you are 
closed?" 

Ninety-five percent of the respondents answered this question, which was in the form of a 
grid based on a 1 to 7 range from "slowest to busiest" as well as the days of the week that 
the store was closed. The findings were as follows: 

(1) More than 50% of the respondents closed their businesses on Sunday; 8% 
closed on Saturday; with 1% on Wednesday and the balance kept their stores open 
seven days a week in some fashion or other. 
(2) Interestingly enough, while over 50% closed on Sunday, some 40% of the 
total population selected Sunday as the busiest day of the week. 
(3) Upon analysis of the responses, it seems that these small businesses are still 
keeping traditional work hours. They must be aware of the fact, that in order to 
survive, they will have to compete with the hours that the large mega-retail 
discount chains follow; namely making themselves available day or night to meet 
the needs of the local consumer market. 

Table 13, Table and Chart 13A and Table and Chart 13B 
A National Summary of Those Products Sold by Small Retailers Which 

Parallel Products Available in the Mega-Retail Discount Chains 

Question 15 in Table 13 identifies the variety of trades, products and services of which 
the sample population is composed ninety-two percent of the respondents returning their 
data and provided detailed breakdowns of what they sold. 

Table 13, and Tables and Charts 13A and 13B provide a national total of the data 
received from the four states and reveal that 570 of the completed returns, which 
represented 9.4% of the mailing were truly representative of retail business. 

This question allowed the surveyors to analyze the heterogeneous nature of the variety of 
businesses evidenced in the respondent returns. When the sample was selected, great 
efforts were made to make sure there would be no heavy concentration of mailings to a 
particular sector of retail activities. This was done to keep the results as unbiased and 
objective as possible within the retail industry as a whole. 

Table 13 and Tables and Charts 13A and 13B shows the heterogenous nature of the 
responding retail firms. As in the case of the mega-retail chains, smaller retailers also sell 
more than one product line, For example, a retailer might sell women's, men's and 
children's apparel. Another retailer might sell sports products as well as electronics, i.e., 
video/equipment and audiohtereo. Question 15 was designed to procure where possible 
retail sales in every product line which might be found in a mega-retail chain. Hence the 
number of responses by categories far outweighed the number of respondents. 



Table 13 provides product analyses for all four states as a whole, while Table 13A and 
Chart 13A provides a breakdown of the 570 respondent retailers in each of the four states 
under study. Table 13A showed total choices amounting to 1341 selections of retail 
activity by the 570 respondents in the four state study. 

As might be expected, Table 13A shows heavy concentrations in "food products," 18%; 
"home improvement products," 15%; "other products," mainly jewelry and related items, 
11%; "other services," such as Optometry, photography, 9%, and combined apparel, 
men's, women's and children's, 12%. The nature of these categories are such that the 
respondents in these businesses may have more serious concerns about survival than the 
other categories. 

The subjective answers in Chapter IV which follow indicate concern and fear of the price 
competition from such chains such as h a r t ,  Wal-Mart, Home Depot, Target and Sam's 
Clubs. 

As noted in Table 13A, the return from food product retailers overall was 18%. However, 
in Table 13B, the retum from New York was 22%; from California, 19%; from 
Pennsylvania, 17%; and from Illinois, 13%. 

With respect to home improvements and building supplies; Pennsylvania showed a return 
of 28%; Illinois 17%, California 11% and New York only 9% for an overall average of 
15%. 

In apparel with an overall response of 12%, California's combined total for men's, 
women's and children's was 15%; New York was second with 14%; Illinois was third 
with 7% and Pennsylvania lagged with 5%. The nature of the area often dictated the 
characteristics of the responses. For example, Philadelphia and Chicago which are quite 
metropolitan and urban; and less inclined to buy fashionable "casual wear" appropriate to 
the warmer climate of the suburban and rural San Diego area. The Finger Lakes region of 
New York State was more rural than the Pennsylvania and Illinois experiences. 

Retail Product Categories Selected by Respondents from the Four States 

The retail product returns from each of the four states are categorized by product into 
subdivisions. There is quite a differentiation between the product mix in one state 
compared to another, as might be expected based on climate, environment, age of the 
average residents and style of life. 

Table 13A covers 799 selections from Southern California (San Diego, Mira Mesa, 
Poway, Chula Vista and Oceanside. 

Table 13A covers 186 selections from Illinois which includes Chicago, Kanakee and Des 
Plaines areas. 



Table 13A covers 64 selections from the Finger Lakes region of New York State 
includiig such areas as Geneva, Auburn and Syracuse. 

Table 13A includes 292 selections from the metropolitan area of Greater Philadelphia, 
Pennsylvania (South Philadelphia, Center City, Society Hill,, Northeast Philadelphia, 
Northwest Philadelphia and West Philadelphia). 

California's response unlike the other three states studied, were numerous in apparel 
categories. Most of the retail stores selling men's and women's apparel classified as 
"casual wear" are found in the California returns. There were few returns in these 
categories from Illinois, New York and Pennsylvania. California, Illinois and 
Pennsylvania are quite representative on Home Improvement and building supplies. 

New York and Pennsylvania showed a substantial percentage of food retail responses. 
California and Pennsylvania were strong on pets and pet supplies. California was strong 
in the sports products areas. California and Pennsylvania also had numerous returns in 
jewelry, watches and related products. 

Where Do the Customers Come From? The Rise of Multi-Discount Retail 
Chains has Benefitted Immensely by the Infrastructure Changes Provided 
by the Taxpayer (Question 16) 

Data received from all four states studied showed the influence that automobiles have on 
shopping habits. The retail responses showed that their customers came from different 
towns and counties depending on convenient highway facilities and parking availability. 

Obviously the dependence on the automobile tends to favor the mega-retail discount 
chains. The mega-discount chains and "Big Boxes" have capitalized highways and 
automobiles to shift the retail center of gravity away from the smaller retailers in the 
neighborhoods, the enclaves and the traditional "Main Street." The mega centers have 
huge parking lots, while it has become more and more costly to park in the central city 
without being "ticketed." Obviously, the "Big Boxes" have benefitted from tremendous 
investments on the part of federal, state and local governments in highways, egress and 
access roads and other infrastructure improvements which have not been made available 
to the traditional retailers. (See section on parking)? 

Since customers now have to employ their cars to shop, the sense of community is 
vanishing along with jobs and the tax revenues. 

Table and Chart 14A and Table and Chart 14B 
The Retail Respondents Were Queried as to What Methods They Would 
Employ to Survive in the Face of Imminent Competition by Mega-Retail 

Discount Chains 



The data requested was in response to Question 17 in Appendix 1 which follows: "What 
methods would you employ in order to compete more effectively with a large retail 
discount chain that sells similar productdsewices; or, what decisions would you make to 
alter, survive or terminate your business? Please check off your alternatives from the list 
below. It is permissible to check off more than one." 

Tables 14A and 14B which follow, describe the alternative strategies that small retailers 
are contemplating in order to survive the competition of the mega-retail discount chains. 

Question 17 was asked in order to gain an awareness of the strategies (positive or 
negative) small businesses were planning to implement in order to compete with large, 
national discount retail chains. Eighty-four percent of those polled responded to this 
question. While the return was substantial, nevertheless, this was the lowest response rate 
for any given question on the questionnaire. The writer believes that many of those who 
answered the total survey were reluctant to deal with the subject of "competitive 
strategies," or possibly didn't answer because they had no idea how to deal with this 
issue. 

;I "Positive" Strategies 
. .  

!/Increase Work Hours 

Of the alternatives that were given as answer choices, the staff observed a natural 
classification of responses; as "positive" or "defensive." "Positive" choices demonstrated 
survival and aggressive competitive strategies. For example, if the respondents indicated 
choices such as "Increase Work Hours,'' "Increase Visibility," "Provide Fuller Service" or 
"Expand Product Line;" this indicates that the business owner is still in the "battle" and is 
willing to compete aggressively with the mega-retail discount chains for market share. 

Data Provides National Results of A Fragmented Nature Into Both 
"Positive" (More Optimistic) and "Defensive" (More Pessimistic) -- 
Question 17 

% of Total Responses on 
....... Each Alternative Strategy ..................... _.i 

7.30% I 
,I. ...... . . . . . . . . . . . . . . . . . .  ~ . . . . . . . . . . . . . . . . . . . . .  .: 

11.68% . . . . . . . .  . . .  . . . . . . . . . . . . . . . . . . . . . . .  i/Increase ! Staff . . . . . .  

. . . . . . .  ........ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  /14.70% .,.... . . . . . .  ., :I... ~ Increase Visibility .: ..:.. 

$GZiF,F$ler ................. Service , ,. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  '117.23% 

~ :I::: Expand ...... -._̂ _-.___..-.. Product Line/Services~/8.47% . ...... 1 
;/Consolidate i ........... Business .......................... 

!Move lll-",l---"_.._. Business .............. .. 

,/Sub-total ............. 

. 

' -__I..----_.___ 

: ........................... 

YO of Total Responses on 
' Each Alternative ............. I . ....... ... ....... l.~". 

"Defensive" Strategies 1 



1 
i 
~ 

r "l"-." l̂ ll._l_____-__l̂ - l_l" i' 
! 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . ;  Lower prices 1 1.62% 
. . . . . . . . . . . .  

Decrease work hours : 1.12% .....; ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Decrease staff 8.08% 

'/Sub-total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . .  . . . . . .  :/TOTAL 
44.40% 
100 % 

:... ~. . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  



- a reduction of 19%. During the same period, retail business establishments were 
reduced in number from 8,425 in 1987 to 8,063 in 1991, a reduction of 4%.5 

Other discouraging defensive strategies advanced were, "decrease staff," 8%; "narrow 
product line," 9%; "sell business," 6%; "liquidate the business," 3%; "bankruptcy," 2% 
and "merge business," 2%. 

Table 14 
Summary of "Positive" and "Defensive" Behavior 

. .  . ... . . ,-,I 
Illinois YO! New York %./Pennsylvania 

_......___ 

kiiT-E<---- 

An earlier national analysis in table 14A showed selections weighing the responses from 
four states as 55.6% "positive and 44.4% "defensive." However some retailers in each of 
the four states appear ready to fight for survival, while others are closer to quitting. 

Illinois had 60% of the selections as "positive," California, 55%; New York, 56%; while 
Pennsylvania's choices were only 50%. All the data in the preceding charts and tables 
indicated the potentiality of fragmented decision making, ranging from optimistic to 
pessimistic. 

Overall there appears to be great pessimism at this time in the minds of the small retailers 
in California, Illinois, New York and Pennsylvania. 

SUMMARY AND CONCLUSIONS 

(1) Results in four states, Pennsylvania, California, Illinois and New York State indicate 
that respondents to most questions in the Shils questionnaire, (see Appendix l), almost 
uniformly were pessimistic about their chances for survival when faced competitively by 
the mega-retail discount chains. 

(2) Over 6,000 questionnaires were mailed out to small retailers in four states. The 9.4% 
completed returns provides substantial information and meaningful validity with respect 
to the fears of small retailers and their concerns and expectations with respect to a 
possibility of a viable and profitable firm survival. 

(3) The statistical results would have been well over 10% had it not been for the 321 or 
5% of the questionnaires that were returned unopened because the intended recipients had 
already gone out of business. This was shocking information since the Dalton directory 
used in the survey is published annually for each region. The staff visited malls in 
Illinois; New York and California and noted that in dozens of cases, the addressees 
whose questionnaire had been returned by the United States Post Office, had signs on  



boarded up properties stating, "Out of Business.'' These retailers had suffered to a great 
extent, because normal sized "anchor" stores in the mall had closed down unable to 
compete with the super "Boxes" built by some of the mega-retail discount chains in the 
area. 

(4) President Bill Clinton in an address at the lo95 White House Conference on Small 
Business on June 12,1995, stated that while more new small businesses had sprung up in 
1993 and 1994 than in any previous year since World War 11; that, nevertheless, he was 
concerned about their ability to stay alive. He expressed concern about the high rate of 
failures and bankruptcies among small business. Contributing to the increasing failure 
statistics among small retailers has been their inability to compete with the mega-retail 
discount-ohains. 

(5) As to the new starts in small business alluded to by President Clinton, the enormous 
downsizing (millions) of employees working for America's large corporations has 
contributed to the desire of the redundant employee to become self-employed. Retail 
employment at near minimum wage cannot satisfy the family requirements of the former 
corporate employee; hence a desire for self-employment. Retail employment in most of 
the major chains can usually lead to a wage near the federal minimum or slightly above 
it. Many of these chains require that the hourly rate employee pay or contribute to hisher 
own health benefits. Thus, the opportunities in retail ownership appear rosy compared to 
a low minimum wage job; but the competition of the mega-discount chains makes 
survival and profit making speculative, indeed. 

(6) As might have been expected, 86% of the returns were identified as "sole 
proprietors. " 

(7) Surprisingly, 62% of the respondents had been in business for more than 10 years. 
Closing a business like this is traumatic and has terrible social impact on the family and 
the community. Eighty-two percent of the respondents were in business at least 5 years. 

(8 )  To prove that the respondents were in fact "small business," the typical retail 
respondent occupied only between 1,000 and 5,000 square feet of retail space. Think of 
the average retailer's inability to stock inventory to compete with the national chains who 
have stores with 45,000,90,000 and even 160,000 square feet. 

(9) When the respondents were queried as to what the anticipated effect upon the firms's 
economic health might be if a mega-retail chain were to locate nearby, the answers were 
overwhelming "negative" and "very negative.'' Forty percent anticipated the results as 
"negative" and an additional 33% answered "very negative." Thus, 73% viewed their 
futures in a most despondent, negative manner. Even the 19% voting "no effect" were 
certainly not "positive," bib it si possible that in many cases, they decided not to answer 
the question positively or affirmatively becaube of a lack of hard data to make a 
judgement. 



(10) To further validate the fact that opinions came from small businesses, it appeared 
that 74% of the firms employed 10 employees or less. Only 26% of the firms had more 
than 10 employees. These typical "sole proprietor'' retailers were small indeed, with 52% 
of the respondents employing 5 employees or less. 

(1 1) Fifty-eight percent of the respondents visualized serious losses in employment were 
a major chain to move into the area selling similar products. Forty percent of the 
respondents saw their retail venture losing from 5% to 35% of their employees. Eighteen 
percent visualized losing more than 50% of their employees. Only 4% saw a gain in 
employment. Thirty-seven percent anticipated "no effect." 

(12) With respect to their current business volume, the retail respondents were 
characteristically small. Seventy-seven percent had volumes of $1,000,000 or less. 
Thirty-eight percent had sales volumes of under $250,000; and 20% had volumes of 
$250,000 to $500,000. Only 23% had sales volumes over $1,000,000. 

(13) The respondents were then asked to estimate the positive or negative impact on sales 
volume by the imminent competition of a mega-retail discount chain. Eighty percent of 
the respondents anticipated "sharp" to "drastic" reductions in sales volume; while only 
14% saw "no effect." Only 6% saw a rise in volume by virtue of a new competitive entry 
of a major retail discount chain. 

(14) Data appeared consistent as to sales volume loss and unprofitability. As to 
profitability, 24% of the respondents visualized profits dropping by more than 50%. In 
fact, 76% anticipated serious reductions in profitability as a result of the imminent 
competition of the mega-retail discount chains. Only 8% saw an increase in profitability, 
with these estimates being mostly conservative, i t . ,  10% or less. Sixteen percent saw "no 
effect." 

" 

(1 5) Respondent retailers saw the reduction in the number of wholesalers, or those 
middlemen willing to sell small retailers, as affecting their business negatively. Over 50% 
saw the direct selling to mega-retail discount chains by suppliers as being "negative" or 
"very negative." 

(16) Kmart's and Wal-Mart's recent ventures into the Super h a r t s  and supercenters' 
food and grocery departments are creating new competition for the small grocer and the 
more traditional supermarket. Small retailers see these ventures as further threatening the 
survival of countless small food retailers. Many of whom (lacking wholesale resources) 
are buying now from Sam's Clubs or other clubs to survive. 

(1 7) Small retailers do not have the relative financial ability to compete with the mega- 
discount chains in advertising, promotion, public relations, radio and television. They 
rely on the small business techniques replete with flyers, leaflets, brochures, the yellow 
pages of the telephone book and local newspapers. 



(18) Ninety-five percent of the respondents lack the ability to compete with chains 
because of limited hours and days worked per week. More than 50% of these respondents 
close their businesses on Sunday; 8% close on Saturday. Forty percent of the total 
respondents however, saw Sunday as the "busiest" day worked during the week. Most 
work traditional work hours and are unable to compete with the mega-retail discount 
chains, who in many cases are open 7 days per week and 24 hours per day. 

(19) Small retailers sell most of the products sold by Kmart, Wal-Mart, Target and many 
other major chains. Each store however is limited with respect to national brands, 
inventory and product lines. One might specialize in apparel; another in food; another in 
auto mechanics and supplies and so on. Table 13A showed the percentage of respondents 
selling each product. To recap: 18% are "food products"; 15% "home improvement"; .. 
12% "apparel"; 11% "other" (jewelry, etc.), 9% "other services" (Optometry, 
photography, etc.). These vary greatly among the four states. For example, California 
shows heavy responses in "casual apparel"; while this is not as important in Pennsylvania 
and Illinois. 

(20) The customer base of these retail respondents depends greatly on highways and 
parking. Naturally, the major chains locating outside "Main Street'' have the advantage of 
parking lots; ease of access, freedom from parking meters and downtown traffic 
congestion. Add to that the fear of crime and violence in downtown evening shopping 
which creates a major disadvantage for the small "Main Street" retailer. 

(21) A major question addressed to the small retailers related to strategies they might 
apply in competing more effectively with the major discount chains. While the staff 
received an 84% response rate; it was lower than the answers to other questions. The 
respondents appear fragmented in their choices; frustrated, confused and pessimistic. 

(22) Fifty-six percent selected alternative strategies that could be defined as somewhat 
"positive"; such as "increase staff," "increase visibility," "provide fuller service" and 
"expand product lines." Forty-four percent of the choices were "defensive" strategies; 
"going from raising or lowering prices," "decreasing staff," "liquidating or selling the 
business" or "going into bankruptcy." 

There was not a great deal of difference among the four states as to "positive" strategies. 
Illinois was the most positive with 60%; New York with 56%; California 55% and 
Pennsylvania with 50%. 

(23) The staff believe that the profile of small retail business as portrayed in Chapter 111 
shows consistency and validity; not only nationally but among the four states studied. 
Surprisingly, respondents generally have been in business longer than might be the 
popular notion. Small retailers show concern about their future viability, and evidence 
fear ofjob loss, liquidation and bankruptcy; they become less competitive when 
compared to the mega-retail discount chains. 
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THE STATE OF MIND OF THE SMALL RETAILER 
IN AMERICA: HIS FEARS AND CONCERNS 

ABOUT SURVIVAL 
(Narrative Statements) 

As was indicated in Chapters I1 and 111, there was an approximate 10% return of the 
6,000 questio-es mailed to Pennsylvania, California, New York and Illinois. The 
research staff has categorized these responses which provide comments and suggestions 
on how to cope and prepare for the survival of the small retailer. The categories are 
grouped by state returns and indicate the types of product lines or services provided by 
the respondents. 

Chapter IV reveals the depth of fear and discouragement of the small retailers, as per 
their own statements, who are desperately concerned with their chances of survival in the 
face of mega-retail discount chain competition by the Home Depots, h a r t s ,  Wal-Marts, 
Targets and otha "Big Box" competitors, as well as competition from other powerful 
retail chains. The narrative comments and quotes are [resented here in geographical 
order. 

_ _  

Before launching into the comments and suggestions made by the retail respondents 
which are to be found in Part I1 of Chapter IV, the author believes it appropriate in Part I 
of this chapter to review suggestions made by authors, Taylor and Archer, on how the 
small retailer can survive in the face of mega-chain competition.1 This work was 
published by the American Management Association in 1994. It hoped to provide the 
small retailer with a strategy for survival. 

PART I 

CAN SMALL RETAIL ENTREPRENEURS SURVIVE 
CHAIN COMPETITION BY UTILIZING UPDATED 

MARKETING AND MANAGEMENT STRATEGIES? 
Part I of this chapter is a response to the book, Up Against the Val-Marts, authored by 
Taylor and Archer. The author recognizes this serious work as well meaning--but finds 
the suggested strategies almost impossible to implement at the current stage of retail 
failure and stagnation. These small firms simply do not have the financial resources, staff 
or leadership to snap back in the ways suggested by Taylor and Archer. Were there a 
reason to start a new business with more than adequate management experience and 
venture capital, their "Ten Strategies to Survive'' would be both helpful and essential. It is 
possible that some individual retailers might survive in the face of the "Big Boxes" b y  



following Taylor and Archer's "Ten Commandments" or strategies. However, for the 
most part, the dying breed of "Main Street" merchants requires external and formidable 
help from local, state and federal governments as well as specialized agencies such as 
zoning boards, planning commissions and community development authorities prepared 
to provide incentives and subsidies to small retailers, currently available to the mega- 
retail discount chains who generally build their "Big Boxes" on former agricultural or 
industrial land. For example, a mega-retail discount chain store is given the right to retain 
sales taxes collected for a given number of years in order to help finance construction of 
and debt service for the "Big Box." As small retailers close, the sales taxes they formerly 
collected are no longer available to local government. These entrepreneurial subsidies 
and dozens of other incentives as well as tax abatements are generally not available to the 
small retail merchant. ~ 5. 

Taylor and Archer are among those writers and journalists who attribute the failures of 
the traditional "Main Street" retailer to causes other than the price competition of the 
mega-retail discount chains. Taylor and Archer present a provocative and interesting 
volume which appears well-meaning in identifying ten survival strategies to enable the 
small retailer to compete more effectively with a giant Wal-Mart or other mega-chain 
retailers. The title of their book, published in 1994 is Up Against the Wal-Marts (How 
Your Business Can Prosper in the Shadow of the Retail Giants), as was listed in Footnote 
1. 

One cannot argue with the time honored principles presented such as "satisfy your 
customers"; "study the success of others"; "gather and analyze management information 
regularly"; sharpen your marketing skills"; "increase the customer's perception of value"; 
"position your business uniquely"; "eliminate waste"; "find something to improve every 
day" (the Kaizen Japanese method of incremental improvement); "embrace change with a 
positive attitude"; and "pull the trigger and start the battle." 

These prescriptions would appear sound if the small retailer were not finding daily 
vacancies among his neighbors in strip malls; vacancies that result in the "Main Street" 01 

the Mall taking on the appearance of a city ghetto, with boarded up properties and a 
sharply reduced traffic volume that makes the surviving retailers' look like lonely 
commercial outposts. 

If out of every ten stores on "Main Street" or on a strip mall, three to five retailers close 
because of a neighboring Supercenter's announcing special promotions and discounted 
sales, what is a staunch "survivor" to do? The small retailer is unable to procure mass 
purchase discounts from manufacturers. Even in military parlance, if sixty percent of a 
company is devastated by superior weaponry, can a company commander rally his 
decimated troops and win? Do the valiant surviving retailers possess unique leadership 
skills and professional staff of the sort engaged by the mega-retail discount chains? Do 
they have the logistical support to survive the invasion of the supercenters? 

The writer has visited many strip centers, "Main Streets" and malls, in a number of states 
and has interviewed a number of valiant survivors. In Part I1 of this chapter, the reader 



will certainly recognize their discouragement and disillusionment about the end of their 
"American Dream." 

Taylor and Archer, while truly attempting to encourage small retailers to survive; 
nevertheless do recognize and observe the present devastation going on in malls, strip 
malls and the former "Main Streets" of Middle America. Furthermore, it is easy to see 
observers are shocked by the decline and elimination of most small retail stores in the 
ethnic and minority enclaves of our very large cities, in the East, Midwest and the West. 
The elimination of small retail store in the neighborhoods results in job loss and 
contributes to the ultimate conversion of a formerly socially stable neighborhood into a 
ghetto, beset by violence, crime, drugs and an underground economy. 

This view is clearly expressed in the following quote from Taylor and Archer's opening 
statement in their book: 

"'Main Street' Is Changing" 
"'Bowman's Hardware is closing!' The rumor had spread like wildfire through the 
small Georgia town just weeks ago. Now the store building stands quietly empty. 
The auction is over and the owner is gone." 
"The 'for sale or rent' sign dominates the right-side display window. A hand- 
lettered poster board is taped up in the left hand window. Its message expresses 
the bitterness of the former store owner and the area's other failed merchants. It 
reads: 

YOU WANTED WAL-MART. SOON THEY'LL BE ALL YOU GOT, GOOD LUCK 
THEN! I' 

"Bowman's is the eighth 'Main Street' business to close since Wal-Mart came to 
town. The owners are quick to blame the giant retailer for the failures. However, 
signs of neglect, apathy, and decline were evident on 'Main Street' long before the 
discounter located at the edge of town." 
"Bowman's had been the only full-line hardware store in town. Its closing is a 
blow to the remaining independent owners. For the first time in seventy-three 
years the big comer store is empty." 
"'Main Street' is changing."Z 

While it is true that all of the troubles of the small retailer can not be attributed to mega- 
retail discount chains; nevertheless, the pricing power of these chains makes recovery on 
the part of the small retailer well nigh impossible. 

A lack of foresight on the part of local governmental authority in failing to back 
downtown improvements; to make parking readily available; to control traffic 
congestion; and to provide fiscal stability have all contributed to the plight of the small 
retailer in America. 

After describing the Bowman's Hardware closing (which the authors of this current study 
find very typical of the fates of hundreds of retailers studied in Pennsylvania, California, 
New York State and Illinois), Taylor and Archer cited several successful survival 



instances in New Jersey, Missouri and Arizona. Based upon this writer's experience, 
these "miracles" are the exception rather than the rule. 

Taylor and Archer quoted Mr. Jack McNabb of a Trenton, Missouri Hardware Store as 
saying, "This is a tough business, and these are tough times," he told us. "But I'll soon 
have it paid off, and then we'll have some fun again."2 

Taylor and Archer tell the reader that, in more prosperous times, this store supported the 
families of five owners. 4 Now it appears that only McNabb manages a living. Like the 
family farmers that make up his customer base, this independent "Main Street" merchant 
may be one of a vanishing breed. 

"'Main Street' is Changing." 5 

Taylor and Archer also tell of Casey's in Flagstaff, Arizona that apparently has had the 
capital to advertise, promote and add specialized employees. Casey's president, Robert 
Gondek, attributed his firm's survival in part to watching prices. He stated: 

"We're watching our prices too. Wal-Mart has 50 or 60 items they advertise pretty hard in 
this area. We watch those items all the time. If Wal-Mart is at 97 cents on a bag of steer 
manure, we'll be at 99 cents and load it in your car for you." 6 

Admittedly, small retailers must fight back to survive. But how can Casey's continue to 
match Wal-Mart's prices when Wal-Mart and other mega-retail discounters such as 
Kmart, Target, and all other "Big Box" retailers who buy through mass purchasing buy 
"direct" from manufacturers and suppliers, while McNabb and Casey are apparently 
unable to secure this type of recognition. As has been indicated in this study, access to 
wholesalers is disappearing for the small retailers. 

Numerous retailers are buying from such wholesale clubs as Price/Costco and Sam's 
Clubs. Price and Costco merged in 1993 and is now the largest factor in the wholesale 
club industry with over $15 billion in sales. Sam's Clubs is the wholesale/warehouse sales 
division of Wal-Mart. In 1995,453 Sam's Clubs had combined sales of $19 billion. 
Retailers are becoming members of these clubs in order to purchase inventory for resale 
in their stores in the short run. How can they match prices with Kmart, Wal-Mart, Home 
Depot and Target, "over the long run?" 

Taylor and Archer provide ten survival strategies for small retailers to consider in 
competing with Target, h a r t ,  Wal-Mart and other important mega-discount chains. 
These precepts are: 

1. Focus completely on satisfying the customers. 
2. Study the success of others. 
3. Gather and analyze management information regularly. 
4. Sharpen marketing skills. 
5. Increase the customer's perception of value. 



6. Position the business uniquely. 
7. Eliminate waste. 
8. Find something to improve every day. 
9. Embrace change with a positive attitude. 
10. Pull the trigger and start the battle. z 

Their work appears to be more appropriate in helping a retailer in planning a new 
venture, starting a new business, or selecting a new location. The book provides sound 
business advice for all retailers, large and small, of every type and description. However, 
the "generic" type of advice so generously offered cannot help most of the nation's small 
retailers who are under-capitalized; possibly deep in debt, unable to afford sophisticated 
information systems, costly advertising and promotion, and who are presently located in 
what appem to be "disadvantaged," "ghetto-like'' locations. Here, the formerly lovely 
"Main Street" is loaded with vacant real estate. The historic neighborhood enclaves in 
large cities now exhibit abandoned stores and residential decline. Even malls constructed 
within the past five or ten years now suffer vacancies and reduced traffic as the "Big 
Boxes" of Target, Kmart or Wal-Mart open, perhaps a half mile to three miles from the 
former bustling commercial center. 

The responses to our study show hopelessness, frustration and inability to respond to 
Taylor and Archer's ten strategies for survival, albeit, the advice is good. At a certain 
point the small retailer becomes a dying breed, unless the nation and Congress realizes 
what the impact of these failures will be on communities, joblessness and social 
disorganization. 

Generally, wages in the mega-retail discount chains do not match the earnings of 
employees who worked in family-owned small businesses. Not only has the economic 
impact of the mega-chains been negative; but also the sociological impact, as 
communities lose their small stores, the mega-stores will become socially unstable 
influences, resulting in increases in violence, crime and joblessness. 

PART I1 

NARRATIVE "QUOTES" FROM RESPONDENTS IN 
THE FOLLOWING 4 STATES: 

The surveys offered each respondent an opportunity to make further comments, explain 
their quantitative answers or to express ideas or opinions on the current state of their 
businesses and their communities. What follows are those responses. They have been 
organized by state and city or region within each state. All responses are presented in  
order for the reader to get a feel for the positive as well as the negative comments o f  the 
small business owners. 

A. California 



San Diego 
Oceanside 
Chula Vista 
Poway 
Mira Mesa 

B. Pennsylvania 

Philadelphia 

C. Illinois 

Chicago 
Kankakee 
Des Plaines 

D. New York (Finger Lakes Region) 

Geneva 
Auburn 
Syracuse 

PART I1 - A 

CALIFORNIA 
[San Diego Area] 

S1-  LuggagelSags: 
"Our store primarily deals with bags and luggage. One block away there is another 
luggage store. None of them are (including ours) large stores. Yet, there is enough 
competition to really drive the retail price down, even between two small stores. We can 
imagine what it will be like if a national chain store is placed near our store. This reminds 
us of a game of Monopoly@! But perhaps this is an inevitable trend every one wants to 
make the most 'bang' for the most buck. So, it is only natural there will be the 
predominance of nation wide chain-stores in which they may bypass wholesalers and 
purchase goods directly from manufacturers. We are aware of the diminishing 
wholesalers (from L.A.). We sense economy of scale at work everywhere, but in a more 
overt form." 

527 - Men's and Women's Resort Wear: 
"The wording of your questionnaire makes an accurate answer difficult. We operate 
specialty resort wear stores in resorts. A large store opening -mile away would have no 
impact but an operation across the street would. Also a large discount store would not 
offer similar products. It is highly unlikely a discount operation would want to pay $60- 
$100 per square foot rent and could discount the upscale merchandise we offer." 



S26 - Books and Magazines: 
"Information regarding publishers and other supd 
'mega stores' would be helpful." 

"Research regarding possible trade violations by mega stores helpful. Also their influence 
on making 'best sellers' simply by their purchases - what is their influence on a book's 
success?" 

"Cultural influence of chaidmega stores purchase pattern (de facto censorship) - less 
profitability of some books - also their negative impact on small publishers - (hlgh 
purchase and high return)." 

S25 - Security Equipment: 
"In our experience, the large mega-retailers carry the low end of product lines which 
appeal to 'do-it-yourselfers' and handymen. Therefore we have shifted our emphasis to 
commercial customers and the Navy. The large retailers buy directly from the 
manufacturer and eliminate the distributors. We can not compete under those 
circumstances. If we do not have distributors to supply us with merchandise, and we can 
not buy from the manufacturers, that doesn't hold much of a hture for small businesses." 

522 - Men's Casual Wear: 
"I am located in Seaport Village, which is touristhonvention orientated. This may not suit 
your survey objective, as many of our customers wouldn't have the option of visiting a 
discounter because of time restraints or wouldn't want to, as they would feel they could 
do that in their hometown. I currently make a strong effort not to carry same labels 
available in the discount stores you named. Many manufacturers use a different label for 
discounters - same goods, or they manufacture a lighter weight garment (less quality) 
same look." 

S20 - "Other": 
"It seems a little late in the game to be trying to come to terms with the destructive 
aspects of mega stores. Perhaps some time should be spent anticipating the impact of 
electronic shopping and other emerging phenomena of our rapidly restructuring 
economy." 

"My experience with superstores - Home Depot, etc. - is that they have a broad range of 
products but lack depth. I find myself patronizing the niche retailers - the specialty 
bookstore, or 'Real Goods' catalog for products I want. My concern with superstores is 
that they don't just save the customer but they also define what's marketed without 
concern for origin of product (e.g. Chinese prison labor) or ecological consequences." 

S19 -Jewelry: 
"We are in a unique situation, as all our merchandise is hand crafted locally. However, 
the average person has only so much time to shop and will usually prefer to go to where 
they can get all their shopping done at once. We can not afford to go into a mall and of 
course, could not producehompete in price with the larger volumes necessary for 

offering preferential terns for 



discount sales. We are seriously considering going out of business after 22 years in San 
Diego. " 

S18 - Home Improve/Building Supplies: "The old adage in retail that 20% of the items 
make up 80% of the sales is pretty much true. The big box retailers tend to stock and sell 
mostly these items. In traditional retailing, these items (the 20% items) subsidize the 
other slower selling items. Additionally most of these items (the 20% fastest selling 
items) are purchased on a direct basis from the manufacturers excluding the wholesalers 
from the picture." 

"As the 'Big Box' retailers come to dominate the market, traditional retailers are driven 
out of business because they can no longer survive just selling the slower selling items. 
Wholesalers are driven out of business for the same reason (and because of direct 
selling). Manufacturers cannot find retailers and wholesalers to stock and distribute the 
slower selling items. The end result is that consumers find that there are fewer and fewer 
of these slow selling products available. Yet, these slow selling items once represented 
80% of total number of manufactured items." 

"That local governments are doling out tax incentives to the mega-discount chain retailers 
in exchange for opening stores in their communities shows an incredible lack of 
understanding of the big picture. These huge businesses operate differently than small 
and medium size business and do not need help from our government. Instead of 
providing incentives for big business our governments should relieve small business of 
the huge burdens that they have imposed. There are an incredible amount of rules, 
regulations, and paperwork requirements that impact small business and large business 
differently. Because of economies of scale, each new regulation imposed on business has 
a minimal impact on large business but a huge and detrimental impact on small business. 
Governments at all levels need to understand this." 

S16 - Tobacco Shop: 
"It should be noted that my store is in an outdoor mall. I have a primary location with 
innumerable tourists. The S.  D. Convention Center is down the boardwalk and I am 
surrounded by 7,500 hotel rooms. I may not be an ideal candidate for your existing study. 
I felt you should have this insight for your study. I am primarily a tobacconist selling 
cigarettes, pipes, tobacco and cigars." 

S15 -Apparel: 
"I have personally seen Wal-Mart and other discount stores completely shut down a small 
town in southern Indiana. Businesses which had been in operation for years were closed 
and the only opportunities for employment were minimum wage jobs. In addition, 
clothing and other items are of a low quality, not really quality for price." 

514 -Beverages, Snacks: 
"We are a small coffee vending (retail) operation which enjoys a good location in the 
business district and long standing track record. Our 'edge' on the market is quality and 
service and very low overhead. The disadvantage is that we rent our locations; and, if a 



large company comes into the area, they could well afford to offer ow landlord a deal 
they couldn't refuse or one that we couldn't match. If we did pay the 'increased market 
rent' one of our largest advantages would be lost (low overhead)." 

CALIFORNIA 
[Oceanside Area] 

0 7  - Electric EquipmentKitchen Equipment: 
"The large retail stores have nothing but a negative effect on the small business, 
especially in California. There is only so much business to go around and the increase in 
the number of stores only means that each one's slice ofthe economic pie is only that 
much smaller." 

0 2  - Picture Frames: 
"Thank you for the opportunity to be included in this survey. As a young small business 
man I feel that some of the large chain stores do a greater deal of bad than good. If the 
United States wants to become an unfriendly discount warehouse then so be it. But being 
a 'service' business I don't believe that is what's happening. I honestly feel that someone 
forgot the most important thing about being a small business - 'the customer.' Without 
service to the customer it is just a matter of time before all the big stores are gone and the 
smaller 'Mom-and-Pop' shops come back (I hope)." 

0 2 1  - Specialty Shop: 
"We are a specialty business with very little competition fiom large chain business. We 
provide products and customer service on use of products not found in large chain 
stores." 

0105 - Sports Products: 
"Large discounters will move in with lower prices. Independents will be forced out and 
then when competition's gone, prices will go up again until the cycle starts again. Service 
is the only way the small guy can compete. We have just liquidated due to discount 
competition! " 

0101 - BikeslEquipment: 
"I will close my business by July 1, 1994. No tax concessions were offered to bring my 
business into town or to keep it in town. Many products which were sold in my store and 
made available from the manufacturer solely for 'independent' stores now have appeared 
in the discount stores via gray market trading. My customers were always quick to tell me 
about the great deals they got." 

"The American public will always pay in the long run for the services they get and expect 
and perhaps service and quality are after-thoughts soon forgotten. Many cities have over 
built re: shopping malls, especially those anchored by discounts fms ,  only to have the 
mall become a picture of blight when it cannot be filled with small tenants or the discount 
firm packs up and leaves." 



099 - Nutrition Store: 
"Mega-chain stores buy or discount v -.Aesale, because of high volume then sell or 
discounts to attract consumers. Smaller margin of profit is offset by higher sales volumes. 
Tax breaks and other incentives from all levels of government (local, state, federal) favor 
big business unfairly to the detriment of the small business who gets no break even 
though small businesses are the national economy's backbone. If this trend continues, 
small businesses will soon become a thing of the past. Small business should now get the 
breaks and larger ones should pay their full dues. When small businesses are gone, the 
larger chains will be able to raise prices without competition from the small entrepreneurs 
and retailers. Large chains are like sharks scavenging the fiber of the retail world, 
swallowing schools of smaller retailers, leaving dead zones within 'miles.' They will 
finally fail themselves and fold, because of over-building and the retail chain wars." 

0 9 4  - Food Products: 
"Some California laws need modifying to be more 'small business friendly'.'' 

093 -Eye GlasseslContact Lenses: 
"Please tell these cities that want these stores the truth about the lower wage jobs, etc. 
They don't understand that they are putting small business out of business. Unfortunately, 
here in Oceanside, they don't care! I have spoken to the Chamber of Commerce and it has 
only got one side of story on these mega stores. There should be a limit as to how close 
these stores can be to each other. In the San Diego area, we now have 4 Price Clubs all 
within 6 miles of each other! ! And now Wal-Mart wants to have 2 locations in Oceanside 
with the possibility of a 3rd!! I don't care what anyone says, but it does hurt small 
business including myself. Thanks for sending me the survey. I'll be happy to do it 
again." 

0 9 1  - Automotive: 
"Big chains sell way too low the first year to gain customer base. My main concern is 
automotive and your survey didn't pertain to this area. Large chains will decrease 
employment because small businesses will close." 

0 8 5  - Food ProductsRopcorn: 
"One example: We sell a 3 
Wal-Mart has a 3 
hard to justify three times the price. We pay $6.36 for an empty tin." 

0 8 3  - Food Products: 
"Elimination of small and medium size business would be the result of discount stores 
moving to an area which eventually will cause the removal of working class and middle 
income categories. In short term, middle class and probably some low income consumers 
benefit from these changes but in the long run both will be losers and pay for short term 
benefits. 'I 

gallon tin of popcorn for $18.95 with butter-cheese-caramel. 
gallon tin they sell for $6.95. Their tin doesn't have handles, but it is 



0 8 1  - Furniture/Appliances: 
"We are so busy trying to keep the doors open, so I don't have time to make comments. 
Business is BAD - BAD!" 

0 7 8  - Computer Equipment: 
"As a small businessman I recognize it is next to impossible to compete against 
mega/retailers/discounters on price. But we will continue to strive to beat them on 
service. " 

"A large part of our business is selling, installing and maintaining networks. I believe 
(hope!) that this focus will keep us profitable and allow us to compete in the future. We 
also repair computers quickly, again something that the mega/retailers/discounters have 
not adequately provided." 

076  - Optometry: 
"These companies, while they profess to promote jobs and add to the tax base and help 
the economy: nevertheless, from input I have had from other practitioners, they actually 
do just the opposite: They run small business 'out of town'; provide inadequate jobs and 
are only concerned about the bottom line! Prices that they charge for similar products that 
I have, are at times below my cost or at a level that I cannot compete with. There are only 
so many tax dollars. By adding another store, how can the tax revenue be increased? This 
is the big lie of the discount chain stores." 

073  - Shoe Store: 
"I have two views about national discounters. 1) Our town already has 1 Target, 2 
h a r t s ,  2 Long's and now we are getting a Wal-Mart. All of these retailers sell 'some' 
similar products to mine and they get them much cheaper than I do - thus this is bad for 
my business. 2) Our town is in terrible need of businesses who can bring employment 
opportunities and tax dollars to us. I personally would rather see more upscale larger 
retailers come." 

068 - Food Products: 
"The big question is what are local merchants and centers doing to compete with the 
national discount centers. For example, uplifting stores and malls that are looking so 
worn and are not as attractive to shop in as are new stores." 

0 6 3  - Audio Stereo: 
"It is my opinion that the U.S. Government PX's are engaged in unfair business practices 
which present the most adverse impact on my business. They sell the same product at an 
average mark up of 20%. They do not charge sales taxes and in addition they now offer 
financing. I feel this has been a major impact causing about a 40% decline in business for 
the last 3 years. I feel the Exchange and PX should be limited to selling necessary items 
such as food only, not luxury items such as car stereos and electronics. We as business 
people and taxpayers are financing the government to operate at a loss and extending the 
time of recession." 



061 - Furniture: 
"I am a sales representative in the home furnishings field. I also offer warranty services 
as an addition to the products I sell. I currently sell to Price\Costco, so I can't say it would 
be bad for me personally for their expansion. However, the other large discount chain 
retailers do take away from my customer base on a retail level." 

0 5 9  - Computer Equipment/Electronic Equipment: 
"We are a family business in existence for over 20 years. Two locations (1 - Escondido; 1 
- Oceanside). When we opened typewriter shops, we sold typewriters. Now Price Club, 
Sam's, Wal-Mart, Kmart, Silo, Circuit City, Sears, Montgomery Wards, all sell 
typewriters, word processors, etc. They sell at prices less than we can purchase from the 
manufacturer as a dealer. As a dealer we hwe quotas to meet in order to stay a dealer and 
be able to buy machines, supplies and parts. We are now a service oriented business." 

058  - Optometry: 
"I am personally against retailers such as Wal-Mart, etc. They do not offer good jobs to 
the local public and do take away from jobs provided by the smaller business. Thus, their 
promise to add the 'so called' revenues to the city coffers is untrue, since these big 
retailers put many others out of business. Then the profits leave the local areas and go to 
the big corporate guys." 

056 - Paper Products: 
"In 'general' there is already too much retail space now available and the giants are killing 
off the small retailers. While some of us hope to grow big enough to compete, most of us 
will not survive. Community planners and local and state governments put too much 
emphasis on tax revenue and not enough on quality of life, and plan too much 
commercial and not enough desirable housing, which leads to too many instant slums and 
not enough family desirable living areas." 

0 5 4  - Scuba: 
"Currently I compete with the Federal Government 'MCB Camp Pendleton.' They have 
already created a mega store environment. You excluded government competition from 
your study. PX systems are as big as Target. The PX in my area went into competition 
with me in 1983. My business dropped 30%." 

053 - Food Products: 
"The aspect of mega-retailers which greatly affects me is my ability to buy 'a few items' 
from a local hardware, lumber or business supply store - they're gone. Meanwhile the 
mega-retailer thrives and I have to buy 10 of something when I only want one, because 
they only package usually in bulk sizes." 

"No personal contact, no help with products, limited variety, etc. are all problems with 
mega-retailers. Everyone can save if you would consider the savings in terms of 
paperhree waste, postage (2 ways) and general ecological conservative principles." 



052 - Food Products: 
"I have been in this location for four years. One year ago another store just like mine, but 
four times bigger, opened up about - mile fiom me and my sales since then have 
decreased over 50%. They have not gone back up yet." 

051 - Electronic Equipment: 
"Some of the products sold by the chains may be factory seconds, refurbished and not 
clearly stated. Small business must have the same leverage as bigger stores. If a product 
cost me $200 - the bigger stores should not be able to buy cheaper except in car load lots. 
I am selling a personal service and products that the big stores have a hard time 
competing against. Experience and fair competition may be a solution to the problem." 

0 4 9  -Food Products: 
"My business is in a center that has a Target store in it. There is a proposal to put a Wal- 
Mart two blocks away. The tax base will not increase because the people that were 
shopping at Target will buy at Wal-Mart. Target will be forced to compete more 
aggressively, prices will come down and less taxes will be collected. The customer base 
will stay the same." 

"Within a five mile radius we have two Price Clubs; one was very busy all the time until 
they opened the second one. Now they are not so busy at both locations. It proves my 
point that they are splitting their customers, not increasing the customer base." 

0 4 8  - Beach Snack Shop: 
"I am very concerned with large chains moving into and eliminating small business. Over 
a long period of time, there is dramatic damage in the community. We lose the 
community family." 

0 4 7  - Food Products: 
"In Oceanside, proposals are being considered for three Wal-Marts, - one has been 
okayed! In these economic times the carrot of sales tax revenue is being taken by local 
government. All the while, the three established Price Clubs (San Marcos, Vista, 
Carlsbad) have all reported reduced sales (cannibalized each other) and one will have to 
be closed. We have cities competing against each other for a mega-store and the result is 
short-sighted irresponsible planning with the small business losing out big time." 

038  Building Supplies: 
"The Home Depot has been here for 10 years. We can offer more for less on a service and 
personal level. They, on the other hand, can purchase certain goods at a substantial saving 
usually under my price. They buy direct; we cannot. How can we compete?! The 
government t h i n k s  that these companies are small business. They are wrong - we are!" 

037 - Lawn and Garden: 
"When Home Depot opened its doors several years ago, my sales dropped 15-20%. With 
a slow economy, people assume Home Depot and Home Base are cheaper, therefore my 
sales have continued to drop." 
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"On a positive note, many customers are returning to the service that we provide. The 
'circus' atmosphere is costing them sales as well. Thank you for asking our opinions." 

034 -General Store: 
"Predatory pricing by large retailing chains should be controlled." 

030 -Florist: 
'No one said it would be easy to compete in any venue." 

027 -Photo Processing: 
"We already have a tough time surviving in Oceanside. The city's business has decreased. 
Businesses in my center have moved or gone out of business, accounting for a 40% 
vacancy in the center." 

"Selling my firm is probably out of the question because of Oceanside's reputation for 
poor business as of late. Wish me luck!" 

026 - DoorsNindowsKitchen Cabinets: 
"If the manufacturer sells direct to the large chains, then why not sell direct to the small 
businesses?" 

039 - Home Improvement/Lawn & Garden: 
"I love the big guys - they sell the cheap products that break down, and I repair, or 
replace with quality products." 

0 2 4  -Furniture: 
"Give small business same breaks that are offered to large chains, particularly tax 
breaks." 

023 - Auto Equipment and Services: 
"There is no question that big chains, who have such buying power, are putting small and 
medium size business out of business. I did not h o w  that any one out there cared about 
small businesses going out. These big stores carry everything. The Price Club even has a 
travel agency inside. I think this is absolutely disgusting." 

020 - Women's Work Apparel: 
"Unifoxm sales are generally a more service oriented and group sales type of retailing. It 
requires a more knowledgeable type of selling and marketing. I would only expect a 
moderate decrease in sales. Most uniform locations require maldfemale garments i n  all 
sizes, ranges and colors. National discount retailers do not have the space nor qualified 
personnel to handle our type of products." 

0 1 8  -Meat: 
"There is nothing positive I can say in regard to having a large discount store locating in 
our area." 



017 - Hearing Aid SaleslService: 
"This survey is an excellent idea. I had not considered the impact on my business of the 
large retail outlets, so I appreciate the opportunity to respond." 

065/66 - ElectronicsNideo: 
"I am totally opposed to the 'corporate-tization' of my community. (store A). We are 
being run out of business by blockbuster corporate companies who have more buying 
power, governmental tax breaks and the ability to direct dollars and lobby groups to keep 
status quo. The 'Mom-and-Pop' video business is in peril! (store B). We compete with 
everyone from grocery chains to drug stores to McDonald's which are using rental and 
sell through videos as 'loss leader' items. No entity is willing to stop this from happening. 
We cannot compete with below cost or free!" I* 

CALIFORNIA 
[Chula Vista Area] 

C20 - Variety Store: 
"As a franchisee I rely on my franchisor to constantly be on top of my business needs and 
changes. We are very limited to what we can do. I feel because of their constant changes 
and the downsizing of their staff, that these actions have affected my business [ex: 
advertising, upgrading equipment, new ideas to keep up with the changes of our 
competitors]. I am relying on myself more and more to stay in business. I have gone from 
being able to have 2 days off and working 8 hour days to working 6-10 hour days and I'm 
not alone. Many other franchisees are doing the same thing." 

C19 - Jewelry: 
"Cities are strapped for income and have to raise revenues with increased parking fees 
which affect businesses that cannot afford large areas for free parking. Also, increased 
business license fees and large mega stores with their 'in-house' credit plans will 
eventually doom all small businesses. City Councils have not got business 'smarts' and 
legislate small businesses to death. I have had my own business for 35 years and it just 
gets worse every day, The fun is gone and the money is gone - only a fool would open a 
small business today." 

C15 - Hardware: 
"The big chains usually sell cheap products which puts the home owner in need of our 
services. However, quality products prices can't compete with big chains so we end up 
with a rip off reputation for charging a decent price for quality work and quality 
material." 

C13 - Home Improvement: 
"The best way to compete is service. Our big job is getting customer in the first time." 

C12 - Home Improvement: 
"Most small businesses have been hard hit by the economy in last 3 years. Our business is 
down 35% to 50%. We have used up our savings and other resources. We have cut staff 



and all the fat from our budget. As owners we spend more time in our stores. There is 
little left to give, if we lose any more of our business - WE ARE OUT OF BUSINESS! 
'Mom-and-Pop' are on death row! Down to the last appeal! Send in the priest not the tax 
man! " 

C10 - Ice Cream: 
"Large businesses can afford lower prices by allocating or prorating profit margins 
among several different products. Economy of scale." 

C8 - Office Products: 
"I do not like the City helping major stores open with tax breaksfland deals, etc., when 
the effect is to put many small business people out oPbusiness. Unless they are bringing 
new buyers into the city, they are only moving sales tax dollars from one place in their 
city to another." 

C4 - Paper Products: 
"A large competitor that handled the same or similar services would put me out of 
business." 

C2 -Jewelry: 
"It is necessary to stop irresponsible opening of new businesses in the areas already filled 
up with similar businesses." 

C58 - Jewelry: 
"1) Restrict to some areas all national discount retailer stores. 2) If local government 
waives taxes five or more years, than obligate the mega-retailer to stay five extra years 
after the five years waiver. 3) Tax extra for the number of stores they have. 4) Obligate 
manufacturers to give same prices to small business. 5 )  Waive some taxes to small 
business. 6 )  Lower Workman's Compensation insurance to small business. 7) Special 
loans to small business at lower rates." 

C55 - Reupholsterer of Furniture: 
"Small business can compete with large business providing government entities do not 
tax and or regulate us to death and offer incentives to large business that are not available 
to small. Small business worst problems include above and excessive insurance 
premiums, especially Workman's Compensation, health care cost of employees, unions. 
Small business is only surviving now because it gives better service and quality and is 
accepting less pay or rewards for its efforts." 

C51- Kitchen Products: 
"Fedco, military base are 'not for profit.' It's very hard to compete with this type 
operation. I think if they are not for profit, they should not be allowed to sell the same 
products I do. People will often come in and see products I sell (and stock) then once they 
have all the information on the product they will go to a warehouse club or military base 
and purchase it cheaper." 



C48 - Food Products: 
"I have found that the large mega store customers have a negative impact because their 
business is one stop shopping. After an hour in Wal-Mart, etc. the last thing you want is 
to stop some place else for ice cream, etc." 

C47 - Sewing Fabrics: 
"Chula Vista, CA is unique. The Mexican border is five minutes south, San Diego proper 
is ten minutes north. There are now 3 and very soon 4 h a r t  stores within 8 minutes of 
my store. There are 3 Home Depot centers, 1 Home Base, 2 Targets, 3 Major Malls, 1 
Office Depot as well as a multitude of other strip shopping centers . . . all within 8-10 
minutes. Drive for 20 minutes and easily triple these figures." 

"Originally, these mega stores offered depth and low prices . . . very competitive prices. 
Price/Costco has zero profit prices . . . (net) margin. They are selling at cost only . . . 
deriving their 'profit' from quick selling in volume and 60-90+ day terms from their 
supplier. Price Club sells the same products as I do at a cost below my wholesale cost . . . 
and I still must pay fieight! Competitively, it's not very fair. Will they still sell below my 
cost after I am gone?" 

"For the consumer (me too) it is very good. I get selection, depth, low prices ... if I shop 
around, and quick delivery, no hassle refunds. I travel a lot and observe other small 
communities (i.e. Eureka, CA, Grants Pass OR ... etc) where the small 'Main Street' has 
become one-way only and boarded up or vacancy signs proliferated about the 'Main' part 
of town. Property values declined and 'Main' street moved to the outskirts near the 
interstate. This is progress?" 

"I would hate to work all my life for a business that I am committed to, only to find it 
worthless after 50 years and retire to a Social Security program which may not exist 
when I am eligible." 

"Only answer: Change with the times. Technology is moving foreword and so must we. 
Go back to school . . , get smart." 

"Note: In the interim many new-generation type establishments such as coffee houses, 
teen related businesses generally run by new business families i.e.; the young and the 
restless, are popping up in the downtown areas and giving new life to those blighted 
areas. Small scale, but it's working. The blighted downtowdabandoned dockside in 
Boston, MA has been and is being rejuvenated with AFL-CIO funding into senior 
housing ... and it looks pretty nice." 

C45 - Communication Equipment: 
"We are not worried about honest competition, because we provide excellent service to 
the customer. But the real problem begins when they start selling their equipment at cost 
or making only a very small profit (i.e. Price Club). We need to mark up our merchandise 
at least 20% over cost so we can pay a decent salary to our employees." 



C43 -Optometry: 
"Currently in practice eight years. It has never been necessary for me to see. patients more 
than 2 
other offices. h a r t  and Wal-Mart (and Price Club) have moved in recently and that has 
sent the small patient load that I did have plummeting. Other private practitioners in the 
area have been impacted similarly. The profit margin was barely enough to justify the 
existence of my practice. With the current changes in competition; the practice will either 
have to be moved or sold." 

- 3 days per week. Income is supplemented by working as an independent for 

C41- Books and Games: 
"Video Games - The large chain mega-retailers buy direct at cheaper prices and often use 
the video games (i.e. NintendoBega) as 'loss leaders' and therefore make it extremely 
difficult or impossible to compete on new video games." 

"Comic books - Many comic book publishers are embracing the mega-retailers, but at 
this time I think it will be a plus for direct market comic stores. But we will see what the 
future brings. " 

"Trading cards - Many trading card manufacturers offer special products to the mega- 
retailers which usually are more desirable than the products offered to small hobby shops 
such as mine. Usually these products are sold by their employees at drastically inflated 
prices to small stores such as mine and rarely offered to the public." 

C37 - Food Products: 
"At the present time it seems to me we have more stores than customers. With more 
stores all we do is keep dividing business." 

C36 - Men and Women's Clothing: 
"We are owned by a corporation (Melville) so I don't know if I should even be releasing 
these figures. The reason I am is that I am an entrepreneur and currently opening a small 
business of my own. The hardest thing about this whole business venture is lack of 
support. Communities need to get together and work together in order to keep the money 
flowing. I am interested in any ideas on how to pull people together. Please contact me!" 

C34 - Food Products: 
"How can a small business compete when my purchasing of some products are more 
expensive than their retail prices?" 

C30 - Variety Store: 
"I feel that the small business managers must somehow make cities that give your Wal- 
Marts & Kmarts non-tax status for years should be held accountable, as the cities lose 
revenue whenever the small businesses are forced to close due to the excessive 
competition. Also one should check-out the methods that h a r t s  and Wal-Marts use to 
keep their cost down as far as employee wages & benefits. Do they give their employees 
the total package that my company offers?" 



C28 - Pipe and Cigarette Shop: 
"Predatory pricing also affects manufacturers in a negative way. Suppose you 
manufactured a great quality washing machine and had agreements with lots of 
independent stores to sell and service your product at reasonable prices. A big discounter 
moves in and demands that you sell him your product. He discounts the hell out of it, 
probably offers no service. All of your independent outlets drop your product. Now the 
discounter wants to buy more but at large discounts. The manufacturer has no choice but 
to discount to the discounter. He cheapens his product in materials and by possibly 
moving production to another country. I firmly believe that manufacturers have the right 
to decide who they will and will not sell to. After all they may have generations invested 
in their product's good name. We see some 6f the collective items that we sell and have a 
lot of our money invested in, being discounted by CostcoPrice Club." 

C25 - Men's Clothing: 
"If the present trend continues of the mega-stores, numerous small merchants will not be 
able to survive with such competition; as is already evidenced in many areas. 
Bankruptcies are and will continue to be a common occurrence amongst small business." 

"The 'impact' is and will continue to be devastating. It is the strangulation of the small 
business segment in general." 

"After 32 years in my business, never have I been more discouraged by trends in the large 
corporate invasion and the ultimate break up of small business." 

C22 - Health and Beauty: 
"It is a difficult environment for small business. Unfair pricing from manufacturers is a 
major concern. Contract lock outs is another. Changes in those may help lead to a more 
level playing field." 

CALIFORNIA 
[Poway Area] 

P10 - Men's and Women's Casual Wear: 
"It is getting more difficult to compete not only with the large retailers, but with garage 
operations, i.e. screen-printers, etc. Ifthings don't improve soon, I will be forced to make 
some decisions regarding selling, liquidating or some other option." 

P7 - Computer Equipment: 
"The cheaper brands of computer equipment sold in mega-retail stores floods the 
workplace with inferior products. Purchasers, who do not understand the technical 
differences between brands and models, base their purchase decision on price alone. As a 
result, I have been forced to service increasing numbers of 3unk' computers - that often 
takes more time, and is less 'fulfilling' (professionally speaking)." 

P4 -Specialty Sales: 
"My business is a specialty sales business. This area is difficult for a challenge from 



mega-marketers. However, my daughter's job as a pharmacy tech for a drug store chain is 
threatened by Wal-Mart's arrival here, as is my friend, the optometrist, and many others." 

P2 -Full Service Restaurant: 
"I have felt the impact of several 'cookie cutter' chain restaurants that have sprouted in 
recent months. In the last year 13 new restaurants have opened in a 5 mile square area. 
They are confined enough to offer a variety of choices to customers and are located near 
Price Club, Home Depot and a few other discount houses nearby. They are not 
owner/operated and I believe without personality or the 'human' touch. I have to work too 
hard to please many of my customers only to have them tell me how wonderful this new 
place is or that. Chain restaurants seem to have very deep pockets to decorate and send 
out colorful, slick ads in our local paper. 'I can't afford it, so I have to work harder. I will 
never offer specials - my quality will not be compromised just to compete." 

P27 - Auto PartsLabor: 
"The largest problem I see with a large retailer moving close would be its ability to buy 
direct from factory. If I were also able to buy direct, I could compete." 

P26 - Home Improvement, Building SuppIiesLabor: 
"We are in the construction industry. We provide a full line of glass products and 
commercial case work. Since the Home Depot and Home Base opened up we have all but 
lost ow glass income. They provide and install all glass related products either direct or 
through subcontract with area shops. Our suppliers are selling to them at big discounts 
because of their volume, we can't compete in this market. We've been reduced to a 
commercial cabinet installation shop - having to move our business." 

P24 - Food Products: 
"Wal-Mart's arrival has hurt and helped in our area. It forced Long's Drug Store out of 
business so that site - the 2nd major business of Poway Town and Country Shopping 
Center, has been vacant over two years. Several adjacent businesses were forced to 
close." 

"Wal-Mart's employees frequent the restaurant improving my lunch business. I lost 
several employees to Wal-Mart. Several of the merchants in our center have been hurt by 
Wal-Mart's lower prices." 

P20 - FlowerslGifts: 
"In Poway and surrounding areas, there are too many businesses competing for the same 
thing. 

1) Why does the city allow similar business to open? 
2) Population remains same and grocery stores increased from 2 stores to 6 stores 
in 10 years." 



P18 - "Other": 
"Cities should strongly weight the needs of the small business owners, who are solid 
establishments over the prospects of luring a national chain mega store." 

P33 - ToyslGames: 
"We no longer carry a large variety of nationally advertised merchandise. We no longer 
carry bicycles, only on special order. Wal-Mart opened 2 years ago." 

P48 - Liquor: 
"Comments below will be hard to change in my geographic area (10 mile radius). Rancho 
Bemardo is the best place to own a small business (retail). Why? Because it is a very 
small business area compared to population." 

"Poway in comparison is the worst place to own a business because the business area is 
much too large compared to the population. The City of Poway derives its income from 
retail dealers. The more small businesses (retail) the more income for the city of Poway." 

P46 - Retail Auto Sales: 
"We are a franchised new car dealership. In general, a mega-chain outlet will not harm 
our business. However, they do provide a threat to our low end automotive service 
business. We can compete given our name recognition with the factory. An independent 
garage would have a more difficult time surviving." 

P40: Art: 
"Although I am in Poway, my business does not depend on this community for business. 
I have an art business that deals with a wide range of clients and quality of art work. 
However, I am impacted by these mega stores because they attract the client with a 
limited budget and there is no way I can compete with the buying power they have in 
purchasing low cost art and framing which they then transfer to their pricing. Often a 
poster framed is sold for less than it costs me wholesale." 

P37 - Pet Food/Supplies: 
"I am a small pet store. There is a Petco pet supply store that has been almost directly 
across the street from us for a number of years. Recently (May '93) a Pet Supply 
Warehouse opened down the street, several blocks away. As they came in with the aspect 
of lower prices, Petco dropped theirs (particularly the pet food, which is already a low 
profit margin). To maintain my customers I had to lower my prices as well. I experienced 
a 30% drop in sales from a very good year in 1991. The recession hit us in 1992, and the 
Pet Supply Warehouse opened in 1993; we are hoping for some recovery." 

"Further, a Wal-Mart and Home Depot opened in or near our community, also Price 
Club. Theoretically they should bring more business to our community, but Wal-Mart 
also sells fish and the supplies I carry. Customer service, however remains our real asset 
as well as the need to keep our prices competitive, if at all possible." 



P36 - Drug Store: 
"Give breaks to the individual businessman (taxes, 'signage,' etc)." 

P32 - Optometry: 
"Cities give away so much to the big retailers to get the sales tax revenue. All other 
commercial developers have to pay full fees for sewers, drainage, roads, etc. So since the 
mega-chains do not have as much costs going into a project so that their 'rent' can be 
significantly lower aiding them in undercutting existing businesses that got no breaks." 

P35 - Food Products: 
"Our business is mainly for India, Pakistan, Afghanistan and other mid-east countries. So, 
there is no effect from big chain stores. However, we can't compete with them in fresh 
produce and soft drinks." 

P52 - Computer Equipment: 
"It is impossible for the small business to compete with the national discount retailer. For 
every one that opens, 10-20 small businesses go under." 

P50 - Women's Clothing: 
"I feel communities should be very careful not to give a deal to the big retailers that hurt 
the community financially." 

CALIFORNIA 
[Mira Mesa Area] 

M30 - Furniture: 
"I am a distributor for a national specialized product with a high dollar price tag. It is a 
very small volume customer base. If my manufacturer were to sell to a major chain there 
would be no more distributors for them any where it took place. It would be impossible to 
compete even if they purchased at the same price; however, it is usually lower. If it is  
only for some of the product line, I think today's consumer will settle on a lower price 
and compromise for it." 

M 2  - Computer EquipmentlStationery: 
"Small business is being forced out - too many rules and costs and competition. Soon, 
many people will be on unemployment." 

M7 - Fitness Equipment: 
"In general, mass merchants, at least in the fitness equipment industry, cany lines of 
equipment that don't measwe up to the quality equipment specialty stores sell." 

M8 - Carpet: 
"The impact on small companies by the 'Home Depots' of the world with unlimited 
capital, etc. is causing an erosion of the middle America. In the end the consumer will 
pay more." 



M16 - CarpetinglFlooring: 
"In the flooring business in whii I am engaged in retailing carpets, vin: ., wood and 
ceramic tile, several major carpet mills, is., most prominently Shaw Industries are 
engaged in what I consider anti-small retail store programs. They offer programs, such as 
Shawmark which require stores to buy in at from $20,000 - $40,000 annually which I 
can't afford!" 

"Home Depot is our largest competitor locally in flooring. However, customer perception 
that Home Depot has better prices (not true) is being discovered. Further, HOME DEPOT 
does not provide the personal helpfulness, as well as professional installation, that I do." 

'* M19 - General: 
"We are a family owned corporation. I have been in retail several years and experienced a 
decline in business when large chain stores carried the same product line (western wear) 
at lower prices. It seems customers are willing to give up service and product knowledge 
for a lower price." 

M25 - Athletic Equipment: 
"Unfortunately, at this time the superstores appear to be the future in retailing. In order 
for small businesses to survive, they must be extremely specialized in their field of 
profession and offer services that can't be offered by the discount retail giants. Small 
business can no longer rely on the basic retail sales, but must pursue special services and 
orders that will enable them to be successful. The impact of the discount superstore will 
be devastating to most small business that compete directly with the superstores who can 
not differentiate their business from others." 

M26 - FlooringKounters: 
"Their size (chains) lets them buy for less. They pay their help less money, consequently 
workmanship is poor. Too late for customer, they have already signed contract. These 
large companies know exactly how to stop people from backing out. Even when the 
product quality is bad." 

M32 - Carpetinfllooring: 
"These types of clubs are hazardous to my business because of the margins they work on. 
We combat them by smart selling and service they can't match." 

M31- Home ImprovementlDomestic Products: 
"We are a very service oriented business specializing in designing and coordinating 
living spaces. Our main mega chain competition would be Home Depot. We cannot buy 
as well as well although we also buy from manufacturers - therefore we must impress our 
clients with our personal care and talents as designers." 

PART I1 - B 

PENNSYLVANIA 
[Philadelphia Area] 



4N - Pharmacist: 
"Part of the biggest problem in OUT Industry today is multi-tier pricing by Drug 
Manufacturers. They sell to different classes of trade at different levels. If they have one 
standard price for everyone with volume discounts available to everyone it would place 
competition on a level playing field. Discriminatory pricing must be eliminated. Once the 
price factors are gone, then the consumer will look for service and this is where we as 
small businesses can prevail." 

11N - Furniture Importer: 
"Personally, I resent mega-chains who receive significant tax-breaks. They usually 
provide no relief to the community's economic dilemma. CARREFOUR was a primary 
example. Soon after their 5-year tax break, they took their profits home. Although I 
shopped there, I was not impressed with their company and usually went elsewhere for 
more knowledgeable salespeople. If mega-companies want a parcel of land, they should 
not be catered to, rather, provide a good community economic plan. I am confident that 
small towns don't want them - therefore, no tax breaks! 

12N - Hardware: 
"Opening the big chain store, it should assess the customer, but not the small retailer like 
myself. Currently, my business sales have not increased for 5 yrs. It means that I already 
lost or am losing some customers to the chain store. On top of that, if more chain-stores 
come to town and open up new businesses, I no longer will be able to compete. Because I 
know I'm the losing one. Don't you think bankruptcy or leaving the town will be better 
off for me?" 

19N - Market: 
' I .  . . . Because they too sell similar products as I do, the competition is high and the sales 
low. But undeniably, the major grocery chains that have recently been built right outside 
of my immediate neighborhood and hurt my business greatly." 

20N - Jewelers: 
"Closed our doors 12/31/93 after 23 years in business!" 

21N - Office Equipment: 
"My business is primarily a service business, but I have still felt the impact of large 
business. KINKO's recently opened a 24 hr. 'mega-center' in my area and the only way I 
can remain competitive is to spend a great deal of money in advertising. A small business 
obviously doesn't have the advertising budget of a major franchise and the level of 
frustration rises with each passing day." 

5FG - LumberEIome Improvement: 
"The legal system and the federal government have failed the small business people 
immensely. Family- owned business people, middle class people, who have worked in 
these businesses, they are the core of people left to carry the burden of supporting the 
City and the government. What will happen if we are gone? Total collapse is possible. 



The result of these stores infiltrating a city like Philadelphia will cause the small family 
business to become extinct." 

1s -Video Store: 
"We have already seen the effect that Blockbuster and CVS, for example, have had on 
our business. Our video store nearest a Blockbuster (517 S .  4th St.) has the slowest 
growth rate of all five of our stores - 4% compared to 20%. On the films that both we and 
larger chains sell, like children's videos, our sales are very low. They often sell these 
videos at our cost. We have just started a promotion of three free rentals with selected 
'Kid Vid' purchases in an attempt to stay competitive. Our major advantage is customer 
service. We also sell and rent unusual titles, creating a different niche. On the other hand, 
as a consumer, I think these stores will save me money. I've already seen th is  with 
Caldor. My other, non-business thought is a concem about traffic. I have seen other 
neighborhoods where the increased flow has put a serious strain on existing roadways, 
making travel for the locals a nightmare." 

3s -Hair Salon: 
"The small business owner has kept service a priority and in a time of poor service that 
has a unique value." 

10s - Wallpaper: 
"I feel that manufacturers and distributors are helping the chain stores put the smaller 
businesses in bankruptcy by offering the chain stores better pricing and discounting. " 

12s - Jewelers: 
"Currently have Wal-Mart for anchor store in our S. Jersey location. Has definitely 
shown to have negative affect on our business volume." 

17s - Market: 
"I think it is very bad for the government to allow these types of businesses to come into 
areas and operate. Too much burden has already been put on small business without the 
giant companies coming in and putting a lot of small businesses out." 

"Small business is the heart of this country employing the majority of the workers. They 
keep getting knocked down by taxes and now these types of business practices." 

21s - Jeweler: 
"I believe that if you offer good service & quality you will have very little to lose to a 
discount store." 

24s - Clothing: 
"My company also manufactures men's neckwear, vests, and robehoxer short sets which 
we sell to retailers. Large discount operations have a deleterious effect on our business on 
two fronts. They tend to drive small retailers out of business (our main customer base); 
and, two, they are ruinous to our bottom line by their very nature of being a mass 



discounter. In other words, it is not profitable business with them. They source the world 
looking for cheap labor which makes me non-competitive." 

26s - ElectricaVHome Improvement: 
"Our main concern is Home Depot, not that we can't compete; but, when a Home Depot 
comes into an area, we believe that they lower prices below cost to get their foot in the 
door because consumers are creatures of habit. Then we've heard that when they put 
everybody out of business they raise their prices." 

27s- Auto: 
"The area of South Philadelphia is heavily saturated with auto repair shops and would be 
hurbeconomically with the addition of discount service facilities coming into the area. 
This would cause a number of shops that are on the verge of closing to do so causing 
more people on the unemployment lines. The economy is very fragile in this area and 
should not be subjected to anymore mega-chain business openings until the economy 
becomes more stable." 

29s - Hair Salons: 
"The large chains should NOT be given any type of tax deferments because the 
responsibility of paying the taxes andor increases will again fall upon the small 
businesses who cannot afford it and who will be forced to close." 

"With the economy the way it is people want to pay cheaper prices for almost everything 
even if the community in the main loses jobs. These large chains can do nothing, but hurt 
small businesses. If a new business wants to be in an area, then the government and the 
community should decide whether that chain will help or harm the community." 

33s - Jeweler: 
"Jewelry business is rather personalhndividual - consequently, some of your questions 
were not relative to OUT particular company. Ours is an 80 year old business and lots of 
our sales are by word of mouth, our proven honesty, and our employees who continue to 
enjoy their positions working for a small family type of business." 

35s -Pet Store: 
"I feel it is unconstitutional to stop any retailer from entering an area. I do feel the tax 
breaks and real estate deals are wrong." 

"Just make the playing field the same and let the competition continue." 

37s -Pharmacist: 
"Wal-Mart just lost a law suit to three pharmacies in the local courts of their home state, 
Arkansas, for allegedly driving drug stores out of business because of claims of 
"predatory pricing." I believe that the major mega-retail discount chains are known for 
taking more out of a community than they put in." 



38s -Jeweler: 
"If a large company moved into our area, I would try to enter into contract work with 
them to do the repair or special order work my jewelry store deals in. If we could not do 
the work, we would try to advertise quality work, personal service, and better prices. If 
we see a drop in overall profit and gross sales, I would then look for other locations to 
start over; but, it would have to be a large drop in business." 

41s - Bookstore: 
"1 own a small independent bookstore. After 2- years as the only 'new' bookstore in my 
area, a huge Tower Books opened around the comer (about 300 feet away). My sales 
started to drop slowly as my loyal clientele were wooed away by price cuts O f  35%! 
Tower could sell books (because they bought larger quantities and 'drop shipped& to their 
various locations) at prices that I was buying them for! I have survived 2 more years, now 
I am closing up." (May 1994) 

44s - Optical: 
"Out of all of the nationals coming in, only Wal-Mart does optical right. Therefore, most 
will have very little impact on our company. I believe that the customers the deep 
discounters attract are the customers they bring in for TV's, appliances etc." 

49s - Home ImprovementiTile: 
"Companies such as those Mega companies mentioned, have caused much concern in my 
field. The impact on product identification is cause for alarm, with most people related in 
the field of ceramic tile imports. Since the recent opening of Home Depot in the 
Philadelphia market, I cannot say that I can express the same confidence that I have had 
in pricing products. It is quite obvious that easy product identities are singled out and 
low-balled so that smaller businesses dealing with some similar products will look bad. 
This type of tactic has had a negative effect and has caused hype in our industry." 

PAFZTII-C 

ILLINOIS 
[Chicago Area] 

CH 86 - PIumbingKitchen Supplies: 
"Since large mega-retail chains entered into the retail trade, they have attained tax 
benefits not available for the smaller shop. Typically these large scale companies deal 
directly with the manufacturer and then sell to the consumer. Now if they receive tax 
credits i.e. Home Depot, they have the best of all worlds. They sell, in some cases, for 
what the smaller company buys the goods for. We do have a community interest, product 
selection interest and service (complete) to the end. We want to be here to stay, but with 
an uneven playing field, why waste the time." 

CH85 - Women's Casual Clothing: 
"We started in Des Plaines in 1897 and have never had any special favors or help from 
our city fathers. Our money has stayed here in town and we have helped hundreds of  



local people earn a living. Why an established discount retailer has to have help is beyond 
me. If they can't stand on their own two feet, they should be told to move on. Their profit 
goes to headquarters, ours pays taxes for the town." 

CH77 - Stationery: 
"Events that have hurt our business in the office supply industry are: 

(a) Predatory pricing and 'loss leaders' items and (b) Manufacturers giving better 
prices to upstart superstores based on the size of the total business versus actual 
stationery sales. Then superstores use this to gain market share." 

CH73 -Wealth and Beautyk  Drugs: 
"My situation is unique in that I have an ethical pharmacy which is surviving only 
because I value the quality of my workplace more than I value a large paycheck. 
Consumers aren't aware of the fact that small businesses are quickly disappearing. The 
service and personal service given will be a thing of the past unless something is done. It 
will be like the 'service stations' and no one will even miss having a service attendant 
pump their gas for them because they weren't fiom that generation." 

CH72 - Paintiwallpaper: 
"I'm hopeful that the independent dealer will survive. It takes a lot of people, sales and 
profit to keep these big chain stores going. Let them fight each other! In the interim, we 
will continue to offer above par service, and product knowledge with the thought of out 
living the big store image." 

CH71- Optometry: 
"Tax breaks are given to mass retailers to move into an area. I get no tax breaks - totally 
unfair." 

, 

CH68 - Office Supplies: 
"We have Super Kmart, Wal-Mart and Eagle about 3 blocks apart in Elk Grove. What's 
the point?? Woodfield is 5 minutes from them and now Office Max is 5 minutes from 
there. It's not fun anymore. 50% or more of office supply dealers have gone out in 
Chicago area.'' 

CH67 - Snacks, Sodas, Cigarettes: 
"Low select prices on select items such as sodas hurts the vending business." 

CH62 - General: 
"Don't give tax breaks!" 

CH61- Restaurant Equipment: 
"Redevelopment, industrial revenue bonds and tax abatements should only be used for 
manufacturing or distribution businesses; not retail. Jobs are not created, only transferred 
by retail." 



CH59 - Food: 
"The large chains run so many 'loss leaders' that it is almost impossible to survive, much 
less grow your business. They sell many items well below my cost." 

CH47 - Equipment Rental: 
"Simplify government regulation and paperwork both nationally and locally to allow 
more time to focus on the developing business. Anything to level the playing field with 
larger deep pocket companies." 

CH40 - Video Equipment: 
"The commercial property tax is driving small businesses out." 

CH38 - Food Products: 
"I just spoke recently with our mayor about the 'tax breaks' that 'Sam's Club' gets. I, as a 
small business owner, would never get the breaks and concessions that our elected 
officials give these large retailers. The mayor agreed. This left a feeling of hopelessness 
in my throat. It is very difficult to compete these days." 

CH36 - Medical Equipment: 
"We provide home medical equipment. The majority of our customers receive our 
products and service via our drivers and service vehicles. The large retailers have had an 
eroding effect on our business. The result to date has been customers receiving less 
service with no knowledge of warranty, billing, or adequate follow-up. If compatible tax 
incentives were made available to existing established small business, long term 
employment and tax revenue would have a positive impact, long term, on each 
community." 

CH35 - "Other": 
"Tax concessions to large companies should be given to start-up businesses only, not 
established companies who take advantage of local inducements regularly. Kmart used 
low rate financing on their leased properties. Wal-Mart as well. On the other hand, these 
large discounters offer attractive well stocked stores at low prices which benefits all. 
Many small businesses at retail are mismanaged by their owners." 

CH32 - Food Products: 
"Major complaint is these large merchandisers ask for and generally reclaim large tax 
breaks and incentives to come into a community. This is never offered to small business. 
We always pay full price and continue to carry a heavy load of the community 
responsibilities." 

CH20 - Lighting/Electric (a distributor): 
"As a distributor, the trend to buy direct is not only with the national discount retail 
chain, but also smaller, independent family owned business. The problem is, they still 
can't compete. Their distributor, such as my company, also can't compete. Therefore the 
middleman and small companies both get destroyed." 



CH19 - Auto Parts: 
"This country was founded on freedom and the free enterprise system. This system is in 
grave danger by both our government and big business. The tax burden on small business 
is now higher than our profits. A ground swell of small business is needed to stop these 
current trends. Small business is a major employer, yet government treats us like second 
class citizens." 

CH14 - "Other": 
"At least make it so large retailers must make a profit on items sold and pay their full 
share of all taxes (sales and real estate)." 

CH12 - Auto Body: 
"We are an auto body repair facility and not really affected by mega-retailers but have 
seen concerns from local hardware stores and neighborhood drug stores." 

CHll  - Pharmacy: 
"Large chain stores are robbing America of its heart. The average person is not capable of 
perceiving what they will be missing when all the small business people of America are 
gone. Their children will not find their first jobs, the little leagues and churches and 
bowling leagues will not have sponsors. Our country is losing its soul - corporate 
America is like a bad virus!'' 

CH9 - Greeting Cards, Stationery: 
"My business distributes greeting cards, etc. to non-chain accounts. Our business has 
been strongly affected in addition to our customers. A significant number of 'Mom-and- 
Pop' locations have fallen by the wayside, unable to compete. In addition, the number of 
party outlets has also diminished our sales as well. Our highest year in sales occurred in 
1991." 

CH8 - Software: 
"I certainly agree with what you are surveying, however my answers and survey are 
probably meaningless as I am in the proprietary software market and the companies you 
speak of have little or no impact on me other than to possibly pull some of my business if 
they sell some of the supplies I need." 

CH91- Auto Equipment: 
"Big retailers have definitely decreased our sales in tires and exhaust parts and shocks. 
Difficult to compete with h a r t  prices on above items - also tires sold at Sam's Club in 
area." 

CH96 - Party Supplies: 
"The larger discount houses hurt the small retailer. Consumers do not understand that 
their claims to have lower prices are not always true. They can afford T.V. and radio 
advertising while we can only rely on reputation and service. Grocery stores are getting 
out of hand; they should sell groceries and leave the greeting cards, gift items, flowers to 



the small retailer. I feel soon there will be no room for the small retailer because of rent, 
taxes and discount stores." 

CH98 - LawnlGardens: 
"We handle premium lines of mechanical equipment that have traditionally been 
marketed through certified independent dealer networks, outlets created by manufacturers 
to assure the availability of professional expertise in the sales, service and maintenance of 
their product lines. This 'value added' support cost is rarely provided by mass merchants 
and thus this savings in their cost of sales plus their buying power, provides them with 
their retail price advantage. In the long run its the consumer who will suffer overtime as 
mass merchants force out 'value added' dealers. This type of product eventually needs 
service. Few m,anufacturers of top end products provide for service only dealerships. 
Sales have always been and still are the prime requisites of a dealer franchise. As sales 
through 'value added' dealers diminish and those dealers become competition victims to 
the low prices of mass merchants, then sources of professional service and maintenance 
will become a problem for customers, and too late we will understand that the lowest 
price was not the best price in the long run." 

CH97 -Jewelry: 
"I think the large corporations will dominate our economy. The true craftsmen will sell 
out or go bankrupt. The jobs created in the large corporate stores are low wage and often 
part-time. There are not as many management positions in the large corporate stores. The 
youth in America are not studying the right subjects to compete in our global economy. 
Technology is also taking jobs away. What took the U.S. 50 years to learn up to World 
War I1 now takes less than 5 years to learn. I think the strongest entrepreneurs will 
survive. Many less motivated people will work at Kmart and spend their checks hoping to 
win LOTTO or gamble at the Casinos! Plus, big firms take over other firms and then they 
scale down help, etc. - laying off many people." 

ILLINOIS 
[Kankakee Area] 

K51- Auto EquipmentIServices: 
"We are an automotive repaidservice business with over 32 years experience in this field. 
We have had mega-retailers entering our area rapidly in the last 2 years. Being able to 
determine the problem and to determine the cause and effect, and to recognize the 
solutions would be very difficult. As an example, to lower prices would only be a 
possible temporary fix. Our local government has waived mega-retailers requirements 
through tax abatements in the Northfield Square Mall. I am very interested in your study 
and look forward to receiving additional information." 

K50 - FloristIArts and Crafts: 
"Products you have listed do not pertain to our floristlgifi shop retail operation. However, 
there are national and regional chains that would affect us like Frank's, Michael's, and 
Christmas chains." 



K48 - Video EquipmentIGames: 
"There was a time when the video rental business was profitable as a stand alone 
business. Now it is not, for a number of reasons: 1) Large stores use rentals as a 'loss 
leaders'; 2) Purchase price to large stores are much lower; and 3) Major discounts are 
available from manufacturers not available to small independents." 

K47 - Food Products: 
"We are faced with severe competitive pressures. We are tmly an independent food 
operation. Our competition is Jewel, Kroger, Eagle Supercenter (new 180,000 square 
feet) and hart Supercenter (new 160,000 square feet) store. We will probably not 
survive. We have fight and desire but we don't have the capital or mega dollars to 
compete with the discount chains. We can't purchase product in many cases for what 
competition is selling at retail. We also lack the buying power that large national and 
discounters have. As I see it, the large are forcing out the small, with discounts to the 
consumer, until they secure the market - then they do what they want." 

K45 - Lighting/Electrical: 
"Having regional warehouse home centers (Blains, Menard's, Home Base, Builder's 
Square, Big 'R') in our areas has sharpened our abilities to survive. We are able to 
describe the 'enemy' to our team members much more clearly." 

K44 - Telephone Systems and Lines: 
"Discount chains are wonderful for products that do not require additional service. The 
customer ends up with the best price. On the other hand for products that require any 
service, you should purchase at a smaller more personalized store." 

K43 - Athletic Equipment: 
"Currently, within a two mile radius, Wal-Mart, Super hart, K's Merchandise, and 
Target compete for the same customers. The only way our retail business survives is 
through service and quality products. There was a time in the business when large 
retailers could not buy the high end sporting goods' products. Recently that niche has 
eluded us -the specialty store. Fortunately for us, we have developed a sporting goods 
team business which sells and serves the needs of over 300 grade schools, high schools, 
and colleges. If we had not started a new business and continued to solely concentrate on 
retail, we would have considered selling the business." 

K39 - Health and Beauty: 
"We have already experienced Super h a r t ,  Wal-Mart and soon Target. When I 
purchase products for my business I have been forced to look harder at price and quality. 
Consumers right now are only concerned with price; they are not looking for quality. 
When in a discussion with clients we try to point out the value of personalized service 
and that the mega-retailer really doesn't care, as to what will happen if they spend all their 
money there in terms of jobs, families, communities, etc." 

c 

K - 38 Food: 
"In our local area (Kankakee, Bradley, Bourbonais) TIF[Tax Incentive Funding] Money 



has been used by Bradley & Bourbonais to develop large retail areas in the last 10 years. 
They used the TIF money to develop farm ground (not blighted areas as originally 
proposed). During this time they have raped the tax base of the City of Kankakee. Many 
Kankakee business have moved from Kankakee to Bradley and Bourbonais." 

"Now that retail business has left Kankakee, Bradley and Bourbonais and county officials 
have decided to end TIF money for retail business, Kankakee has lost the weapon (used 
against them) to recoup retail business. TIF money was misused here and a warning 
should go out to other communities." 

K37 - Games, Hobbies, Books: 
"I live in Bourbonais, IL and have my radio controlled hobby business in Bradley, IL. 
When we started seven years ago, we had no help from the village as far as tax 
incentives; in fact never gave it a thought to inquire. We have worked hard to keep our 
business intact, but find our taxes going higher each year both personally and business- 
wise to maintain these large retailers that come in under the TIF Programs and then leave 
in seven years or less. We little people are getting the shaft." 

. 

K33 - Optometry: 
"We need to get rid of the one hour labs that draw people. They don't do the service that 
they say and prices are high. We need to get back to the old ways. If we have to have 
them I would try to limit only one per town. In so many towns there just too many of 
them." 

K25 -Doors and Windows: 
"The tax abatements provided chains are an unfair practice; I h o w  that helps mega chain 
competition. This alone allows them to reduce prices to hurt other small businesses." 

"A free market to all, giving large and small businesses the same local advantages in 
taxes, land, etc, is most important to the survival of the small retailer." 

K24 - Electronic Equipment: 
"I have experienced several times in my career what happens when a major chain leaves. 
The buildings are left vacant. Their restrictions to buyers because of competition are 
contributing to why these large buildings are left empty. In our area TIF increments have 
led stores to move a mile or two at most to be in another town and receive tax breaks. I 
have also got to see local schools and police forces suffer through problems because no 
tax money comes from TIF." 

K21 - Audio Stereo Equipment: 
"With a lower overhead I have been able to compete favorably with the large discounters; 
however, if one moves close to me I may lose a handful of customers but the increase in 
traffic would also increase new customers." 

K20 - Food: 
"A Super Kmart opened in February 1994 near our business strip and we have noticed a 



definite decrease in customer trflic and sales. A Target will be opening in July and we 
will probably experience another decline." 

K18 -Auto Mechanical Service: 
"I have a service business that employs four employees that make a decent living, not 
minimum wages like mega chain stores. This puts me at a disadvantage even before theii 
tax breaks come into effect. I get no tax breaks. If I need money to remodel, I have to 
finance it myself at local banks not unlike the national corporations." 

K17 - Children's Dance Shoes: 
"We are a small manufacturer of dance shoes, shipping nationwide to retail stores and 
dance studios. Also we- have a very small local retail business. Local Pickway and Wal- 
Mart have brought in cheaply made dance shoes from other sources and sell them at 
almost wholesale prices. We have lost several large retail accounts across the nation. Due 
to this low pricing, small retailers cannot compete because of the nature of the product 
and customers who are uninformed about quality." 

K16 - Lawn and Garden: 
"It looks like local, state and federal government help the giants who want to take all the 
sales away from the small merchant who made the American way of life possible, leaving 
us just to do service work for the giants. They make the easy money and we do the hard 
physical work for them in the service sector." 

K15 - Furniture: 
"The big chain stores are taking advantage of tax breaks. They move from town to town 
and close smaller stores. They build their stores with out-of-town builders, so nobody 
local makes a profit on them. They want to make a living in town but don't support the 
town." 

K14 - HuntingRishing Equipment: 
"We have four chain discount stores in our area and it is very hard to be competitive and 
make a living." 

K12 - Meats/ Poultry: 
"We in the Kankakee, IL area are already experiencing the opening of several TIF 
businesses which are creating problems for the smaller operations due to their discount 
pricing on certain sale items. In my business we deal with fresh meat products and they 
are highly perishable, so any drop in business is very critical. In the last year we have 
experienced the opening of a Super Kmart and the state has been working on the highway 
for one year. These two factors have created a 10% drop in our total sales." 

K10 - Optometry: 
"We are a full service, one hour optical business. We already have experienced a Super 
h a r t  opening (3-6 months ago). Our prices were already competitive - in some cases 
lower. The only people we lost were a few (approximately 20-40) contact lens patients 
who wanted a lower price on contacts. The average was $10-$15 lower, however, we 



don't make our main profits from these patients, so the loss was negligible. Also when 
these people go back for a new exam they will find it (the exam) $25.00 more!" 

"Overall the opening hasn't hurt us much; however, we are a franchise with a national 
name, not just a small local owner. Even though we are not just a single owner, I do agree 
that Kmart, etc. do have the advantage, insofar if they have a slow month they can get an 
infusion of funds, etc. from their corporation, while we have to struggle along!" K7 - 
Home ImprovementIBuilding Supplies: 

"There should be some kind of truth in advertising when quoting such as 50%, 60% or 
70% off, or 'Special Sale.' But what was the original price?" 

K4 - Foods: 
"There should be government regulations that super or big business locations be limited 
to certain areas, because most or almost all of those big businesses get a tax break from 
the state or city that they go to. Small businesses don't get that privilege." 

K1 - Gift Shop: 
"We try not to carry the same products you find in discount stores. Our gift shop carries 
the finer crystal, bronze, pewter and other specialty items. The Railroad Shop, located on 
the second level, also carries items not found in discount stores." 

K61 -Water Conditioning: 
"We have to meet a customer on service and personalized greetings since we do not have 
the buying power to attain the 'best' price as the large chains do. We are able to meet an 
individual customer's needs personally; they are not just a number." 

K58 - Jewelry: 
"I mainly feel that mass merchandisers serve large numbers of people but lack quality 
merchandise in our field. We, on the other hand, have to present a quality picture or 
image to attract those who are more discerning. This includes educating the market we go 
after, while still maintaining an edge on fair competitive prices. We belong to trade 
groups that help us compete. The h a r t s ,  Wal-Marts, etc. don't seem to help the 
communities they do business in." 

K62 - Home Improvement Supplies: 
"1.  Reduce trading area to 3 mile radius. 2. Advertising locally. 3. Chains steal employees 
to hurt your effectiveness. 4. Chains steal employees to hurt traditional experience. 5. 
Chains then release employees after two years to reduce their payroll after competition 
has been knocked out." 

PART I1 - D 

NEW YORK 
[Finger Lakes Region (Geneva, Auburn, Syracuse)] 



NY48 - Athletic Wear, Toys, Athletic Equipment: 
"Geneva is an area in need of development, and Geneva already has Kmart and Wal- 
Mart. The damage from their development was not major at best. There wasn't much 
available that they created too much competition for. The area that needs to be reviewed 
here is the definition of what we have in small businesses and then attempt to attract 
businesses that are needed and wanted by the people. Geneva is too much duplication 
which is so counterproductive. Same old-same old doesn't sell." 

NY44 - Office Products: 
"We operate an office products business. At the present time we are still not greatly 
affected by the new Wal-Mart store. What the greatest influence is the prices published 
by discount stores operating out of Syracuse and Rochester and the 'Paper Cutter' (Fays 
Drugs) in Auburn and the catalogue they distribute. My concern is the fact the discount 
stores sell, at the same or lower prices what 1 pay for the same merchandise. The 
manufacturer offers these products at prices that are not available to me because of a 
much lower overall volume." 

NY40 - Marina Supplies: 
"Wholesale stores have forced me to lower my inventory, reduce the prices of goods sold 
and reduce my work force, but that's only part of the problem. School and county taxes 
have doubled. Canal permits have gone up 800%. Cigarette and Alcohol tax has 
increased. Beer licenses also went up this year, making me think seriously of ending the 
sales of beer and cigarettes, because the reduction of the profits being made. New York 
State is forcing the small business man out." 

NY37 - Jewelry: 
"Too many stores which are 'Mom-and-Pop' operations will be closed down by these 
mega stores with their buying power and low prices. Only stores that can provide service 
and knowledgeable service employees will survive." 

NY36 - Silver and Crystal: 
"Factory Outlet Malls and mega-retailers are destroying and will continue to destroy 
'Main Street' in small town America. As 'Main Street' disappears, so will the tax base 
which is so vitally needed for the entire community." 

NY34 - Furniture and Stationery: 
"I only hope I can make our business last long enough to educate our four children. I will 
not allow any of them to work for us. I would not wish this on anyone. We have told our 
children they would be better off working for a large company. My 15 year old says 'You 
say you have more freedom with owning your own business, but all my friends' parents 
get days off and vacations and their families don't always discuss work.' I think the way 
retailing in America has changed is revolutionary. There is no going back, the consumers 
will not permit it." 



NY29 - Computer Equipment: 
"We have responded to the encroachment of large retailer selling computers by 
specializing in markets that are not the 'retail' consumer." 

NY28 - Food: 
"Most open minded small businesses can survive large chain competition by adjusting to 
their weaknesses such as specializing, offering personal services, delivery, and the list 
could go on and on depending on the individual situation." 

"Generally small business cannot be everything to everybody when they are up against 
the giants. Reduce the areas that you are weak in and concentrate your efforts on the 
strength of the business.'' 

"Our strength is subs, salads and sandwiches. When we opened 12 plus years ago, 
McDonalds and Burger King were here already. Now there is Arby's, Wendy's, Subway, 
Denny's, etc. While a dozen or more independent businesses have come and gone, we are 
surviving. " 

N Y l O  - Home Improvement: 
"We have had a Wal-Mart move into our area within the past two years. We lost 35% 
gross sales and fired all employees. The best thing to do is to provide service and 
knowledge.'' 

NY7 - Tavern: 
"I feel the American public welcomes the discount prices offered by large discount 
houses, as long as it does not affect them personally. My business is a small 'blue collar' 
tavern. I pay $2,140 every three years for a state license to sell on premise liquor and beer 
and off premise beer. Large food and discount stores (i.e. Newmans, P&C, Fays Drugs) 
pay $75 per year for a license to sell off-premise beer. These large stores use beer as a 
'loss leader' to get the public in the door. They sell my only product to take out for less 
than I can purchase it wholesale. In my opinion, N.Y. State requires license fees for the 
money only." 

NY6 -Restaurant: 
"It is extremely difficult at the present time to compete with larger competing restaurants, 
especially franchises, because in a tourist area, it's the franchises that are the first draw. 
Taxes and insurance and Workman's Compensation costs continue to rise. Suppliers 
continue to raise their prices and yet if we do, everyone becomes upset and stays away. 
It's basically a 'no-win' situation." 

NY5 - Auto SupplieslService: 
"The way things are right now, if a chain came here in Geneva it would probably force us 
out of business." 

NY4 - Men's Wardrobe: 
"We are a better men's specialty store. Chances are, a customer who wants a better 



quality in men's wear will come to us or a similar type store. I feel a Wal-Mart type store 
hurts a store like us by taking away traffk from our 'Main Street.' We lose window 
shoppers who might stroll in just looking, and possibly make a major purchase. The 
mega-chains compete with so many types of stores (hardware, electronics, etc.) that 
people will tend to go there first before checking 'Main Street'.'' 

NY2 -Jewelry: 
"The Geneva market was already affected by introduction of Kmart, Wal-Mart (2 
locations), Wegmans and Tops (Superstore). Market surveys for this area do not support 
this amount of retail space and now three major outlet strip plazas of over 150 stores are 
planned for Geneva development within 12 months." 

NY1- Men's Casual Clothing: 
"One of the biggest negative impacts is the reduced downtown traffic caused by these 
mega stores. It is hard to draw customers to a downtown location. These chain stores, by 
being situated on the out-skirt of the city further erode customer traffic. A positive impact 
is that you have to become a better merchant in order to compete. You cannot remain 
stagnant.'' 

NY54 - BikeslEquipment: 
"It's a free enterprise society so they have every right, but these 'mega stores' are putting 
us small guys out of business and ruining downtowns." 

NY55 - Bar and Grill: 
"I don't understand why I was sent this survey. My business is a floundering bar and grill. 
In the nine years that I've owned it, I have seen business dwindle to nearly nothing 
because of laws, rules and regulations and the economy." 

NY57 - Lumber: 
"We currently have Builders Square locations in Syracuse and Rochester. Although they 
are approximately 40 miles from us we still realize their impact. Home Depot is currently 
building and/or planning stores within both of those market areas. To further complicate 
our rural market, the Depot is developing a strategy to penetrate the ruralhmaller market 
areas. It goes without saying that it is tough as hell out here and getting worse. We are 
doing everything possible to survive. Our business plan is not designed for 3 to 5 years, it 
is based on daily survival. Without help, I believe most independents will not survive.'' 



CHAPTER V 

ARE MEGA-RETAIL DISCOUNT CHAINS 
SUBJECT TO REVIEW BY STATE AND FEDER4L 
REGULATORY AGENCIES, WITH RESPECT TO 

ANTITRUST STATUTES ALSO, THE SUBJECT OF 
PREDATORY PRICING IS EXAMINED? 

This question will be examined by the writers with respect to (a) what statutes may 
conceivably apply to the nations largest retail chains and (b) what in the legal history of 
the past decade indicates that states and federal agencies may review such questions as: 
predatory behavior; dominance; availability of supply to smaller retailers; pricing 
formulae; restraint of trade and other related questions generally reviewable under the 
Sherman Antitrust Act, the Clayton Act, the Robinson-Patman Act and other applicable 
federal statutes, as well as comparable state statutes regulating business behavior. 

Among the more recent flurry of litigation in this area was a suit in October 1993, in an 
Arkansas Chancery Court claiming that Wal-Mart Stores, Inc. had violated state law by 
selling some drugs and health and beauty aids below cost in its store in Conway, 
Arkansas. Judge David Reynolds ordered an end to the practice and awarded the 
plaintiffs, three independent Arkansas pharmacies, nearly $300,000 in damages.1 At the 
trial, a company official said Wal-Mart's pricing policy was designed to make a profit, 
not to injure competitors. Wal-Mart, however, admitted in the two day trial that it priced 
certain items below cost ("loss leaders") as a strategy to draw customers, but not to drive 
local druggists out of the market. 

Judge Reynolds based his ruling in part on Wal-Mart's in-store price comparisons of 
products sold locally by the plaintiffs in Conway, as well as other competitors. 

The three pharmacies accused Wal-Mart of violating state laws against predatory pricing 
by selling as many as 200 items--ranging from Crest63 toothpaste to over the counter 
drugs, below cost in its supercenter store in Conway, Arkansas. The plaintiff originally 
sought $1.1 million in damages. The case was brought under Arkansas' 1937 Unfair 
Practices Act. 

The Arkansas statute forbade selling or advertising for sale items below cost "for the 
purpose of injuring competitors and destroying competition." 2 

When this suit was announced antitrust experts pointed out that many state laws provided 
retailers with a better chance to win a predatory pricing suit than the federal law. States 
apparently have broader de f~ t ions  and distinct causes of actions that don't depend o n  
federal precedents. 2 

The conclusions at law warranting the decision against Wal-Mart follow: 4 



"Conclusions of Law" 

"Act 253 of 1937, 'The Unfair Trade Practices Act,' Ark. Code Ann. $$-75-201 through - 
75-21 1, ('the Act') specifically sets out the legislative intent of 'the Act':'' 

"The General Assembly declares that the purpose of this subsection is to . . . 
foster and encourage competition by prohibiting unfair and discriminatory prices 
by which fair and honest competition is destroyed or prevented." 

"The Arkansas Supreme Court recognized 'the Act's' purpose in Beam Brothers v. 
Monsunfo [1976-1 Trade Cases 7660,7201.259 Ark. 233,532 S.W. 2d 175 (1976):" 

"This subsection (of the Act) is intended for the primary benefit of the public by 
protecting dealers, especially small dealers, from unfair competition by large 
dealers." 

"The purpose of 'the Act' is not to protect small business from large business, downtown 
from malls, or to guarantee any business a share of the market, but to encourage 'fair and 
honest competition.' The protection afforded by 'the Act' is from 'unfair competition'." 

"'The Act' makes it unlawful for a business to sell, or advertise for sale 'any article or 
product' at less than the 'cost thereof.' 'Cost' in this instance is defined as:" 

'I. . . all costs of doing business incurred in the conduct of the business and must 
include without limitation the following items of expense: labor, which includes 
salaries of the executives and officers, rent, interest on borrowed capital, 
depreciation, selling cost, maintenance of equipment, delivery cost, credit losses, 
all types of licenses, taxes, insurance, and advertising. Ark. Code Ann. 
§4.75.209(2)(b)(3)" 

"The prohibition against sales below costs does not apply to the sale below cost of 
seasonal, damaged, deteriorated and perishable items; good faith closing business sales; 
and court ordered sales." 

"Wal-Mart contends that the court should look at 'market-basket' cost rather than single 
product or article cost. While the Court can find no Arkansas judicial decision construing 
this issue the Court finds that Ark. Code Ann. 54.75.209 is clear -- 'the Act' applies to 
'any article or product' and not 'market-basket' or 'overall product line' cost." 

"The burden of proof is on Plaintiffs to establish three essential elements: that Conway 
Wal-Mart sold, offered to sell or advertised to sell products (1) at less than the cost to 
Conway Wal-Mart, (2) for the purpose of injuring competitors, and (3) for the purpose of 
destroying competition. Ark. Code Ann. $4-75.209 (a)(l)." 

"The evidence is clear that Conway Wal-Mart advertised and sold pharmaceutical and 
health and beauty products below invoice or acquired costs (without taking into 



consideration the 'cost of doing business') on a regular basis. These below cost sales do 
not fall within the exemptions set out in 'the Act.' 

"The Court finds that purpose to injure competitors and destroy competition cannot be 
inferred from below cost advertising and sales alone. There must be other proof of intent 
of purpose. A person's purpose or intent, being a state of mind, ordinarily cannot be 
proven by direct evidence, but may be inferred from other circumstances. Alford v. State 
34Ark.App 113.806S.W.3d29 19911." 

"The court finds from the following circumstances that Conway Wal-Mart advertised and 
sold pharmaceutical and health and beauty products below cost for the purpose of 
injuring competitors and destroying competition:" 

1. "The number and frequency of below cost sales." 

2. "The extent of below costs sales." 

3. "Wal-Mart's stated pricing policy -- 'meet or beat the competition Without regard to 
cost'.'' 

4. "Wal-Mart's stated purpose of below cost sales -- to attract a disproportionate number 
of customers to Wal-Mart." 

5 .  "The in-store price comparison of products sold by competitors, including Plaintiffs." 

6. "The disparity in prices between Faulher County prices of the relevant product lines 
and other markets with more and less competition." 

"Relief Aid Damages" 

"Plaintiffs' request to enjoin Conway Wal-Mart from selling below cost as defined by the 
'Unfair Trade Practices Act' is Granted." 

"Plaintiffs's request for damages is Granted and the Court awards damages as follows:" 

"American Drug--$42,407.00" 
"Baker Drug--33,767.00" 
"Family Drug--20,295.00" 

"Plaintiffs' request for treble damages and costs is Grankd." 

"Plaintiffs' request for attorney's fees is denied due to the lack of statutory authority for 
such allowance." 



Wal-Mart immediately announced that it would appeal Judge Reynold's predatory-pricing 
decision to the Arkansas Supreme Court. Wal-Mart subsequently appealed the decision 
and had it reversed by the Arkansas Supreme Court; but not without dissent. 5 

In Chapter VI on Predatory Pricing, the writer will discuss in more detail some of the 
data, expressed by the lower court as well as the majority and minority views of the 
Supreme Court in the appeals case won by Wal-Mart. 

The tendency to litigate continued to grow when a large number of independent drug 
store owner/operators, from the traditional proprietorships to small chains, decided that 
pricing differentials were not fair and decided to take legal action not against the large 
chains, but against drug manufacturers and wholesalers. The issue in what was to become 
a class action suit was whether the price differences for prescription drugs at the retail 
level were based upon economies of scale present in large drug chains and generally 
justifiable. 

The small drug stores saw the enemy as the drug manufacturers, and not always the retail 
chains. The proposed class action suit wanted the manufacturers to prove not only how 
they can justify selling at lower prices to higher volume customers, but additionally how 
they could justify selling at lower prices to lower volume customers, such as buying 
groups who purchase drugs for hospitals, HMO's, nursing homes and clinics. 

However, there were a number of these lawsuits involving price discrimination in 
pharmaceuticals, one of which included large and small drugstore chains that challenged 
primarily the high discounts offered to HMOs and buying groups. 

The plaintiffs (pharmacists), numbering in the hundreds, filed a class action suit in 
federal court in Chicago in November, 1994 6 against at least thirty drug manufacturers 
and wholesalers. The suit was an antitrust suit, alleging specific violations of the 
Sherman Antitrust Act and the Clayton Act. The suit related to pricing, variable 
discounts, combinations and conspiracy in unreasonable restraint of trade and concerted 
action. 

Later in this text, the author will detail various cases and precedents which might have 
relevance with respect to protecting the nation's small retailers against possible 
monopolization, predatory pricing, restraint of trade and various antitrust activities by  the 
nation's major retail chains as well as the mega-retail discount giants. 

Nowhere in this text will the author recommend company versus company litigation, but 
he hopes to make his observations available to Congress, State Legislators and federal 
and state regulatory agencies with the recommendation that fair trade practice laws be 
reviewed and where more surveillance is necessary to protect the small retailer, that it be 
done. 

In August 1994, Representative John La Falce (D. N.Y.), Chairman of the House Small 
Business Committee conducted panel hearings with respect to the growing dominance of 



the nation's major retail chains as well as the major retail discount chains, and what 
appeared to be behavior harming small business and entire communities, such as 
(alleged) predatory pricing, unfair labor practices and market saturation. A detailed 
discussion of these meetings and their findings can be finmd in Chapter VI. 

The committee indicated that the growing powers of the retail-chains ought to be a 
continuing review responsibility of the Federal Trade Commission (FTC), and 
additionally expressed that as of August 1994, two of the five seats on the FTC still 
remained vacant. 7 Further action by the Committee has not been taken. 

Since the hearings, Robert Pitofsky was nominated by President Clinton to head the 
Federal Trade Commission. Wall Sheet Jourqal articles heralding his appointment 
emphasized Pitofsky's belief in the active enforcement of antitrust laws. Pitofsky, a 
Georgetown University Law Professor had served as a Commissioner of the FTC, 1978- 
1981, and was Director of the FTC's Bureau of Consumer Protection from 1970 to 1973. 

Among the witnesses at the hearings was Thomas Muller, a Fairfax, Virginia economist 
and the author of a report on the impact that three proposed Wal-Mart stores would have 
on northeastern Vermont communities. Muller stated, "In a few years, given (that) current 
trends continue, one corporate entity may have a substantial share of all retail trade in the 
United States." 8 

Antitrust Laws of the United States 

(As per a study by the Congressional Budget Office) 

In order to provide a guide to the reader interpreting the behavior of giant retail chains as 
being dominating, unfair or restraining trade through undesirable practices, the author is 
presenting in outline form, three statutes which might apply. This material was prepared 
as part of a Congressional Budget Office (CBO) study by the U.S. Congressional Budget 
Office and published in September 1994.9 

In addition to citing certain important statutes, the CBO researchers interpreted several 
sections of the Robinson-Patman Act with respect to predatory pricing. 

Antitrust Law 

In the last quarter of the 18th century, the spread of the industrial revolution from Britain 
to Europe, the United States, Russia, and Japan brought with it the development of large 
industrial concerns with substantial market power. 
enhanced by the formation of trusts, cartels, and other monopolies. Such market power 
was subject, or thought to be subject, to various abuses, among which were high prices 
and predatory pricing. 

The Sherman Act 

In some cases, that power was 



In the United States, concerns about monopoly abuses resulted in the passage of a series 
of antitrust laws. The first such law was the Sherman Act, passed in 1 8 9 0 . 1  

The Sherman Act prohibited "every contract, combination in the form of trust or 
otherwise, or conspiracy, in restraint of trade or commerce among the several states, or 
with foreign nations." 12 It also made it illegal to "monopolize, or attempt to monopolize, 
or combine to conspire with any other person or persons, to monopolize any part of the 
trade or commerce among the several states, or with foreign nations." 13 Violations of 
those provisions were misdemeanors punishable by fines, imprisonment, or both, U.S. 
attorneys could obtain injunctions to prevent or restrain violations. Furthermore, private 
parties injured by violations could bring suit against the perpetrators and recover treble 
damages. 14 However, violations of the Sherman Act are now deemed to be felonies. 
Furthermore, private parties can now sue for injunctions. 

The courts have long interpreted the Sherman Act to prohibit predatory pricing. Without 
a showing of predatory intent, price discrimination and selling below cost are not held to 
be violations of the law. 

Predatory intent is an element of proof in some violations of the Sherman Act, i.e., 
monopolization and attempted monopolization, but not in conspiracy cases. 

In the past two decades, the courts and the Federal Trade commission have become more 
skeptical of claims of predatory pricing than they were previously. They tend to look for 
evidence of such factors as prices below average variable cost (not merely below average 
total cost), large enough market share and sufficient barriers to other firms' entering the 
market to make monopoly and subsequent price increases feasible, and local price cutting 
in particular markets rather than general price cutting in all markets. 16 Mere price 
discrimination or selling below average total cost are not generally sufficient for 
demonstrating predatory pricing. 

The Federal Trade Commission Act and the Clayton Act 

Dissatisfaction with the courts' interpretation of the Sherman Act led to the passage in  
191 4 of the Federal Trade Commission Act and the Clayton Act. 11 The Federal Trade 
Commission Act created the Federal Trade Commission (FTC), and the Act empowered 
the FTC to proceed against "unfair methods of competition" in interstate or foreign 
commerce. The general and undefined nature of the latter power resulted from the 
view that businesses would always find new ways of suppressing competition that did not 
violate any given list of prohibited behaviors. The act empowered the FTC to proceed 
against each new form of unfair behavior as it appears and is recognized as a problem. 

FTC proceedings are administrative and prospective (that is, the FTC can proscribe future 
behavior, but cannot punish past behavior). When the FTC believes a firm is engaging in 
unfair competition, it issues a complaint that is heard before an administrative law judge. 
If the judge agrees there is a violation, he or she issues and order for the firm to cease and 
desist. That order can be appealed to the courts. Assuming the order either is not appealed 



or is upheld on appeal, the firm is subject to fines if it continues the behavior. On judicial 
review, a decree to obey the order can be issued, in which case violations make the firm 
liable to be held in contempt of court. 

Section 2 of the Clayton Act was the first law to restrict price discrimination outside the 
railroad industry. 19 It prohibited charging different prices to different customers when: 
(1) the price difference did not reflect differences in cost, grade, quality, or quantity; (2) it 
was not a good faith effort to meet competitive pressures; and (3) "the effect of such 
discrimination may be to substantially lessen competition or tend to create a monopoly." 
- 20 

The Clayton Act authorized the Federal Trade Commission to enforce the act's provisions 
through the sort of administrative and prospective proceedings described above. It 
authorized U.S. attorneys to obtain civil injunctions to prevent and restrain violations of 
the act, and it gave private parties the right to obtain injunctions to protect them from 
violations of the antitrust laws generally. 22 It also gave parties injured by violations of 
the antitrust laws the right to sue for treble damages. 2 Finally, it made individual 
directors, officers, or agents of corporations violating penal provisions of the antitrust 
laws guilty of misdemeanor violations, if they directed, ordered, or carried out the 
corporate violation. 3 In addition, it subjected them to punishment by fines and 
imprisonment. 

The Robinson-Patman Act 

In the 1920's and 1930's, the large chain retail stores rose to prominence. The market 
power of some of these chains enabled them to negotiate lower prices from 
manufactwers than the traditional small independent retailers could obtain. For that and 
other reasons, the small retailers found it difficult to compete leading to pressure for the 
Congress to do something to help them. That pressure and dissatisfaction with the lack of 
success of the Clayton Act in preventing price discrimination led to passage in 1936 of 
the Robinson-Patman Act. 2 

The Robinson-Patman Act amended the Clayton Act to make it unlawful "to discriminate 
in price between different purchasers of commodities of like grade and quality" where the 
effect "may be substantially to lessen competition or tend to create monopoly in any line 
of commerce, or to injure, destroy, orprevent competition [emphasis added] with any 
person who either grants or knowingly receives the benefit of such discrimination, or 
with customers of either of them." 26 Exceptions were made for price differences 
resulting from differences in cost, charging low prices to meet those of a competitor, 
disposing of deteriorating perishable goods or obsolete goods, and disposing of goods in 
a closeout or bankruptcy sale. The act also prohibited buyers from knowingly inducing or 
receiving a prohibited discrimination in price. The act made some violations criminal 
offenses punishable by fines and imprisonment. However, the criminal provision of the 
Robinson-Patman Act has not been used in decades and is unlikely to be used. 



"A key issue relates to the phrase emphasized above: 'or to injure, destroy, or 
prevent competition.' Does 'competition' refer to competitors of the firm engaging 
in price discrimination or to the vigor of competition between and among the 
price-discrimiiating firm and its competitors? The former could make almost all 
price discrimination illegal, depending on the standard of injury. The latter is a 
much more demanding standard. If the price-discriminating firm takes away 10 
percent of the market, each competitor is injured. Yet the loss does not affect the 
vigor of competition between and among the competitors and the price- 
discriminating firm." 
"The courts have decided this question differently depending on the relation of the 
injured h s  to the participants in the low-price sale. The injured firms might be 
competitors of the price-discriminating firm, competitors of the firm receiving the 
lower price, or competitors of the customers of the f m  receiving the lower price. 
Injury to the first of these groups--competitors of the price-discriminating firm--is 
the sort of injury that is at issue in predatory pricing and dumping cases. In cases 
of such injury, the courts have generally interpreted "injury to competition" to 
mean "injury to the vigor of competition." Over the years, the standards for 
proving such injury have evolved to the point that they are now essentially 
identical with those for predatory pricing cases under the Sherman Act. Thus, the 
sort of price discrimination that is the domestic analog to dumping is illegal only 
in cases of predatory pricing." 2 

A Review of the Antitrust Statutes by the Author and His Consultant Attorneys 

29 The consulting attorneys were not asked to recommend any type of litigation against 
;tail chains, but simply to restate the meaning of the various regulatory statutes and their 
possible relevancy to subsequent enforcement against certain types of behavior by the 
mega-retail discount chains. 

The following memorandum to the author is, in a sense, a further analysis and 
interpretation of the historic and current meaning of the antitrust statutes summarized 
earlier in this chapter as a result of reviewing Congressional Budget Office reports and 
analyses. 

It becomes obvious to the reader that the statutes on antitrust and their interpretation do 
provide an umbrella for federal governmental agencies to prescribe anti-competitive 
activities on the part of major retail chains, but only if appropriate evidence is found of 
such conduct. 

The purpose of this study is not to stimulate litigation by government against any retail 
chains or manufacturers, but to alert Congress and the appropriate federal agencies that 
the laws protecting small business do exist since the 1890's, and if federal agencies make 
it known that when anti-competitive misbehavior is noted, and alleged, that surveillance 
and investigations might suggest to the mega-retailers that they consider putting a stop to 
the "roller coaster" which is eliminating the small retailer fiom the competitive scene. 
Further, Congress should hold hearings to be alerted to the possible excess of anti- 



competitive behavior or monopoly power by the huge retail chains; and further to 
consider legislation to amend the Sherman, Clayton and Robinson-Patman Act (and other 
statutes), originally designed to maintain a free market and protect small businesses in 
their rights to enter the market and survive as viable firms. The survival of small 
business, which was the desired aim of the 1995 President's White House Conference on 
Small Business is necessary for a balanced economy and for industrial and collective 
security, both economically and sociologically. 

In addition to the review of federal statutes on antitrust, the federal government should 
review the Tax Code as a means of limiting chain abuses. 

There follows Davis, Cowell & Bowe's memorandum to the author dated August 1,  1994, 
on the subject of "The Basics of Federal Laws on Monopolization and Predatory Pricing" 
prepared by Andrew J. Kahn, Esq. and Marjorie M. Alvord, Esq. 

MEMORANDUM 

The Basics of Federal Laws on Monopolization and Predatory Pricing 

To: Dr. Edward B. Shils 

From: Davis, Cowell & Bowe 
Counselors and Attorneys at Law 
100 Van Ness Avenue 
San Francisco, CA 94102 

Date: August 1 ,  1994 

This memorandum sets out a brief overview of basic federal antitrust law on 
monopolization and predatory pricing. 

I. Basic Definition of Monopolization 
Section 2 of the Sherman Act makes it a crime to monopolize or attempt to monopolize 
commerce. See 15 U.S.C. 52. Unlawful monopolization is typically defined as the 
possession of monopoly power plus some element of deliberateness, i.e., conduct 
intended to acquire, use or preserve that power. As was stated by the Supreme Court: 

The offense of monopoly under Section 2 of the Sherman Act has two elements: 
(1) the possession of monopoly power in the relevant market and (2) the willful 
acquisition or maintenance of that power, as distinguished from growth or 
development as a consequence of a superior product, business acumen, or historic 
accident. 

See U.S. v. Grinnell, 384 US. 563, 570-71 (1966) [emphasis supplied]. The principal 
dilemma faced in making the analysis is that the same conduct used to obtain andor 
maintain monopoly power (e.g., low pricing, customer discrimination, integrating into 



different markets, introducing new products) are also often seen as generally beneficial 
competitive strategies which ought to be encouraged. See, e.p.. Matsushita Elec. Znd. Co. 
v. Zenith Radio Corn,  475 US. 574,594 (1986). 

A. The Relevant Market 
Monopoly power has been generally defined as "the power to control prices or to 
exclude competition." See American Tobacco Co. v. US., 328 U.S. 781 (1946). 
The power to exclude competition may derive from any number of unfair 
practices that make it difficult for existing competitors to survive or to enter the 
market, such as predatory pricing. In order to determine whether monopoly power 
exists (or is dangerously likely), first the relevant market in which to evaluate this 
power must be defined. See Walker Process Eauipment v. Food Mach. & Chem. 
h, 382 U.S. 172, 177 (1965) [ "without a definition of that market there is no 
way to measure ability to lessen or destroy competition."]. 
The notion of the relevant market is usually defined in terms of two aspects: The 
products or services involved ("the relevant product market") and the geographic 
area involved ("the relevant geographic market"). See Brown Shoe Co. v. US,, 
370 US. 294, 324 (1962). The question of what constitutes the relevant market is 
one of fact, typically involving complicated concepts from neoclassical economic 
theory and battles of experts. 
11 Relevant market for products or services 
On the product side, the Supreme Court discussed the notion of the relevant 
market in US.  v. E.I. du Pont de Nemours & Co., 351 U.S. 377 (1956), wherethe 
question was whether the relevant market was cellophane (du Pont had a 75% 
share) or flexible packaging material (du Pont had a less than 20% share). The 
Court stated: 
When a product is controlled by one interest, without substitutes available in the 
market, there is monopoly power . . . [where there are market alternatives that 
buyers may readily use for their purposes, illegal monopoly does not exist merely 
because the product is said to be monopolized differs from others. (3SlU.S.at 
394) 
The court concluded that the relevant product market consists of products which 
have reasonable interchangeableness, considering prices, use and quality. In 
applying the reasonable interchangeableness test, most courts look to measures of 
the cross-elasticity of demand which represents the responsiveness of one product 
to price changes of the other. Courts also sometimes look to the reasonable 
interchangeableness of production (i.e., cross-elasticity of supply). 
21 Relevant veovraphic market 

On the location side, the relevant geographic market is said to be the area in 
which the seller operates and in which the buyer can reasonably turn for such 
products or services. As stated by the Supreme Court: 

The criteria to be used in determining the appropriate geographic market are 
essentially similar to those used to determine the relevant product market. 
Congress prescribed a pragmatic, factual approach to the definition of the relevant 



market and not a formal legalistic one. The geographic market selected must, 
therefore, both "correspond to the commercial realities" of the industry and be 
economically significant. Thus, although the geographic market in some instances 
may encompass the entire Nation, under other circumstances it may be as small as 
a single metropolitan area. (Brown Shoe Co. v. United Stutes, 270 U.S. 294, 336- 
37 (1962)). 

In persuading any government agency to investigate antitrust implications of "Big 
Box" warehouse stores, market definition will be crucial. A more narrow market 
definition may make it easier to demonstrate a market share large enough to 
support a monopoly power presumption. However, too narrow a definition will 
not be seen as credible. For example, in one case the definition of the relevant 
market as shopping centers with more than 50,000 square feet was rejected as too 
narrow when sellers of the product regularly operated in smaller centers, strip 
centers, hardware stores, variety stores and drug stores. See American Key C o r ~ .  
v. Cole Nut. Corp ,762 F.2d 1569 (11th Cir. 1985). 

One might be able to get away with a relevant market definition of retail 
department stores in the semi-rural U.S., southwest or west. It could be argued 
that such a definition constitutes a "pragmatic, factual approach" necessary for 
promoting the purposes of antitrust laws. 

B. Market Share 
The existence of monopoly power itself is usually defined in terms of market 
share. Although it is typically conceded that direct proof through use of 
reconstructed supply and demand curves is best, it is (or should be) recognized 
that such proof is virtually impossible to establish accurately since data simply 
does not exist in the form necessary to match the constraints of necessary 
neoclassical economic assumptions. Therefore, the notion of market share is used. 
Although there is no hard and fast rule as to what market share establishes 
monopoly power, a market share in excess of 70% has almost always been 
deemed sufficient to support the inference, while a market share of less than 40% 
virtually precludes a finding of the existence of monopoly power. 
Market share is not the only determination of the use of market power. Other 
factors to be considered include consideration of whether market share declines or 
increases over time, the extent to which the alleged monopolizer is forced to 
lower prices in response to the pricing practices of competitors, the extent to 
which new competitors are able to enter the market, the degree of product 
innovation, and so on. A defendant may have a huge market share but avoid 
liability by successllly arguing the one or more of these other pro-competitive 
conditions exists. Again, this analysis would involve a costly battle of experts. 
Of course, proof of monopoly power is not by itself enough to show an antitrust 
violation. One must also demonstrate deliberate or intentional anti-competitive 
conduct. To persuade a government agency to investigate, evidence of such 
deliberateness would be important. 



II. Predatorv Pricing 
A demonstration of predatory pricing practices may be one way to establish the 
deliberateness prong of the test. Predatory pricing has been defined as "pricing below an 
appropriate measure of cost for the purpose of eliminating competitors in the short run 
and reducing competition in the long run." See Carrill, Znc. v. Monforr ofCoZo., Znc., 479 
U.S. 104, 117 (1986). 

One of the complaints fkquently heard about the "Big Box" warehouse stores is that they 
aggressively price in order to put the local competition out of business. As the above 
discussion implies, however, one should bear in mind that aggressive pricing is not- 
unlawful under the Sherman Act. It is important to show use and abuse of monopoly 
power in the relevant market. 

In addition to Section 2 of the Sherman Act, the Robinson-Patman Act regulates pricing 
policies. Section 2(a) of the Clayton Act as amended by the Robinson-Patman Act 
provides: 

It shall be unlawful for any person engaged in commerce, in the course of such 
commerce, either directly or indirectly, to discriminate in price between different 
purchasers of commodities of like grade and quality . . . where the effect of such 
discrimination may be substantially to lessen competition or tend to create a 
monopoly in any line of commerce, or to injure, destroy or prevent competition 
with any person who either grants or knowingly receives benefit of such 
discrimination, or with customers of either of them. 

See 15 U.S.C. §13(a). Actions for predatory pricing have often involved claims under 
both provisions. 

In 1993, the Supreme Court issued its decision entitled Brook Grouu Lid. v. Brown and 
Williamson Tobacco Corp., 113 S.Ct. 2578,61 L.W. 4699 (1993), which substantially 
undermines the availability of a predatory pricing action based on federal law, either 
under the Sherman Act or the Robinson-Patman Act. The Supreme Court indicated that 
the appropriate legal analysis in a predatory pricing case i s  substantially the same 
whether the action is brought under the Sherman Act or the Robinson-Patman Act. 

The Brook Grouu case is referred to as the decision because that was the former 
name of the plaintiff cigarette maker. In that action the plaintiff was a struggling cigarette 
maker which introduced a line of generic cigarettes. The defendant Brown and 
Williamson responded by coming out with its own generic brand. Liggett alleged that 
Brown and Williamson was selling its generic cigarettes at a loss with the intent to 
monopolize and/or injure competition. In essence, Liggett was raising claims both under 
Section 2 ofthe Sherman Act and under Section 2(a) of the Clayton Act as amended by 
the Robinson-Patman Act. 

The Supreme Court in the Lipaett decision indicated that whether a claim alleges 
predatory pricing under Section 2 of the Sherman Act or primary line price 



discrimination under Robinson-Patman, the essential prerequisites to recover remain the 
same. First a plaintiff must establish that the Company is pricing the product below 
average variable cost. Next the plaintiff must establish that the competitor had a 
reasonable prospect or (under Section 2 of the Sherman Act) a dangerous probability, of 
recouping the investment in below cost prices. As the Court noted: 

Recoupment is the ultimate object of an unlawful predatory pricing scheme; it is 
the means by which a predator profits from predation. Without it, predatory 
pricing produces lower aggregate prices in the market, and consumer welfare is 
enhanced. 

The Court in essence stated that below cost pricing which is not ultimately recovered is a 
"boon to consumers" and therefore can't be found unlawful. Finally, the Court indicated 
that the cause of action is not available unless the plaintiff establishes injury to 
competition or use of monopoly power. 

The decision makes it all but impossible for a private litigant to bring and prove 
predatory pricing action under federal law. As discussed above, the analysis of the 
existence of or use of monopoly power is extremely complicated both in terms of 
defining the relevant market and in establishing that power itself exists. Additionally, 
information on a competitor's average variable cost is extremely difficult if not 
impossible to obtain legally. Because these hurdles will almost always prove too costly or 
otherwise insurmountable for private litigants, it may be especially appropriate to request 
government investigation if one can produce evidence of abuse of monopoly power 
and/or predatory pricing activity. 

111. Price Discrimination 
Actions under federal law for price discrimination where there are competing buyers, as 
opposed to competing sellers, may be more viable than actions for predatory pricing. To 
bring a price discrimination claim the purchaser must establish at the outset that: 11 sales 
in interstate commerce 21 have involved a cognizable difference in price between two or 
more buyers, of 31 commodities of similar grade and quality, and the 41 such 
discrimination may substantially injure competition. See Texaco, Inc. v. Hasbrouck, 1 10 
S.Ct. 2535,58 L.W. 4807,4810 (1990). Additionally, the action is available only to 
distributors who are actually damaged by the unlawful price discrimination. In addition, 
the plaintiff has to establish price discrimination regarding products of the same grade 
and quality and that the practice tended to injure competition. 

Although the price discrimination cause of action remains viable, it is far from easy to 
maintain to victory. The action can be defended by proving various approved 
justifications for the discounts. 

For example, Section 2(b) of the Act creates a defense when the seller acts "in good faith 
to meet an equally low price of a competitor.'' This "meeting the competition" defense is 
an absolute defense to other prohibited price discrimination. See Standard Oil, Co. v. 
E C ,  340 U.S. 231,251 (1951). 



Section 2(a) of the Act permits price differentials that make "due allowance in cost of 
manufacture, sale or delivery resulting from the differing methods or quantities" in which 
goods are sold. Thus, there is the so-called "cost justification defense" under which the 
seller shows that the actual cost savings in dealing with one buyer is equal to or greater 
than the price reduction offered, based upon the factors enumerated in the statute. See 
Morton SuJt Co., 334 US. 37,48 (1948). Pricing differentials are also allowed when they 
represent functional discounts, that is, when the buyer assumes all the risk, investment 
and cost involved in connection with actually performing a certain function related to the 
sale. See Texaco. Znc. v. Husbrouck, 110 S.Ct. 2535,58 L.W. 4807,481 1 (1990). 

In part because the price discrimination action depends upon actual injury to a specific 
buyer, it makes less sense to seek government investigation of such issues. 

N. Other Issues 
Apart from predatory pricing, one might argue for an investigation to determine whether 
"leveraging," that is, the use of monopoly power in one market to gain an advantage in 
another market, has been used in violation of Section 2 of the Sherman Act. This notion 
stems from remarks made by the Supreme Court that monopoly power cannot be used "to 
beget monopoly." See US. Y. Grifith, 334 US.  100, 108 (1948). 

The notion of illegal "leveraging," however, is an extremely controversial one. The 
question is whether one violates the Sherman Act when it uses monopoly power in one 
market to achieve a competitive advantage in another, even though there is no attempt to 
monopolize the second market. The Second Circuit has said that such a violation exists so 
long as an actual abuse of monopoly power is shown. See Berkev Photo, Inc. v. Eushzun 
Kodak Co., 603 F.2d 263,215 (2d Cir. 1979). 

Using this notion, one might argue that "Big Box" warehouse stores violate Section 2 in 
unfairly "leveraging" monopoly power enjoyed in the Southem U S .  market to gain 
advantage in the Western U.S. market. However, apart from the difficulties in 
establishing the existence of monopoly power in the Southern US.,  or the "abuse" of 
such power to leverage into the Western market, the Ninth Circuit has made such an 
argument much more difficult by expressly rejecting the leveraging notion. After noting 
that antitrust laws tolerate monopolies arising from efficiencies, the Court of Appeals in 
AluskaAirJines v. US.,  948 F.2d 536 (9th Cir. 1991) stated: 

[Tlhe elements of the established actions for "monopolization" and "attempted 
monopolization" are vital to differentiate between efficient and natural 
monopolies on the one hand, and unlawful monopolies on the other. 
Photo's monopoly leveraging doctrine fails to differentiate properly among 
monopolies. The anti-competitive dangers that implicate the Sherman Act are not 
present when a monopolist has a lawful monopoly in one market and uses its 
power to gain a competitive advantage in the second market. By definition, the 
monopolist has failed to gain, or attempt to gain, a monopoly in the second 
market. Thus, such activity fails to meet the second element necessary to establish 
a violation of Section 2. (948 F.2d at 548). 



Thus, the leveraging concept is rejected as far as activities in the Western states (Alaska, 
Arizona, California, Hawaii, Idaho, Nevada, Oregon, Washington) are concerned. The 
continued viability of the leveraging concept in other jurisdictions is questionable. 

Monopolization and predatory pricing issues under federal antitrust laws should not be 
confused with potential remedies under state unfair trade laws. For an example of the 
latter, see the attached copy of the lower court decision in American Drum Inc. v. Fal- 
Mart Sfores, the Arkansas predatory pricing case Wal- Mart lost at trial. The matter is 
now on appeal. It is important to recognize that this lawsuit was brought under Arkansas' 
own unfair trade statute, n@ under federal antitrust laws. Thus, the fact that the iudgment 
was against Wal-Mart in t h i s  predatory uricing case does not suggest that there would be 
a similar result in a federal antitrust lawsuit. 

There are a number of reasons why the sale-below-cost claim under Arkansas law was 
easier to maintain than it would be under federal antitrust laws. First, as is true under a 
similar California statute, See Turnbull & Turnbull v. A M  Tramp., 219 Cal. App.3d 81 1, 
268 Cal. Rptr. 856 (1990), the Arkansas law uses a "hlly allocated cost" measure (i.e., 
replacement cost plus attributable overhead) on the cost basis. Federal courts generally 
use "average variable cost" (which does not generally include fixed costs or overhead) as 
the cost basis. Under federal law, the cost basis against which sales-below-cost will he 
gauged will necessarily be lower, making it much more difficult to attack predatory 
prices under federal law. 

Secondly, the Arkansas court rejected the "market basket" approach to analyzing sales- 
below-cost (as California courts have, See Western Union Financial Services. Inc. v. 
First Data Cora., Cal. App. 4th, 25 Cal. Rptr.2d 341 (1993)). Rejection of the market 
basket approach means that an aggrieved plaintiff can recover in a state law sales-below- 
cost claim as to a particular product even if the retailer overall maintains a healthy profit 
margin. 

Finally, in the Arkansas case, (in the lower Chancery Court) the judge determined that the 
plaintiffs need not show monopoly power or injury to competition (involving 
complicated expert analysis of relevant markets and so forth). Instead, the plaintiffs only 
needed to show the company had an intent to injure the competition, which could be 
inferred more directly from the company's stated policies and purposes. 

A REVIEW 

1. Many states (24) according to the research division of the Library of Congress had 
state "Below-Cost Sales Statutes." This list included Oklahoma, where Wal-Mart was 
sued, and additionally such large states as California, Massachusetts, Pennsylvania, 
Wisconsin and others (See Chapter VI for more details). 

2. As a result of the case of American Drum Inc. v. Wal-Mart Stores Inc., where at least 
in the lower court the plaintiffs won, there has been engendered an increased interest in 



the law of predatory pricing, generally with concurrent interest in state below-cost pricing 
statutes. 

3. The reader should understand from the Congressional Budget materials as well as the 
legal analysis provided the author by the law firm of Davis, Cowell & Bowe of San 
Francisco, California, that while predatory pricing comes under the purview of the 
Sherman, Clayton, Federal Trade Commission and Robinson-Patman Acts at the federal 
level; that nevertheless it should not be construed that any "below cost sales," at least at 
the federal level are not necessarily to be interpreted in the same way as would be the 
case of litigating in the twenty-four state jurisdictions having "below-cost" pricing 
statutes. 

4. Nevertheless, the Wal-Mart opinions, both at the Chancery level (when Wal-Mart lost) 
and at the Arkansas Supreme Court level (when Wal-Mart won) do create interest in the 
subject of predatory pricing and should stimulate the Federal Trade Commission and 
possibly the U.S. Justice Department to review appropriate federal regulatory statutes 
which might result in greater protection for the small retailer. 

5. Further, most states have enacted "baby" Sherman Acts which track the federal statute, 
and the below-costs sales provisions, themselves are often contained in the more general 
pricing statutes that are similar to the federal Robinson-Patman price discrimination law-- 
either of which may be used advantageously to challenge truly predatory pricing 
behavior. 

6.  Chapter V also mentioned that a group of retailers took a different tack on pricing 
differentials by suing both manufacturers and wholesalers. The author's study shows that 
more and more of the chain's ability to lower prices is due to the massive discounts 
available to them for large volume purchases. Not only are these unit prices not available 
to small retailers, but wholesalers, who used to sell the small retailer are disappearing as 
the chains buy "direct" from the manufacturer. 

7. In August 1994, the House Small Business Committee met and listened to witnesses 
who were concerned about the survival of the small retailer in the face of the growing 
power of the mega-retail discount chains. Although the 1995 and 1996 Small Business 
Committees of both the House and Senate have continued this type of public hearing, the 
outcomes or results are minimal with practically no legislation passed to protect the small 
business. 

8.  In order to open the question in public forums and elsewhere as to which regulatory 
statutes available at the federal level might pertain to the behavior and growing power of 
chain stores, materials obtained from the U S .  Congressional Budget Office were 
included in this chapter. Their interpretative comments and analyses of the Robinson- 
Patman Act were particularly valuable. CBO describes "how in the 20's and ~ O ' S ,  large 
chain retail stores rose to prominence." The market power of some of these chains 
enabled them to negotiate lower prices from manufacturers than the traditional small 
independent retailer could obtain. For that and other reasons, the small retailers found it 



difficult to compete, leading to pressuring Congress to do something to help them. The 
pressure and dissatisfaction with the lack of success of the Clayton Act to prevent price 
discrimination led to the passage in 1936 of the Robinson-Patman Act.0 
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CHAPTER VI 

PREDATORY PRICING - PART I 
The Arkansas Wal-Mart Cases 

Chapter V briefly described the initial victory of independent pharmacists in Arkansas 
over Wal-Mart.1 The case was brought under the Arkansas Unfair Trade Practices Act, 
and resulted in a national discussion on whether or not national discount retail chains 
might be prosecuted for predatory pricing under the existent laws of 24 states having 
these laws. The thought was expressed that if the federal government was reluctant to 
explore relevant clauses under Sherman, Clayton or Robinson-Patman -- that plaintiffs 
representing small retailers might follow the Arkansas experiment among many national 
retail chains in many other states, or that the federal agencies might begin to explore their 
own avenues to study possible predatory pricing activities on the part of chain stores. 

The decision in favor of the independent pharmacies was overturned in Wal-Mart's favor 
in the Arkansas Supreme Court. However, of interest to scholars was the fact that in the 
Chancery proceedings, Wal-Mart did admit selling below cost, but denied the predatory 
charge. David Glass, Wal-Mart's CEO, said that the Bentonville, Arkansas retailer 
regularly sells a variety of items below cost, including such standards as Crest@ 
toothpaste and Listerinem mouthwash. But he maintained the selling below cost doesn't 
violate the law or destroy competition. 2 

The Arkansas statutes, which were being tested for the first time since passage in 1937, 
generally forbade businesses from selling or advertising "any article or product. . . at less 
than the cost to the vendor . . . for the purpose of injuring competitors and destroying 
competition." 3 

Wal-Mart's attorneys argued in a pretrial brief that what the law described as a "product" 
shouldn't be considered to apply to individual items, but rather to Wal-Mart's "market- 
basket" or full line of products. If the entire line isn't priced below cost, they contended it 
wasn't a violation of the statute. 4 

It is obvious that to determine a state violation on "predatory pricing" that the court must 
determine what principle it would accept as "non-predatory" in pricing below cost. This 
is indeed a gray area and possibly was the issue resulting in Wal-Mart's reversal victory 
in the Arkansas State Supreme Court. Furthermore, federal surveillance of predatory 
pricing under the Robinson-Patman Act is based upon a different type of "below cost" 
formulae and analyses. This will be discussed later. 

The second element to be considered under state laws is whether there was an "intent" to 
injure competition, and whether in fact the result of such malice was to injure the 
competition. The third element was "recoupment." Were the prices ultimately raised, 
once the competition was put out of business? 



At issue in the case was whether Wal-Mart, which had built the nation’s largest retail 
chain with its everyday-low-price strategy, went beyond the legally recognized retail 
practice of promotional pricing and intended to destroy its competition. 

Although Chancery Court, Judge Reynolds said there was not any direct evidence tying 
Wal-Mart‘s pricing policies to such a plot, he did say circumstantial evidence existed. 

“The court fmds that purpose to injure competitors and destroy competition cannot be 
inferred from below-cost advertising and sales alone. There must be other proof,” 5 the 
judge wote, citing Wal-Mart’s policy of allowing store managers to unilaterally cut 
prices on goods below that of local competitors as part of the evidence. 

Attorneys for Wal-Mart in the Chancery Court also argued that “federal antitrust law 
should pre-empt the Arkansas law . . . and seek not to protect businesses from the 
workings of the market, but to protect the retailer from the failure of the market.” 6 

This was not the first time that Wal-Mart had been in litigation involving pricing. In 
1986, it was found to have violated an Oklahoma state law that required retailers to sell 
products at least 6.75% above cost, unless the store is having a sale or matching a 
competitors price. Wal-Mart settled out of court during an appeal and agreed to raise 
prices at all of its stores in the state. Z 

Wal-Mart became the number one major retail discount chain by obviously offering value 
and the lower prices possible. Pricing is the essential advantage that the mega-stores have 
over the small retailers who have few options to buy direct and who are attempting to  buy 
merchandise from a reduced number of regional wholesalers. Even the major wholesalers 
have begun to consolidate their operations as was the case in June 1994, when the 
number two and number three United States food wholesalers, Fleming Company, Inc. 
and Scrivners, Inc., began discussions to merge. The contemplated merger would have 
resulted in combined total sales of $19 billion, making Fleming the nation’s largest food 
distributor. Fleming’s rival is Supervalue with $16 billion in sales. The trend towards 
consolidation continued to threaten the ability of the small retailer to survive. In October 
1992, Supervalue had acquired Wetterau, Inc. of St. Louis for $1.1 billion. 

While the continued consolidation of wholesaler and distribution into fewer hands raised 
possible antitrust concerns; nevertheless the argument employed by the mega-retailers is 
that distributors would cut their own duplicative operations and hopefully provide cost 
savings to consumers. 8 

But Ortega in a Wall Street Journal article pointed out that Wal-Mart intends to deal with 
manufacturers directly: 

“Wal-Mart’s sheer size--more that 2,300 stores and warehouse clubs, (August ‘93) 
gives it the leverage to demand goods at the lowest possible cost from suppliers. 
And the company, facing increased competition from other large retailers as it 
moves into urban areas, has moved aggressively to trim as much cost as possible. 



In 1991, for example, the retailer told major suppliers it would deal with them 
directly, cutting out independent sales representatives. A manufactures group 
then filed an unfair trade practices complaint with the Federal Trade 
Commission." 9 

Pricing is the name of the game. It has been the issue in previous litigation against major 
corporations in state cases and will obviously remain a key issue in possible review by 
federal agencies, such as the Justice Department and the Federal Trade Commission. 

In May 1994, Wal-Mart had to change its slogan about claiming the lowest prices after a 
National Advertising Review Board protested against Wal-Mart's format in claiming low 
prices. An article, which follows, in USA Today from May 1994, reported on Wal-Mart's 
reaction to competitors' criticism of Wal- Mart's pricing advertising. 

"Wal-Mart Modifies Its Slogan" 
"Wal-Mart will change its slogan, which has been criticized as misleading by 
competitors and an advertising watchdog group." 
"The Old: 'Always the low price. Always.' The New 'Always low prices. Always.' 
The change will show up in ads next month, says Jane Arend, Wal-Mart's 
Director of Public Relations." 
"Wal-Mart made the change after a National Advertising Review Board panel 
ruled the old slogan 'is communicating to many that its low prices are always the 
lowest' rather than just competitive." 
"'We are disappointed that the NARB has interpreted the slogan so technically,' 
Arend says. 'But they have made their recommendation and we will make the 
appropriate changes'. I' 
"A complaint was filed by a group representing several local Better Business 
Bureaus and Wal-Mart rivals, including Target Stores and Vision World Inc." 
"The NARB -- 70 members from advertising and public interest groups -- works 
with the Better Business Bureau on truth in advertising issues. It has no legal 
authority to change Wal-Mart's slogan." 
"This was not the first attack on Wal-Mart's marketing strategy. Early this year, 
the State of Michigan criticized Wal-Mart's practice of displaying its own prices 
vs. competitors' prices. The signs sometimes compared items of different sizes 
and were not fair comparisons, state officials charged." 
"The old slogan has been in use since 1988." 
"Retail consultant Alan Millstein says it may have worked for Wal-Mart in its 
early years, when it frequented smaller markets and easily beat competitor's 
prices. 'Now they are well into the most competitive metro markets. It's much 
more difficult for them to make that claim and have it be true,' he says." 

In a related matter, but in a governmental involvement in Michigan, Wal-Mart agreed to 
modify its pricing rules after negotiations with Michigan's Attorney General. 11 

"Wal-Mart Stores agreed not to use unfair or deceptive practices in comparative 
price advertising at it Wal-Mart and Sam's Club stores in Michigan." 



"The agreement with the Michigan state attorney general's office came as 
response to a complaint filed by Kmart Corp., Troy, Mich.; Target Stores, 
Minneapolis, and Meijer Inc., Grand Rapids, Mich." 
"The three retailers claimed Wal-Mart's comparisons were. misleading, In signing 
the agreement, Wal-Mart did not admit to any violations." 
"Wal-Mart agreed to identify the date on which comparisons were made; not to 
lower an item's price solely to achieve a favorable price comparison; not to use 
market-basket comparisons unless the Wal-Mart employees responsible for 
pricing do not know which items have been selected for the survey; and not to 
compare multiple-item package prices with individual item prices when the 
multiple package is not available to others in the market." 

The growing power of the mega-retail discount chains is in part a matter of mass 
purchasing at discounts from manufacturers and major wholesalers, which provide 
merchandise at very low costs to consumers; often below costs as "loss leaders." Also, 
the reduced overhead per store as the corporations grow in accelerated fashion and 
introduce formidable powers to confront City Councils, zoning boards, etc. to accomplish 
their real estate objectives is contributing to their power. 

Scholars such as Kenneth Stone, Professor of Economics at Iowa State University, a Wal- 
Mart analytical observer and Thomas Muller, a Fairfax, Virginia economist and the 
author of a report on the impact that three proposed Wal-Mart stores would have on 
Northeastern Vermont communities, both previously mentioned, might have a somewhat 
similar point of view on the major impact resulting from the growth of the Kmarts and 
Wal-Marts on small retailers, "Main Street" and community stability. 

The writer will point out Muller's testimony before the House Small Business Committee 
in 1994 at a later point in this chapter. Seven years ago, Kenneth Stone, began to study 
the Wal-Mart phenomenon in his state after he noted the commercial life of many towns 
being hollowed out by the huge intruder. Few scholars had paid any attention. Now Stone 
is in demand all over the United States lecturing on the nature of Wal-Mart and how to 
deal with it. Stone estimates that Wal-Mart's stores -- a combination of general 
merchandise, groceries and wholesale clubs -- could, if growth in the 1990's equals that 
of the 1980's, gross $200 billion annually by the end of the decade. "It could be the 
biggest corporation in the United States," says Stone, and that includes Exxon and 
General Motors. 12 

Wal-Mart is already the largest retailer, smothering Sears and Kmart. "The impact of a 
corporation of that size and that involvement in the life of this country is immense." 13 

Stone advises small-town merchants on how to deal with the arrival of a Wal-Mart in 
their region, "I don't fight Wal-Mart . . . if you believe in the free-market system as I do, 
then you cannot keep them out of your community. Much of what I tell you will be to 
emulate them." 14 Stone talks about such ideas as finding special merchandising niches 
not occupied by Wal-Mart, about improving service and extending store hours. 



In an earlier chapter the author described the "Ten Commandments" where the American 
Management Association prescribed how the small retailer could survive the Wal-Mart 
competition. This author points out the inability of the small retailer to apply the 
principles of "Management 101 'I without professional staff, capital, financial and other 
resources, to be able to contribute to the revival of downtown "Main Street." Little can be 
done in this respect without the strong support of the local, state and federal governments. 
These programs will be discussed in Chapter VIII. 

Time continued its review of the hopelessness of Stone's prescriptions by the following 
statement in Sedey's article: 

"Yet for all the delicacy of Stone's presentations and the litany of stores and 
communities that have survived Wal-Mart, there is a brooding inevitability about 
the data in Stone's studies. Small communities of static population sooner or later 
lose business from their downtowns to Wal-Mart, which sinks its roots at their 
edges. Surrounding communities with no Wal-Mart are devastated. Independent 
stores in growing areas generally rise with the tide even with Wal-Mart scooping 
up a big share." 
"Some of this was surely inevitable in our boiling capitalism: Wal-Mart, perhaps, 
has done no more than finish off bad shopkeepers and lazy combines. Its bright, 
clinic-clean stores are the boondocks miracle that Walton wrought." 
"But few if any American enterprises, no matter how huge and momentarily 
successful, have enjoyed uninterrupted bliss. The betting in dozens of tiny stores 
around the country is that Wal-Mart will reach its own plateau. Despite the superb 
management team Walton left in place, his death will inevitably mean that the 
soul of his corporation will change. Community irritation at secretive and stand- 
offish ways of Wal-Mart managers, the "us" (Wal-Mart) against "them" 
(downtown merchants) attitude, and the modest involvement in public affairs and 
charities by store officers are building resentment."u 

Wal-Mart's Successful Appeals from the Faulkner Countv Chancery 
Court. Opinion Delivered by JudPe Robert L. Brown of the Arkansas 
Supreme Court on January 9,1995 

Judge David L. Reynolds' earlier decision in the case ofAmerican Drum Inc. v. Wul- 
Mart Stores. filed on October 12,199316 was reversed and dismissed by the Arkansas 
Supreme Court on January 9, 1995.12 

This appeal is classic in that hundreds of lawyers in various states in which mega-retail 
discount chains are located are reviewing the majority and minority opinions to determine 
whether additional state litigation on various predatory pricing and selling below cost 
cases are worth exploring; and whether any of the data provided in both the majority and 
dissenting opinions might throw light on whether similar predatory pricing cases may be 
in the purview and plans by either the U.S. Department of Justice and the Federal Trade 
Commission. 



"Appellant Wal-Mart Stores, Inc. appealed from an order of the Chancery 
enjoining it from engaging in below-cost sales and assessing damages against it 
for violation of the Arkansas Unfair Practices Act. Wal-Mart argued on appeal: 
(1) that the Chancery Court erred as a matter of law in finding that it sold products 
below cost for the purpose of injuring competitors and destroying competition; (2) 
that the Chancery Court erred in considering individual articles to determine cost 
and profit rather than the entire product lines, or "market basket"; and (3) that the 
Chancery Court's interpretation of the Arkansas Unfair Trade Practices Act 
violated the Arkansas Constitution and the United States Constitution." 

The Supreme Court of Arkansas agreed with Wal-Mart, on their fixst point and 
hence reversed the Chancery Court order and dismissed the case. 19 

The Chancery Court had earlier ascertained certain findings among others in 
coming to its decision against Wal-Mart. 20 These fidings should be kept in 
mind when reviewing the successhl appeal later in this chapter. 

"That Wal-Mart determined the 'every day price' for its products at its 
headquarters in Bentonville, that store managers could not raise the price for a 
product above that set price, but that store managers could lower prices after 
monitoring prices charged by competitors in the market area without regard to the 
cost to Wal-Mart of individual items;" 
"That the lowered price was frequently below Wal-Mart's cost of acquiring some 
of these products in highly competitive markets, and that this had occurred at the 
Conway Wal-Mart;" 
"That the store had advertised individual items for sale below Wal-Mart's 
acquisition cost;" 
"That Wal-Mart's stated policy in this regard was to 'meet or beat' retail prices of 
competitors, to maintain 'low-price' leadership in the local marketplace, and to 
'attract a disproportionate number of customers into a store to increase traffic';" 
"That by generating traffic, Wal-Mart could engender sales of other items which 
would offset losses from sales of below cost items;" and 
"That Conway Wal-Mart's overall product line for pharmaceuticals and health and 
beauty aids was sold above cost, and its pharmacy was profitable." 

The Chancery Court then stated 

"There is no direct evidence that the purpose of Wal-Mart's pricing policy or 
Conway Wal-Mart's implementation of the policy is to injure competitors or to 
destroy competition. However, such purposes may be inferred from the stated 
policy, the effects of the stated policy and other circumstantial evidence.'' 

The court found that the appellee drug stores had lost sales to Conway Wal-Mart 
due to the below-cost policy, and that the growth in sales and profits for those 
drug stores had substantially decreased. 



This author discussed previously in Chapter V, the major findings of the 
Chancery Court which ruled in the plaintiffs favor against Wal-Mart. While it 
may be somewhat repetitious to present these findings again, it is necessary for 
the reader to understand that the majority opinion in the Arkansas Supreme Court 
ruling which favored Wal-Mart and reversed the Chancery Court order. It is 
germane to an overall understanding of the pros and cons in the arguments before 
the Supreme Court when reviewing Wal-Mart's appeal. 

The crux of the Chancery Court's order was as follows: 

The Court found that the purpose to injure competitors and destroy competition 
cannot be inferred from below cost advertising and sales alone. There must be 
other proof of intent or purpose. A person's purpose or intent, being a state of 
mind, ordinarily cannot be proven by direct evidence, but may be inferred from 
other circumstances. 

The Court found from the following circumstances the Conway Wal-Mart 
advertised and sold pharmaceutical and health and beauty products below cost for 
the purpose of injuring competitors and destroying competition: 

1. The number and frequency of below cost sales. 
2. The extent of below costs sales. 
3. Wal-Mart's stated pricing policy - "meet or beat the competition without regard 
to cost." 
4. Wal-Mart's stated purpose of below cost sales - to attract a disproportionate 
number of customers to Wal-Mart. 
5.  The in-store price comparison of products sold by competitors, including 
Plaintiffs. 
6 .  The disparity in prices between Faulkner County prices of the relevant product- 
lines and other markets with more and less competition. 

The Chancery CoUa then granted the injunction against below-cost sales. The 
chancellor also assessed treble damages as a penalty. 

Maiority Opinion of the Court Hearing the Wal-Mart Successful 
Appeal 

Several items stand out in the Supreme Court's opinion: 
"It is clear that mere proof of below-cost sales is not sufficient to prove a violation 
of the Act. The Chancery Court agreed with this but found an intent to destroy 
competition based on the extent, frequency, and number of those sales. Despite 
this finding, the Chancery Court failed to present details of Wal-Mart's practice 
regarding specific articles which led to the (alleged) violation. The individual 
items sold below cost, the frequency of those sales, the duration of those sales, 
and the extent of such sales were not revealed in the Chancery Court's opinion. 
And that is a critical point in this case." 



"We discern no proof in the record of this case that Wal-Mart specifically 
intended to destroy competition with regard to MY one article like Crest 
Toothpaste or Bayer Aspirin or Dilantin by selling below cost for a sustained 
period of time. What is evidenced is that Wal-Mart regularly would sell varying 
items below cost as loss leaders to entice people into its store and increase traffic. 
The loss-leader items would change on a regular basis. That strategy of selling 
below the competitors' price and even below Wal-Mart's own cost, which Wal- 
Mart admits to, is markedly different from a sustained effort to destroy 
competition in one article by selling below cost over a prolonged period of time. 
Our statute does not make loss leaders illegal, and for that reason the Chancery 
Court erred in inferring a purpose to destroy competition from a loss-leader 
strategy." 
"We observe further that if the Chancery Court's statutory interpretation was 
correct, any business using the loss-leader approach to attract customers on a 
regular basis would be in violation of the Act. That kind of expansive 
interpretation runs directly counter to our oft-stated policy of strict construction of 
penal statutes in favor of those upon whom the burden will fall. Our statute 
plainly does not contemplate a prima facie case of predation based on loss-leader 
sales, and we are not willing to invalidate, and indeed render illegal, the technique 
of using loss-leader products or services without a clear directive from the 
General Assembly that is now the public policy of the State of Arkansas." 
"Admittedly, there is a point where competitive pricing ends and predatory 
pricing begins. The Eighth Circuit Court of Appeals has discussed the difficulty in 
distinguishing the two in the context of the Sherman Act:" 
"The difficulty, of course, is distinguishing highly competitive pricing from 
predatory pricing. A firm that cuts its prices or substantially reduces its profit 
margin is not necessarily engaging in predatory pricing. It may simply be 
responding to new competition, or to a downturn in market demand. Indeed, there 
is a real danger in mislabeling such practices as predatory, because consumers 
generally benefit from the low prices resulting from aggressive price 
competition." 
"There is also a distinct danger in inferring, first, specific predatory intent and, 
secondly, purposeful destruction of competition from sales below cost. That 
involves a double inference, as the Eighth Circuit Court of Appeals has 
recognized. There is no question that double inferences stretch a circumstantial 
case to its limits. But the Idaho Supreme Court has also recognized additional 
problems with too heavy a reliance on inferences to determine specific intent in 
an antitrust case." 
"Nevertheless, a finding that a defendant has engaged in a particular predatory or 
illegal act, such as selling below cost, is not the equivalent of finding specific 
intent, but is merely a basis from which such intent may be inferred. Isolated or 
occasional instances of selling below cost, while predatory or illegal in nature, do 
not necessarily indicate a specific intent to monopolize. To hold otherwise would 
render the requirement of specific intent a nullity." 



"In the case before us, the loss-leader strategy employed by Conway Wal-Mart is 
readily justifiable as a tool to foster competition and to gain a competitive edge as 
opposed to simply being viewed as a stratagem to eliminate rivals altogether." 
"If the policy of this State is to render illegal the loss-leader tactic or to recognize 
a prima facie case of purposeful intent to destroy competition by below-cost sales 
in disparate articles that are changed on a regular basis, that policy should be 
clearly announced by the General Assembly in appropriate legislation. We hold 
that the Arkansas Unfair Practices Act, and specifically section 4-75-209 (a) (l), 
does not provide a sufficient statutory basis for the Chancery Court's inference of 
a specific intent to destroy competition based on the facts before us. We further 
hold that the Chancery Court erred as a matter of law in concluding that 
purposeful intent to destroy could be inferred under these facts. Because we 
decide this matter on the frst point, (see case appeal) there is no need to address 
the other points raised by this appeal." 
"Reversed and dismissed." 

Dissenting Opinion Provided by Judge Walter Niblich, and Joined 
in by CollePial Dissenters, Judges A. Watson Bell and Barbara P. 
Bonds 

The appellant appealed the lower courts decision by raising the following 
questions. The dissenting opinion answers the appellant's issues and questions: 
1. The lower court's standard of review. </DD 

"We (the dissenters) review Chancery cases de Novo and will not reverse a 
finding of fact, unless it is clearly erroneous. We consider the evidence in the light 
most favorable to the appellee (the pharmacists). The burden is upon the appellant 
to show the findings are erroneous." 

2. Did the lower court's ruling support an inference of intent to destroy 
competition? 
"For its first point of error, Appellant argues that the Chancellor used an improper 
legal standard to find the inference of intent to destroy competition. The analysis 
advanced by Appellant required Appellees to establish two factors (a) conduct 
inconsistent with a lawful purpose; and @) knowing conduct that creates a 
dangerous probability of achieving a monopoly. Appellant stated the Appellees 
did not establish these two factors, and any inference of unlawful purpose by the 
Trial Court is, therefore, improper and legally erroneous." 
"Appellees responded to this argument by stating that the Chancellor not only 
used the proper standard but evaluated the evidence and reached the only 
permissible conclusion. The evidence showed that up to thiiay percent (30%) of 
Wal-Mart's pharmaceutical sales were helow cost; that Wal-Mart posted negative 
profit margins on their most competitive items in over one-half of the period 
under examination; and that many of the prices were below invoice or 
replacement cost without consideration of the additional factors mandated by 
Arkansas Code Ann." 



3. Did the Chancerv Court fail to emplov the prouer standard? 
"Appellant's contention is unpersuasive on two points. First Appellant fails to 
identify the legal standard used and how the legal standard was improperly 
applied. Appellant also failed to articulate the alleged "proper legal standard" for 
this Court to use when interpreting the Arkansas Act. Second, Appellant provides 
this Court with a potential framework for analysis but provides no authority or 
source for this framework. If Appellant does not like the statute as it is written, its 
remedy is in the legislature not the courts. However this question, . . is not a 
matter to be addressed by the court but is within the province of the legislature . . . 
This is a matter which must be left to the sound discretion of the General 
Assembly." 
4. Was there intent to destroy competition? 

"Appellant's second argument concerns the inference of intent to destroy 
competition and that the enumerated factors identified by the Chancellor could 
not possibly support an unlawful inference. The burden is upon the appellant to 
show that the findings are erroneous. Despite their analysis of each factor, 
Appellants fail to articulate a legal basis to reverse the findings and conclusions of 
the Chancellor." 

5. Was the Chancery Court's interpretation of the Arkansas Act inconsistent with 
legislative intent? 
"Appellant argues that the interpretation of the Arkansas Act given by the 
Chancellor is inconsistent with legislative intent. They cite the Unfair Cigarette 
Sales Act, Arkansas Code Ann., 4-75-708 (b) (Michie 1991), in which the 
legislature inserted a provision that below cost sales were 'prima facie evidence of 
intent to injure competitors and destroy or substantially lessen competition.' 
Because the legislature failed to insert a comparable provision in the Arkansas 
Act, Appellant argues that non-inclusion of a similar phrase 'establishes that the 
General Assembly did not intend for unlawful intent to be inferred from below- 
cost sales'." 
"The proper source of legislative intent is the language of the statute. The 
legislative intent of the Arkansas Act is expressed in Arkansas Code Ann. @ 4- 

"The General Assembly declares that the purpose of this subchapter is to 
safeguard the public against the creation or perpetuation of monopolies and to 
foster and encourage competition by prohibiting unfair and discriminatory 
practices by which fair and honest competition is destroyed or prevented." 
"The basic rule of statutory construction, to which all other interpretations must 
yield, is to give effect to the intent of the General Assembly. (Quoting 
Farmers &Merchants Insurance Companv, 307 Ark. 213,819 S.W. 2d 2 (1991)). 
This court should give effect to the expressed General Assembly intent, and in 
doing so should reject the argument advanced by the Appellant. This Court 
adopted this language in Beam v. Monsanfo C o m ~ a n v ,  Inc., 259 Ark. 253, 532 
S.W. 2d 175 (1976), and should continue to construe the Arkansas Act consistent 
with the intent of the legislature as expressed in the statute. 

75-202:" 



6. What price benchmark should be used to determine if the Arkansas Act has 
been violated? Should the valuation of cost be "Market-basket'' or "sinrrle 
product?" 

This section of the dissenting opinion is very important in reviewing possible 
review of pricing and the Federal Trade Commission, and hence the author 
provides details of the dissenting opinion. 

"Appellant's next point of error requires this Court to examine the language of the 
statute and resolve the question of what price benchmark should be used to 
determine if the Arkansas Act has been violated. Appellant urges this Court to 
adopt a 'market basket' valuation approach for the cost of goods. Under the 
'market basket' approach, a court would be required to consider other factors in 
addition to the invoice cost of an item allegedly for sale below cost. Appellant's 
economist, Dr. Leonard White, testified that the cost of an item under the market 
basket approach would include the product, the atmosphere of the store, the 
parking lot, air conditioning, and a whole group of services that surround the 
purchase of the alleged below cost item." 
"Appellees (American Drugs) urge this Court to adopt a 'single product' cost 
comparison to determine if sales below cost have occurred. Under the individual 
item approach, the invoice cost of a product becomes the benchmark to determine 
if sales below cost have occurred." 
"The Arkansas Act has not been interpreted on this point. The Chancellor found 
Wal-Mart guilty of Violating @ 4-76-209 (a) ( I ) ,  which states:" 
"(a) (1) It shall be unlawful for any person, partnership, firm, corporation, joint- 
stock company, or other association engaged in business within this state to sell, 
offer for sale, or advertise for sale any article or product, or service or output of a 
service trade, at less than the cost thereof to the vendor, or to give, offer to give, 
or advertise the intent to give away any article or product, or Service or output of a 
service trade, for the purpose of injuring competitors and destroying competition." 
"The first rule in considering the meaning of a statute is to construe it just as it 
reads, giving the words their ordinary and usually accepted meaning in common 
language." 
"When a statute is clear, it is given its plain meaning and we do not search for 
legislative intent. That intent must be gathered from the plain meaning of the 
language used." 
"A literal reading of Arkansas Code Ann. @ 4-75-209 supports the Trial Court's 
use of a 'single product' cost comparison to determine if Appellant has engaged in 
below cost sales in violation of the Arkansas Act. The language of @ 4-75-209 
refers to any article or product' and does not include consideration of the 
atmosphere of the store, the parking lot, air conditioning, and a whole group of 
services that surround the purchase of an item. We should reject Appellant's 
market basket approach for establishing the price benchmarks." 
7. Does the Arkansas Act violate the Arkansas Constitution? 



"Appellant argues that the Chancery Trial Court's construction of the Arkansas 
Act bears no rational relation to legislative purpose and violates the Arkansas 
Constitution, Article 2, Section 2, which states:" 
"All men are created equally free and independent, and have certain inherent and 
inalienable rights, amongst which are those of enjoying and defending life and 
liberty; of acquiring, possessing and protecting property and reputation, and of 
pursuing their own happiness. To secure these rights governments are instituted 
among men, deriving their just powers from the consent of the governed." 
"Appellant cites Union Carbide & Carbon Corporation v. White River 
Distributors, Inc., 224 Ark. 558,275 S.W. 2d455 (1955) in whichthis Court 
ruled that the Arkansas Fair Trade Act was unconstitutional, as it established 
minimum prices. This Court said that 'the right to sell is a valuable property [that] 
cannot be denied.' Id. At 561. Appellant also cites NobZe v. Davis, 204 Ark. 156, 
161 S.W. 2d 189 (1942), in which a statute establishing minimum prices, 
commissions and hours of operations for barbers failed a constitutional challenge. 
Appellant states that this Court found that 'statute had no rational relation to the 
public safety, health or welfare.' Id. At 152-63. The same result should attain here. 
Appellant states 'that these cases establish that the Arkansas Constitution 
recognizes that each person has a right to sell his property and services at the 
price at which he chooses. That right should not be abridged except upon a 
compelling showing of public harm'." 
"We review challenges to the constitutionality of statutes under the principle that 
statutes are presumed to be constitutional." 
"The burden of proving a statute unconstitutional is upon the party challenging 
it." 
"On appeal, if it is possible to construe a statute as to meet the test of 
constitutionality, we will do so. In searching for any rational basis, we ask 
whether the created classification has a conceivable reasonable relationship to the 
governmental action." 
"Our task is merely to consider if any rational basis exists which demonstrates the 
possibility of a deliberate nexus with state objectives so that the legislation is not 
the product of a lawful purpose." 
"The Arkansas Act addresses the creation of and perpetuation of monopolies. 
Appellees established at trial that Appellant sold goods below invoice cost and 
presented circumstantial evidence fiom which the Chancellor made a permissible 
inference of intent to destroy competition and harm competitors. Once a plaintiff 
has established that one of the enumerated conditions existed in a given market, 
this Court and any court under its jurisdiction must follow the dictates of the 
statute. Appellant merely alleges that the Arkansas Act as applied in this case is 
unconstitutional. It would require intellectual somersaults to declare that the 
Arkansas Act does not have any rational basis for its enactment by the 
Legislature. The task of the court 'is merely to consider if any rational basis exists 
which demonstrates the possibility of a deliberate nexus with state objectives so 
that the legislation is not the product of utterly arbitrary and capricious 
government and void of any hint of deliberate and lawful purposes.' The Court 



should find that the Appellant failed to establish that there was no rational basis 
for the Arkansas Act as applied in this case." 
8. Is the Arkansas Act ureemuted in federal law? 
"Appellant argues the Arkansas Act is preempted by the Robinson-Patman 
Amendments to the Clayton Act, which specifically addresses the weapon of 
predatory pricing by monopolies. The doctrine of federal preemption is based 
upon the supremacy clause in Article VI, Clause 2, of the United States 
Constitution. State laws that 'interfere with, or are contrary to the laws of 
Congress, made in pursuance of the constitution' are invalid.'' (Gibbons v. Opden, 
22 U.S.) (9 Wheat). 
'The preemption test of Gibbons v. Oaden was expanded in Cu~ital Cities Cable, 
Znc. v. Crisp, 467 U.S. 691, 104 S.Ct. 2694, where the Court based preemption on 
four factors: whether Congress expressed a clear intent to preempt state law; 
whether Congress occupies the field so as to leave no room for the states to 
supplement; whether compliance with both the state and federal laws is 
impossible; and whether the state law stands as an obstacle to Congress' objective 
or purpose." 
"The fact that the Arkansas statute is broader in scope than the Robinson-Patman 
Act does not invalidate the state statute, for in applying the rational basis test, the 
judiciary will not act as a superlegislature to question the means employed to 
accomplish the state objective." 
"We find Appellant has not established that the Arkansas Act is contrary to or in 
opposition to any federal statute. Further, Appellant has not demonstrated that 
'Congress expressed a clear intent to preempt state law; Congress occupies the 
field so as to leave no room for the states to supplement; [that] compliance with 
both the state and federal laws is impossible; and [that] the state law stands as an 
obstacle to Congress' objective or purpose'." 

Concludine Comments in the Dissent 

"We would hold that the Appellant has failed to prove that the Chancellor used an 
improper legal standard with respect to the inference of intent to injure 
competitors and to destroy or substantially lessen competition. We also find that 
the Chancellor could have found an intent to injure competitors from the evidence 
in the record and particularly from the testimony of David Glass, President of 
Wal-Mart Stores, Inc., who used language such as 'aggressive,' 'do whatever it 
takes,' 'kill the competition's momentum,' and 'war zones.' Appellant failed to 
establish that the Arkansas Act violates rights guaranteed by the Arkansas 
Constitution, Article 2, Section 2. Appellant also failed to establish that the 
Arkansas Act was preempted by federal law." 
"For the foregoing reasons, I would affirm the trial judge's decision. Opinion 
written by Walter Niblock, Special Justice and Special Justices A. Watson Bell 
and Barbara P. Bonds join." 

Author's Comment 



The Supreme Court, despite the strongly worded dissenting opinion reversed the 
Chancery Court's victory for American Drugs Inc., dismissed the original 
plaintiffs case and awarded in favor of Wal-Mart, the Appellant. 

The author has provided great detail in the dissenting opinion because of 
references to the predatory pricing features of the Robinson-Patman Act; 
particularly with respect to the several different approaches to calculating below 
cost sales on (a) the "market-basket" approach or (b) the "single product" 
approach. The majority opinion in the Supreme Court reversal also acknowledged 
that: "Admittedly, there is a point where competitive pricing ends and predatory 
pricing begins." Further, Justice Robert L. Brown's majority decision in favor of 
Wal-Mart also pointed out that the Eighth U.S. Circuit Court of Appeals had 
discussed the difficulty in distinguishing the two in the context of the Sherman 
Act, i.e. "Competitive pricing" vs. "Predatory pricing." Moreover, while a finding 
that a defendant has engaged in selling below cost is not the equivalent of finding 
specific predatory intent; nevertheless, it could be a basis from which such intent 
might be inferred. 
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CHAPTER W 

PREDATORY PRICING - PART I1 
THE ARKANSAS WAL-MART APPEAL, AS WELL 

AS A 
COMPARISON OF STATE v. FEDERAL 

ALTERNATIVES 
The federal courts have interpreted predatory pricing statutes broadly on the grounds that 
there is insufilcient evidence below-cost pricing hurts competition. This non-enforcement 
has given business more freedom to compete on prices. In response, plaintiffs in 
predatory pricing lawsuits are increasingly turning to state courts in the hope of drawing 
upon a different philosophical txadition. 

In the face of strong federal antitrust laws (see Chapter V), nevertheless, there has been 
substantial interpretation of antitrust law as discouraging predatory pricing lawsuits. 
However, recently, both the Justice Department and the Federal Trade Commission have 
become more active in their reviews of the increasing powers of mega-retail discount 
chains as well as vertical restraint cases involving manufacturers and retailers. 

In some quarters, there are anti-trust attorneys who do believe that the U.S. Justice 
Department has not pressed forcefully on vertical restraint cases. However, it is a fact that 
both the Justice Department and the FTC have brought resale price maintenance cases 
against manufacturers in the last five years, and both have had active investigations of 
other vertical restraints such as exclusive dealing (as in the Toys "R" Us case discussed 
below). 

This changed with the recent accusation by the FTC accusing Toys "R" Us of antitrust 
violation by using its power to keep competitors' prices high and reserving the most 
popular toys for its own stores. The FTC has accused the chain of: 

"bullying major toy makers onto deals that kept the toys from being sold at low- 
priced warehouse stores, such as Sam's and Price Clubs, thereby curbing 
competition." 
"Toys R Us has used its clout to force Mattel, Hasbro and other toy makers into 
arrangements that cut out competition and 'forced consumers to pay more than 
they otherwise would have for toys,' said William J. Baer, director of the FTC's 
Bureau of Competition."l 

The plaintiff anti-trust bar was indeed pleased when it appeared that Assistant Attorney 
General Anne Bingman would provide new confidence in the antitrust activities in the 
Justice Department. She and her department seemed to be on the verge of abandoning the 
Reagan guidelines on several aspects of antitrust activities. Ms. Bingaman was regarded 
as a tough-talking, pragmatic chief of the antitrust division of the Justice Department. 2. 



However, Ms. Bingaman suddenly resigned effective November 1996, and for the present 
it doesn't appear that enforcement policies with regards to the Justice Department are not 
likely to change in the near future. 

Had Ms. Bingaman remained she would have been strong company for Robert Pitofsky, a 
leading antitrust scholar and author of several papers in the early 1990's, which called for 
the re-invigoration of antitrust law. Pitofsky has been confirmed by the U.S. Senate as 
Chairman of the Federal Trade Commission. 2 Antitrust lawyers say that Mr. Pitofsky, a 
former Federal Trade Commission Commissioner and the agency's former Director of the 
Bureau of Consumer Protection, should be regarded as a powerful chairman. In his 
writings, Mr. Pitofsky, a former Law Dean at Georgetown University Law Center, has 
called Federal Trade Commission enforcement of the Robinson-Patman Act, which 
prohibits price discrimination, as "exceedingly modest, during the Republican years .'I Mr. 
Pitofsky was formerly of Counsel to the Washington, DC firm, Arnold and Porter. 4 It is 
this author's belief that predatory pricing may soon be reviewed in the near future by such 
an aggressive appointee as Mr. Pitofsky. 

Recently, Charles P. Kocoras, U.S. District Judge for the Northern District of Illinois has 
had before him a class action involving manufacturers of brand name prescription drugs. 
- 5 This case, which was referred to in Chapter V, has become very complicated due to the 
inability to have all plaintiffs agree to be part of the certified class, while others are 
involved in pending actions as individual plaintiffs. 

Specifically, the individual plaintiffs argued that the class notice must disclose the 
following: 

A. "That the class actions allege only violations of the Sherman Antitrust Act." 
B. "That there are also pending individual actions alleging price discrimination in 
violation of the Robinson-Patman Act, as well as violation of the Sherman Act," 
and 
C. "That the Robinson-Patman Act claim is not being pursued in the class action 
and would have to be pursued, if at all, in an individual action." 

Judge Kocoras, dismissed the individual plaintiffs motions and granted the class 
plaintiffs proposed motion, "as the best notice practicable under the circumstances." 6 
(F.R. Civ. p 23(c)(2)) 

It may be observed that small drug stores see the enemy as the drug manufacturer, rather 
than the big retail chains. They may have a compelling case against the manufacturers. In 
an antitrust case the manufacturers may have to prove not only how they can justify 
selling at lower prices to higher volume customers, but, even more difficult, is how they 
can justify selling at lower prices to lower volume customers -- HMO's, hospitals, etc. 
Legal victories may come too late or even after-the-fact for many sole proprietor drug 
stores. 



Inasmuch as when one observes the inability of plaintiffs to use federal agencies rather 
than state agencies in predatory pricing disputes, it is interesting to note that in the late 
1970's, several faculty members at the Harvard Law School broke new ground with their 
"average variable costs'' (AVC) rule for predatory pricing lawsuits. Their AVC rule 
would create for the firm that the legal price was its marginal cost, rather than total cost. 
Critics deemed the AVC rule as a kind of "monopolist's heaven, where wolves are a 
metaphor for sheep." 2 

Predatorv Pricing 

Predatory pricing is the practice of selling a good or service at a loss in order to drive 
competitors out of the market, and thereby increase the market power of the predator 
firm, allowing the firm subsequently to raise prices above the levels that prevailed before 
the predatory pricing began. 

Firms engage in predatory pricing in the hope of using the resulting increased market 
power to ultimately raise prices and thereby increase their profits. 

On the infrequent occasions when predatory pricing does occur and succeed, it has a 
pernicious effect on the economy because it leads to the formation of monopolies. & 

While it might appear that it is difficult to create a monopoly in retailing; nevertheless, 
the recurring sights of destroyed "Main Streets"; the decline of formerly prosperous 
malls, now loaded with store vacancies; and the elimination of the small retailer in the 
city neighborhood all attest to the formidable power of the mega-retail discount chains. 
Over time, the increasing power of the chains and the decline in the number of viable 
small retailers results in social as well as economic inequities. 

Price discrimination allows firms to sell products at high prices to customers who are 
willing to pay them without simultaneously losing sales to customers unwilling to pay the 
higher prices for them. These discriminating behaviors can take place between 
manufacturer and mega-discount retailer; between manufacturer and wholesaler; or 
between manufacturer and small retailer. In retailing, it has often become impossible for 
a small retailer to obtain a source of supply, let alone at a price that will permit 
competition with a mega-retail discount chain. 

Intentional price discrimination is essential to support a charge of predatory pricing. 
Predatory pricing with malice to eliminate competitors and thus enjoy a subsequent 
recoupment is indeed difficult to prove. Many people think that selling below cost is 
somewhat nefarious. Since firms are in business to make a profik the thinking goes, they 
could not possibly sell below cost intentionally unless they were engaging in predatory 
pricing. In fact, selling below cost as a "loss leader" is a form of advertising and not 
necessarily indicative of predatory conduct. All in all, this is a difficult subject, and one 
well worthwhile for Congress and the FTC to explore further. 



Coneressional Research Service. Libraw of Congress ReDort on Predatorv Pricinp 
and State Below Cost Statutes 9 

After reviewing the Chancery Court opinion favoring the plaintiffs, in American Drugs, 
Inc. v. Wal- Mart Stores, Inc. 
upon appeal to the Arkansas Supreme Court, the Congressional Research Service(CRS) 
researched the question of predatory pricing on "the basis for predatory action." Were the 
standards different on a state basis versus a federal basis? 

CRS made the distinction very clear between the state objective and the federal objective 
in the following statement: 

and before the eventual reversal in Wal-Mart's favor 

"That difference in emphasis -- between 'competition' (the Wal-Mart court) and 
'competitors' (the other courts cited) reflects precisely the distinction usually made 
between the federal concept of predatory pricing and state below-cost sales 
statutes. Whereas the federal antitrust laws are directed at competition and 
maintaining a competitive marketplace, the state statutes, which are variously 
denominated as Unfair Sales Acts or Unfair Practices Acts, were €or the most part 
enacted during the Depression in an attempt to stem the tide of small business 
failures. Federal courts that have construed state law claims have often done so by 
emphasizing the federal considerations." 11 
"As for example, the Wisconsin Unfair Sales Act was enacted in 1939 to prevent 
large retailers from selling below cost, an 'act of unfair competition' which was 
seen as one of the primary causes of small business failures . . . [It] is very similar 
to most unfair sales acts passed in the 1930's." 12 

The federal courts when involved in state pricing statistics still emphasize federal 
consideration. Note the court's statement in the Seventh U.S. Circuit in 1989: 

"Competition is a ruthless process. A firm that reduces costs and expands sales 
injures rivals -- sometimes fatally. . . . These injuries to rivals are by-products of 
vigorous competition, and the antitrust laws are not balm for rivals' wounds." 12 

J.E. Rubin, Esq. of the Library of Congress research staff also points out the 
rationalization behind the state and federal interpretations of predatory pricing: 

"Another way to differentiate between the federal and state unfair competition 
emphasis is to recognize that the federal concept of predatory pricing, which is 
included in the prohibition against monopolization (or attempted monopolization), 
is analyzed under the "rule of reason"; the state sales below cost provisions are 
more likely to be per se laws." 14 

What Constitutes Predatow Pricing? (Coneressional Research Service Analysis) 

The Congressional Research Service in the following memorandum reviews various 
aspects of predatory conduct and predatory pricing in such a manner that the author 



believes there is an overlap in alleged predatory pricing conduct that would permit legal 
review under either state or federal statutes, such as the Sherman, Clayton andor 
Robinson-Patman Acts. 

"The basis for a designation of predatory conduct generally, and predatory pricing 
specifically, is the conclusion that the alleged predatory conduct allows a market 
participant to succeed, not on the merits ofhis product or performance vis-a-vis 
his competitors (e.g., efficiency), but only by harming his competitors."E 

Courts vary in the standards they apply to pricing practices in order to determine whether 
pricing is "predatory," but perhaps the most accepted gauge is the courts' assessment of 
whether the price-cutter could, practically, later recoup his losses if he remains in the 
market as a monopolist: Q 

Rubin added: 
"A firm engaged in predatory pricing bites the bullet and forgoes present revenues 
to drive a competitor fiom the market. Its intent, of course, is to recoup lost 
revenues through higher profits when it succeeds in making the environment less 
competitive."u 
"The success of any predatory scheme depends on maintaining monopoly power 
for long enough to recoup the predator's losses and to harvest some additional 
gain."E 
"Will the predator recoup? Will the competitor(s) survive?" 
"If rivals survive or entry [to the market] occurs [thus maintaining or creating 
competition for the alleged predator/monopolist], not only will predation be 
unsuccessful, but that very prospect reduces the likelihood that a challenged low 
price is in fact predatory." a 

It is obvious that pricing on the part of several mega-retail discount chains has 
contributed to the failures, bankruptcies and disappearance of many competing "Main 
Street" stores, as well as, the increasing vacancy and abandonment rate in many formerly 
prosperous and attractive malls and strip centers. It is certainly not the competition of the 
small retailer that is putting the other small retailers out of business. It is the formidable 
buying and pricing power of the mega-chains -- that often creates a situation where a 
legitimate retailer, losing his wholesale resource, has to buy at the lowest price at a 
warehouse club -- generally associated with a mega-retail discount chain. Can it be 
inferred that the "Main Street" failures result from the growing power of the mega-chains. 
Is this power a form of monopolization? 

Rubin in the CRS Study raises an umbrella over predatory conduct which might fit into 
the federal jurisdictions, i.e., Sherman, Clayton and/or Robinson-Patman Acts. Rubin 
states: 

"The fact that predatory pricing at the federal level is subsumed under the 
'monopolization' rubric has one other significant consequence -- inasmuch as 
there is no 'no fault' monopolization, and legitimately realized monopoly positions 



are not punished, market participants must specifically intend that their behavior 
injure competitors. Intent will not be lightly inferred, and pricing policy is 
extremely unlikely to produce such an inference in the absence of other, strong 
evidence. Many state below-cost pricing statutes permit the inference that 
advertisements to sell below cost, or sales -- even one -- below cost, constitute 
evidence of an intent to injure competitors or destroy competition."2J 

Although the court in the lower Arkansas Wal-Mart Chancery Court case stated that it 
could not infer either a purpose to injure competitors or to destroy competition from the 
fact that the defendant store 'engaged in below cost advertising and sales,' it did infer 
such intent from, inter alia, the fact that there was a "disparity in prices between Faulkner 
County prices of the relevant product lines and other markets with more and less 
competition." 22 

Price variation which is dependent upon market competition is generally considered 
evidence that markets are functioning properly. Similarly, no inference of harm (injury) 
flows fiom even a proven violation of the Robinson-Patman Act, the federal statute that 
is specifically addressed to price, and which prohibits price discrimination. 3 

Payne v. Chrysler cited in Footnote 22 held that the Robinson-Patman Act did not allow 
for automatic damages upon proof of a violation: A plaintiff must prove the violation 
damaged him. It appears that were a company prosecuted under the Sherman Act, that 
monopoly and pricing would be directed against "competition"; but under Robinson- 
Patman, it might involve damage to the "individual competitor." 

Should Complaints Aeainst Predatory Pricinp Be Filed under State Laws or  Federal 
L g l  

Rubin provides a balanced analysis as to the way to go: 

"Just as there were studies to indicate that state Fair Trade (resale price 
maintenance) laws did not serve their purported purpose of protecting small 
retailers against the pricing practices of 'discounters,' there is no evidence to show 
that state below-cost pricing statutes serve small business positively; the studies 
found no discernible difference in the number of small business failures between 
those states which had resale price maintenance laws and those which did not. 
Most states have enacted 'baby' Sherman Acts which track the federal statute, and 
the below-cost sales provisions, themselves, are often contained in more general 
pricing statutes that are similar to the federal Robinson-Patman price 
discrimination law -- either of which may be used advantageously to challenge 
truly predatory pricing behavior. Accordingly, states must weigh the purported 
benefits of below-cost pricing statutes and their emphasis on competitor 
protection against assessments of the competition policy inherent in the federal 
antitrust laws." 24 
Rubin added further: 



"State Fair Trade laws were also considered by proponents to be protection for 
small retailers against predatory pricing; they were rendered ineffective in 1976 
when Congress repealed the authority for them by deleting the exception in the 
Sherman and Federal Trade Commission Act provisions which are used to 
prohibit price fixing (Consumer Goods Pricing Act of 1975, P.L. 94-145)." 25 

This author believes after a review of materials in Chapters VI and VII that it will be 
extremely difficult, but not impossible, to demonstrate that the "Big Box" warehouse 
discount chains engage in the types of anti-competitive activities which are proscribed by 
federal antitrust laws. Although it is possible that government investigators could find 
appropriate evidence of such conduct, our sense is that such an investigation is unlikely 
to take place unless some evidence is supplied in the beginning. Any request for 
investigation ought to come from an appropriate congressional committee concerned with 
the economic future of the nation and its retail component. 

Additionally the government ought to look to the Tax Code as a means for limiting some 
of the alleged "Box Store" abuses which result in a type of "corporate welfare." There 
will be more specific recommendations made on this approach later in this study. 
Concerns over benefits provided to these chains, by the local governments and state 
governments in California, New York and Illinois have already been revealed by 
quotations &om respondents in Chapter IV. 

"The appointments of Bingaman in Justice and Pitofsky in the Federal Trade Commission 
may begin to restore more active enforcement of the antitrust laws that were "more or 
less abandoned during the Reagan years" stated Robert S. Stein. 26 

In the same article, Charles Rull a former Reagan antitrust chief was quoted as saying: 

"Bingaman comes from the more traditional Democratic school . . . . They feel 
that (during the 1980s) antitrust didn't pay enough attention to protecting the little 
folks and let too many mergers through." 22 

Bingaman had testified at her confirmation hearings that the Supreme Court should 
reverse its 1980s decision involving the Japanese electronic giant Matsushita, a decision 
that made it very difficult "to prove predatory pricing." 28 

As the author pointed out in this chapter and Chapter VI, the Wal-Mart case based on 
predatory pricing has aroused national interest in the subject and the state cases on 
predatory pricing may yet stimulate further review of the federal regulatory powers 
provided in the Sherman, Clayton, Federal Trade Commission and Robinson-Patman 
Acts. 

The Stein article also stated that, "Some antitrust experts note that companies can bring 
predatory pricing suits against others as a means of 'back-door protectionism'.'' 29 



Some economists now endorse recent and relatively expansive theories of price 
predation, 30 despite the theorists who provide the traditional economic analysis that 
"predatory pricing schemes are rarely tried, and even more rarely successful." 3 
Nevertheless the condition of this nation based upon the disruption of "Main Street" and 
of the malls and the neighborhood infrastructure, deserves a review and update of what is 
predatory pricing? 

Predatory pricing was certainly on the minds of the delegates at the 1995 White House 
Conference on Small Business when one of the top recommendations addressed this very 
issue. Small businesspeople were particularly concerned with the large retailers' ability to 
demand favorable pricing from manufacturers and service providers. They call for 
stronger laws action by the President in this area. Their recommendation follows: 

141. "Small business cannot compete with large businesses who use their 
economic power to extract unfair competitive pricing from manufacturers and 
service providers. Antitrust laws should be strengthened and enforced to prohibit 
abuses including unfair vertical integration, tying of pricing and product 
purchases, and predatory pricing tactics. The President should appoint a 
presidential commission on competition to study the enforcement and impact of 
the federal antitrust laws ensuring the survival and diversity of small businesses." 
- 32</DD< DL> 

Finally, in the predatory pricing area, the Supreme Court has steadfastly refused 
to resolve the debate that flourished in the mid-1970's over the proper standard of 
cost by which to determine whether prices are predatory.33 Instead, the Court has 
embraced a model of predation under which the predator expects to lose money 
during the predatory campaign, drive the competitor from the market, and more 
than recoup its losses thereafter. The Court has focused on the prospects for 
recoupment, the "back-end" of the scenario, and if the predator could not expect 
profit, the prices will be assumed to be nonpredatory.34 Consistent with the 
analysis, the Court will deem implausible a claim that a firm with a small market 
share engaged in predatory pricing, relying upon tacit collusion to recoup losses, 
for such a strategy would not likely be profitable. The court has largely repudiated 
the suggestion in Utah Pie35 that price discrimination undertaken to injure rivals 
in a concentrated market that merely contributes to the erosion of price levels is 
illegal, and it has suggested that the standards for illegality under the Robinson- 
Patman Act and the Sherman Act are all but identical. 2 

The author's references to the U S .  Supreme Court's views on predatory pricing 
are germane indeed to this study. Perhaps one cannot prove that the several mega- 
retail discount chains individually lack intent to destroy their competitors or to 
recoup -- nevertheless it is obvious that with the destruction of the small retailers 
that a negative result, harmhl to the national economy has occurred, regardless of 
the intent. Then why not have Congress and the federal departments and agencies 
reviewed the problem as it obviously exists. Further, in the author's previous 



footnote 34, the Supreme Court suggested that the standards for illegality under 
the "Sherman Act and the Robinson-Patman Act are all but identical." 

A Review of Certain Questions Raised bv the Author in Chapter V 

1. In the author's discussion of the Federal Trade Commission Act and the 
Clayton Act, it was stated that the Federal Trade Commission Act created the 
FTC . . . to proceed against "unfair methods of competition in interstate or foreign 
commerce" and that the undefined nature of the latter power resulted from the 
view that businesses would always find new ways of suppressing competition that 
did not violate any given list of prohibited behaviors. The act empowered the FTC 
to proceed against each new form of unfair behavior as it appears and is 
recognized as a problem. 3 In lay language it looks like the FTC can and should 
look for new behaviors, which may or may not have been previously prohibited, 
but nevertheless raise serious questions about the economic welfare of the United 
States. 
2. In Chapter V, the author pointed out that in the 1920's and 1930's the large 
chain retail stores rose to prominence and the market power of these firms entitled 
them to negotiate lower prices from manufacturers than the traditional small 
independent retailers could obtain. This led to pressure on Congress to help the 
small retailer and it was generally argued that the Clayton Act had failed to 
prevent price discrimination; so that pressure led to the passage of the Robinson- 
Patman Act in 1936.38 Hence, Robinson-Patman was to correct the failure in the 
Clayton Act and is a vehicle for reviewing possible predatory pricing cases. 
3. There appears to be some doubt legally as to whether "location based" price 
discrimination is or is not prohibited by the Robinson-Patman Act. There is some 
legal thought that price discrimination is unlawful as Robinson-Patman makes 
price discrimination unlawful as between different purchasers of same commodity 
(i.e. chain X has one price in Atlanta and a lower price for the same product in 
Atlantic City) , . . does this justify the charge of "discrimination!"? Under the 
Robinson-Patman Act, the illegality is a purpose to "injure, destroy or prevent 
competition. Do the failures of hundreds of small businesses in the United States 
warrant a review under Robinson-Patman? Are we discussing a "competitor's" 
failure or "competitions"' failure? How much of a market, say in groceries or 
home improvements, must a discount chain have to be reviewed by FTC and 
Robinson-Patman? First, the plaintiff must establish that the company is pricing 
below average variable cost, and second, that the company has a reasonable 
prospect to recoup the investment below cost prices. It's tougher, therefore, for a 
private litigant to bring and prove predatory action under the federal law, but a 
government agency has the staff and resources to make these complex 
investigations possible. On the other hand, there are legal theorists who believe 
Robinson-Patman does not require a market share floor as a monopolization 
charge does, and the predatory pricing issues apply only to charges by a seller that 
its competitor has harmed the plaintiff by discriminating among the competitors' 
customers. 



The issue here is who is the consumer that is being discriminated against. Is it the 
mega-retail discount chain that is discriminating against buyers in one location or 
another? Or, is it the manufacturer or food distributors that is discriminating 
against such competing chains as Wal-Mart, Target, Kmart or other smaller 
retailers. 
4. In persuading any government agency to investigate antitrust implications of 
"Big Box" warehouse operations, a market definition is very important (see 
advice from Davis, Cowell & Bowe) in Chapter V. A more narrow market 
definition is easier to support a monopoly power presumption. Certainly a market 
share of 60% or 70% should be a strong indicator that the market is no longer free 
for small retailer viability, particularly when large chains buy "direct" from 
manufacturers and small retailers are unable to do so. Can a new businesses enter 
the market strongly under the influence of a mega-retail discount chain? Could he 
survive? Could he buy merchandise from a wholesaler or manufacturer? 
5. Chapter V also pointed out that aggressive pricing was not necessarily 
indicative of monopoly power. It is the abuse of power that should be reviewed. 
6. In Chapter V, the author reviewed the Brook Group Ltd. cases and the Supreme 
Court indicated that whether a claim alleges predatory pricing under Section 2 of 
the Sherman Act or price discrimination under Robinson-Patman, the essential 
prerequisites to recover remain the same. This is correct where the discrimination 
charge is brought by the seller's competitor rather than its customer. 
7. Manufacturers can also be targets of pricing suits. Increasingly there have been 
charges that pricing arrangements between manufacturers and distributors have 
been unchallenged. For example, while vertical price fixing has not been a 
significant problem in the grocery industry with regard to food items, it could 
have an effect on stores that have been stocking more non-food items to compete 
on a basis of "one-stop'' shopping offered by the nation's mega-retail discount 
chains. Increasingly, courts have been demanding more than demonstrations of 
market concentration as antitrust violations. They want broader economic analysis 
with proof of harm to consumers. Most federal price discrimination suits have 
been brought against manufacturers. 

Suits Are Now Being Filed Against Manufacturers 

As an illustration of actions against manufacturers, a suit filed on March 10, 1993, 
in Arkansas by 135 independent Arkansas pharmacists in the U.S. District Court 
claimed that 42 of the world's largest prescription drugmakers were illegally 
setting prices on their products. The suit, according to Tyler Treadways is one of 
hundreds filed on behalf of more than 50,000 pharmacists throughout the nation. 
Most of the lawsuits eventually will be consolidated by the Judicial Panel in 
Multi-District Litigation and sent to U.S. District Judge, Charles Kocoras in 
Chicago, Illinois. The trial is scheduled to begin on January 5, 1996, and Judge 
Kocoras already denied a motion by the manufacturers to dismiss the suits. The 
Arkansas part of the federal case charged drug manufacturers with violating: (1) 
The Federal Clayton and Robinson- Patman Acts; (2) The Federal Sherman Act; 
and (3) alleged violations of state laws. 



The Arkansas federal suit followed one in California filed in August 1993, where 
680 independent pharmacists went out of business that year and a second lawsuit 
filed in October 1994, in Pennsylvania where hundreds of pharmacists had closed 
doors in recent years. The Arkansas attorney noted that the federal cases were 
quite different from the recent state case where a group of Conroy, Arkansas 
pharmacists had sued Wal-Mart in the Faulkner County Chancery Court. 

Booksellers File Suit Against Publishers 

Just as the pharmacists filed a federal suit against manufacturers and distributors, 
so did members of the American Booksellers Association(ABA) file an antitrust 
lawsuit. On May 27, 1994, the ABA filed a suit against five publishers in the US. 
District Court in Philadelphia. The suit, which followed a year-long investigation 
on the part of the ABA alleged that the ability of ABA member bookstores to 
compete had been "increasingly harmed by unlawfidly favorable deals, prices, 
and promotional allowances" that these publishers have given to a limited number 
of large bookstore chains and discount outlets. @ 

The plaintiff, the ABA, on behalf of its members, requested that the Court provide 
declaratory and injunctive relief and restrain defendants Houghton Mifflin 
Company, Inc., Penguin USA, Inc., St. Martin's Press, Inc., Hugh Lauter Levin 
Associates, Inc., and Rutledge Hill Press, Inc. from continued unlawful 
discrimination in prices and promotional allowances in violation of the Robinson- 
Patman Act. &l 

According to the Plaintiff, the ABA brought this lawsuit on behalf of its 
membership, comprised of over 4,500 separate members operating general 
interest bookstores across the country. The vast majority of ABA's members were 
independently owned businesses operating individual bookstores. As they have 
done for generations, these bookstores provide books and services to meet the 
needs of the general reading public in communities where they were located. 
Many of these independent bookstores offer broad or specialized selection and 
services that are not generally available in larger chains of bookstores. 

According to American Booksellers: 
"The ability of these bookstores to compete had been increasingly harmed by 
unlawfully favorable deals, prices, and promotional allowances that certain book 
publishers, including defendants, had given to a limited number of large chains of 
bookstores and discount outlets in the country. By depriving independent 
bookstores of discounts and promotions made available to large chains and 
discount outlets, defendants damaged independent bookstores and threatened their 
capacity to compete in the marketplace. These threats to independent bookstores 
in turn threatened the richness and selection of reading material that was available 
to the American reading public. Through the complaint, plaintiff ABA sought to 
obtain for its members the level playing field required by antitrust laws of the 
United States." 42 



Specifically mentioned in the lawsuit were major retail book chains as well as 
warehouse clubs: 
"The two largest chains of retail bookstores in the country are 
WaldenbookBorders and Barnes &Noble, which together operate over 2,000 
retail bookstores under various trade names (collectively referred to herein as 'the 
Chains').'' 43 
"The two largest chains of discount outlets known as 'membership warehouse 
clubs' or 'buying clubs' are Price ClubKostco and Sam's Club (collectively 
referred to herein as 'the Buying Clubs').'' 44 

The complaint also alleged among other things, that the defendants routinely 
made payments to bookstore chains so that the chains would advertise the 
defendants' books; would place the defendants' books in favorable places within 
the stores; and would aggressively promote the sale of defendants' books, without 
making such payments proportionally available to all booksellers. 45 

The complaint also alleged that the defendants sold certain books to "warehouse 
buying clubs" or their suppliers at wholesale discounts far beyond those offered to 
retail bookstores. The discriminatory discount granted by defendants enabled 
warehouse clubs to sell the books to the public at prices lower than the lowest 
wholesale prices defendants offered to retail bookstores. 46 

While admittedly the Booksellers case is under Robinson-Patman and does not 
involve the section of the act having to do with predatory pricing and recoupment; 
nevertheless, the attention now given to arrangements between manufacturers (or 
publishers) and chain customers reflects a serious plight on the part of the 
independent bookseller, not too different from the plight of the small merchandise 
retailer who can't receive the huge discounts from the manufacturer for mass 
purchases, and who often can't find a supplier to sell to him. Hence, many 
retailers have to buy in Sam's Clubs, owned by Wal-Mart or in other warehouse 
clubs. 

Further the warehouse discount chains are also involved in the American 
Booksellers case as well. The warehouse buying clubs, Price Club/Costco and 
Sam's Club have been mentioned prominently in this study and while they are not 
a principal legal target of the lawsuit, it does provide some relevancy to an overall 
discussion of Robinson-Patman. 

According to the Plaintiffs, because of price discrimination and disproportionately 
favorable promotional allowances, payment, and programs, and the advantages 
and extra profits that these allowances, payments, and programs provided to the 
Chains and Buying Clubs, some smaller and independent bookstores, including 
current and former ABA Members, have been harmed. The Plaintiffs indicated 
that the discrimination in favor of the Chains and Buying Clubs had caused, and 
will continue to cause unless enjoined, irreparable injury to the business and 
property of ABA's members and had lessened competition in the book retailing 



marketplace and threatened to reduce the selection of books available to 
consumers. 47 

The dismissal by the FTC of its lawsuits against major publishers years after the 
FTC staff negotiated consent decree illustrates how difficult these price 
discrimination cases are. 

Has Home DeDot Utilized Predatory Pricing Techniques? 

In March 1995, a story by Chris Roush, staffwriter with the Atlanta Journal and 
Constitution48 quoted critics of Home Depot's pricing policies. He quotes a John 
Connolly of J&S Paint and Stein in Mableton, Georgia, who paints houses 
throughout the state and buys his supplies from Home Depot. Recently, Connolly 
claimed that he noticed price differences between Home Depot locations in 
Atlanta, where the chain dominated the home improvement market, and stores in 
Augusta and Savannah, where it competed with other chains. 

"Paint prices in Atlanta are higher, he claimed. Which means he's forking out 
$2,500 more per year when he buys supplies in the metro area." (This is Roush 
quoting Connolly) "When they control the market, they gouge the prices" claimed 
Connolly, "I don't want to get into a fight, but it's predatory pricing in action." 9 

According to the writer, Chris Roush, "It's not the first time Atlanta-based Home 
Depot has been accused of unfair pricing. As it enters new markets - and increases 
its domination in the Southeast - competitors have accused the nation's largest 
home improvement retailer of so-called predatory pricing designed to put them 
out of business." 3 On the other hand, Home Depot defended its pricing 
practices, saying its policy was to compete based on price. 

"It's not a very complicated policy," said Home Depot spokesman, Jerry Shields. 
"We have the lowest prices in every market we do business in. Or we'll beat 
someone's prices if it comes to our attention. We're not saying you won't find a 
lower price; we'll just have to adjust OLU prices." 51 Shields also said that prices 
may also vary between markets because of fluctuations in transportation and other 
overhead costs. 

Roush further stated in his article that in November 1994, Home Depot was 
accused of violating Utah's Unfair Trade Practice Act. Standard Plumbing 
company Inc., which operated 14 stores, filed two suits alleging that Home Depot 
was selling supplies below its cost. Roush further reported that Home Depot 
quickly settled the lawsuit in an out-of-court agreement in which it admitted no 
wrongdoing. And, according to Roush, the chain agreed to stop selling plumbing 
supplies in Utah below its invoice price. 52 

The Atlanta Journal also quoted Kenneth Smith, an analyst from 
Interstate/Johnson Lane, who had conducted a study in 1994 comparing prices of 



35 products at a Home Depot in Atlanta with those at a store in Greensboro, NC, 
where it competed head-to-head with Lowe's, another chain. Smith, pointed out 
that in Atlanta, the 35 items totaled $625.37, or were 9.7% higher than the 
$568.96 they cost in Greensboro. "They don't have uniform prices," said Kenneth 
Smith. He believed that it was not Home Depot's intention to kill competitors; 
however, he was convinced that Home Depot could buy in a lot bigger volume 
than the small fms. 53 

Big Customers' Late Bills Choke Small Sumliers 

Previous comments by the author in this study indicated that small retailers were 
having trouble buying from national or regional wholesalers and manufacturers 
because of the mass discounts offered to the mega-chains by both large and small 
suppliers. If, as reported, wholesalers and manufacturers were in fact being paid 
later than traditionally, it would contribute to having a negative impact upon the 
small retailer. Eventually there will be less suppliers available to sell to small 
retailers. 

A Dun and Bradstreet Corporation Survey 54 released in 1994 indicated trends 
portraying continued weaknesses in the bill paying capacity of small retailers. 
Dun and Bradstreet has been tracking such behavior for over four years. The 
survey canvassed mostly small suppliers -- recipients of late payments and the 
h s  that can least afford delays. 

Lawrence Winters, a Dun and Bradstreet assistant vice president, stated that some 
large companies were routinely paying their bills as much as 90 days after 
receiving invoices routinely due in 30 days. 

Smaller suppliers typically accept such terms "out of desperation to get business," 
Mr. Winters said, "They don't realize the implication of the decision until it hits 
them.." 55 Blinded by the prospect of a big new customer, many entrepreneurs 
forget "a sale is not a sale until you collect the money," 3 adds Paul Mignini, Jr., 
President of the National Association of Credit Management. Most of its 35,000 
members are credit managers at small firms. 

Does the Size of the Retailer Permit a Mega-Discount Chain Retailer the 
RiPht to Cancel a Previously Booked Order at Any Time Prior to  Shiument? 

As the power of the mega-chains continues to be more formidable, manufacturers 
and suppliers are bound to become weaker. As these suppliers turn their attention 
to the larger customer, they begin to lose the autonomy and sense of independence 
that a manufacturer possesses when it has a diversified list of many customers 
both large and small. 



As "partnering" of sorts continues to interest the largest American corporations, 
small retailers continue to weaken in terms of their ability to buy from many 
resources formerly available to them. 

A clause in Wal-Mart Stores' standard purchase contract that gives the discounter 
the right to cancel an order anytime prior to shipment, was found "substantively 
unconscionable," in a recent decision in New York State Supreme Court. 57 

In a decision denying Wal-Mart's motion to dismiss a suit by Jonathan Cass, Ltd., 
a women's apparel manufacturer and seeking damages for cancellation of orders 
for some 150,000 items of merchandise, Justice Beatrice Shainswit said that 
among other defenses, Wal-Mart claimed that because of the clause, it had "the 
absolute right to cancel." 3 5 8  

The Court stated: 
"On its face, this provision which gives Wal-Mart the right to unilaterally and 
arbitrarily cancel its orders at any stage of production prior to shipment regardless 
of the expense its vendor has incurred, is so grossly unfair as to be substantively 
unconscionable, that is, unconscionable by its terms." 2 
The court continued: 
"Given Wal-Mart's size and buying potential versus the relative size of its 
vendors, the contract formation process must be examined as well to determine 
whether the procedural elements of unconscionability (i.e., unequal bargaining 
position) are sufficiently present so as to bar enforcement of this clause for 
unconscionability. " 60 

This issue, the court said would have to be determined at trial. Merchandise 
involved in the action was ordered from June through October 1990, and later 
refused for various reasons including late deliveries and failure of the 
merchandise to conform with specifications. (Kenneth A. Schulman of Kreindler 
& Relkin represents the plaintiff.) 

The author of this study has not yet seen the results of the trial ordered by Judge 
Shainswit. Obviously Wal-Mart may have had strong reasons for refusing 
shipment of the merchandise from Cass, such as lateness in delivery or lack of 
conformity to requisite specifications. Nevertheless, the Judge in the pre-trial 
activity in the Cass v. Wal-Mart case was concerned about whether or not unequal 
bargaining power may be sufficiently present to bar enforcement of a cancellation 
clause for "unconscionability." In this case the buyer is possibly one of the largest 
corporations in the United States in terms of volume and number of employees. 
Wal-Mart's motion for summary judgement was denied by the court (J. 
Shainswit). 

Wal-Mart appealed almost immediately to the appellate Division of the New York 
Supreme Court. On June 6 ,  1995, the five judge panel unanimously affirmed the 



lower court's decision in denying the defendant's motion for summary judgement 
discussing the complaint, the case will therefore go back to trial. 

In the August 1994. U.S. House of Representatives Small Business Committee 
Public Hearings, the Committee Lashed out at the Mcea-Discount Super 
Store for Hurting Small Businesses and Entire Communities with Predatory 
Pricing, Unfair Labor Practices and Market Saturation 

In Joyce Barrett's article on August 11, 1994, in Women's Wear Daily 61, she 
reported on the first Congressional probe of the retailing phenomenon that was 
changing local markets nationwide. The mega-stores were derided of everything 
from crushing local competition to altering the traditional product distribption 
chain. 

As the largest retailer in the nation, according to Barrett, Wal-Mart Stores, Inc. 
drew most of the criticism, although Rep. John LaFalce (D., NY), Chairman of 
the House Small Business Committee, said he had hoped the discussion would not 
target specific retailers. Wal-Mart's actual volume for 1995 was $81 billion, but 
currently it projected to be over $106 billion in 1996. 

Representative LaFalce said he aimed to explore three ways of protecting small 
business fkom the super-chains: 

Increase publicity about expansion of the mega-stores. 
Curb federal money, such as industrial revenue bonds, that goes toward 
retail development. 
Insure that federal antitrust and banking laws are tough enough and are 
enforced. 62 

LaFalce acknowledged that the federal government can do little to affect the 
recent course of retailing, but said he was concerned that superstore development 
was coming at the expense of smaller merchants. Unfortunately no tangible 
actions were taken by LaFalce's committee or subsequent ones except to hold the 
hearings and to provide publicity on the need for action to assist in the survival of 
"Main Street" businesses. 

At the hearings, according to Barrett, there was a litany of complaints about the 
superstores edited by other panel members. Thomas Muller, previously 
mentioned, said Wal-Mart charged higher prices in communities where it has 
eliminated the competition. Also, Wal-Mart and other mega-stores don't increase 
the dollar volume of sales, but instead redistribute sales. Further, he pointed out 
that the claim that Wal-Mart creates jobs also is wrong. Muller added, noting that 
in communities with a Wal-Mart, the results could be fewer retail jobs. He also 
said that full-time jobs in the mega-stores were often based on a 28-hour work 
week, instead of the usual 40 hours and he observed that based on its current 



marketing strategy, Wal-Mart could open another 5,000 stores within the next 10 
to 15 years. Muller estimated in the Daily News Record: 

"...that Wal-Mart had reached 'optimum penetration levels' in Arkansas, 
Mississippi and Oklahoma, and now appears to be targeting urban and rural areas 
in other states. The new Wal-Mart approach for areas close to saturation, as well 
as others, is to revamp the older stores as supercenters," Muller said. "These 
combine the general merchandise store with a full-line grocery store, using the 
same checkout counters." 63 
Muller continued: 
"The experience of Wal-Mart has been that these superstores have increased per- 
square-foot general merchandise sales. With its superstores, Wal-Mart sales could 
easily double, even in states where current stores are close to saturation. In a few 
years, given current trends continue, one corporate entity may have a substantial 
share of all retail trade in the United States." 64 

The Honorable Jean Ankeny, a Vermont State Senator, expressed similar 
concerns about jobs but also highlighted the sociological impact these large stores 
can have on a community in a letter written fiom her home in Williston, Vermont: 

"The anxiety about Wal-Mart's aggressive tactics continues. Williston, St. 
Johnsbury and St. Albans are all feeling the hot breath on their necks, and opinion 
is divided over whether or not Wal-Mart will be a benefit. Many of us feel sure 
that this megalith will not only wipe out small stores for miles around, but also 
drain our communities of much needed leadership." 
"The owner of the hardware store is the coach of Little League. Members of the 
school boards, supporters of local arts, etc. live here and have their businesses 
here. Wal-Mart will not replace these local leaders." a 
These are the effects that can not be put into numbers; but are at the basis of the 
concern raised in many communities when a large corporate chain is entering the 
market. 

Jonathan Laing, in a May 1996 article in Barron's, confirmed the growth strategy 
of Wal-Mart by reporting on CEO David Glass's predictions for the future. Laing 
accepts Glass's projections that by the year 2000, the grocery business to be 
enjoyed by Wal-Mart's new Supercenters will blow past the $24 Billion business 
volume of the Kroger supermarket chain. By adding groceries to the stores and 
often using the lower prices to entice shoppers, the overall business of the h a r t s  
and Wal-Marts are increased. Laing goes on to say: 

"The synergy of the supercenter concept is best grasped by a simple calculus. By 
merely adding 35% - 40% to the floor space of a traditional discount store to 
create a supercenter, sales essentially double once the supercenter reaches 
maturity in four to five years. Profits won't rise quite as sharply because of the 
inclusion of lower-profit food items. Maybe they'll jump only 80%. Nonetheless, 



the supercenters will yield a higher return on investment than most of Wal-Mart's 
existing discount stores and provide a substantial boost to sales and earnings 
down the road." 66 

This is indeed substantial growth, both in sales and profits. Examples of this are 
evident from Muller where he cites expansion already occurring in New York 
State. 

Muller pointed to Wal-Mart's expansion in upstate New York as an example of its 
growth potential. A few years ago there were essentially no Wal-Marts in the 
region. As of 1993, there were 28 Wal-Marts and 14 Sam's Clubs. Because the 
economy of the region is not growing or growing slowly, virtually all sales ,,," 
represent losses to existing merchants. Also, the evolution of Wal-Mart 
supercenters means that its new stores, with about 175,000 or more square feet of 
retail space, will be equal to more than 100 typical small businesses. 67 

In fairness, it should be mentioned that there were only few proponents of the 
mega-retail discount chain present at the La Fake committee hearings. Morrison 
Cain, Vice President of the International Mass Retail Association, was the sole 
voice testifying in defense of the burgeoning mass industry. 

After the hearings, in a telephone interview from h a r t ' s  Troy, Michigan 
headquarters, Don Morford, Director of Employee Benefits, said he could 
understand smaller retailers complaining that the bigger stores hurt their business. 
He noted, however, that smaller retailers liked the increased tr&c the big stores 
generate. Cain said the mass stores provide greater choices for consumers, 
employment and income growth and an improved economy. Mass retailers can 
offer the low prices that have made them famous because, early on, they 
embraced technological advances in distribution and logistics, such as checkout 
scanning, sophisticated inventory processing systems, direct store-to-warehouse 
and store-to-vendor communications and Just-In-Time delivery. 

Cain stated 
"These operating efficiencies can spell the difference between success or failure 
in this fast-moving business. The sheer volume of merchandise they sell also 
leads mass retailers to put growing emphasis on greater consultation and 
communication with their suppliers, not just in traditional areas, such as price and 
availability, but also in a broader range of concerns, including product design or 
customization or joint promotional efforts." 68 

Cain offered a menu of adjustments small businesses could make to survive 
superstore competition; find a niche, sell items not carried by the giant 
discounters, refocus on upscale merchandise, improve store marketing and image, 
price competitively and emphasize services that discounters do not. @ 



Gain's comments remind one of the Ten Commandments prescribed by Taylor 
and Archer, in their book, Up Against the Wal-Marts and the usual management 
prescriptions taught in Management 101 in schools of business throughout the 
country. As already discussed, in reality, these suggestions are impossible for the 
small business to finance and implement. 

Concluding Comment 

It is recommended that the current Committees on Small Business in both the 
US. House of Representatives and the U.S. Senate continue to hold hearings on 
the applicability of such regulatory statutes as the Sherman, Clayton, Federal 
Trade Commission and Robinson-Patman Acts relevant to the weakening 
condition of small retailers in the United States, in part because of the ever 
increasing power of the chains to procure the lowest of prices from manufacturers 
and suppliers. 

While predatory pricing might have to be viewed differently in the federal area 
compared to state litigation, nevertheless the increasing power of the chains 
requires federal review in terms of applicable statutes and regulations designed to 
protect small business and to provide free market opportunities. Further, the 
opportunities of the large chains to secure "corporate welfare" in terms of 
financial assistance for building their huge stores should be re-examined by 
Congress since many of the grants are basically part of federal funding. 

The author has given some thought to the possibility of federal review by either 
the Justice Department or the FTC of the overwhelming power of the mega-retail 
discount chains and their impact upon the opportunities of small businesses to 
survive. Obviously, one can be skeptical that either agency would be likely to 
undertake an across-the -board review of the subject that has been under study in 
this document. One reason, the author believes, is that both agencies have 
internalized some basic lessons of "Chicago School" economics, primarily that 
the antitrust laws are concerned properly only with questions of economic 
efficiency. Also, the Antitrust Division appears to be reluctant to use the 
Robinson-Patman Act because of the difficulty of reconciling its effect with other 
antitrust laws. 

However, both the Antitrust Division and the FTC have been conducting some 
fairly aggressive investigations of predatory pricing and related issues. This 
initiative represents a significant change in enforcement over the last few years. 
Enforcement policies depend so much on who is formulating them, but one 
should hope that investigation of anticompetitive activity by dominant firms is 
likely to continue. 
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RETAIL CORPORATE WELF- 
More and more the news out of Washington, D.C. are statements that America's 
corporations are often permitted tax incentives, subsidies, financial and other types of 
encouragement that are generally not available to small businesses. This has been termed 
as "corporate welfare." Generally speaking, "corporate welfare" programs are products of 
local, state and federal initiatives and are supposed to be directed to community 
redevelopment. 

The question that must be resolved is, "Jobs at what price?" The author of this study has 
surveyed this dilemma from east coast to west coast -- with particular interest in local, 
state and federal benefits offered to mega-retail discount chains, and only occasionally 
provided small business or specifically, small retailers. 

What is responsible versus irresponsible economic development? The Clinton 
Administration is attempting to persuade pension plans to invest their vast resources in 
projects that offer benefits to low income communities. On June 23, 1994, the U.S. 
Depmtment of Labor released Interpretive Bulletin 94-1 to encourage pension plan 
investments in ETI's, or "Economically Targeted Investment." An ETI is purported to be 
an investment that seeks to furnish a benefit to a pension plan's community, at the same 
time it seeks to provide the pension plan with a competitive risk-adjusted rate of retum.1 
Recently, they have been tabled. 

While the objectives of the ETI program may be fair and worthwhile, the federal 
government should first see what is happening with similar financing projects, using 
public funds that appear to be directed to firms which receive favorable treatment far 
beyond the benefits received by the communities in terms of job creation and economic 
vitality. Secretary of Labor Reich recently, through administrative decree, has suggested 
5% of the Taft-Hartley Pension Fund assets could be invested in ETI's. 

It is true and sad indeed that, in the new world of trade and declining jobs, local and state 
governments are finding themselves trapped in bidding wars for private investment. 
They've been offering a "candy store" of tax abatements, credits and loan subsidies in the 
hope of keeping existing jobs or getting new jobs. More often than not, they're left 
holding the bag. 

Examples of incentives offered large corporations are presented for each of the states 
studied with particular detail on California examples. One can see that although the 
particular details for each city are slightly different, the overriding long-term effect on the 
community is similar. 

California's Experience with Respect to Incentives Provided Developers and Mepa- 
Retail Discount Chains ("Biv Boxes" and Redevelopment) 



California, a state which characteristically is one of fvst to start new initiatives has had 
considerable experience in offering a "candy store" of incentives for the mega-retail 
discount chains. Redevelopment agencies in California gained substantial strength and 
influence during the 1980's. Their power was created because Proposition 13 (Jarvis 
Amendment) in California froze property values, thereby, making it exceedingly difficult 
for municipalities to generate revenues. Due to this short-fall, redevelopment agencies 
became the new economic engine. The original intent was simply the revitalization of 
areas blighted by economic and social decay. Cities and local townships were literally 
coming apart at the seams; redevelopment was the thread used for resurgence, needed 
repair and necessary economic stimulus. 

Historically, the last couple of decades have witnessed a myriad of cities and townships 
designating large sections of real estate into redevelopment zones. Some of these 
locations had little chance of recovery without the proper financial incentives needed to 
"push-start'' their dying economies. The redevelopment agencies were established to 
ameliorate this problem; however, either through clever design or total disregard for 
original intent, large portions of redevelopment zones are now simply raw land. 

This contamination of original intent, having positive value on the one hand, exacerbated 
the problem relating to urban blight and economic decay. As interest increased, the 
criteria for Redevelopment Agencies' (RDA's) zones gave little concern to proximity or 
economic merit within the parameters of any given municipality. Simply stated, RDA 
zones were spread throughout entire communities and, in many cities created several 
redevelopment sites. This resulted in an interesting paradox, competition now existed not 
only between cities but within the same cities. 

The most salient aspect of the paradox was the competition created within separate 
RDA's in a given city. The developers, seeing an absolute "win-win" formula, took on 
Darwinian characteristics in their demands and "natural selection" became rule of thumb. 
The least attractive zones (economically and downtown areas) were now in direct 
competition with raw land with all its inherent advantages. Original intent was now a 
document for historians and considered innocuous by modem municipal standards. 
Underdeveloped land being more attractive due to economic realties and propinquity to 
freeways, throughways, interstates, et. al, were now the major objective. Social decay and 
blighted downtown sections constituted an anathema to new construction. The very 
structure of RDA'S was going through a complete metamorphosis; what would finally 
spin out Would be complete absolute change and direction. 

Downtowns were left to cascade into an economic "black hole" paradigm; like most 
major cities throughout America, economically blighted sections were a secondary 
consideration while raw land attained primacy. Small downtown emporiums were 
becoming an endangered species! All would agree this was never a redevelopment 
objective. 

Revitalization 



In the past few decades, the destruction of our downtown urban areas m o s s  America 
have unquestionably become one of the major concerns of modem society. It has bred 
social disorganization, crime, violence, poverty, and rates of illegitimacy to unbelievable 
proportions. By not addressing these problems in earnest, one can expect that in the next 
several years, America will become a cauldron of racial fervor, discontent, anger and 
hatred. Many pundits believe the process has already started. Our 16th President, 
Abraham Lincoln, stated, "We cannot live for long in a house divided." 

Whatever the reason may be, the problem of the institutionalization of urban decay is 
simply pushed aside by politicians, distantly involved. Moreover, to think that inner city 
blight is a manifestation of the welfare state is pure sophistry. 

It is through the recognition of urban blight that certain enlightened individuals on both 
sides of the political spectrum have embraced concepts like economically targeted areas 
(ETI's - Economic Targeted Investments), described earlier. By creating certain tax and 
economic incentives it was thought industry would find it feasible, more importantly, 
profihble to construct new facilities within ETI parameters. Additionally, the 
revitalization paradigm conceivably could parent quality jobs, opportunities and needed 
hope, thereby starting a process which would diminish residential flight from urban 
communities. The economic dynamics could be far reaching by giving cities once again a 
tax base where today only a vestige of traditional business appears and poverty 
permanently resides. 

In the beginning, RDA's did their job rather effectively, but as a myriad of loopholes 
became available and no enforcement agency was created to monitor or correct abuses, 
city developers and corporations manipulated the process with impunity. Who could 
blame them? City attorneys simply felt they would never be challenged because the RDA 
had no state enforcement arm. Moreover, RDA's were so esoteric and complicated that 
98% of the population knew nothing about their existence or the methods they 
incorporated to consummate a deal. Responsibility was so fragmented in a RDA's 
decision making process that there were possible abuses of power. 

For example: Hemet, California, basically a farming or agriculture community 
approximately 70 miles northeast of Los Angeles, attempted to make 11,000 acres of raw 
land, a redevelopment zone. (That's over 1/3 the size of San Francisco). 

'The lament over uncontrolled growth is virtually California's state anthem. The 
signature method of planning -- or failing to plan -- development has always been 
simple sprawl."2 

This illustration shows that the new dynamics of redevelopment zones have had little or 
nothing to do with urban blight or revitalization. It simply became a tool in which cities 
participated while others negotiated hundreds of millions of dollars in construction costs, 
infrastructure improvements, incremental financing and future tax revenues. In light of all 
this, the interesting question is who ultimately pays the bill? The answer is -- the 
taxpayer. 



Concern over chaotic planning and deal-making by municipal authorities using 
redevelopment governmental authority and financing led to the establishment of the 
Bergeson Committee, chaired by Senator Marian Bergeson, Chairman of the California 
Senate Committee on Local Government. The 1989 Bergeson Report spread a great deal 
of light on the mission of "Redeveloping California; Funding the Legislative Agenda for 
the 1990's"2 

A blatant case history of abuse stimulated California Republican State Senator Bergeson 
to cry foul. In the early ~ O ' S ,  car franchisors were building multi-faceted car dealerships 
(is. Mercury, Ford, Lincoln, Cadillac, Chevrolet, Honda and Toyota) on a single block 
within redevelopment zones and getting enormous financial consideration as the "carrot" 
to finalize the deal. Ostensibly this was okay in the beginning; however, once the 
dealership's incentives ran out, or came close to expiration, dealers began renegotiating 
with the municipalities to extend the deal (RDA can "roll over" any deal for 
approximately 60 years without interference). Furthermore, while negotiating with one 
city to extend the contract, some dealerships actually negotiated with other cities for the 
same economic package, thereby, putting enormous economic leverage on both cities to 
capitulate to demands. To State Senator Bergeson's credit, she saw this for what it was - a 
blatant tax shelter structured for perpetuity benefiting no one except the avarice of a few. 
The economic dynamism relating to this type of behavior is interesting. The question is: 
how does a municipality regain the economic and moral authority within its own RDA 
agency - if the preexisting tenant can renegotiate a new contract once the economic 
incentives expire? This could become a Pandora's Box with societal implications which 
are profound and which require detailed examination. 

Tax Incentives 

A major component of RDA projects are their abilities to orchestrate the distribution of 
taxes. This is a very effective tool and in many instances can be used to ameliorate 
economic and social dislocation. An important application that tax incentives have within 
agencies is their ability to use tax dollars to lure new business into communities. 

The original objective was a mutually ideal investment in which both parties (city and 
corporate partners) create prosperity for community and business. Tax incentives grant 
cities a considerable ability to negotiate or structure very attractive deals in order to 
entice future partners. Incorporated into redevelopment agencies are a series of powerful 
inducements which coalesce into a catalyst to promote business. Their power is 
unprecedented with taxes and condemnation topping the list. It is apparent that because of 
this power, many restrictions have been established ostensibly to monitor and maintain 
control over the agencies. However, the attempts at constraint through legal measures 
have been weak and reluctant. According to testimony at the Bergeson Hearings, most 
agencies proceed with impunity and quite a few knowledgeable critics allege that these 
RDA's frankly, disregarded the rules with little concern since they are rarely challenged. 

The mega-retail discount chains, such as Kmart and Wal-Mart and others, have also been 
the recipients of generous treatments, both with respect to tax incentives and other 
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financial benefits or tax abatements in California, as well as in other states studied by the 
author; such as Illinois and New York (see respondent comments in Chapter N). 

Schools and Tax Distribution and Redistribution 

Within Redevelopment Agencies there is a little known fact that had a "Leviathan 
impact" on how schools received needed tax dollars. The RDA has had almost complete 
power to circumvent the normal distributions of taxes. It could actually stop the tax 
dollars generated by sales revenues within a city from ever going back to the schools. The 
school's only recourse is "pass-through'' agreements or lawsuits. If the school fails to 
challenge the RDA within 60 days of approval it has theoretically lost revenues forever. 

By way of "pass-through" agreements, school districts can negotiate with redevelopment 
agencies for the right to obtain revenues for any new commercial enterprise. In 
California, a school district may be mandated a certain percentage of income through 
commercial development based on the square footage or the calculated profit. Via this 
relationship, needed monies are available to schools for new teachers, books, school 
repairs, athletics and new construction. Despite this, a redevelopment agency has a legal 
avenue to thwart this entire process, and since the early ~ O ' S ,  as has been documented in 
the Bergeson RDA studies 4; at least 80-90% of all schools have failed to receive proper 
"pass-through" agreements in relation to redevelopment agencies and their projects. 

Effects on School Finance 

The allocation o f  sales tax and property tax revenues from the counties to the 
Redevelopment Agencies, and their further use of these funds to support the financing of 
developments which include the mega "Big Boxes" or Supercenters, created strong 
concerns in the report o f  the Bergeson Committee. Little has been rectified or corrected 
since the Bergeson public hearings. 

According to Dave Rabousky 5 who testified at the Bergeson Hearings: 

"The state is a silent partner' in redevelopment finance through its financial 
support for K-14 schools. The diversion from the State General Fund is probably 
$400 million, but that is not the net cost." 

Rabousky then explained to the senators that there are four factors that temper the 
Legislative Analyst's estimate: (1) there is already some underlying growth in assessed 
value in project areas; (2) some projects capture growth that would have occurred 
anyway; (3) redevelopment affects the location but not the level of retail activity; and (4) 
some redevelopment spending is not always directed against blight. 

Rabousky continued by explaining how redevelopment finance interacts with State 
General Fund's obligations to schools under Proposition 98 which the voters approved in 
November 1988. Questioned by Senator Bergeson, Rabousky told the senator that when 



the state operates under "Test 1" redevelopment does not cause a net increase in state 
school apportionments to specific school districts. 

If Rabousky's estimates on the shortfall in revenues to schools were $400 million 6 in 
1989, it could probably have accumulated to between $800 million and $1.2 billion by 
1995. RDA apparently has not only forestalled taxes being normally distributed via state 
or local governments to the schools, but additionally these vast funds have all gone into a 
myriad of redevelopment agencies throughout California. 

It is apparent that "counties must be concerned by the cumulative fiscal efforts of 
redevelopment, incorporation, annexation and unfunded state mandates;" according to 
Dan Wall, who also testified at the Bergeson Hearings. "But everything is not right with 
the world (inasmuch) as the counties' fiscal stake in redevelopment is growing and 
growing rapidly."I 

A number of specific agreements between developers and mega-retail discount chains 
will follow shortly. However, it does appear to informed observers that RDA's have 
legally been open to direct monies to developers, who in turn are then legally able to 
redistribute such funds to reimburse these national f m s  for capital outlay and 
construction. Such firms as Super Kmarts, Target, Costco, Sam's Clubs, Price Clubs, and 
Wal-Mart have been the recipients of RDA funds. 

Short-falls in school revenues take place where a mega-retail discount chain receives an 
RDA agreement which permits it to retain sales taxes to pay for construction and debt 
service. If as a result of the new mega-retail chain activities in the area, the "Main Street" 
stores have their business volume decline, or they go out of business altogether, then their 
former collection of sales taxes is reduced substantially as is revenues to the schools. 

One examole is an RDA deal between the Citv Council of Chula Vista. California and 
Wal-Mart, reported on August 26, 1994.8 The Wal-Mart was proposed to open in late 
1995. 

"Wal-Mart Offered $1.9 Million Deal - Chula Vista" 
"Wal-Mart would get $1.9 million over 15 years from the city as an inducement to 
build a store in a proposed shopping center at the northwest intersection of Fifth 
Avenue and C Street under a plan approved by the City Council, this week. The 
money would come from sales taxes the city collects from Wal-Mart and other 
stores in the 21-acre shopping center, planned by Chula Vista Center Associates, 
said Community Development Director Salomone. As part of the deal, the 
developer would build a $1.2 million bridge over the Sweetwater River to connect 
the shopping center to Broadway. The developer would also install traffic signals 
at Fifth Avenue and C Street and on Fourth Avenue and Dixieline Lumber Co. 
The store is projected to open in late 1995."9 

Subsequently, the award of $1.9 million was disallowed by the appeal of several citizens 
to the Superior Court of the County of San Diego. (See discussion later in this chapter.) 

,:. 



Tvoical RDA Deals Which are Pending or Have Been Finally Consummated with 
Developers and Mega-Retail Discount Chains in Recent Years in California 

The following RDA "packages" are entirely legal but are typical of advantages that are 
provided in California to large retail firms and developers and which are generally not 
available to small businesses. The information has been voluntarily provided by a 
prominent California law firm.@ 

Summary of California Taxpayer Aid to Box Store Development 

(The author does not take responsibility for the complete details of the narrated 
"packages," but believes that essentially they do describe a picture of what has been made 
available by the RDA's to developers and chains in recent years.) 

Anaheim Plaza. California 
Redevelopment Agency to borrow about $6.3 million from owner to use for improving 
roads and other infrastructure for the project at 7% interest. In addition, Agency to pay 
50% of costs of relocating existing residents. Being done to assist in procuring a mega- 
discount retail chain. 

Cathedral City. California 
Redevelopment Agency reimbursing owner for 90% of owner's acquisition costs by 
giving owner 75% of City's sales tax receipts. Estimated acquisition costs of $1-2 million. 

Chino Hills, California (tentative agreement only) 
It involves a complicated land swap, plus developer receiving refund of $1 million from 
sales taxes supposedly generated by project. 

City of Industry. California 
Redevelopment Agency was to give, in effect, a $2.5 million subsidy by purchasing land 
for $7.6 million and then reselling it to a mega-chain for $5.1 million. If the deal 
completed, the chain has a saving of $2.5 million against the true value of the property. 

Covina, California 
Redevelopment Agency to buy land and resell to a discount chain for $5 million. Agency 
to make various public infrastructure improvements. Developer to advance funds for 
acquisition, capped at $9.8 million. Agency must fund any short fall, with agency to 
repay at 2% above, prime rate, with a maximum of 12%. 

La Habra, California 
Redevelopment Agency purchased land for $8.2 million and sold it for $5.3 million. 
Agency to borrow $4 million from developer to make improvements. 

Oxnard, California 
A mega-retail discount chain received a deferral of $1.4 million in city's infrastructure 
impact fees, plus $1 million in "reimbursements" from city. 
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Paramount. California 
Redevelopment Agency purchases land for $10.7 million and sells it to developer for 
$6.4 million. 

Paso Robles, California 
Redevelopment Agency pays cost of $537,000 in box culvert of creek, with a mega- 
discount retail chain to repay only 83% of costs. Agency also pays $1.6 million for offsite 
improvements, primarily roads. City supports creation of a "community facilities district" 
in area to make road improvements which is to be funded by property tax increment. 
Agency to receive a portion of any "net" proceeds fiom sale or refinancing of land. 

Porterville. California 
In 1991, Wal-Mart built a Warehouse Center initially to employ 300 workers in a 
building of 1.2 million square feet. By locating in Porterville's Enterprise Zone the 
company was able to slice $19,000 per worker off in tax payments over 5 years. The tax 
waivers were estimated to amount to between $5 and $9 million over the peri0d.l-l 

Chula Vista, California 
Redevelopment Agency buys land for $8.50 per square foot (cap $4.98 million) and to 
sell to a major chain for $6.50 per square foot (cap $3.8 million). Agency to assist the 
chain in getting a community facilities district formed which would use the taxes 
received for $9 million worth of infrastructure improvements in the area. 

Impact on Small Businesses by These Pending Real Estate Packapes Arranged by 
RDA's in California 

A number of the nation's largest corporations, both retail and non-retail with annual gross 
revenues of almost $100 billion and upward are in effect being subsidized by 
municipalities, school districts and taxpayers with the employment of millions in 
redevelopment funds to build their stores in California and in other states with similar 
programs. What chance does the small retailer have for survival? Has he or she been 
given the opportunity to improve their downtown facilities with a similar use of funds? 
This is certainly "corporate welfare" at the retail level. 

Return to the Bergeson Committee Report of 1989 

At the Bergeson Hearing on Redevelopment, Mr. Chris Norby of Fullington, California, 
Co-Chairman of the Municipal Agenda for Redevelopment Reform in his comments 
which follow, made clear his disillusionment with the abuses in redevelopment powers. 
He also made certain constructive recommendations which should be enacted. 

Statement of Chris Norby12 

I. "Purpose of Redevelopment is to alleviate serious urban blight and originally a 
good one. In doing so, however, the Legislature granted to cities extraordinary 



powers that have now become subject to such widespread abuse that they must be 
curtailed." 
11. Redevelopment Powers Abused 
A. "Eminent Domain: Property rights are abused when cities condemn the 
property of one private interest for the benefit of another." 
B. "Tax Increment Financing: In theory the tax increment is created by 
redevelopment efforts themselves. In reality, most of it is due to inflation and 
development that would have occurred even without redevelopment. All of this 
tax increment is funneled back into redevelopment projects and is denied to the 
counties, school and special districts. The State General Fund is left holding the 
bag." 
C .  "Flawed Decision-Making: Redevelopment gives cities vast powers to 
subsidize and acquire property on behalf of private development. City Councils 
and staff must make economic and development decisions for which they are not 
capable. Redevelopment puts cities in the development business which is the 
responsibility of the private sector, not a proper role for government." 
D. "Anti-Competitive: Redevelopment decisions require cities to grant special 
favors (subsidies, land grants, etc.) to certain select businesses at the expense of 
others enjoying no such benefits!" 
E. "Distortion of Free Market: Using redevelopment, cities often raid each other's 
tax basis by luring businesses to relocate through offers of redevelopment 
goodies.' Redevelopment-subsidized auto malls are a prime example of this. Some 
cities do benefit, but at the expanse of others who have used redevelopment less 
aggressively. Business owners make location decisions based not on traditional 
free enterprise considerations, but on which city offers them the highest financial 
incentives." 
F. "Zero-Sum Game: Since redevelopment does not facilitate industrial growth 
but only a redistribution of sales tax revenue, there is no overall benefit to the 
state. Redevelopment cannot increase statewide economic activity, but only shifts 
it around. The state General Fund is spending huge sums under the guise of 
economic development that is, in fact, only an elaborate shell game." 

Mr. Norby made the following strong recommendation, which if followed should end 
"corporate welfare" in Ca1ifornia.u 

111. "Recommended Actions: The State Legislature created Redevelopment, and 
only the State can reform it. Individual cities cannot be expected to control their 
own abuses. The Legislature must restore a level playing field for all cities so the 
rules for redevelopment -- if it must remain -- are clearly defined." 
"Possible courses of action:" 
A. "Forced Phase-out of all Redevelopment Projects: The state should intervene 
to be sure that redevelopment districts are speedily phased out and no new ones be 
created." 
B. "Limits on Land Acquisitions: The Legislature should prohibit cities from 
becoming land acquisition agents for private developers. The power to condemn 
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property for private development should be ended, as well as land Write-downs' at 
public expense." 
C. "Sales Tax Apportionment: Sales tax to city government should be apportioned 
on a per-capita basis, rather than on how much is actually raised in specific cities. 
This would end ruinous inner-city competition for sales tax dollars." 

It is obvious from Norby's remarks at the Bergeson public hearings that the unchecked 
powers in development have become subject to widespread abuse and that favoring 
certain projects has created an anti-competitive environment "granting favors to select 
businesses at the expense of others enjoying no such benefits." Further, that 
"redevelopment does not increase statewide economic activity, but only shifts it around. 
It becomes, as Norby states "a shell game." 

It is also clear from the foregoing discussion that when Redevelopment Agencies divert 
property (and other tax revenues) from school districts and community college districts, 
the state must ultimately replace the diverted revenue. 

The Bergeson Report made a strong statement on Competition for Business& 

"We have found situations in which cities are using their redevelopment agency's 
funds (and other revenues such as sales tax) for subsidies to influence the location 
of businesses that serve a regional market but generate significant local revenues. 
Auto dealers and warehouse type retailers such as Price Club are typical 
beneficiaries of these subsidies because of the large amounts of local sales tax 
revenues that they generate. We doubt that these subsidies provide any net 
economic benefit to the state because they merely change the location of 
businesses within a region, sometimes to the detriment of neighboring 
communities." 

Statement at the Bergeson Hearings bv Los Angeles County (Testimonv of Amanda 
Susskind and Diane Shamhart)lS 

While the County has supported numerous redevelopment projects over the years, 
speakers from Los Angeles evidenced frustration that present redevelopment attitudes 
had ignored the original purpose of the statutes, namely to redevelop "blighted areas," so 
that the blighted area would have a healthier economic base. Instead, "blight" and the 
dying "Main Street" have been ignored and developers are creating a new kind of sprawl 
outside the traditional business areas. 

Disturbinp Trends 

The Los Angeles delegation at the December 7, 1989 hearing saw certain "disturbing 
trends."E 



"Whenever a redevelopment project approaches the end of the project, near its 
bonded debt limit, annual tax increments limit, or it's maximum tax increment 
limit, the agency amends the plan to take advantage of additional tax increment." 
"Agencies set bonded debt limits and tax increments far beyond what the project 
is estimated to generate. Limits are established not by what the project intends to 
do, but by what agencies estimate the project will generate in tax increment." 
"Redevelopment law was never intended to permanently divert funds from 
various taxing entities, such as the County of Los Angeles. It was to provide a 
mechanism for eliminating blight so that communities could become 
economically viable and productive. At the end of any given redevelopment 
project, the revitalized area would provide numerous benefits to taxing entities 
serving the community." 
"The growing number of redevelopment projects and the extension of the terms of 
these projects (ranging from 25 to 50 years), raise serious doubts as to the 
realization by taxing entities of the benefits of redevelopment. In addition, 
redevelopment law was established at a time when limitations on taxing entities 
were not as stringent as they are today. It was adopted in a time when the decay of 
cities was at its worst and revenues sources were more abundant." 

California Law AB 1290 (Health and Safety Code 033426.5) Provides That an 
Agency May Not Give Away Tax Dollars to Retail Proiects of More Than 5 Acres on 
Land Not Previously Developed for Urban Uses (Citizens of Chula Vista California 
v. Redevelopment Apencv, et al.. March 31.1995) 

Previously mentioned in this chapter was a $1.9 million grant to finance a Wal-Mart in 
Chula Vista. On March 3 1,1995, the law firm of Davis, Cowell and Bowe of San 
Francisco, California filed a suit on behalf of Bozek and Gonzales, Petitioners against 
Respondents-Defendants; the Redevelopment Agency of the City of Chula Vista; City 
Council of Chula Vista; Wal-Mart Stores; T o m  Center Associates; the Gatlin 
Development Co. Inc., and KRB Enterprises.u 

The plaintiffs wanted to enjoin the real estate project because they claimed that AB 1290 
passed by the California Legislature in 1993 was enacted to restrict financial support for 
certain redevelopment projects by redevelopment agencies. Specifically targeted were 
developments on a parcel of land, 5 acres or more, which had not been previously 
developed for urban use (with certain exceptions noted in the case). 

The suit is reproduced here because the arguments used by the plaintiffs pin-point the 
concerns expressed by witnesses in the Bergeson Hearings of 1989, when the purpose of 
RDA activities was fully explored. Also fully presented is the final judgment which gives 
a fairly full account of the results. 

The petitioners not only wanted an injunction against Wal-Mart's building a new store on 
the particular site in question; but also wanted the $1.9 million subsidy to Wal-Mart 
reviewed as being possibly in conflict with the California AB 1290 statute, codified as 
Health and Safety Code 33426.5. 



Details of the suit and final judgment follow: 

Andrew J. Kahn #129776 
Marjorie M. Alvord #135868 
DAVIS, COWELL & BOWE 
100 Van Ness Avenue, 20th Floor 
San Francisco, California 94102 
(415) 626-1880 

Fern Steiner 
GEORGIOU, TOSDAL, LEVINE & SMITH 
600 B Street #2300 
San Diego, California 92101 
(619) 239-7200 

Attorneys for Petitioners-Plaintiffs 

SUPERIOR COURT OF CALIFORNIA 
COUNTY OF S A N  DIEGO 

WALLY BOZEK; HENRY GONZALES; CASE NO. 684525 
FIRST AMENDED PETITION FOR 

Petitioners-Plaintiffs, WRIT OF MANDATE: COMPLAINT 
FOR INJUNCTIVE AND 

V. DECLARATORY RELIEF 
REDEVELOPMENT AGENCY OF CITY OF [Cal. Code Civ. Pro. 
CHULA VISTA; CITY COUNCIL OF 526a, 1085; Cal. Health & 
THE CITY OF CHULA VISTA and the Safety Code 33426.51 
members thereof, in their 
official capacity; 
Respondents-Defendants. 

VISTA TOWN CENTER ASSOCIATES, 
L.P., a California Limited 
Partnership; GATLIN DEVELOPMENT 
COMPANY, INC.; KRB ENTERPRISES, 
INC., 
Real Parties in Interest 

WAL-MART STORES, INC; CHULA 

Petitioners-Plaintiffs (hereinafter "Petitioners") allege: 

1. Petitioners are residents and taxpayers of the City of Chula Vista. On November 15, 
1994, the Redevelopinent Agency of the City of Chula Vista approved a government 
subsidy of $1.9 million to Wal-Mart Stores, Inc. for putting up a new store. This subsidy 



will violate the Legislature's recent enactment designed to prevent redevelopment 
agencies from giving away tax dollars to new retail developments, AX3 1290, now 
codified at Health & Safety Code 033426.5. This provides that an agency may not give 
away tax dollars to retail projects of more than 5 acres on land not previously developed 
for urban uses (with exceptions not applicable here). Respondents' financial assistance to 
the Wal-Mart project violates AB 1290. Accordingly, the court must prevent the loss to 
taxpayers and the community. 

JURISDICTION 

2. This court has jurisdiction under California Code of Civil Procedure sections 526a 
(taxpayers' suits), and/or 1085 (writ of mandate). 

GENERAL ALLEGATIONS 

3. Respondent-Defendant Redevelopment Agency for the City of Chula Vista (hereafter 
"the Agency") is a redevelopment agency governed by the California Redevelopment 
Law, contained in Cal. Health and Safety Code 33000 et seq. The agency's members are 
the members of Respondent-Defendant City Council of the City of Chula Vista, who are 
sued in their official capacity (hereafter collectively "respondents"). 

4. Petitioners are residents and taxpayers of the City of Chula Vista. 

5. Petitioners will be affected by the tax subsidy and by the construction and operation of 
a Wal-Mart store in their city, including effects on traffic, air quality and environmental 
values. 

6 .  On or about August 23, 1994, Respondents voted to authorize their staff to enter into a 
Disposition and Development Agreement ("DDA") with Wal-Mart Stores, Inc. And 
Chula Vista Town Center Associates, L.P., concerning construction of a Wal-Mart store 
in Chula Vista. (A "true and correct" copy of the DDA was attached to the filing as 
Exhibit A,) 

7. Section 2 of the DDA provided that the DDA was not effective until the City Council 
and Agency later decided to approve the construction project via plan amendments and 
conditional use permit. This entailed complying with the California Environmental 
Quality Act, which gave Respondents discretion to disapprove the project. 

8. Prior to Respondents' vote on August 23, Petitioners' representatives urged 
Respondents not to offer this project a subsidy, relying on AB 1290. 

9. On September 2, 1994, Petitioners' counsel telecopied a letter to Respondents' counsel 
enclosing a copy of public testimony against the subsidy, urging a prompt reply and 
requesting "an expeditious answer because I will not expose my clients to the risk of 
being told they are suing too late." A "true and correct" copy of this letter and enclosure 
was apparently attached hereto as Exhibit B. 



10. On September 7,1994, Respondents' counsel wrote back directing the attention of 
Petitioners' counsel to section 2.1 through 2.3 of the DDA, stating: 

"These provisions clearly provide that the DDA will not be legally effective and 
the Agency will have no obligation to provide any assistance, unless and until all 
necessary CEQA review has been completed, a Final EIR has been certified by 
the City and all other required entitlements have been approved. Section 2.3 
expressly retains for the City its full and independent discretion to disapprove, if it 
so chooses, the Final EIR or any other of the proposed entitlements for the 
proposed Wal-Mart Project. * * * 
We encourage you, Mr. McMahon, and any other interested party to continue to 
present any and all legal and practical concerns that you may have with respect to 
the proposed project. It is my understanding that most of the required land use 
permits for the Wal-Mart project, including certification of the final EIR, are 
likely to be presented to the city/Agency for consideration within the next few 
months. Notice of these proceedings will also be published and forwarded to Mr. 
McMahon (and you if you so desire) in order that all interested persons are given 
full opportunity to express any objections or" 

(A "true and correct" copy of this letter was attached as Exhibit C.) 

11. Petitioners' counsel relied on Respondents' letter in believing that the statute of 
limitations on any challenge to the subsidy would not begin to run until Respondents had 
decided after public hearings whether the project to be subsidized would go forward at 
all. 

12. Petitioners' counsel acted reasonably in so relying on Respondents' letter. 

13. Respondents' letter equitably estops Respondents from asserting a statute of 
limitations defense. 

14. Petitioners' counsel timely pursued an administrative remedy against the subsidy by 
urging Respondents not to approve the project due to its unmitigated effects on the 
environment, which were admitted to be significant. (A true and correct copy of the letter 
sent by Petitioners' counsel as Exhibit D.) 

15. Respondents did not certify the environmental impact report or approve the necessary 
plan amendments until November 15,1994. 

16. Prior to November 15,1994, Respondents had not committed themselves to 
extending a subsidy to retail development at this site. 

17. The statute of limitations on Petitioners bringing this action was tolled until 
November 15,1994. 



18. Real Parties in Interest Chula Vista Town Center Associates, Gatlin Development 
Co., Inc. And KRB Enterprises, Inc. Are the owners of an unimproved parcel of 
approximately 12.94 acres of property at the northwest quadrant of Fifth and C Streets in 
their City of Chula Vista, County of San Diego, State of California which was formerly 
owned by Metropolitan Shopping Square Ltd. And others ("Metropolitan property"). 

19. The Wal-Mart development requires use of the Metropolitan property. 

20. Prior to the filing of this action, there were never any improvements on the 
Metropolitan property. 

21. Immediately adjacent to the Metropolitan property is an unimproved parcel of 
approximately 17.22 acres owned in the past by Dixieline Lumber Company ("Dixieline 
property"), but now owned by the Real Parties-In-Interest other than Wal-Mart. 

22. The Wal-Mart development requires use of the Dixieline property. 

23. Prior to the filing of this action, there were never any improvements on the Dixieline 
property. 

FIItST CAUSE OF ACTION: 
VIOLA'fION OF C 4 L .  HEALTH & SAFETY CODE 33426.5 

24. Petitioners reallege as though fully set forth paragraphs 1 through 23 of the foregoing. 

25. In 1993, the California Legislature enacted A.B. 1290, legislation intended to restrict 
financial support for certain redevelopment projects by redevelopment agencies. That 
statute became effective January 1, 1994, and was codified at California Health and 
Safety Code U33426.5. This provides, in relevant part: 

"Notwithstanding the provisions of sections 33391,33430,33433, and 33445, or 
any other provision of this party, an agency shall not provide any form of direct 
assistance to: 

* * *  

(b) (1) A development that will be or is on a parcel of land of five acres or more 
which has not been Dreviously developed for urban use and that will. when 
developed, generate sales or use tax pursuant to Part 1.5 (commencing with 
Section 7200) of Division 2 of the Revenue and Taxation Code, unless the 
principal permitted use of the development is office, hotel. manufacturing or 
industrial or unless. prior to the effective date of the act that adds this section. the 
agency either owns the land or has entered into an enforceable aereement, for the 
purchase of the land or of an interest in the land, includinp but not limited to, a 
lease or an agreement containing covenants affecting real property. that requires 
the land to be developed." 



26. Section 3.3 of the DDA provides for direct assistance from the Agency within the 
meaning of Health & Safety Code 033426.5. 

27. The DDA provides for Wal-Mart to receive approximately $1.9 million in subsidies 
from the Agency. 

28. The project will include at least one parcel of land of five acres or more which has not 
previously been developed for urban use. 

29. The direct assistance to Wal-Mart found in the DDA violates Health & Safety Code 
033426.5. 

30. Respondents are under a mandatory duty to comply with Health and Safety Code 
033426.5. 

3 1. Respondents are violating that duty. 

32. No award of damages could make Petitioners whole for the intangible injuries caused 
by the loss of public revenues. Petitioners' pecuniary losses are difficult or impossible to 
calculate. 

33. The balance of hardships and the public interest favor the issuance of injunctive relief 
here. 

34. In seeking to enforce the laws at issue here, Petitioners are conferring a significant 
benefit upon the public at large, in that they seek both to enforce a law of public benefit 
and to protect fiscal values. The costs of pursuing this action are considerable. This 
combination of public benefit and the considerable burden of private enforcement makes 
recovery of attorneys fees by Petitioners appropriate. 

35. There is currently a live dispute between Petitioners and Respondents, in that 
Petitioners claim that the Agency's subsidy of the Wal-Mart project violates the Health 
and Safety Code, while Respondents and real parties in interest contend the subsidy is 
lawful. 

WHEREFORE, Petitioners pray: 

1. For a temporary restraining order andor preliminary injunction during the pendency of 
this action barring Respondents-Defendants from providing any direct assistance towards 
a development on the subject properties of a store selling taxable items, absent the 
recipient(s) providing sufficient security to reimburse such assistance if it is subsequently 
found unlawful. 

3. For a judicial declaration that Respondents' financial assistance to a development at 
this site of a store selling taxable items is void, invalid and unenforceable as violative of 
Health & Safety Code 33426.5. 



4. For a Writ of mandate and/or permanent injunction compelling Respondents not to 
provide any financial assistance to any development of this land of a store selling taxable 
item. 

5. For Petitioners' reasonable attorneys' fees, pursuant to Cal. Code Civ. Pro. 1021.5. 

6. For costs of suit herein; 
I l l  
I l l  
I l l  
7. For such other and hrther relief as the Court deems just and proper. 

Dated: March 27,1995 

DAVIS, COWELL & BOWE 
By: Andrew J. Kahn #I29776 
Majorie M. Alvord #135868 
Attorneys for Petitioners-Plaintiffs 

SUPERIOR COURT OF CALIFORNIA 
COUNTY OF SAN DIEGO 

WALLY BOZEK; HENRY GONZALES; CASE NO. 684525 
FINAL JUDGMENT FOR 
PETITIONERS and 

Petitioners-Plaintiffs, ORDER GRANTING 

V. FOR PEREMPTORY 
WRIT OF MANDATE 

REDEVELOPMENT AGENCY OF CITY OF [CCP 526% 863 1085 
CHULA VISTA; CITY COUNCIL OF H & S 33426.5 
THE CITY OF CHULA VISTA and the 
members thereof, in their 
official capacity; 
Respondents-Defendants. 

VISTA TOWN CENTER ASSOCIATES, 
L.P., a California Limited 
Partnership; GATLIN DEVELOPMENT 

PETITIONERS' MOTION 

WAL-MART STORES, INC; CHULA 



COMPANY, INC.; KRB ENTERPRISES, 
INC., 
Real Parties in Interest 

Petitioners having moved for issuance of a writ of mandate, this cause came on regularly 
for hearing on the papers on October 20,1995, in the Courtroom of the Honorable 
Richard J. Haden, Department 37 of the above entitled court. The Court considered the 
arguments and evidence from all parties, and issued a telephonic ruling in Petitioners' 
favor directing that a peremptory writ of mandate should issue. Oral argument was 
requested by Respondents. Oral argument was heard by the Court on November 3, 1995, 
at which time additional briefing was permitted by the Court. The Court considered an 
amicus brief from the Chula Vista Firefighters' Association. The Court considered the 
arguments and evidence from all parties and issued a ruling dated December 8, 1995 
confirming its ruling on October 20, 1995 that: 

1. A peremptory writ of mandate shall issue to prevent Respondents from financially 
assisting Real Party in Interest Wal-Mart. Such assistance is prohibited by California 
Health and Safety Code section 333426.5(b)(l). This statute is applicable and no 
exemption applies. 

2. Petitioners are taxpayers with standing to bring this action. 

3. Petitioners did not personally need to exhaust any available administrative remedies 
because there were no administrative procedures in place to address claims of illegal 
subsidy under H & S 333426.5. There is nothing requiring findings on any subject in the 
statutes concerning Disposition and Development Agreements (H & S 334433), let alone 
findings on whether the Disposition and Development Agreement is extending direct 
assistance to a retail development on land not previously developed for urban use. Since 
there was no administrative procedure to address claims of illegal subsidy under H & S 
33426.5, there was no exhaustion requirement. 

4. Even if there were administrative procedures in place to address claims of illegal 
subsidy under H & S 33426.5, Petitioners could rely on the efforts of William McMahon 
(McMahon) before the Agency since a public interest claim was involved. Friends of 
Mammoth v. Board Supervisors County of Mono (1972) 8 Cal.3d 247. 

5. The sixty (60) day statute of limitations in California Cod of Civil Procedure section 
860 et seq was also equitably tolled as McMahon, a member of the public, pursued a 
remedy in front of the City Council by arguing the whole project should be denied for 
failure to comply with CEQA concerns. 

6 .  Even if no equitable tolling exists based on the efforts before the City Council, 
Respondents are estopped from arguing the statute of limitations in light of the letter from 
the Chula Vista City Attorney to Petitioners' counsel dated September 7, 1994. Estoppel 
requires knowledge of the facts by the party to be estopped, intent his conduct be acted 
upon, or so act that the party asserting the estoppel has a right to believe it was so 



intended. The other party must be ignorant of the true facts, and must rely on the conduct 
to his detriment. Strong v. City of Santa Cruz (1975) 15 Cal.3d 720,725. The letter 
reasonably implies Petitioners would not be precluded by CCP 863 while the City 
Council considered the CEQA issues prior to authorizing the whole project. 

7. The Semi-Exclusive Negotiating and Covenants Agreement (SENA) between 
Respondents and Real Party in Interest did not "grandfather" this project for purposes of 
H & S 33426.5 (b)(l). The SENA did not grant the City an interest in these parcels and it 
did not require their development. The financial assistance would improperly go to a 
parcel over five (5) acres not previously developed for urban use. 

IT IS ORDERED, ADJUDGED AND DECREED 

1. That a peremptory writ of mandate issue preventing Respondent from providing 
financial assistance to Wal-Mart as described in Disposition and Development 
Agreement by and between Redevelopment Agency of the City of Chula Vista, Wal-Mart 
Stores, Inc. and Chula Vista Town Center Associates, L.P. dated August, 1994. (Exhibit 
A to Judgment) 

2. That Petitioners shall recover their costs herein. 

Dated 

Hon. Richard J. Haden 
Superior Court Judge 

Submitted By: 

DAVIS, COWELL & BOWE 

3 Y  
Andrew Kahn, Attorney for 
Petitioners 

APPROVED AS TO FORM AND CONFORMITY WITH COURT'S RULING: 

Dated 
BRUCE M. BOOGAARD 

Attorney for Redevelopment Agency 
of the City of Chula Vista and 
City Council of the City of Chula 
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By: 
John C. Nolan, Attorneys for Wal-Mart Stores, Inc.; Chula Vista 
Town Center Associates, L.P. 

A. Corporate Welfare State in the Making? 

The term "welfare state" is a familiar one when the taxpaying public hears of public 
assistance; aid to dependent mothers, food stamps, Medicaid and public housing 
subsidies; but what is involved in this type of aid is a fight against poverty, and a 
recognition of personal need. Of course, there are excesses in the administration of these 
"Great Society" programs and they need to be analyzed and corrections executed to save 
vast funds wasted in many instances. 

Now, however, the term "corporate welfare" has come to the fore with giant corporations 
who are financially powerful and eminently successll, being treated to subsidies through 
redevelopment agencies -- not available in most instances to help small businesses. 

The great debate in the current Congress is therefore about the "welfare state." However, 
most of the debate relates to the individual and not to the corporation or small business. 
Many Republicans and Democrats are convinced the "welfare state" is bankrupt, morally 
vanquished, and in need of a complete overhaul. Social disorganization, inner city deCay 
and the institutionalization of welfare should no longer be tolerated in the minds of many 
members of Congress because such aid is alleged to destroy the very lives it was intrusted 
to protect. The institutioiialization of welfare makes it nearly impossible to wean its 
recipients when one generation after another joins the welfare rolls. The creation of a 
sub-culture is born with little or no hope of success. 

These arguments are not only powerful, but painful in their applications for renewal or 
revision. Well! If welfare is bad for the individual, what happens, as discussed earlier, 
when major corporations become corporate welfare recipients? 

Interestingly enough, major corporations are among the largest recipients of welfare or 
taxpayer money in America. They do it without compunction and fail to see themselves 
"feeding at the public trough" since their joint applications with developers are entirely 
legal. Together, the mega-retail discount chains which may be interested in "corporate 
welfare" may include Wal-Mart, Kmart, Target, Sam's Clubs, Price/Costco, among many 
others, and collectively have annual operating revenues between $100 and $200 billion. 
Yet they continue to apply for Disposition Development Agreement (DDA) funds i n  
California and similar funding in other states, despite the negative impact of their grants 
on the health of school districts and state finance. 



As was mentioned previously, Porterville, California built a distribution center for Wal- 
Mart in which the government was committed to give away $19,500 in tax reductions per 
job or possibly up to $7 to $9 million for jobs estimated to be paying between $8,000- 
$12,500 a year. 

Lake Elsinore, California, in supporting a major chain's development was to give away 
approximately $7 million in infrastructure improvements and sales tax rebates for jobs 
that pay between $6,000-$8,000 a year. These average earnings appear to be below the 
poverty line. The City of Lake Elsinore may not see any substantial revenue generated for 
the City for 10-20 years. Why did they do it? The simple answer, apparently, is fear. 
Officials were afraid the neighboring cities would negotiate a better deal and kill their 
opportunity for future revenues. Moreover, elected officials often are untrained in 
corporate and public finance and simply believe they may be doing the right thing with 
respect to creating jobs 

It becomes obvious that during the past several years Wal-Mart, Kmart and other major 
chains, through their business plans, have been committed to expanding market shares 
within California and particularly, Southern California. These decisions have been 
arrived at through careful planning and analysis. Through their analysis, real estate and 
construction costs have been a major consideration, as well as the demographic planning. 

In a sense, professionals on the staffs of these mega-retail discount chains have been 
doing their jobs well, while City Council personnel, RDA officials and other public 
sector personnel have not been able to cope with the ever increasing sophisticated 
challenges of public and private finance. As a result: the expected job creation often fails 
to materialize; sales taxes are lost to schools; traffic congestion, pollution and other 
environmental problems occur; and projects get renewed with final termination many 
years later than visualized in the original projects. The Bergeson Hearings of 1989 have 
not been followed up with conscientiousness by public officials and RDA personnel. 

What About Meeting the Needs of Already Established Stores? 

In February 1995, incentives offered by Chula Vista, California to Wal-Mart were 
challenged by an important competitor -- Target. The San Diego Union story stated: " 
Target Stores say this City (Chula Vista) is offering big incentives to lure its competitor, 
Wal-Mart, to town while overlooking the needs here of Target's two established stores. 
Some of the incentives could hurt Target's store on Fourth Avenue which stands to lose 
business by having Wal-Mart open next door,' Mark Johnson, a Target administrator 
stated to City officials."u 

Community Development Director, Chris Salomone responded by saying: 

"Target has a point. If the roles were reversed and Target were coming to town, 
we would help them. Chula Vista is eager to attract Wal-Mart as a source of sales 
and property taxes while Target, as an established business, already pays such 
taxes and, therefore, gets less attention from the City. It is not fair, and there's no 



pretense that it's fair," Salomone said. "We're all in the competitive mode to 
generate business."@ 

However, as pointed out previously, new business is not "generated," a shift in retail 
dollars merely occurs from the small "Main Street" retailers in many communities to a 
single "Big Box" mega-store in one "lucky" community. In fact, Mark Johnson, of 
Target, also stated that 25-30% of Target's business would be lost .2 

According to the articles, the development package was to have included an almost $2.0 
million dollar give away in sales tax rebates that could last for fifteen years, to simply 
build a bridge connecting Wal-Mart with Br0adway.U 

Previously discussed in this chapter was the fact that Chula Vista was being sued because 
the public believed their city has acted in violation of AB1290 - a new law passed in 
1994. 

What Do the Mega-Retail Discount Chains Brine to the Community? 

Is it jobs? In a Lake Placid, New York study by a group of local citizens, "Residents for 
Responsible Growth," it was reported that for every part time job established in a new 
mega-discount chain facility, such as Wal-Mart, that one and one-halfjobs will be lost by 
a decline in sales or bankruptcies and closing of the traditional "Main Street" stores.2 
This startling comparison is even mild as against the reality described in July 1993 Inc. 
magazine article (quoted in the Lake Placid study) that: 

a. Don Shinkle of Wal-Mart contends that the company's work force is at least 
60% full-time. 
b. That Wal-Mart defines full time as only 28 hours or more than the traditional 
40 hours in retailing.; 
In discussions with retailers in California, city planners, San Diego Council 
persons and San Diego city financial officials, it appeared to this writer that Wal- 
Mart's objective might be to build over 200 stores in California alone. This is  not 
confirmed, but based upon the RDA subsidy record for mega-retail discount chain 
construction to date, cities with their numerous programs through RDA projects 
might contribute over $100 million in tax dollars, highway improvements, sales 
tax rebates to these ventures to help corporate giants such as Wal-Mart, h a r t  
and others establish a market in California, while preexisting small businesses 
have to compete with these mega-chains with no offered incentives. 

Even though Wal-Mart's experiences in California have been the scenario for this 
exercise, Wal-Mart itself is not the issue. What it obtains from RDA grants are legal, 
indeed. The problem is corporate America, which through this new type of subsidy 
program is also feeding, as are the poorest welfare recipients, from the public trough at 
the expense of the taxpayers. Further, the original purpose of the RDA objectives was to 
rehabilitate and upgrade the downtown areas of aging urban areas and not to provide 
dollars for large corporations. 



"Corporate Welfare" Is Beeinnine to Have National Implications: When Will It 
stop? 

What is happening in retail is also noted in other mega-corporate endeavors. In a 
December 1994 article in the St. Louis Post-Dispatch23 it was reported that the 
Commonwealth of Virginia had authorized a subsidy package for the then pending 
Disney development worth $163 million to create the equivalent of 2,700 full time jobs. 
However, residents soon found out that 73% of these jobs were "part-time or seasonal." 
Further wage data from Walt Disney World and Disneyland suggested that most of the 
Virginia jobs would have paid only $3,700 to $6,200 a year, with no health care 
provisions.25- In other words, at the $6,200 level, based on the subsidy package, Disney 
would not have paid a single dime in salary to its employees for 10 years; at the $3,700 
level, Disney would have been freed of labor cost for approximately 16 years. 

The article continued, "Virginia taxpayers were actually looking at a much bigger subsidy 
package for Disney. There would have been massive hidden costs' of a poverty level 
work force, including Medicaid, unemployment compensation, food stamps and earned 
income tax credit."z 

In the Disney example, in retrospect, if the employment created were truly full-time and 
paid $30,000 per year with benefits, a salient economic argument could have been made 
for strong subsidies. The economic dynamism for Disney, community and employees 
would have existed and been beneficial in a myriad of applications. However, subsidies 
for low paying, high turnover employees are a losing proposition and the taxpayers 
realized it. The billions of dollars given away to financially sound, healthy corporations 
in terms of subsidies, both nationally and state by state are staggering. The comments by 
respondents in Chapter IV from businesses in Illinois and New York support the 
California view. 

Small business respondents resist the use of state and federal funds to remove traffic from 
the traditional downtown area and to subsidize the "Big Boxes" on the interstate 
highways. Relatively few taxpayers know they are subsidizing some of the wealthiest 
corporations in America, but the competitive small retailer is very well informed about 
these inequities. 

The Role of Redevelopment Law in "Box Store" Expansion 

Commercial development has received millions of dollars in taxpayer subsidies from 
redevelopment agencies in California and in such states as Illinois, New York and in  
some instances in Pennsylvania. Typically these redevelopment agencies are set up by  an 
individual city and influenced by members of its City Council. While intended to cure 
urban "blight," these agencies have often been set up in growing areas - hence the 
subsidies offered may not have been necessary to attract business to locate there. 
Moreover, these agencies often have simply attracted businesses which by their nature 
strip clients and customers from other businesses nearby, such as retail stores and hotels. 



These subsidies are generally obtained by means of "tax-increment" fmancing -- meaning 
that the agency is allowed to step in and siphon off the taxes from an area which 
heretofore would have been paid to the City, County, School District and State. This 
gives the agency the funds to buy land and then sell or rent it at a discount to developers 
and end-users. To illustrate the concerns about "corporate welfare," the following case 
discussion is set forth. 

Regus v. Citv o f  Baldwin Park, California (1977)27 

A major legal precedent for instructing Redevelopment Agencies that they should stay 
away from "commercialism" and concentrate on eliminating "urban blight" was the case 
of~Regus v. City of Baldwin Park, California in 1977. Kmart was involved ip this case. 

The precepts and principles set forth in this case have largely been ignored by RDA's and 
city and state officials as was borne out by a review of the 1989 Bergeson Hearings, 
described earlier in the chapter. More and more community and societal interest must be 
induced to save "Main Street" traditions and retail stores and to conserve the scarce assets 
of schools districts, cities, states and taxpayers. 

The agencies' abuse of their powers is summarized well by a California appellate court in 
Regus v. City of Baldwin Park, California. 

"Under the law, blight must be found before redevelopment can be authorized, 
because, first, without evidence of blight there is no solid justification for 
compelling taxpayers in one section of the community, for example to those in the 
county, the school district, and in Baldwin Park outside the Project area, to 
subsidize the cost of development of another section of the community by 
carrying a disproportionate share of the cost of local government." 
"Second, unrestricted use of redevelopment powers fosters speculative 
competition between municipalities in their attempts to attract private enterprise, 
speculation which they can finance in part with other people's money." 
"When the extraordinary powers of urban areas are used as a fiscal device to 
promote industrial, commercial, and business development in a project area that is 
merely underdeveloped rather than blighted, competitive speculation may be 
turned loose. By miseinploying the extraordinary powers of urban renewal, a 
redevelopment agency captures pending tax revenues which it can then use as a 
grubstake to subsidize commercial development within the project area in the 
hope of striking it rich. Such schemes contemplate borrowing money by issuing 
bonds on the strength of assured future tax revenues, money which is then used to 
acquire, improve, and resell property within the project area at a loss as an 
inducement to business enterprises such as Kmart to locate within the project area 
rather than in neighboring communities. In essence, tax revenues are used as  
subsidies to attract new business. The immediate gainers are the subsidized 
businesses. The immediate losers are the taxpayers and government entities 
outside the project area, who are required to pay the normal running expenses of 



government operation without the assistance of new tax revenues fiom the project 
area." 
"The promoters of such projects promise that in time everyone will benefit, 
taxpayers, government entities, other property owners, bondholders; all will profit 
fiom increased development of property and increased future assessments on the 
tax rolls, for with the baking of a bigger pie, bigger shares will come to all. But 
the landscape is littered with speculative real estate developments whose profits 
turned into pie in the sky; particularly where a number of communities have 
competed with one another to attract the same regional businesses. Undoubtedly, 
it was for these reasons that the Legislature restricted urban renewal to blighted 
areas, and when faced with abuses in 1976, further tightened its restrictions." 
"At best, City's projected redevelopment plan possesses a particularly speculative 
cast in that the businesses it hopes to attract through redevelopment are primarily 
those of consumption rather than production, businesses such as hotels and 
shopping centers whose acquisition does not increase the total wealth of a region 
as a whole but merely redistributes the existing supply by capturing business fiom 
rival communities. The success of such strategy assumes the absence of effective 
counter-measurers by rival communities targeted for displacement."z 

In summary, the author concludes that there is little in the redevelopment law to stop 
agencies from currently abusing their powers. First, as a practical matter, there appears to 
be no one to enforce these California laws. The tax burden these agencies (RDA's) 
redistribute to other taxpayers does not hit any one taxpayer hard enough to justify him or 
her spending tens of thousands on litigation to challenge the subsidy. Apparently, state 
administrative agencies fail to monitor what the local redevelopment agencies are doing. 
City attorneys are not aggressive in telling the city council which employs them that they 
may be acting either unlawfully or immorally in grabbing added revenues. 

Second, the agencies succeeded in convincing the California Legislature to impose a 
short statute of limitations (60 days) on many redevelopment law claims by citizens -- 
meaning that by the time most citizens learned about what the agency was up to and hired 
counsel competent to deal with the matter, it was too late. 

Third, the standards governing these agencies have historically been loose. Courts 
generally have applied their usual rules of complete deference to "legislative" decisions 
and extreme deference to "administrative" decisions. 

Comments from Illinois, New York and Pennsylvania 

Previous chapters indicated both quantitative and narrative comments from Illinois, New 
York State and Pennsylvania as well as California. California has been treated in great 
detail and the subsidy program there with its apparent abuse became quite clear. A word 
about other states in the survey follows: 



Chapter IV described many critical comments from small retailers about Illinois' subsidy 
program for the major chains. Apparently this resentment has reached the governor's 
ofice and the following statement by Jim Edgar, Governor of Illinois in 1993, admits 
damage to resident retailers by favoring the incoming "giants." In a State Govement  
News article entitled, "Are Economic Development Incentives Smart?"B he summarizes 
his concern about oversupport of the "giants" and undersupport of the small businesses in 
Illinois: 

"State leaders have no greater charge than to promote and preserve the economic 
security of those they serve and the generations that will follow; yet, I am 
convinced that we can meet that responsibility more responsibly and more 

. I  effectively by calling a truce to the bidding wars that became the centerpiece of 
economic development efforts in the 1980's." 
"The battles have been intense and well-publicized. State after state has tried to 
outdo its competitors in wooing new commerce by fashioning glittery giveaways 
that feature tax breaks and other allurements. All of us can point to success stories 
-- to creation of new jobs, both direct and spinoff." 
"But at what cost? Businesses that have bolstered a state's economy and have 
helped support vital government services for decades have been neglected -- and 
worse yet, imperiled -- as competitors receive handsome subsidies to locate a few 
miles away. Moreover, policies and projects that promise to enhance a state's 
economic viability in the long term are detoured and perhaps even ditched in 
favor of the instant gratification, not to mention political credit, that can accrue 
from a short-term gain." 
"In Illinois, we are not disengaging unilaterally. To do so would be just as 
unrealistic as it would be for the United States to have withdrawn unilaterally 
from the nuclear arms race. However, we have retooled our economic 
development efforts." 
"We are shifting the emphasis away from luring new businesses with company- 
specific incentives and toward providing the basics that will help businesses in 
our state survive and thrive in a global economy that is becoming increasingly 
competitive." 
New York Developments 

The respondent comments in Chapter IV were quite critical of the unfairness of 
the New York state subsidy program with respect to resident small retailers. It 
was the California and Illinois resentment, disclosed once again. 

Edward Regan, former Comptroller of New York State, was a crusader for 
subsidy accountability and wanted to disclose "hidden costs." In his 1988 booklet, 
Government, Inc., he argued that politicians were remiss in their duty to watch the 
public till because they would rather cut ribbons than scrutinize the total impact of 
their giveaways. (Government Inc. was published by the 14,000-member 
Government Finance Officers Association.) 

Regan's points follow:3J 



"State economists generally agree that it is in the hidden tax expenditures' of 
abatements and credits that corporations often get the largest subsidies. Because 
they are not paid in the form of outright government checks, and because they 
fade from public attention over many years' duration, they attract little attention. 
However, the cost to taxpayers is the same as if the government wrote a check." 
"But governors and mayors do know about these hidden values, and they are often 
quite touchy about the subject. Indeed, one governor summarily fired a state 
economist because he had dared to make a conference talk that questioned 
whether the state would ever break even on a lavish auto-plant deal." 

Regan pointed out a pending New York State Senate Bill (text follows) which 
simply required that each program resulting in forgone tax revenue be repofied on 
annually, as any other government expenditure would be, at the state, city, town, 
village, and county levels. Beside actual dollar costs, the bill would require an 
evaluation of the expenditure's effectiveness, and whether or not the program has 
caused jobs to shift from one part of the state to another, resulting in dislocation. 

The Senate Bill in New York which began to list requirements for the behavior of 
subsidy recipients follows: 

New York Senate Assemblv Bill A. 6068-A, 1993-1994 Session 31 
"163-B Recoupinent of Financial Incentives to Certain Businesses." 
"1. , . . Each contract, agreement or understanding by which a person, firm, 
partnership, company, association or corporation within the State receives an 
award, grant, loan, tax abatement or other business incentive from the state, any 
of its political subdivisions, or any department, bureau, board, commission, 
authority, or other agency or instrumentality of the State or its political 
subdivisions . . shall contain the following provisions:" 
"(a) A stated period of time within which the terms of the contract, agreement or 
understanding are to be fully executed and completed." 
"(b) A stated purpose and the amount of the award, grant, loan, tax abatement or 
other business incentive " 
"(c) Where applicable, the number of persons to be trained pursuant to the terms 
of the contract, agreement or understanding." 
"(d) Where applicable, the number ofjobs to be created or retained pursuant to the 
terms of the contract, agreement or understanding." 
"(e) Where applicable, the extent of the operations or facilities to be developed 
pursuant to the terms of the contract, agreement or understanding." 
"(f) Notice to the recipient that the full amount of the award, grant, loan, tax 
abatement or other business incentive awarded shall be payable with interest, 
upon a finding that the recipient has not executed or completed the stated purpose 
of the project within the stated time period." 

The New York Economic Development Zone Law passed in 1990 further 
provides restrictions on the behavior of recipients. 



"Section 959; Responsibilities of the Commissioner.":! 
"The Commissioner shall:" 
"(l)(a) . . . promulgate regulations governing (I) criteria of eligibility for 
economic development zone designation. . . (iv) . . . so as to revoke the 
certification of business enterprises for benefits . . . upon a finding that . . . (2) the 
business enterprise has failed to construct, expand, rehabilitate or operate its 
facility substantially in accordance with the representations contained in its 
application for certification; (3) the business enterprise has failed to create new 
employment or prevent a loss of employment in the economic development zone 
provided; however, that such failure was not due to economic circumstances or 
conditions which such business could not anticipate or which were beyond its 
contml; . . . (A) the date determined to be the earliest event constituting grounds 
for revoking certification shall be the effective date of decertification; ... the 
commissioner shall notify the commissioner of taxation and finance that such 
decertification has occurred. . ." 

Also a New Yorlc Senate Assembly Bill 2 sought to add strict "clawback" 
language to contracts let by every single State development program. The 
contracts would specify how many people were to be trained or how many jobs 
were to be created or retained or which physical developments were to occur. 
They would also specify the timetable for achieving the numbers, and if a 
company failed to deliver, the value of the subsidy would be payable with interest 
back to the relevant State agency. 

Pennsylvania Tax Abatements 

In the Pennsylvania study reported in earlier chapters, there was resentment 
discerned in tax abatements provided by local governments to large discounters. 
For example, Carrefour, a French discount retailer, was to pay no property taxes 
to the City of Philadelphia for five years. After receiving all the tax abatement 
advantages, Carrefour left the city after 4a years. 

The following bill was introduced in 1993 to correct this abuse: 

Pennsylvania House Bill 199334 
"Section 1. Standards for financial aid." 
"Persons, firms and corporations seeking to construct or expand commercial or 
industrial facilities within this Commonwealth and who are applying for financial 
assistance from the Commonwealth or any of its development agencies or 
authorities are subject to the following standards:" 
"(1) Applicants are required to prove a need for financial aid." 
"(2) Applicants will be held to promises made relating to the type and nature of 
facilities; the type and nature of the products produced; the type, nature, number 
and wages of any jobs promised to be created; and whether or not such jobs are 
truly new jobs or merely transfers ofjobs from other in-State locations. Any such 
promise shall be legally enforceable as provisions of contracts are enforceable." 



"(3) If an applicant has had operations within this Commonwealth within the past 
ten years, it shall be required to prepare a preferential hiring list and offer new 
jobs to former employees wishing to relocate and to assist financially in their 
relocation within a radius of 500 miles." 
"(5)(ii) There shall be no discrimination in hiring based on previous union 
membership." 
"(6) Wage rates and minimum job levels shall be negotiated in advance and shall 
be enforced." 

As described earlier there are varying types of corporate welfare found in the 
sates under study. One unique example took place in Philadelphia where mega- 
retail discount chains such as Home Depot, Sam's Clubs and Wal-Mart wanted ta, 
open their "Big Box" stores on land abutting the Delaware River, to create a 
"Power Center." An influential interstate government authority, the Delaware 
River Port Authority (DWA), with jurisdiction over bridges, piers, marine and 
related facilities was involved. This authority in 1993 was requested by real estate 
developers to consider financing the purchase of water front land for the mega- 
retail discount chains to build upon. The land was to be purchased by the DRPA 
rezoned and sold for development. The land in question is now occupied by Home 
Depot and Wal-Mart. The unique characteristics of this form of corporate welfare 
is that the package was created by a port authority and not a local municipality. 

A New Civil War is Brewing 

According to Greg LeRoy, author ofNo More Candv Store:= "Whether or not 
the federal government ought to practice industrial policy is a much-debated 
issue. Industrial policy critics often characterize the debate as whether or not 
government can or should pick winners and losers'.'' 

LeRoy states further: 

"The fact is, however, the federal government's laissez-faire attitude towards the 
ruinous civil war over jobs is actively contributing to the problem of capital 
mobility and thereby producing lots of losers'.'' 
"The biggest job subsidy programs such as Industrial Revenue Bonds (enabled 
under the federal tax code) and Community Development Block Grants 
(Department of Housing and Urban Development) and other Department of . 
Commerce titles, have no anti-relocation rules at all." 
"Only two current federal job subsidy programs have anti-relocation regulations: 
the Job Training Partnership Act (JTPA), (Department of Labor) and the Public 
Works title of the Economic Development." 
"In any case, states routinely evade the JTPA and EDA anti-relocation rules by 
simply substituting state funds for the training and infrastructure purposes served 
by the federal funds.'' 



"But it's all a shell' game, because state budgets rely heavily upon federal grants. 
The money is fungible' or interchangeable, and many of the non-regulated state. 
programs could not really exist but for big annual federal grants." 
"By allowing companies to play states against each other with federal money, the 
U.S. government is aiding and abetting the jobs civil war. Little regulation plus 
the shell game means that federal subsidies in effect subsidize runaway shops all 
the time. Therefore, only strict, broad federal rules plus aggressive state 
punishments can stop runaway subsidies." 

This competition among communities and states is rightfully described by LeRoy 
as a "ruinous civil war." A similar accusation is made in a recent Time article 

mentions a theory by Barry Rubin, a professor of public and environmental affairs 
at Indiana University, that the tax breaks that everyone competes on are not the 
real deal makers: 

"The dirty little secret in the incentives game is that the real criteria for site 
selection are skill and cost of labor, proximity to customers and price of real 
estate. Tax breaks are rarely the deal maker. ... a firm's variable costs - charges 
that come on top of fixed expenses like lease payments - state and local taxes 
make up at most 3%. Giveaways are likely to have little impact unless other 
factors are virtually equal."% 

However, cities and states are still afraid to not offer these incentives. Examples 
can be found daily in the news of deals and counter deals among states competing 
for industry 

As was mentioned earlier, some governments are establishing controls to keep 
these fights from getting completely out of hand. 

"Connecticut, for example, has created clawback' agreements that require 
corporations that fail to meet job targets to repay tax subsidies. Minnesota scaled 
back $620 million in aid to Northwest Airlines after it delivered fewer than 1,000 
of 1,500 promised jobs. Washington has also grown concerned. Senator Jeff 
Bingaman, a New Mexico Democrat, wants the Commerce Department to decide 
whether companies that receive tax benefits should be required to file cost-benefit 
analyses and stand behind their job pledges."g 

describing various deals made by cities and states to lure industry. The article L 

Small Businesses Join the Rally 

At the 1995 White House Conference on Small Business, delegates identified the 
60 most important recommendations which They felt would further the economy, 
protect their position in the economy and society and promote growth in the social 
and economic welfare of the United States. Two of these recommendations 
highlighted the concern of these small business owners and advocates on this 
"civil war" and the victims (the displaced small business) of the bloody battle. 



"44. State-to-State Competition for Jobs and Business: Efforts of an individual 
state or municipality to benefit its local economy should not be made at the 
expense of other states or municipalities and at the peril of the strength of the 
entire economy. It should be the interest of the Congress to benefit the economic 
security of all the citizens of the United States by working to provide the 
resources to expand the economy nationwide. Therefore, Congress should ban the 
direct or indirect utilization of federal funds of any kind, including subsidies, 
grants bonds or tax exempt financing that funds, in whole or in part, any special 
tax, infrastructure improvement andor financing incentive by any state or 
municipality to lure existing jobs and businesses from one location to another."s 
"139. Small Business Relief Fund Congress should legislate the creation of a 
Small Business Relief Fund to economically assist small businesses that are 
displaced by the establishment of a big business in their localities where the big 
business will contribute an annual fee for the fund."s 

Interestingly neither of these recommendations were in the leading 
recommendations of the two previous White House Conferences on Small 
Business in 1980 and 1986. This speaks to the growing concern of small 
businesses about the impact of mega-retail discount chains and the corporate 
welfare' they receive. Unfortunately, no action has been taken by the 
Administration or Congress on either recommendation at this time. 

Recommendations to Congress for Federal Legislation to Combat and 
Restrict "Big Box" Abuses 

The following recommendations, hopefully would restrict "Big Box" abuses by 
mega-retail discount chains, developers and Redevelopment Authorities operating 
under existing state redevelopment laws, by taking away state and local tax 
giveaways, and provide a vehicle for Congressional Hearings. 

The idea IS to attach strings to federal monies given states and localities: for 
example, such strings are often attached to highway monies. This would make 
sense here because these "Big Box" stores create additional burdens on federal 
highways, as they are often built in areas accessible only by federal highways. 

The legislation would say that highway money would be reduced to any state 
which allowed these stores to go up in any of the following circumstances: 

(1) if the development received state or local tax incentives; 
(2) if it was within x miles of a federal highway; 
(3) if the developedretailer did not pay the government for the full social costs of 
building such a store (not just for repairing highways more offen, but also cleanup 
of air pollution) (a study to determine those costs should be required); or 
(4) if a required "small business impact report" showed existing small businesses 
would be injured significantly. 



Ideas for titles could be: Small Business Survival Act; Retail Overdevelopment 
Act; Tax Financing Restraint Act (or any combination of these). 

Further, since the Internal Revenue Code is filled with provisions which aid, help 
or restrict the activities of certain industries; it is a natural place to consider to 
curtail the redevelopment agency, developers and "Big Box" abuses. 

The idea might be to impose an excise or penalty tax on any state or local tax 
giveaways these "Big Boxes" wangle out of state and local governments. The 
legislation could possibly apply only to retailers with an income over x billion 
dollars or upon those with facilities over a certain size. Our logic is this: the 
federal agencies and Congress are the only people who can stop the states and 
cities from cannibalizing each other as each gives away more and more in the 
form of tax breaks to win these mega-retail discount stores; only to rob their 
neighboring town or state of tax revenues (and jobs) from the existing retailers. 
Again, in total, sales revenues are not increased, they are merely shifted. 

Only states or the federal government can step in to stop the current warfare; 
warfare which makes local governments more dependent on Washington, D.C. 
No new net jobs are created, and because the mega-retail chains pay their 
employees less and eliminate jobs at others retailers, they cause the federal 
government to receive less in income taxes. This should certainly interest 
Congress and the U.S. Treasury Department. 

It is obvious that there are also incidental costs to the federal government for "Big 
Box" store development. They tend to expand near interstate highways adding 
additional traffic which certainly this costs the federal government more. 

The mega-retail discount chains generally don't provide health insurance to 
employees, adding these people to the governments' burden. These chains are 
quite profitable, so an excise tax would not put them out of business. 

Further, the environmentalists and preservationists should see the need to reduce 
the tax incentives for "Big Box" development. Finally, those in favor of reducing 
the federal deficit should be eager to embrace new sources of revenue. 
~- . - - - ~  
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CHAPTER M 

THE EMPLOYMENT PICTURE OF THE UNITED STATES 
Expected job loss in the traditional retail sector creates serious concern when these losses are coupled 
with corporate dawnsizing and the negative impact to date on American employment by NAFTA and 
GATT as well as American trade policy. While the newly elected Clinton administration has an 
optimistic view on employment and the stability of employment, nevertheless, there continues to be 
significant downsiing strategies employed by major corporations. These actions and plans have 
adversely affected the weer paths of tens of thousands of middle and upper middle class employees. 
Many of the "new" jobs that the Clinton Administration claims to have created in recent years may in 
fact simply be former career employees who now occupy two to three retail jobs to take home, 
hopefully, a living wage. 

The major metropolitan areas of the United States are in deep trouble. These centers formally had 
diversified manufacturing employment with hundreds of thousands of stable tenure jobs from the blue 
collar level to middle and executive levels Manufacturing jobs have been disappearing steadily though 
mergers, consolidations and movements of the manufacturing operations to low labor cost locations, 
such as Mexico, the Caribbean, Portugal, Spain, India, parts of the Far East and Africa NAFTA and 
GATT and government policy have contibuted to a steady export ofjobs 

Jobs 

The elimination of quality jobs through downsizing by major corporations has hit epidemic proportions 
Corporate philosophy to run a leaner, meaner ship delivered a shock wave throughout this country in the 
1980's and in the 1990's The big three auto manufacturers, General Motors, Chrysler, and Ford, reduced 
workforces considerably from 1978 to 1995. The manufacturing sector in the United States lost 
approximately 2.8 million jobs over the same period. In 1996, AT&T mounced that they would 
eliminate an additional 44,000 workers (they subsequently lowered the figure to 3 1,000) while defense 
contractors lost 500,000 jobs over the last decade The effects of downsizing, according to Lester 
Thurow in his new book The Future of Capitalism illustrates empirically his opinion of the downsizing 
effect. 

In the first downsizing wave, 12% of the outplaced workers left the workforce completely, 17% 
remained unemployed after two years. Of those finding new employment, 3 1% took a wage reduction of 
25% or more and 32% of worker's wages were reduced by one to twenty-five percent while only 37% 
found no wage loss What are the economic dynamics when 63% of people finding replacement jobs are 
taking such drastic reductions in their standard of living? Moreover, what are the consequences of social 
senrices, health care or even defense when diminishing taxes are collected? An extreme example is cited 
by Thurow, that in studying RJ Reynolds Nabisco's hostile takeover and subsequent layoffs, one 
discovers 72% of the workers found new positions at an average of only 47% of their old wages. 
Corporations now have started their own out sourcing networks These out sourcing workers are paid at 
a much lower wage with little or no health benefits.1 

In the past, full time employees working for major corporations had health care benefits and pension 
funds, by out sourcing, corporations free up these costs, thereby, improving earnings per share and stock 
prices. A number of the mega-retail discount chains as well fail to provide the usual health and other 
fringe benefit packages provided by the displaced "Main Street" retailers. The societal implications bf 
America with a large percentage of its workforce going part-time is unthinkable in its impact Ultimately 
these costs for family security will have to be faced by the general taxpaying public. 
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Ravi Batra, author of The Myth 0fFree Trade, stated that the watershed year for the American standard 
of living was 1973. It was the year when real wages started its long decline, family poverty rates 
increased andxising inequality between rich and poor materialized. Batra clearly stated that "economists 
concede that GNP and per capita income ate not ideal measures of national prosperity."2 The President's 
Economic Report for 1992, for instance, makes the statement that growth in real GNP or GDP cannot 
assure an increase in the level of living. This is especially true when applied to real wages. A truer 
measurement, Mr. Batra states, is the weekly earnings paradigm which is applicable to production and 
non-supervisory workers, who according to the United States Bureau of Labor Statistics, constitute 80% 
of all employees. Therefore the GDP and per capita figures fall flat or distort the real picture. These 
statistics exclude executives, managers and professionals such as lawyers, doctors, etc. According to 
Batra's calculations, real wages increased by 15% between 1950-55; 7% between 1955-60; and only 6% 
between 1970-73 

Since 1973, real wages have fallen steadily. More importantly, this decline has impacted at least 80% of 
the work force even before increases in Social Security and taxes are calculated into the equation. Thus 
take home pay is seriously impacted in an adverse way thus requiring families to have multiple wage 
earners. During the period between 1975-1995, the infiation rate rose 183%, while blue collar and white 
collar workers earnings across all private industry increased a mere 142%. Average salaries in 1995 
were $20,559 dollars. This average earnings unfortunately will buy $3,500 less than could have been 
purchased in 1975. Real wages for most workers in America are falling rapidly.2 The change in lesser 
buying power is not bringing the Third World closer to our standard of living but in fact is reducing our 
standard of living in the direction of Second and Third World levels. Extensive competition among 
underdeveloped countries guarantees future cheap labor markets. Many of these Second and Third 
World nations disregard constructive environmental regulations and utilize child and prison labor, as 
well as paying wages which can be as low as $1.00 per day. 

As the quality jobs continue to decline at such giants as Ford, General Motors, Chrysler and AT&T, new 
jobs are being created by the tens of thousands by mega-retail discount chains. However, when you do a 
comparative analysis on the employment picture (GM vs. Wal-Mart), the facts become obvious and 
startling. In a three week series in The Philadelphia Inquirer on "The American Dream," which ran in 
September 1996, a clear picture of the future of American jobs was presented. From 1978 to 1995, the 
big three (GM, Ford, Chrysler) had reductions from 667,000 to 398,000 hourly employees. Not to 
worry, as Washington and many m o m i c  pundits point out, new jobs are being created to replace the 
old ones. Employment by Wal-Mart alone accounted for a 2890% increase over the past 20 years. In 
1978, Wal-Mart had 21,000 workers and revenues had reached the $100 million dollar plateau; by 1995, 
it had over 628,000 workers and revenues were approaching the $100 billion mark. According to the 
data, apparently, one out of every 200 American civilian jobs is being created at Wal-Mart. The Inquirer 
series explains a qualitative analysis is important. For example, 30% of Wal-Mart workers are part-time 
(lll-time is 28 hrs., therefore, the 30% is exceedingly conservative figure by traditional standards). 
Positions at major corporations such as the big three are full-time, i.e. 35 - 40 hrdweek and overtime pay 
is not unusual. As for pay, a GM assembler earns a minimum $18.81/hour in wages; a tool and die 
maker $21.99hour. Most Wal-Mart workers earn a dollar or two above the former minimum wage of 
$4.25 an hour. Then there's the matter of benefits. The auto workers have a guaranteed annual pension. 
The Wal-Mart employees do not. The auto workers receive fully paid health benefits. Wal-Mart part- 
timers receive no company paid benefits and "full timers" must pay for part of their health insurance. 
The Inquirer series also states that new jobs should have been created replacing the old by new 
technologies, such as in cellular phones; however, manufacturers in those high technology industries 
seem to prefer lower cost overseas production.4 
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Looking at the quantitative and qualitative analysis in Chapters III and lV of th is  report, one MU clearly . 
see that small businesses throughout the United States are deeply concerned about their future ability to 
survive the dramatic increase in competitive power of the mega-& discount chains. Sixty percent of 
the Californians responding predicted losses in employment with 21% predicting those losses to total 
50% or more. Illinois showed 48% predicting job losses with 13% estimating losses of 50% or more. 
Sixty-two percent of Pennsylvanians responding predicted job losses, with 18% concerned about job 
losses 0fSCW'ior more. New York showed 57% predicting job losses with 16% estimating losses of 50% 
or more These small business are also looking at lost profitability, reduced sales volume and lower 
employment. 

Small business owners have been the major backbone of the U.S. economy providing necessary goods 
and services while transferring sales tax benefits toward public schools, libraries, fire and police and a 
myriad of the municipal functions. Many of these small business are suffering attacks by the mega-retail 
chain stores, with their large volume buying power, and seemingly unlimited resources. Globalization 
and free trade may be a panacea for the transnational corporation; but small businesses, with their 
limited buying power and potential loss of wholesalers, are at the mercy of the vety business with which 
they are in competition 

The Chrngiq Economy 

Polling national opinion in the 1950's and 1960's, one would find that approximately 29% of Americans 
thought the country was managed specifically to help rich Americans. In 1992,80% of Americans 
believed this to be true Whether these ideas are factual or not is irrelevant, the impression or.perception 
created is becoming a mind set in America. The lead article in The Philadelphia Inquirer series 
mentioned earlier does support the 80% point of view. The middle class in America, according to the 
Inquirer journalists, is under attack. In 1970, just 26 years ago, 57% of the population was considered 
middle class - by 1993 only 47% was in that category While the middle class has been shrinking, two 
other segments of society have been increasing. The poor category increased from 39% to 45%, while 
the affluent (very rich) class doubled in size from 4% to 8%. Moreover, the top 1% of households 
controlled over 113 of the nation's net worth, and the next 9% holds 36.8%. Summarizing these statistics, 
10% of the population controls over two-thirds of the wealth, while 90% holds the remaining one-third 5 

The following quotation from a recent article in The Wall Street Journal, "Retail's Shrinking Middle," 
confirms through consumer behavior what the Inquirer stated earlier in its series: "Traditionally, the 
middle' was the power position in America business. They perfected the one-size fits all' business model, 
offering moderate service, prices and information to customers who had fairly similar demands."6 The 
major theme of the article points out that over the past 10 years consumers are moving to both extremes. 
Businesses such as Price Club, Wal-Mart, Sam's, Dell Computer and discount brokerage firms have 
flourished, satisfying consumers looking for no frills at low cost At the other extreme, companies like 
Saks' 5th Avenue and Nordstroms thrive satisfying the affluent consumers for whom cost is not an issue 
It is the middle of the road corporations like J. C. Penneys, Broadway (now bankrupt), Sears, and 
Montgomery Ward which have stagnated The success of the mega-retail discount chains, such as is a 
direct manifestation of the "shrinking middle." 

Thurow states in his book, The Future of Capitalism, that "When the distribution of income is altered, 
who sells what to whom quickly adjusts. Marketing and production shift to focus on the groups that 
have been gaining purchasing power."' The others simply lose market share and eventually fade away 
In Mr Thurow's opinion, the shifts have been occurring due to fewer numbers of customers with middle 
class incomes. It would follow that the success of the mega-retail discount chains might possibly 
contribute to the destruction of the middle class. 
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In Thurow's example, stores like Sears, J.C. Penney's et. al. were locked into a fixed formula 
1. . '_ 

concentrating on middle class buyers; thus they exhibited an inability to adapt either upward or 
downward which created economic problems and hardship for those companies. Thurow hypothesized 
that in the hture such mega-retail discount chains as Target, Kmart and Wal-Mart might have problems 
because their market is the bottom 60% of families. With real earnings now falling for these families, 
"their purchasing.power will also decline.8 

Trade Policy 

In the Inquirer series on "The American Dream," it was noted that from 1980-1995 the United States has 
compiled a perfect record - 16 straight deficits in 16 years. It is without equal . . . the worst performance 
in the world. During the same period Germany achieved a $658 billion dollar surplus while Japan's 
surplus exceeded $1 trillion dollars. Reiterating an earlier figure, the American trade balance with 
Mexico prior to NAFTA acceptance was a surplus of $i .7 billion. Since the agreement incorporating 
lower tariffs with less restrictions, the surplus has turned red to the tune of $15.4 billion. China's trade 
deficit was a mere $1.6 billion in 1986, today it has catapulted to a $33.8 billion surplus -an increase of 
over 2000%.9 

In the past several decades, every President from Johnson to Clinton has made the claim that for every 
billion dollars worth of exports, 20,000 jobs are created at home. To follow this logic, for every billion 
dollars in imports, 20,000 jobs should never materialize or would be lost to foreign countries. During the 
years 1980 - 1995, the United States amassed a trade deficit of $1.7 trillion, while during the same 
period, Japan was able to create a surplus in trade of $1.1 trillion. Using the formula ofjob loss of 
20,000 employees to $1 billion in trade deficit - i t  is obvious why American jobs in manufactwing and 
other industries have disappeared. Add to this the threat of retail job loss stimulated by the mega-retail 
discount chains -what is the future for American employment? Is our government realistically 
concerned with the future? 

If it is agreed that a favorable trade balance of $1 billion is equal to a gain of 20,000 jobs, then an 
unfavorable trade balance of $1 billion would mean a loss of 20,000 jobs and result in a negative impact 
on the nation's GDP. In a given situation, if 20,000 jobs are gained, the net gain to the economy could be 
much larger than 20,000 jobs because of the regenerative purchasing power of the 20,000 employed. For 
example, in addition to the gain of 20,000 jobs there could be an additional 20,000 jobs generated 
between secondary and tertiary economic activity. Basic payroll generates additional payroll due to the 
respending patterns. The multiplier can also be applied to the situation of a loss ofjobs and secondq 
and tertiary respending. The greater impact could be as much as three to one. In other words, the loss of 
jobs and payroll resulting from the displacement of small retailers by mega-retail discount chains, not 
only affects the retail employment picture but also all others employment companies in the area. The 
loss ofjobs because of the multiplier effect is staggering when one looks at the raw numbers of jobs 
disappearing but to consider double to triple the amount is unthinkable. Yet this is the impact of these 
policies. 

The Negative Impact of Employment Economics on Community Secu rity 

As a nation we complain continuously about the moral crisis in America; where character i s  diminished, 
children are having children, and crime increases with few exceptions. Our inner cities, as explained in 
Chapter WI on corporate welfare, are under economic attack with no jobs available. When the United 
States, viewed by some as the moral light for the free world, signs agreements and gives "most favored 
nation" status to nations that use child labor, political prisoners and slave labor in order to manufacture 
goods which compete directly with American workers, and one fails to note a voice of indignation or 
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disapproval, one must examine the contradiction. Our "conditioning" or "blindness" to these situations is 
sham&. When it is publicized that mega-retail discount chains are allegedly using child labor either 
directly or through surrogates in Honduras or in other Second and Third world countries, the listener 
simply listens for a few minutes returns to business as usual. In New York and Los Angeles sweat shops 
are discovered using illegally smuggled children to manufacture goods for American corporations - and 
little is done. 

,. . ~, 

America's Trade Defcit Continues to Grow As W e EXDOH Job8 

In the last twenty five years, America's trade deficit has ballooned to $1 9 trillion dollars. Every foreign 
country on the Pacific Rim has used the United States as its stepping stone economically into the 21st 
century Japan, Taiwan, China, Indonesia, Singapore, Korea, and Bangladesh among others. The one 
significant economic commonality, with the exception of Japan, is cheap labor with few political and 
economic restrictions How does the American worker compete? In the last twenty years attributable to 
American trade policy, millions of manufacturing jobs have vanished In 1970 along the Mexican border 
there were sixty-five employers (Maguiladoras) with 22,000 workers, in 1991 more than 1,700 
employers hired over 500,000 workers The incorporation of NAFTA in 1994 was supposed to produce 
new jobs and to be a gateway to the fume with the vehicle being free trade Lo 

An October 1996 article in U S News and World Report reported upon earlier showed that the trade 
balance with Mexico before NAFTA was a positive $1 7 billion and after NAFTA a negative $15 4 
billion with a negative trade balance continuing at one billion per month. Imports from Mexico before 
NAFTA were $40 billion, after the agreement $61 7 billion II While the United States Trade Office 
estimates that NAFTA has cost only 44,000 jobs, the number appears to be ridiculously low based on 
the writer's own experiences with reports from American corporations going to Mexico after downsizing 
in the United States According to the article, the average starting hourly wage in Mexico is 69, 
compared to an average hourly wage in similar plants in the United States of $15 or even the minimum 
wage of $4.35 

Two contradictory schools of thought have developed in America over the last 25 years One school of 
thought continues to argue for free trade, globalization, NAFTA GATT and the World Trade 
Organization, while the opposing school of thought cites a decline in real wages, downsizing by 
corporations, greed, elimination of manufacturing jobs and the eventual extinction of the middle class 
With a disappearing middle class there will be a widening gap between two separate distinctive societies 
(the very rich and the very poor). What complicates the debate is a political process that has been 
completely polarized due to inherent differences in political philosophy 

In today's political arena, ideas are no longer analyzed but destroyed, along with its messenger. These 
politicians and statesmen who warned of the dangers of NAFTA, GATT and the loss of American jobs 
have been accused of backward thinking and put in the historical position of advocating a Hawley- 
Smoot manifest picture going back to the Great Depression Republicans and Democrats alike often 
respond by killing the message with the messenger. 

The 1996 presidential campaign never again revisited or brought to light the argument of how 
contemporary trade policies affect the American worker. Furthermore, with political contributions 
coming from abroad by the millions, both parties seem to view any discourse on the subject pure 
sophistry 

Bmcessions 
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The nation is not only losing jobs because of "free trade policies" which certainly do not result in a level 
playing field but also lose the prospective economic dividends which come from innovation and 
entrepreneurship. Helene Cooper, a staff reporter for The Wall Street Journal stated that: "for the first 
time U.S defense related subcontractors can quantify how much money they are losing when foreign 
governments demand trade concessions and technology transfers in exchange for contracts." The United 
States Department of Commerce reported "U S defense contractors have entered into 49 offset 
transactions valued at $2 billion dollars "a 
In May of 1996, The Wall Street Journal brought atkntion to the fact that dozens of deals had been 
completed involving billions of dollars in technological transfer to foreign mufacturers. It was 
reported that McDonald Douglas and Lockheed Martin Corporation had allegedly been engaged in 
transfer deals with foreign entities. These companies, and businesses like them, built F-16 and F-15 
fighters for the Air Force and the Navy. Importantly, the research and development for these aircraft has 
been paid for by US.  taxpayers. Incomprehmsible as it may seem, U.S. proprietary technologies 
possibly are now being used to develop a new aerospace industry in foreign countries, competing 
directly with American corporations and destroying many of our remaining aerospace jobs. What has the 
United States Department of Commerce determined the long term effect to be on the aviation indushy? 
Have they even considered it? Never mind the moral dilemma which will faced when U.S service 
personnel encounter our own advanced technologies in armed conflict. What is the motivation for 
America's transnational corporations and corporate executives to sell proprietary American technology? 
The United States Department of Commerce apparently condones the aforementioned policy, according 
to% cooper 

Summarp 

In the coming decade we will enter a new millennium and important economic, political and 
philosophical decisions will have to be made af€ecting the direction this nation will travel. Trade 
agreements (i.e., GATT, NAFTA) have been made in concert with the government's orthodox free trade 
policy which appears to be operating to the disadvantage of the United States. Moreover this appears to 
be a recognition of the validity of statistical data indicating that the American middle class is 
disappearing Yes, lower paying jobs, somewhat menial in nature in the service sector are being created, 
but quantity is no substitute for quality. With the average weekly earnings rate falling by 19% over the 
last twenty five years, trade deficits approaching $2 trillion dollars and domestic manufacturing 
employment dropping sharply, it appears that the United States Congress is abdicating our sovereign 
rights on the altar of "free trade " 

As we approach this new century and before "two roads diverge in a yellow wood" it is time to evaluate 
our future plans regarding trade, jobs and corporate policy by constituting a bipartisan commission. If in 
fact free trade, as defined by contemporary standards, is damaging the American workers, should the 
country know the truth7 Economists like Ravi Batra have unequivocally stated 

"free trade has done to America what even the Great Depression could not do Even during the 
economic cataclysm of the 1930's, earnings rose with productivity because the United States was 
still a closed economy with high tariffs But since 1973, weekly earnings have declined, while 
productivity has continued to rise Eventually, free trade could be more devastating than even the 
Great Depression "13 

Mr. Batra clearly blames the shrinking middle class squarely on the shoulders of free trade The whole 
idea behind free trade is the creation of quality jobs, and that simply hasn't h a p p e d  when a 
comparative analysis is done More disturbing is that any disagreement launched at free trade brings on 
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the economic spin masters who attempttohtort the issues and destroy the messenger. Moreover, if in 
fact free trade is diminishing the middle class and jobs being created are just above the poverty line, 
what are the societal implications? Hypothetically, what if American Corporations become fond of 
exploiting cheap labor worldwide? Would the next step be domestically? Many believe this is already 
happening and to some degree statistical data agrees. The corporate response will be rather predictable 
. it will go something like this: "As a corporation we can no longer compete successfully in a global 
economy when domestic wages are 3060% an hour higher." The Free Trade Economist (a powerful 
special interest group) and companies will contrive the argument by postulating and clearly 
demonstrating how through free trade the global standard of living is rising, in fact they are (as Adam 
Smith "Invisible Hand" states) actually humanitarian in their efforts. 

American Corporatons are entitled to make billions in profits for shareholders, but if capital is going 
overseas for the building of new facilities, and jobs are being created for foreign workers, while the 
American middle is shrinking, we have a serious national problem. Up to this time there is ti scarcity of 
reliable positive data showing that America will gain in jobs by NAFTA and GATT. Free trade as it 
exists is of the sort that leaves American producers operating on an unlevel playing field. 

What are the real ramifications of free trade and what sector of society is truly the winner? What is the 
future of small business when multi nationals have all the advantages economic ally^ This is not a 
contest between political philosophies, but a pragmatic decision about the future Lets NOT continue to 
posture, spin, and destroy; for once let's examine the issues. Economists are constantly discredited for 
theories that crumbled in the face of reality. To go down a path led by dogmatism with individuals that 
have no accountability for their decisions is a prescription for disaster 
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CHAPTER X 

CONCLUSIONS AND RECOMMENDATIONS 
The writer has devoted almost three years to this study. He has sent out approximately 6,000 
questionnaires to small retailers asking their views on strategies for survival in the face of the formidable 
gains of the mega-retail discount chains. 

The questionnaire returns have been analyzed statistically and data has presented a picture of fear, 
sadness and disillusionment about the chance for small retailers to survive the impact of the mass 
discounters. This data is available in Chapter ID. 

Most of the returns included essay type answers explaining concerns about the survival of small 
business and the lack of serious efforts on the part of the federal, state and local govemments to save 
their family businesses as well as the jobs and investments created over many years of hard work and 
sacrifice. 

Much of the resentment was focused on redevelopment agency plans in many states where tax funds 
have been made available to the mega-retailers to pay for capital outlay and debt service for these "Big 
Boxes" which have destroyed the viability of the "Main Street" merchant, while denying the small 
business merchant the use of development funds to end center city blight. This type of subsidy for the 
mega-retail discount chains has been described as "corporate welfare " In many instances the retention 
of sales taxes for 10-15 years has deprived school and other local governments of needed revenues. It is 
clear that there is only so much demand in a given area, and where a supercenter opens, the result is 
often the closing of the smaller competitors. While the chain retains the sales taxes, the ultimate closure 
of the small retailers eliminates a traditional flow of revenue to the schools, counties and state 
governments. 

The writer also visited and studied the commercial activities of the "Main Streets" and malls in 
California, Illinois, New York, and Pennsylvania In the urban areas, the closing of apparel stores, drug 
stores, shoe stores, sportswear stores and hardware stores has destroyed the economic balance of the 
enclave or neighborhood These stores have been unable to compete with the mega chains, such as Wal- 
Mart, Kmart, Target and others; and jobs have been lost within the enclave and neighborhoods A lack 
of jobs in small family type businesses reduces the purchasing power of the neighborhood and 
eventually affects even the prosperity of regional chains such as Bradlees and Caldor, both having 
declared bankruptcy within the past few years Moreover, Kmart has recently reported serious losses 
which have been noted on Wall Street. Problems have also been reported at Charming Shoppes and 
other regional and national chains. 

The author also visited malls which 5 or 10 years ago were clean, bright, prosperous and bustling with 
customers. In many of these malls, the appearance in past five years has changed radically for the worst. 
There now could be a 30% to 40% vacancy rate. The traffic flow has become weak. The boarded, closed 
stores are loaded with graEti and the malls have a slum-like appearance. 

How Could This Happen? 

Suppose a Kmart or a Target was an anchor store opening in the mall 5-10 years before. The square 
footage of the store ranged from 30,000 to 60,000 feet. Suppose several years later a Supercenter, such 
as Wal-Mart, with perhaps 200,000 plus square feet were to be constructed one-half mile away, soon, 
the auto traffic in the older mall lessened. The Target or Kmart with only 45,000 sq. feet closed and 
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surrendered. The anchor store then remained vacant and the decline of the mall accelerated. Throughout 
the United States, formerly prosperous malls or strip centers have given up. The areas have become 
desolate and look abandoned and the customers depart for the newest supercenters and their parking 
areas. 

The Potential Negative Impact Co nsidering the Multiplier Effect o n a Regional Economy 

Previously mentioned and described in this study is the new phenomena of the "Power Center" which 
has been gaining momentum in the mid 1990's. The Power Centers have been described as "Big Box" 
farms where there are a half-dozen or more mega-stores and smaller superstores set around vast 
(upwards of 1200 spaces) parking lots with total retailing space nearing one-half million square feet. 

The effect of the centers multiplies that of the single mega- or super-store These stores and centers draw 
customers from a radius of 10 -to 15- miles in majdinetropolitan areas and even larger areas in rural 
ones. By increasing their drawing range, these mega-retail discount chains are also increasing their 
negative impact on "Main Street" retailers as well as the smaller retail discount chains that during the 
past year have been plummeting into bankruptcy or dissolution 

In California, we have begun to see another approach Wal-Mart, who has received opposition in some 
communities to building new structures has begun to renovate empty mall department stores or attach 
their new buildings to an existing mall. They are easily able to accomplish this since the community 
infrastructure is already in place - parking, roadways, water, and sewers. Their economic argument is 
that they will enhance the traffic to the mall, hence increasing overall business and the local GDP 

But how is this constructive result possible when Wal-Mart provides direct competition to at least 50% 
of the small businesses already in the mall. Look at the example of the Huntington Beach mall (stores 
listed below in Table 15) where there are 3 1 relatively small stores in addition to three larger ones 
(anchors) 

Table 15 1 
Spencer Gifts [wet Seal Musicland 
Great Earth [Lechters Sunglass Hut 
GNC IMon Ami Claires 
See's Candy 
Diamond Jewelers Learhers Cloth Kinney Shoes 
KayBee Toys Walden Books GTE-Phones 
Regis Hairstyle Lane Bryant Radio Shack - 

Burlington Coat Factory Hudson Goodman Jewelers 

Hallmark Ward's Department Store.- 1 
Athletic Press Ashley Jewelers lIntrigue 1 
Shoe Witz Post Office /Express Emporium 
Sizes Unlimited General Store IMervyn's Department Storel 
Horizon Beauty Supplies 

It is reasonable to assume that since Wal-Mart does present strong direct competition and a major 
challenge to many of the current mall tenants, that many of these tenants may not continue i n  business. 
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The argument or assumption that Wal-Mart will increase traffic must be questioned. The reverse is more 
likely to be true. A consumer, who traditionally shops at the mall in some of the smaller businesses or 
chains may be now more inclined to visit Wal-Mart while in the mall. However, the traditional Wal- 
Mart shoppers will not leave the store to see what else is available. They are drawn to Wal-Mart in the 
first place because their needs are met from a selection and price standpoint. Therefore, those traditional 
,mall stores offering the same or similar merchandise as Wal-Mart will lose traffic and eventually close. 
Their c l ~ s i n g  may have a ripple effect on other non-competing mall stores as the "traffic" flow weakens. 

Let us presume that as a result of a mega-retail discount "Big Box" moving into a mall, it created a loss 
of 250 full time equivalent jobs. A calculation of the average salary expense including salary and fiinge 
benefit expense per employee would total $6,250,000. However this estimate is based upon direct wages 
and benefits paid to mall employees. If one were to then consider the multiplier effect of these wages 
using a conservative multiplier of 2, the result on the regional GDP would be $12,500,000 without 
income gains in GDP brought by the new mega-retail*. Obviously the gains would not match the losses 
here. Moreover, the "Main Street" impact of these small businesses which will close can be seen in the 
facts presented by the House Committee on Small Business: 

"The establishment of a small business has a large, positive effect on the local economy A small 
business with 100 employees in a town adds: 35 1 more people, 79 more school children; 97 
more families; $490,000 more bank deposits; one more retail establishment; $565,000 more 
retail sales per year and $1,036,000 more personal income per year."l 

These figures attest to the power of the multiplier, an issue which is seldom raised when describing the 
impact of the "Big Box" upon the mall or the community. 

Now, if 50% of the mall's stores were to close as a result of a mega-retail discount chain's opening, there 
would be a negative impact of GDP It is true that the new mega-retail discount chain such as Wal-Mart 
or &art will bring jobs to the area; however, as it has been discussed, an average mega-retail discount 
chain job is not full-time with full benefits The multiplier effect or buying power generated by a "Big 
Box" job can not l l l y  compensate for the loss of a traditional retail job. 

There will be a net effect on regional GDP from the competition presented by this mega-retail discount 
chain and it believed that it will be negative for the reasons presented above. The "new" jobs created by 
the mega-retail discount chain will not compensate for the jobs lost from the traditional retailers who 
will close from direct competition Added to this is the effect on the non-competitive mall stores and the 
surrounding restaurants and businesses to the mall. 

Superstore Sprawl and Its Potential Harm 

The 1994 publication of the National Trust for Historic Preservation, entitled How Superstore Sprawl 
Can Harm Communities .. , (and what citizens can do about it) describes the fact that rosy promises of 
increased revenues for cities, more jobs, affordable prices and good products don't always arrive as 
promised. Were it true, there would not be the hundreds of citizen groups throughout the nation 
attempting to hang on to the "land we love." 

Gene Davidson, a resident of Berea, Ohio wrote the following in a letter to the National Trust for 
Historic Preservation. 

"I believe that the land that we love' is literally vanishing before our eyes. The present new 
construction rate of Wal-Mart, Super Kmarts, Meijen, and others of superstore' breed guarantees 
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others an inevitable destruction of much dwha t  we hold dear. Add to the new co~~struction starts 
of the superstores all of the franchise operations, such as Sub-Way, McDonalds, Taco Bell, etc., 
and you can project ten years dawn the road an intolerable situation. This country would 
eventually be virtually unrecognizable from what we knew as the United States just one 
generation ago."2 

While the sixties and seventies were replete with new regional shopping malls in the suburbs, the 
eighties and nineties ushered in the "Big Boxes" of Wal-Mart and Kmart, Home Depot and other 
sprawling discount stores located near the intersections of major highways 

The new discount stores were in many cases funded by redevelopment funds that were denied to "Main 
Street" merchants struggling to Survive the exodus from downtown The economic vitality of the 
downtown oozed out as the highway interchanges were the place to go. 

As the downtown businesses closed, there was a desecration of civic and cultural life aMecting families, 
education, crime and violence. The new mega-store required municipal and state investments in roads, 
water and sewer lines, police and fire protection and other governmental services 

As one travels through the towns and cities of America, it is easy to note negative change with 
abandoned buildings, unsightly parks, declining majesty of public buildings and general malaise. 
Interviews with surviving owners of retail stores disclose a hopelessness. They say "the traffic is gone"; 
the "future is bleak" --- "I may have to close " 

In the four states the author visited, he saw numerous instances of community groups fighting 
supercenter sprawl. Often they resented the financial packages (RDA) funds offered to developers and 
chains. They feared the increase in pollution and traffic congestion that would affect school crossings. 
They deplored a lack of downtown planning that permitted illogical zoning changes They feared the 
new chain stores would not add to the size of the consumer market - but only cause commercial glut 
until the small retailer was eliminated They were concerned about the negative impact upon the 
environment as well as the cultural, scenic, fiscal and economic impacts. 

The National Trust for Historic Preservation designated the state of Vermont as "endangered." They 
wanted to make the nation more aware of the destructive phases of urban sprawl. The Trust's report was 
a "wake-up call" to communities to evaluate prospective changes in their way of life 

Was it always necessary to create huge sprawling developments or rezone farm land and industrial land 
several miles from a compact and traditional "Main Street" set of enterprises? 

Since many of the mega-retail discount chains have built their supercenters with federal and state 
redevelopment funds; would it not be possible to apply RDA funds to rehabilitate old strip shopping 
centers and old malls? Could they not be given financial and physical "face lifts" -- to continue their 
desirability, both commercially and aesthetically? 

Sprawl is not synonymous with planned growth development. Iffor example, a new Supercenter 
employs one worker for 20 hours and the impact on a small competitor is to create the loss of l<( full 
time jobs -- is there a benefit to the community? 

Development that exceeds a community's ability to absorb it will ultimately result in abandonment of 
prior and public investments - and possibly the new supercenter will also close as the joblessness in the 
tom increases Lastly, the major discount chain may close because of losses in the town's purchasing 
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power. The chain then opens in the next county, leasing the town desolate and abandoned. This is more 
and more becoming true in the United States as new large chains open stores not realizing the 
demographics and other limits ofthe market. 

Are Lame Ch ains Doomed as Wdl as Small Stores in the Discount Race, P 

News of Caldor's and Bradlees' banknrptcies put to bed the belief that small retailers m survive the 
retail policies of the Wal-Marts. Certainly, it would appear that Caldor and Bradlees, each with several 
hundred stores and professional staffs, have the resources to compete successllly with a Wal-Mart or 
Kmart. Yet they have begun to flounder. 

Moreover, Kmart, Wal-Mart's major discount competition has suffered a series of operating losses for 
the better part of the last two fiscal years. ARer a 1995 fourth quarter loss of $420 million, the company 
seems to be rebounding. Much of the loss was due to the write off of their subsidiary, Builders Square. 
Company executives contend that these write-offs and divestments are a necessary step in their 
turnaround This was guardedly confirmed by Kurt Barnard, president of Barnard's Marketing Report: 
"They are not out of the woods, but their strategy is starting to take hold "3 

A 1994 study co-authored by David T. Kresge of Dun and Bradstreet Information Services and retail 
consultant Gary A. Wright of Denver stated "Despite predictions that small retailers are doomed, 
specialty stores are thriving in some important niches, says a new study of retailing. In those retail 
sectors where personal service, location or expertise are valued such as the women's fashion, accessories 
and gifts, smaller retailers are doing very well, said co-authors Kresge and Wright."q 

The study discounts predictions that at least half of all retailers in business in 1990 will be gone by 
2000. 

In the same Philadelphia Inquirer article the opposite position was taken by a Wall Street investment 
expert following the retail chain picture: 

"Senior retail analyst Walter Loeb of Loeb and Associates says the larger firms such as Wal- 
Mart are gaining increasing sway, with enormous control over pricing, the competitive 
environment and suppliers " 
"When Wal-Mart is growing at 18-20 percent a year with the (economy) growing only about 3 
percent, somebody is giving up business," he added." 

The study discussed in the article recommended personalized service as means by which small retailers 
could survive. On the other hand, the authors wamed that powerful chains such as Home Depot were 
also offering personalized service. 

The future of the small retailer is growing desperate, despite recommendations about personalized 
service, unique product differentiation, and a move from the destroyed "Main Street" of America to 
more appropriate locations. Haw can those small retailers, with less than a million in sales, finance a 
lease termination and the expense of a move to a more desirable location? 

The proof of the pudding that the major discounters will sooner or later eliminate most of the small 
retailers is the fact that even the medium size firms are in trouble. 

In their study, Kresge and Wright state that medium size firms with sales from $20 to $50 million 
annually could suffer the most (in the next century.) "They neither have the buying power of large firms 
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nor the personalized approach of the small fims."6 

The bankruptcy of Bradlees and Caldor are perfect illustrations of which way the wind is blowing. 
Someday a Wal-Mart may possibly have the entire retail market. As Mr. Loeb says, "if Wal-Mart grows 
at 20% a year and the economy only at 3%, somebody's giving up business." 

Ewe examine the "Main Street" malls and the strip centers we can note the devastation of former 
prosperous retailers. There's only so much demand in a community and hence there may be only one or 
two p o w d  survivors left. Where will the jobs come from to provide the purchasing power to keep the 
"Big Boxes" viable? Soon they will leave for another town or county, and the same cycle begins once 
again. 

Susan Dentzer in a May 1995 article in US News & World Report, entitled "Death of the Middleman?" 
poiAts out the growing centralization of power between manufamrers, suppliers and discount retailers. 
As was stated many times in this study, small retailers have lost the wholesalers that sold to them Many 
now buy from Sam's Clubs and other club stores. Dintzer statex2 

- f  

"The rising competition has prompted consolidation among the largest wholesale and distribution 
firms; creating giants like Fleming Cos. an Oklahoma Citybased grocery wholesaler with sales 
of $16 billion." 

Further, after tax profit margins (for some wholesalers) now average 0.5% to 2% and a survey by the 
National Association of Wholesale Distributors shows that most players think that these razor-thin 
margins will fall further.8 

In addition to the problems of obtaining wholesale resources, small retailers have been hit by the 
information revolution. This has not only af€ected small retailers but also substantial companies like 
supermarkets 

Just collecting data is only part of the new power equation, though. Supermarkets have been capturing 
scanner data for years. But it has been mass-merchandising chains that figured out how to use such data 
most effectively. Between 1985 and 1992, notes I. Mark Hman, a senior vice president at Kraft General 
Foods Inc., outlets such as club stores, mass merchandisers and deepdiscount drug chains took seven to 
eight points of food sales away from traditional supermarket - a massive shift in such a slow-growth 
business 

A major edge was information with Wal-Mart Stores, Inc. being the trend setter, using computers to take 
the guess work out of wholesale buying, to slash inventory cycles and to keep popular items in stock. 
Wal-Mart turned the tables on the suppliers, telling them what products it wanted, where and when, and 
driving them harder than ever on prices. 

Now supermarket chains are hoping to emulate Wal-Mart's efficiency. Early last year, consulting firm, 
Kurt Salmon Associates Inc., released a study concluding that grocers could cut their costs - and prices 
-- by 11 percent or more than $30 billion a year, by moving toward "paperless" links with their 
suppliers The scheme, dubbedEEcient Consumer Response (ECR), would mean more effective 
merchandise assortment and store promotions and eventually a continuous replenishment of shelves 
based on what's actually sold each day. 

However, it won't be an easy transition. The big players in the grocery business - particularly 
wholesalers - make much of their money by stocking up on discount merchandise that the 
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manufacturers ofr. Fleming Cos., for instance, a $13 billion food wholesaler, makes roughly a third of its 
profits through such forward buying. The big discount deals would be cut sharply under JXR And even 
YECR eventually brings Wal-Mart-like efficiency, nobody wants to give up today's profits first. That's a 
major reason why progress toward this much needed streamlining has been slow. 

Yes, the middleman is an endangeed species because of the ED1 hookups between manufacturers and 
large discounters. But here again, the small retailers may become a thing of the past, lacking hnds and 
information to survive. 

Retailing in Transition 

In a study several years ago, the following forecast was provided: "By the end of this decade, more than 
half of today's retailers will be out of business." They explained: "there is too much retail space for the 
market, too much "copy cat" sameness among retailers, and far too much leverage on the books. These 
conditions leave no room for marginal performers." They further predicted: "that by the end of the 
century, some lines of trade will virtually be owned' by only four or five major players."lD It now 
appears that this prediction made in 1990, is being corroborated by the retailing change of power in the 
mid-nineties. 

In the retail discount field such performers as Wal-Mart, Kmart and Home Depot, among other discount 
chain leaders, have set the pace which ultimately will eliminate thousands of smaller retailers in drug 
stores, family clothing, general merchandising, hardware and lumber stores. 

According to studies by consultants, G.A. Wright, Inc. of Denver Colorado, there at first glance 

"does appear to be evidence to support the contention that the retail industry is consolidating.' 
The largest firms are in fact controlling a larger and larger share of the industry. Large retail 
firms (those with sales over $100 million) increased their share of industry employment from 
35% in 1985 to 39% in 1989 and to 45% in 1993."u 
"In 1985, small firms (sales under $1 million) einployed 21% more workers than the large firms; 
but by 1993 the small firms employed 22% fewer workers than the large firms."Q 
".....it does indeed appear that the (retail) industry is increasingly falling under the control of a 
relatively small number of very large firms."l3 

As an example of the domination of the large retail firms, The Wright report cited that employment 
growth in retail women's clothing and apparel in large firms increased by 18,000 employees between 
1989 and 1993, while small firms cut employment by 19,000 and medium size firms cut by 16,000 
employees. The only light at the end of the tunnel was shown by small retailers in women's apparel with 
concentration on selling accessories and specialized apparel. It is clear that large retail discouat chains 
like Wal-Mart, Toy "R" Us and Home Depot will continue to extend their lead in sales and growth, 
unless small firms can perform miracles in providing specialized services. Given the ghetto-like 
influences on the dying "Main Streets," the specialized successes appear realistically impossible in a 
substantial way in the near future. 

Data supplied by G.A Wright, Inc. based upon U.S. Government SICS show the steady successive gains 
in chain store employment and declines in small retail employment when comparing 1985 with 1993. 

Table 16 
U.S. RETAIL EMPLOYMENT SHARE 
Large vs. Small Retailers 1985-199314 

I 1 I - I  
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Sales Volume 
$1 million or less 
$1- 10 million 
$10- 100 million 
$100 million and over 
Sales not available 
TOTAL 

It is easy to see from Federal SIC data where employment grew in the years 1989 to 1993 and where 
employment fell. 

In men's and boy's apparel retail chains with sales near $100 million, employment grew by 32% while in 
similar stores with sales of $1 million or less, employment fell by 9.1%. 

c 

1 1985-][1993 I 
1 3 i ' . 4 % ] m  

16.1%(ml mlm m7%)ml 
J z q i T i q  

[100%=1 

In women's wear, the over $100 million chains had employment increases of 16.4% over the 1989 to 
1993 period, while smaller retailers with $1 million or less in sales saw employment fall by 12.4%. 

In drugs, the larger chains with sales over $100 million had an employment increase in the years, 1983 
to 1993 by 30.2%; while the independent drug stores, with sales of $1 million or less saw employment 
drop by 28.7%. 

According to the Wright studies, the consistent losers in sales, growth and employment are retailers in 
the sales classes of $1 million and $100 million. Thus, the concerns about the survival of the small 
retailer, must be added to the concerns of the survival of retailers in the $100 million sales class. The 
national retail discount chains by year 2000 and beyond will have a major negative impact on retail 
employment, The Wright study examined the closure or termination rate of retailers during the nineties. 
They provide great concern with the following: 

"Ifthe company closure rate for the industry of 2.Yh per year for the first four years of the 90's 
were extrapolated to the year 2000, it would yield a closure rate of 29% for the 10-year period of 
the 90's. It is important to note that this is not 29% of the retail companies that start the decade, 
since many of the closures are likely to be businesses that were start-ups during the 90's.'' 

"The major group of companies with the greatest closure rate is apparel stores. The 90's is 
experiencing a 5.4% per year closure rate in this group that compares to an 8.0Y0 rate for the 80's. 
Extrapolating the 5.4% rate to the year 2000 would yield a 54.0% closure rate for the decade. 
Again, this is not 54% of those starting the decade."U 

Not only are the small and medium sized retailers being hammered by the major retail discount chains 
but the medium sized discount chains are falling by the wayside as attested to the bankruptcy 
applications of Caldor and Bradlees, and now even the giant Kmart appears to be suffering. Charming 
Shoppes with over 1400 retail stores is reported to be in real trouble, while Silo's has closed all stores. 

In retailing, analysts say, discount is no longer synonymous with success. "The days are gone when a 
discounter could be unique or alone in any market," says Allan L. Pennington, a Chicago retail 
oonsultant with McMillan/Doolittle. "It's become a difficult business to be in." 

Analysts trace the trend to a redrawing of battle lines. Until recently, discounters of every stripe sought 
file://A:\Chapter%20 10-bc.htm 2/11/2003 



P - - -  -I v17"... ." 
4 

~ 

to steal customers from full-price independent, mass merchantp such as J.C. Penney Co. and department 
stores such as RH. Macy & Co. 

But the expansion into nearly every market of the so-called Big Three - Wal-Mart Stores, Inc., Kmart 
Corp. and Dayton Hudson Corp's Target chain - has pitted discounter against discounter in a 
competition that favors size. Wal-Mart and Targe in, particular are tbriving "The smaller chains are 
getting caught in a battle between the Bigs " says Linda Kristiansen, a New York retail analyst with 
Wertheim Schroder 16 

The Ro le of the National Trust for Historic Preservah 'on 

The author has endeavored to assess the contributions ofthe mega-retail discount chains as well as the 
negative implications of teir unprecedented growth. 

It's important at this time as the Writer comes to the end of his study to once again review the role of the 
National Trust for Historic Preservation and the challenge it sets forth to governments, citizens, 
planners, developers and local and national economists and sociologists. 

The Trust sees the mega-retail discount chains as inputting such negatives as. 

1. Sapping the economic vitality of downtowns and "Main Street" by shifting the retail center of 
gmvity out to highway interchanges on the edge of town 
2. Displacing existing businesses, especially independently owned small businesses that 
contribute significantly to local civic life, by building stores vastly out of scale with town's 
ability to absorb them. 
3. Setting the stage for higher propetty and state income taxes by creating developments that are 
costly to serve and require new roads, water and sewer lines, police protection and other public 
sewices 
4 Causing the waste or abandonment of previous public and private investments in existing 
buildings, streets, parks and other community assets 
5 Homogenizing America by building stores that have no relation to their surroundings. 

While these points have been made in Chapter 1 of this study, they must be reemphasized as part of the 
conclusions of this work 

What other challenges did the Trust provide in its formidable 1994 study?l'/ 

The National Trust for Historic Preservation asks the mega-retail discount chains to answer the 
following challenge 

"Can the consumer benefits provided by the superstore be achieved only through the creation of 
more urban sprawl and all the sprawl brings traffic congestion, automobile dependence, air 
pollution, dispirited or dead downtowns, despoiled country sides and weakened community ties? 
Or could some of the benefits be provided without so much damage to the environment and local 
communities? We think these are questions that should be asked."D 

The Trust also poses an equally important challenge to the many communities facing the invasion of the 
super "boxes: 

"And communities have choices They cm encourage or discourage certain types of 
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development. If a community doesn't want superstore sprawl, it can take steps to prevent it. Ifa 
community wants a superstore, it faces a whole host of other questions relating to whether the 
&ore comes in on the communities terms. Where &odd the store be located? How big should it 
be? How much new retail space can the local economy absorb without suffering fiscal and 
economic impacts created by a commercial glut? Can the store be designed to help preserve the 
communities livability and attractiveness? How can the store minimize negative environmental, 
cultural, scenic, fiscal and economic effects? Above all, what is the long term impact of the 
decisiony"19 

Superc enters a nd Como arative labor Costs 

Earlier in this study, PaineWebber was quoted as having a negative opinion of "one stop" shopping. 
They apparently did not care for alternative advertising and promotion with an additional example from 
Kmart's ads as "We've got juice, jumper cables and jeans" and "Shop here for carrots and car mats." 
PaineWebber may have mistakenly believed that only a small minority of Supercenter customers would 
"shop both sides of the store I' 

PaineWebber earlier suspected that Kmart would have financial and management problems which have 
come to the fore prior to the completion of this study As the writer indicated in Chapter II, 
PaineWebber had stated: "Kmart's well-known corporate problems give it a negative image among 
consumers as well as developers " As of late 1995, Kmart's per share price on the New York Stock 
Exchange appeared to be dropping sharply while Wal-Mart's securities prices appeared to be relatively 
stable. 

The PaineWebber study also reported that Kmart's decision to use third party food wholesalers saved 
much needed capital, but put Super Kmart at a substantial disadvantage in llfilling the Supercenters' 
low price positioning 

Furthermore, this author indicated in Chapter II that he did not accept the premise that Wal-Mart would 
have similar problems to Kmart's in executing the supercenter program. Wal-Mart's national 
management and store management appears quite strong Wal-Mart, unlike several major supermarket 
chains, is unconstrained by corporate problems and appears to be going with 100% self-distribution. 

Most supermarket chains self-procure and self-distribute. Apparently, when Kmart opened new Super 
Kmarts, utilization of outside food wholesalers strained Kmartls staf f  resources in opening new locations 
with the intense travel required as well as essential staff training requirements. 

A major advantage for Wal-Martk Supercenter, generally, is its lower labor costs as compared to both 
the unionized and non-unionized supemarkets Wal-Mart is presently non-union. Kroger, the dominant 
supermarket chain, is unionized nevertheless, it, unlike many supermarkets, continues to be strongly 
managed, effective and highly profitable Wal-Mart's low labor costs, high productivity and control of 
its managerial and inventory processes have weakened not only Kmart, but many regional discount 
chains as well as supermarkets 

Both investors and Standard & Poors, which lowered its ratings on Kmartk $3.7 billion in debt, point 
out that Kmart is in a defensive position against competitors like industry leader Wal-Mart Stores, Inc. 
For example, h a r t  plans to pare its 1995 capital spending by an as-yet undetermined amount from a 
previously projected $1 billion, while Wal-Mart plans to boost its spending to $4.5 billion from $4 
billion 

file://A:\Chaptef??2OlO-bc.htm 211 1/2003 



Up to now the small retailer has been threatened by the power of the mega-retail chain - now it appears 
that the same thing will be true of national as well as regional, and in some wses, mature supermarket 
chains. What will this mean for joblessness and the U.S retail employment picture in the next five 
years? 

The New Emp hasis Upon the Food I n d m  in Superce nkrs Being Opened by MeEll-Retai 'I 
Discount C hains 

The American food industry is the finest in the world Its distribution of goods, and quality of service 
are the shining example world wide Its products, from produce to paper towels, are available night and 
day for everyone's convenience Primary locations make shopping easily accessible for all concerned 
customers Different types of stores service all the needs of customers culturally, aesthetically, and most 
importantly, economically. And now, this industry is in jeopardy. 

For example, in Southern California, 9Ph of the market share in the food industry is under a collective 
bargaining agreement. Labor conttacts between the United Food and Commercial Workers and food 
employers such as Ralphs, Food-4-Less, Hughes, Vons, Albertsons and Luckys have been negotiated 
through collective bargaining over the past several decades. The end result of these delibmtions, as one 
might expect, has been a livable wage plus important benefits Here the community is truly the 
beneficiary with healthy, independent tax paying residents who contribute to the tax base rather than 
drain it A full-time wage earner working at Ralphs, paid at top scale, will earn a more than livable 
salary with health costs and dental coverage paid additionally 

Wal-Mart and Other Mega-Retail Discount Chains Enter the Food Industry in a Most Powerful 
BLaY 

As we discussed earlier in this report, recently a number of mega-retail discount chains (Wal-Mart, 
h a r t  and Target) have decided to enter the food business However, financial analyst opinions 
conclude that Wal-Mart will become the largest player According to industry estimates, Wal-Mart's 239 
Supercenters (combination foodhetail stores) account for sales of about $13.5 billion or about 14 5 % of 
the company's fiscal 1996 sales of $93 6 billion Supercenters are spread over 23 states with 
approximately 110 new stores planned for 1996 Most stock analysts believe Wal-Mart will become the 
largest food company in America with sales exceeding $30 billion dollars a year Wal-Mart has been 
evaluating the potential of Supercenters at both ends of the spectrum from a 109,000 square foot center 
in Arkansas to a 220,000 square foot center in Tennessee A 136,000 square foot model has all the same 
departments as a larger Supercenter, but it is laid out in a smaller box and has a more compressed 
variety Wal-Mart officials told Supermarket News, "the decision to @ow with a smaller size prototype 
is a clear indication that Wal-Mart plans to expand Supercenters into smaller towns of 10,000 to 12,000 
people where there is less population density and less competition "2 

In the near k t u e  Wal-Mart will probably enter the food business in California and several other states 
and what may be at stake will be the additional loss of many quality high paying jobs now found in 
supermarkets Wal-Mart's increasing assimilation into the food industry is apparently motivated by the 
drive to increase total retail sales. According to company statements, total retail sales should increase 
some 30% due to the synergies established at combination stores. Furthermore, it has been suggested 
that Wal-Mart might use food as a loss leader in order to increase store traffic There will be a positive 
transfer effect in the sale of general merchandise by having more visitors to the store, particularly if the 
sales of food are in the "loss leader" category. The impact that th is  will have on the food industry will 
parallel the effect it has had on the traditional retail industry. The problems created for employees within 
the traditional food industry could be nothing short of catastrophic. Supermarkets work on very thin 
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~ -margins, and their &inking market share resulting from the c o m b i n a h  of cheap labor and low prices 
will have murderous impact on the traditional food stores, large or small. The fallout could be compared 
to that of GM, Chrysler and Ford, not in overall job loss, but in weekly earnings, while compsny paid 
health benefits and retirement plans now prevalent in supermarkets might disappear. The shift in health 
benefits costs will go directly to the taxpayer while desperate worker who can7 get jobs and retirees 
without pension funds may be adversely impacted and may have to be taken care of by federal, local and 
state govemtnents With a Social Security system already in jeopardy, increased drains will only shorten 
i ts  lifespan. The elderly will Certainly become more dependent on government subsidies as the shrinking 
"middle" will be further demonstrated. 

The Supercenter's impact on the food industry will not be transparent to the causal observer. The entry 
of mega-retail discount chains like Wal-Mart, Kmart and Target into the food business is to increase 
their retail sales possibly by as much as an estimated 30% - in the case of Wal-Mart However, there will 
be a fuaher negative impact upon the local, state and federal economies as jobsgo from full time to part- 
time and as wages drop and fringe benefits disappear 

Effects on the Community 

The Midwest Center for Labor ResearchWCLR) studied the tax revenues now generated at existing 
supermarkets in San Jose, California which might well be lost if three super stores (combination 
retail/food) were to locate in the city According to the MCLR 

"The presence of three such non-union super stores would take away work from supermarket 
workers already employed throughout the city The grocery sections of the new super stores 
would employ the equivalent of three hundred sixty supermarket workers. Their presence would 
result in a decline in the hours of work of existing supermarket workers (MCLR) examined three 
areas of impact (1) The higher wages of existing supermarket workers, almost all of whom are 
unionized, and the wages of other workers whose jobs are supported by the multiplier effect,' 
which result in increased consumption in the area, (2) Higher employment attributable to this 
increased consumer expenditure, and (3) The increased taxes paid to the government as a 
consequence of the higher wages "22 

Increased Consumption and lncrease Jobs 

The study estimated that there is a $2 7 million dollar additional consumption in Santa Clara County, 
California because of the higher level of prevailing wages paid by the existing supermarkets compared 
to the average wages that will be paid by the new Supercenters which generally might only amount to 
one to two dollars above the minimum wage. Ofthis additional consumption(GDP), 82 7% comes from 
the higher prevailing wages of the supermarket workers, while the remruning 17.3% comes from the 
"multiplier effect," previously described, and the wages of workers who benefit by the secondary and 
tertiary respending of higher supennarket salaries.23 

When a group of workers are paid more they consume more, thereby raising the overall consumption of 
goods and sexvices in an area, in other words an increase in GDP. This consequently augments the 
number ofjobs in the community The MCLR study found that in Santa Clara County, for every 100 
supermarket jobs where the prevalent wage rate was paid, nine additional jobs were created. Of course, 
there is then a multiplier effect from the wages of these newly created jobs and the taxes paid by these 
citizens 24 

In another study concerning San Jose, California, the Sidway Kotin Mouchly Group estimated $350,000 
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* in new sales taxes would be derived from each of the new superstores locating in the county. However, 

they failed to measure the overall economic dynamics, i.e., declining tax revenues for pre-existing 
supexmarkets and a net loss ofjobs. The MCLR study predicted a loss of $1.3 million because of the 
difference in wages between prevailing (traditional supermarkets) and non-prevailing (mega-retail 
discount chains) wages. The taxes created by the new super stores will be offset by the failure of pre- 
existing supermarkets, the loss ofjobs and revenues. 

Results in Four States: Pennsylvania. California. Iuiois and Ne w York : Rwp- ost 
Ouestions on the Shils Ouestionnaire Almost Unifrmlp Indicated Pessimism About Their Chaucea 
p l y  bv the Me? a-Retail Discount Chains 

The pessimism is shared by none other than our own President Bill Clinton who, in an address at the 
1995 White House Conference on Small Business, on June 12,1995, stated that while more small 
businesses had sprung up in 1993 and 1994 than in any previous year since World War II, he was 
concerned about their ability to stay alive He expressed concern about the high rate of failure and 
bankruptcies among small business. 

Chapter LU disclosed that when the respndents were queried as to what the anticipated effect upon the 
firm's economic health might be if a mega-retail chain were to relocate nearby, the answers were 
overwhelmingly, "negative" and "very negative." Forty percent anticipated the results as "negative" and 
an additional 33% answered "very negative " Thus 73% viewed their future in a most despondent, 
negative manner. 

The respondents generally mixed pessimism with facts Fifty-eight percent of the respondents visualized 
serious losses in employment were a major chain to move into the area selling similar products. Forty 
percent ofthe respondents saw their retail venture losing 5% to 35% of their employees. Eighteen 
percent visualized losing more than 50?"0 of their employees Only 4% saw a gain in employment. 
Thirty-seven percent anticipated "no effect " The author believes that the "no effect" data stemmed from 
a lack of hard data on the part of the respondents -- but in no way expressed optimism about the future 

The respondents were then asked to rate the negative or positive impact on sales volume by the 
imminent competition of a mega-retail discount chain Eighty percent of the respondents anticipated 
"sharp" to "drastic" reductions in sales volume, while only 14% saw "no effect " Only 6% saw a rise by 
virtue of a new competitive entry of a major retail discount chain 

Data appeared consistent as to the expected reduction in sales volume as well as serious estimates of 
hture profitability Twenty-four percent of the respondents visualized profits dropping by more than 
50%. In fact, 76% anticipated serious reductions in profitability as a result of the imminent competition 
of the mega-retail discount chains Only 8% saw an increase in profitability, with these estimates being 
mostly conservative i.e , 11% or less. Sixteen percent saw "no effect." 

Respondent retailers saw the reduction in the number of wholesalers, or those middlemen willing to sell 
to small retailers, as affecting their business negatively Over 50% saw the direct selling to mega-retail 
discount chains by suppliers as being "negative" of "very negative." Kmart's and Wal-Mart's recent 
ventures into the Super Kmarts and Supercenters' food and grocery departments are creating new 
competition for the small grocer and the more traditional supermarket. Small retailers see these ventures 
as hrther threatening the sumival of countless small food retailers Many of whom (lacking wholesale 
resources) are now buying from Sam's Clubs or other clubs. 

Small retailers anxious to survive do not have the relative financial ability to compete with the mega- 
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dhount chains in advertising, promotion, public relations or radio and telenlisign. They rely on the 
small business techniques replete with flyers, leaflets, brochures, using the yellow pages of the 
telephone book and the local newspaper. This, despite the fact that many proponents for the mega-retail 
discount chain movement believe that small retailers can survive by employing specialization, improved 
marketing, utilization of information and computerized systems and other MBA driven techniques. The 
average "Main Street" retailer in general fails to have these resources or capabilities 

S m a l l d l e r s  sell most of the products sold by Kmart, Wal-Mart, Target and many other major chains. 
Each store, however, was limited with respect to national brands, inventory and product lines; one might 
specialize in apparel; another in food, another in auto mechanics and supplies and so on. 

In his 1993 study, Kenneth E Stone, Professor of Economics at Iowa State University, stated that 
"businesses that sell the same goods as Wal-Mart sells tend to experience some reduction in sales after 
Wal-Martopens 'I The study used sales tax data to document changes in trade area siae in 32 Iowa towns 
with populations between 5,000 and 300,000 over a five year period. 

Stone described a state with a "static population, resulting in a fixed size "retail pie " He stated, "in this 
situation when a large well-known retail store enters a town, it captures a significant slice of the pie, thus 
leaving less sales for the other businesses " He also indicated that in smaller towns, with less than 5,000 
in population, sales were lost even more rapidly 

Professor Stone's early studies (1992) anticipated the result of Wal-Mart's national growth into the east 
and west. There is simply not enough customer demand for smaller retailers to &ve the competition 
of Wal-Mart, Kmart, Target and other discount chains where the retailers essentially sell the same 
products as are found in the major retail discount chains. 

In his earlier paper, "Strategies for Coexisting in a Mass Merchandising Environment,." Professor Stone 
was veIy direct in his admonition to small retailers "Try not to handle the exact same merchandise . 
(or if it's a similar product) then sell another brand "26 

Both Chapters El and lV presented the ever increasing concerns of small retailers for survival. The data 
in Chapter ITI was quantitative, while the narrative explanations as to why some 500 to 600 respondents 
were fearful about survival, was indeed qualitative 

When one mixes the anger of not having adequate and free downtown parking with the tax abatements 
and other grants provided the large chains -- yet generally denied to rehabilitate downtown businesses - 
the reason for the anger comes through loud and clear The customer base of the retail respondents, 
described in Chapter III, depends greatly on highways and parking Naturally the major chains locating 
outside of "Main Street" have the advantage of parking lots, ease of access, freedom from parking 
meters and downtown traffic congestion Added to that, the fear of crime and violence in downtown 
evening shopping creates major disadvantages for the small "Main Street" retailer. 

A major question addressed to the small retailer related to strategies they might apply in competing more 
effectively with the major discount chains While the staff received an 84% response rate, i t  was lower 
than the answers to other questions. The respondents appear fragmented in their choices as well as 
frustrated, confused, pessimistic and having trouble concentrating on how to answer this question 

Fifly-six percent selected alternative strategies that could be defined as somewhat "positive", such as to 
"increase staff', "increase visibility", "provide fuller service" and "expand product lines." Forty-four 
percent of the choices were "defensive" strategies, going from "raising or lowering prices"; "decreasing 
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staerl; "liquidating or selling the business" or "going into bankruptcy." 
I ^  

There was not a great deal of difference among the four states' as to "positive" strategies. Illinois was the 
most positive with 60%; New York with 56%; California 55% and Pennsylvania with 50%. 

The author is confident that the profile of small retail business as portrayed in Chapter Dl showed 
consistency and validity, not only nationally but also as among the four states studied, Surprisingly, 
respondents have generally been in business longer than might be the popular notion with a large 
proportion having been in business for more than 10 years Small retailers, on the whole, showed serious 
concern about their future viability and evidence ofjob loss, liquidation and bankruptcy 

The State of Mind of theSmall 7 

As was indihted in Chapters II and Dl, there was approximately a 10% return of questionnaires mailed 
to Pennsylvania, California, New York and Illinois. The research staffhad categorized these responses 
which provide comments and suggestions on how to cope and prepare for the survival of the small 
retailer. The categories were grouped by state returns and indicated the types of product lines or services 
provided by the respondents. 

Chapter IV revealed the depths of fear and discouragement of the small retailers who were desperately 
concerned with their chances of survival in the face of mega-retail discount chain competition of other 
powerful retail chains. 

The narrative comments and quotes in Chapter IV have been compiled from retailers responding to the 
6,000 questionnaires sent by the author in 1994 to firms in Pennsylvania, California, New York, and 
Illinois They represented all of the subjective responses to the completed questionnaires returned which 
were about 10% of the original addressees 

Part I of Chapter lV was a response to the excellent book authored by Taylor and Archer. Our staff 
recognizes this serious work as well meaning -- but finds the "Ten Suggested Strategies to Survive" 
almost impossible to implement at the current stage of fmstration, retail failure and stagnation. These 
small firms simply do not have the financial resources, staff or leadership to snap back in the ways 
suggested by Taylor and Archer Were there a reason to start a new business with more than adequate 
management experience and venture capital, their "Ten Strategies to Survive" would be both helpful and 
essential It is possible that some individual retailers might survive in the face of "Big Boxes" by 
following Taylor and Archer's "Ten Commandments" or strategies. However, for the most part, the 
dying breed of "Main Street" merchants require external and enormous help from their local, state and 
federal governments as well as specialized agencies such as zoning boards, planning commissions and 
community development authorities who are prepared to provide incentives and subsidies t o  small 
retailers currently available to the mega-retail discount chains who generally build their "Big Boxes" on 
former agricultural or industrial land. For example, a mega-retail discount chain store is given the right 
to retain sales taxes collected for a given number of years in order to help finance construction of and 
debt service for the "Big Box " As small retailers close, the sales taxes they fonnerly collected are no 
longer available to local government These entrepreneurial subsidies and dozens of other incentives as 
well as tax abatements are not generally available to the small retail merchant. 

Taylor and Archer are among those writers and journalists who attribute the failure of the traditional 
"Main Street" retailer to other causes than the price competition of the mega-retail discount chains. 
Taylor and Archer authored a provocative and interesting volume which appears well meaning in 
identifying ten survival strategies to enable the small retailer to compete more effectively with a giant 
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Wai-Mivt or other mega-chain retailers. Their book, published in 1994, Up Agaiast,me Wal-Masts 
(How Your Business Can Prosper in the Shadow of the Retail Giants, was first cited in Chapter IV. 

One cannot argue with time honored principles taught at the nation's illustrious business schools, i.e., 
Warton, Harvard, Stanford -but these schools prescriptions are far away from the financial constraints 
of small businesses. Those principles being such as "satisfy your customers"; "study the success of 
others"; "gather and analyze management information regularly"; "sharpen your marketing skills"; 
"increase the customers perception of value"; "position your business uniquely"; "eliminate waste"; 
"find something to improve every day," for example, the Kaizen, Japanese method of incremental 
improvement, "embrace change with a positive attitude"; and pull the trigger and start the battle I' 

The writer has visited many strip centers, "Main Streets" and malls, in number of states and has 
interviewed a number of valiant survivors. In Part II of Chapter IV, the reader certainly has to recognize 
the discouragehent and disillusionment of the respondent retailers about the end of their ~American 
Dream " 

Taylor and Archer, while truly attempting to encourage small retailers to survive, nevertheless did 
recognize the present devastation going on in malls, strip centers and the former "Main Streets" of 
middle America. Furthermore, it is easy to see that observers are shocked by the decline and elimination 
of most small retail stores in the ethnic and minority enclaves of our very large cities in the East, 
Midwest and the West. The elimination of small retail stores in the neighborhoods results in job loss and 
contributes to the ultimate conversion of a formerly socially stable neighborhood into a ghetto, beset by 
violence, crimes, drugs and an underground economy. 

Predatory Pricing - A State and Federal Legal Review 

Chapter V introduced the subject of legal review of mega-retail discount chain behavior in the pricing 
area. In the case of American Drugs, Inc. v. Wal-Mart Stores, Inc., an Arkansas predatory pricing case, 
Wal-Mart lost in the lower Chancery Court. 

This introduced the subject of "sales below cost" claims, and whether or not anything could be learned 
that might provide reviews of below cost pricing under the Sherman, Clayton, Robinson-Patman or 
Federal Trade Commission Acts. Up to this point, it appears that "sales-below-cost'' claims appear easier 
to maintain under state laws rather than under federal antitrust laws. The subject is tremendously 
complicated. Also, monopolization and predatory pricing under federal antitrust laws should not be 
confused with potential remedies under state unfair trade laws. 

In Arkansas, the Chancery Court rejected the "market basket" approach to analyzing "sales below cost." 
Rejection of the "market basket" approach means that an aggrieved plaintiff can recover in a state "sales 
below cost" claim regarding a particular product overall even if the retailer maintains a healthy profit 
margin 

Additionally, in the Arkansas case (in the lower Chancery Court), the judge determined that the 
plaintiffs need not show monopoly power to do damage to competition (involving complicated expert 
analysis of relevant markets and so forth). Instead the plaintiffs only needed to show the company had 
an intent to injure the competition, which could be inferred more directly from the company's stated 
policies and purposes. However, Wal-Mart won its appeal at the Arkansas Supreme Court level. Both 
the majority decision and the dissenting opinion in the Supreme Court case did create interest in the 
subject of predatory pricing and should stimulate the Federal Trade Commission and possibly the US.  
Justice Department to review appropriate federal regulatory statutes which might result in greater 
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protectian for the small retailer. Further, most states have enacted "baby" Sherman Acts which track the 
feded statute and the below-cost sales provisions. These are often contained in more general pricing 
statutes which are similar to the federal Robinson-Patman price discrimination law - either of which 
may be used advantageously to challenge truly predatory pricing behavior. Chapter V, also mentioned 
that a group of retailers took a different tack on pricing differentials by suing both manufacturers and 
wholesalers. This study shows that more and more of the chain's ability to lower prices is due to the 
massive discounts available to them for large volume purchases Not only are these unit prices not 
available to small retailers, but wholesalers, who used to sell the small retailer are disappearing, as the 
chains buy "direct" from the manufacturer. 

In August 1994, the House Small Business Committee met and listened to witnesses who were 
concerned about the survival of the small retailer in the face of growing power of the mega-retail 
discount chains. Should not the 1995 and 1996 Small Business Committee of both the House and Senate 
continue this type of public hearing? 

Materials from the U.S. Congressional Budget Ofice (CBO) were included in Chapter V for the purpose 
of opening the question (in public forums) as to which regulatory statutes are available at the federal 
level that might pertain to the behavior and growing power of chain stores Their interpretative 
comments and analyses of the Robinson-Patman Act were particularly valuable CBO describes "how in 
the 20's and ~ O ' S ,  large chain retail stores rose to prominence The market power of some of these chains 
enabled them to negotiate lower prices from manufacturers than could be obtained by the traditional 
small independent retailer For that and other reasons, the small retailer found it difficult to compete, 
leading to pressure on Congress to do something to help them The dissatisfaction with the lack of 
success of the Clayton Act in preventing price discrimination, led to the passage in 1936 of the 
RobinsonPatman Act." 

There appears to be many similarities in the retail market today as was noted by CBO for the period of 
the 20's and 30's Then it was the large chain that threatened the small retailer, today it is the mega-retail 
discount chain 

Predatorv Pricinp and What Was Learned from the Majority and Dissenting Opinions in Wal- 
Mart's Victorious Appeal to the Arkansas Supreme Court 

Chapter VI analyzed in some detail Wal-Mart's arguments to set aside the Chancery Court's decision 
against it. Wal-Mart believed that there was no rational basis for the Arkansas Court to have ruled 
against the company Further, in the appeal, Wal-Mart believed the Arkansas Act was preempted by 
federal law by the Robinson-Patman Amendments to the Clayton Act which specifically addressed the 
weapon of predatory pricing by monopolies 

The discussions in Chapter V and Chapter VI do suggest that it would be appropriate for the Small 
Business Committees of the House of Representatives and the U S Senate to hold hearings on the 
growing power of the mega-retail discount chains 

The Court's concluding comment in the dissent is reproduced here 

"We would hold that the Appellant has failed to prove that the Chancellor used an improper legal 
standard with respect to the inference of intent to injure competitors and to destroy or 
substantially lessen competition We also find that the Chancellor could have found an intent to 
injure competitors from the evidence in the record and particularly from the testimony of David 
Glass, Resident of Wal-Mart Stores, Inc. who used language such as aggressive,' to do whatever 
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it tab,' kill the compstition's momentum,' and war zones.' Appellant failed tqastablishthat the 
Arkansas Act Violates rights guaranteed by the Arkansas Constitution, Article 2, Section 2. 
Appellant also failed to establish that the Arkansas Act was preempted by federal law.28 

The Supreme Court, despite a strongly worded dissenting opinion by three justices, reversed the 
Chancery Court's victory for American h g s  Inc. and dismissed the original plaintiffs case and 
awarded in favor of Wal-Mart, the Appellant 

In Chapter Vr, the author provided great detail in the dissenting opinion because of references to the 
predatory pricing features of Robinson-Patman Act; particularly with respect to the several different 
approaches to calculating below cost sales on the "market basket" approach or the "single product" 
approach. The majority opinion in the Supreme Court reversal also acknowledged that, "Admittedly, 
there is point where competitive pricing ends and predatory pricing begins." Further, Justice Robert L 
Brown's majority decision in favor of Wal-Mart also pointed out that the Eighth U S Circuit Caurt of 
Appeals had discussed the difficulty in distinguishing the two in the context of the Sheman Act, i.e. 
"Competitive pricing" vs "Predatory pricing I' Moreover, while a finding that a defendant has engaged 
in selling below cost, is not the equivalent of finding specific predatory intent, nevertheless, it could be a 
basis from which such intent might be inferred 

In the Augnst 1994 House S mall Bnsiness Committee Pnblic Herrings and in Subsequent 
C o n r r S u p e  rstore for Hurting 
-11 Businesses and Entire Communities with Predatory Pricine. Unfair Labor Practices and 
Market Saturation 

In Joyce Barretts article on August 11,1994 in Women's Wear Daily she reported on the first 
Congressional probe of the retailing phenomenon that was changing local markets nationwide The 
mega-stores were blamed for e v e m g  from crushing local competition to altering the product 
distribution chain 

As the largest retailer in the nation, according to Barrett, Wal-Mart Stores Inc. drew most of the 
criticism, although Representative John LaFalce (D , NY), Chairman of the House Small Business 
Committee said he had hoped the discussion would not target specific retailers Wal-Mart's projected 
volume for this year was $85 billion 

Representative LaFalce said he aimed to explore three ways of protecting small business from the super- 
chains 

1. Increase publicity about expansion of the mega-stores. 
2. Curb federal money, such as industrial revenue bonds, that goes toward retail develoDment. 
3 .  Insure that federal antitrust and banking laws are tough enough and are enforced. 

LaFalce acknowledged that the federal government can do little to affect the recent course of retailing, 
but said he was concerned that superstore development was coming at the expense of smaller merchants. 

At the hearings, which were commented on in Chapter Vq there was a litany of complaints about the 
superstores. Thomas Muller, a Fairfax, VA, economist and the author of a report on the impact that three 
proposed Wal-Mart stores would have on northeastern V m o n t  communities, said Wal-Mart charged 
higher prices in communities where it has eliminated the competition. Also, Wal-Mart and other mega- 
stores don't increase the dollar volume of sales, but instead redistribute sales. Further he pointed out that 
the claim that Wal-Mart creates jobs also is wrong. Muller added that in communities with a Wal-Mart 
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the result could be fewer retail jobs. He also said that MI-time jobs in the mega-retail were often based 
on a 28-hour work week, instead of the usual 40 hours. He also observed that based on its current 
marketing strategy, Wal-Mart could open another 5,000 stores within the next 10 to 15 years. Muller 
hrther estimated. 

? 

"...that Wal-Mart had reached optimum penetration levels' in Arkansas, Mississippi and 
Oklahoma, and now appears to be targeting urban and mral areas in other states. The new Wal- 
Mart approach for areas close to saturation, as well as others, is to revamp the older stores as 
supercenters," Muller said. "These combine the general merchandise store with a fill-line 
grocery store, using the checkout counters."l 

Muller continued, 

"The experience of Wal-Mart has been that these superstores have increased per-square-fwt 
general merchandise sales With its superstores Wal-Mart sales could easily double, even in 
states where current stores are close to saturation. In a few years, given that current trends will 
continue, one corporate entity may have a substantial share of all retail trade in the United 
States "32 

The author recommends that the current Committees on Small Business in both the U.S House of 
Representatives and the U.S. Senate continue to hold hearings on the applicability of such regulatory 
statutes as the Sherman, Clayton, Federal Trade Commission and Robinson-Patman Acts upon these 
mega-retail discount chains and their effect on the weakening condition of small retailers in the United 
States, due in part to the ever increasing power of the chains to procure the lowest of prices from 
manufacturers and suppliers. 

While predatory pricing might have to be viewed differently in the federal area compared to state 
litigation, neveitheless the increasing power of the chains requires federal review in terms of applicable 
statutes and regulations designated to protect small business and to provide free market opportunities. 
Further, the opportunities of the large chains to secure "corporate welfare" in terms of financial 
assistance for building their huge stores should be re-examined by Congress, since many of the grants 
are basically part of federal funding 

An End to "Corporate Welfare" - Recommendations to Congress for Federal LeFislation to  
Combat and Restrict "Bii Box" Abuses 

The following recommendations set forth in Chapter Vm, hopefully would restrict "Big Box" abuses by 
mega-retail discount chains, developers and redevelopment authorities operating under existing state 
redevelopment laws by taking away state and local tax giveaways and providing a vehicle for 
Congressional Hearings. 

The idea is to attach strings to federal monies given states and localities. for example, such strings are 
oflen attached to highway monies. This would make sense here because these "Big Box" stores create 
additional burdens on federal highways as they are often built in areas accessible only by federal 
highway. 

The legislation would say that highway money would be reduced to any state which allowed these stores 
to go up in any of the following circumstances: 

(1) If the development received state or local tax incentives; 
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(2) If it wm within x miles of a federal highway; 
(3) Ifthe developerhetailer did not pay the government for the full social costs of building such a 
store (not just for repairing highways more often, but also cleanup of air pollution) (a study to 
determine those costs should be required); or 
(4) if a required "small business impact reporttQ showed existing small businesses would be 
injured significantly. 

Ideas for titles such as Small Business Survival Act; Retail Overdevelopment Act; Tax Financing 
Restraint Act (or any combination of these) 

Further since the Internal Revenue Code is filled with provisions which aid, help or restrict the activities 
of certain industties, it is a natural place to consider curtailing the redevelopment agency, developers 
and "Big Box" abuses. 

The idea might be to impose an excise or penalty tax on any state or local tax giveaways these "Big 
Boxes" wangle out of state and local government. The legislation possibly could apply only to retailers 
with an income over x billion dollars or a minimum of square foot. Our logic is this: The federal 
agencies and Congress are the only people who can stop the states and cities from cannibalizing each 
other as each gives away more and more in the form of tax breaks to win these mega-retail discount 
stores, only to rob their neighboring town or state of tax revenues (and jobs) from the existing retailers. 

Only states or the federal government can step in to stop the current warfare; warfare which makes local 
governments more dependent on Washington D.C. No new jobs are created, and because the mega-retail 
chains pay their employees less and kill jobs at other retailers, they cause the federal government to 
receive less in income taxes This should certainly interest Congress and the U.S Treasury Department 

It is also obvious that there are incidental costs to the federal government for "Big Box" store 
development They tend to expand near interstate highways, adding additional traffic which certainly 
costs the federal government more 

The mega-retail discount chains generally don't provide health insurance to employees, adding these 
people to the governments' burden. These chains are quite profitable, so an excise tax would not put 
them out of business 

Further, the environmentalists and preservationists should see the need to reduce the tax incentives for 
"Big Box" development Finally, those in favor of reducing the federal deficit should be eager to 
embrace new sources of revenue 

Greg LeRoy, previously cited in Chapter W, made it very clear that the state and federal governments 
have been wasting large sums on "corporate welfare" for enormously powerfid and rich retail 
corporations Whether it is a tax abatement or the right to retain sales tax revenues to pay for capital 
outlay or debt service; these are funds, which based upon earlier objectives, should have been applied in 
great part to rehabilitation of the "Main Streets" of the United States. Further, as Greg LeRoy pointed 
out, the grants help build structures which are often abandoned while the companies receiving the 
financial assistance move elsewhere. 

T- m t Urban Sp raw1 (The Work of the Nab 'onal Trust for Historic Preservab 'on) 

It is clear that the cities and towns of America, are gradually succumbing to urban sprawl. Moreover as 
described in many places in this study, the same type of sprawl is taking place in malls and Strip centers 
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away from the downtown areas. All of the abandments of stores that were a delight to see ten years 
ago have taken place in great part due to the restless mobility of such competing giants as Kmart, Target, 
Wal-Mart and other mega-retail discount chains, as they feverishly move from area to area building 
larger and larger superboxes in a desire to kill &their competition. Soon the nation will appear to be 
scenes ofdesemted malls looking like ravaged cemeteries, abandoned, looted, boarded up and loaded 
with graffiti 

Can better planning on national, state and local levels help with respect to zoning and involving the 
community and their citizenry? 

The following long term strategy for combating sprawl may be found in the work of the National Trust 
for Historic Preservation released in 1994.33 

“One of the best long term strategies for combating sprawl is to revitalize the downtown, the 
community’s traditional center of commercial, cultural, and social activity. Making downtown 
“the place to be” helps to attract businesses, shoppers, and appropriate development to Main 
Street‘. ” 
“Sometimes a downtown’s problems seem overwhelming to local citizens. By flooding the 
community with more commercial space than can reasonably be supported and by diluting the 
downtown’s economic vitality, sprawl can add to those problems. Yet dawntowns problems are 
not insurmountable. Rebuilding the historic commercial district’s economic strength simply 
requires persistence, collaboration, and a clear vision of what you hope to achieve.” 
“By identifying the downtown’s major problems, then breaking large tasks down into smaller, 
achievable steps that gradually bring about positive, incremental change, a community can 
restore the downtown’s economic vitality and make downtown, an exciting place to shop, 
conduct business, dine, live, and visit.“ 

A Successful Downtown Revitalization Program Will Usually Have These Characteristics 

1. A clear focus on a historic or traditional commercial district (either a downtown or a neighborhood 
commercial district). 

2 Comprehensive and coordinated design, promotion, organization and economic development 
activities. 

3. Strong support from both public and private sectors. 

4. Broad-based community involvement and support. 

5. A strong historic preservation ethic and a commitment to preserve the distrids historic commercial 
buildings. 

6. Willingness to take risks and try new approaches. 

7. Trained, professional staff, whose primary function is to coordinate the activities of committed 
volunteers. 

8. An active and effective board of directors and committees. 

9. An evolving track record of individual and overall successes in preservation-based commercial 
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Small businesses must stress the idea that fighting sprawl or rebuilding the "Main Street" is anti- 
competitive. The superstores spend a great deal of money to secure rezoning, win referenda and 
influence Iocal decisions. Small business has to collectively make a decision to invest in its own future. 

Key actions proposed by Beaumont which were taken from the Sierra Club Guide on this issue are as 
follows:37 

"1. Obtain a copy of the developer's proposal and analyze it. 
2. Find out if the proposed development complies with relevant federal, state and local laws. 
3. Make a flow chart of the development review process and include time deadlines. 
4. Think your objectives through carefidly set priorities. 
5 .  Organize a committee and delegate responsibility. 
6. Develop a well-reasoned position on the proposed development and back up your position 
with carefbl research. 
7. Develop grass-roots organizing and media Strategies. 
8. Generate letters to the editor and opinion pieces in the local paper early. 
9. Meet with local officials and opinion leaders. Draw their attention to facts they need to know. 
10. Turn out and speak out at public hearings. 
11. Ask the city council to d y z e  the development's probable fiscal, economic, environmental, 
traffk and other impacts. Make sure long-term impacts are considered. 
12. Circulate petitions. 
13. Distribute similar fliers clearly summarizing your position and the reasons for it. 
14. Raise money to pay for radio spots, newspaper ads, bumper stickers, and other ways of 
getting your message across. 
15. Above all, build broad public support for your position. Work to reach different segments of 
the community, especially local business and civic leaders." 

CONCLYS ION 

The author concludes this extensive review of the impact of the mega-retail discount chains on the 
economics and sociology of urban, suburban, "rurban" and rural areas with strong concern for the kture 
of Young Americans. Where will they work? Where will they live? Will we live in an economy of 
hopelessness or one of opportunities and entrepreneurial growth? While intelligent government policy is 
creative; nevertheless, the spirit of entrepreneurship should be enacted into our enterprises, from a 
private as well as a public point of view. 

( ( G o l I T o p o f l T a b l e  of Contents1 
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A t t o r n e y s  A t  L a w  

Steven A. Herum 
sherum@herumcrabtree.com 

January 19,2005 

Lodi City Council 
City of Lodi 
City Hall 
2 1 West Pine Street 
P.O. Box 3006 
Lodi, California 95241 

Re: Recusal of John Beckman 

Dear Honorable Members of the Lodi City Council: 

For the reasons stated in the attached declaration and the accompanying Appellate Court opinion, 
Lodi First respectfully demands that Mr. John Beckman be recused from hearing the matter 
concerning the Lodi Shopping Center scheduled for January 19,2005. 

Very truly yours,l 

Attorney-at-Law 

SAH:lac 

Enc. 

\\ntLoas\prolaw\documents\Z 146-002\SAH\4 1841.doc 

2291 West March Lane Suite Bloo Stockton, CP, 95207 
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DECLARATION OF STEVEN A. HERUM IN FAVOR OF DISQUALIFYING 
JOHN BECKMAN FROM PARTICIPATING IN THE LODI SHOPPING 

CENTER PUBLIC HEARING 

I, STEVEN A. HERUM, declare, 

1.  
attorneys representing Lodi First, an unincorporated association of residents, voters and 
taxpayers of the City of Lodi who oppose the Lodi Shopping center. 

2. 
Podesto at the Stockton Civic Auditorium. During the event MI. John Beckman, who I 
know to be the mayor of Lodi, approached me. 

3. 
so he could vote against me and vote for Wal-Mart.” He also asked in a disparaging 
manner, “how did it feel to be on the same side as Ann Cemey?” 

4. 
L.L.C. v. City ofLos Angeles. A true and correct copy of this opinion is attached as 
Exhibit “A”. Noting that bias or prejudice on the part of a decision maker must “never be 
implied and must be established by clear averments”, the Appellate Court found that a 
planning commissioner’s undisclosed authorship of a newsletter article attacking Nasha’s 
project “gave rise to an unacceptable probability of actual bias and was sufficient to 
preclude (the planning commissioner) from serving.” The planning commissioner 
“clearly should have recused himself from hearing this matter.” 

I am an attorney at the law firm of Herum Crabtree Brown. I am one of the 

On December 21,2004 I attended a farewell event for Stockton Mayor Gary 

Mr. Beckman stated that he “looked forwad to the January hearing on Wal-Mart 

On December 29,2004, the Appellate Court issued a decision entitled, Nushu, 

Executed at Stockton, San Joaquin County, California on this 19th\day of January, 2005. 



From: 
Sent: 
To: 
Subject: 

~ ~ ~~ 

Brett S. Jolley 
Friday, January 07,2005 4:06 PM 
Steve Herum, Natalie M. Weber; Amanda Payne (E-mail); Jesse McKnight (E-mail) 
Recent Case on Decision-Maker Bias 

DAILY JOURNAL SUMMARY 2nd District California Court of Appeal, Division 3 
Nasha LLC sought to develop five single family residences near Mulholland Highway. Environmental groups and 
neighboring residents opposed the plan, arguing that it would hinder wildlife movement. The matter was scheduled for a 
hearing before the South Valley Area Planning Commission. Prior to the hearing, one of the Commission members, 
Commissioner Lucente, wrote a newsletter article criticizing the project. Lucente also attended a meeting where he 
introduced one of the neighbors opposing the project. Lucente participated in the hearing and encouraged the Commission 
to reject the project. The Commission rejected it. Nasha petitioned for writ of mandate, contending that Lucente was 
biased. A trial court denied the petition, finding that Nasha failed to prove bias. 
Reversed. Procedural due process in an administrative setting requires a reasonably impartial, noninvolved reviewer. A 
person claiming partiality must show an unacceptable probability of actual bias. Lucente wrote an article that attacked the 
project as a "threat to wildlife corridor." Such a statement is not merely informational, as Lucente later claimed. Further, he 
denied having contact with any of the parties. In fact, he had contact with one of the neighbors involved in the case. 
Lucente's conduct gave rise to an unacceptable probability of actual bias. He clearly should have recused himself from 
hearing this matter. His participation in the hearing requires the decision to be vacated. 

OPINION 

NASHA L.L.C., 

Plaintiff and Appellant, 

V. 

CITY OF LOS ANGELES et al., 

Defendants and Respondents. 

No. 8167071 

(Los Angeles County 

Super. Ct. No. BC258585) 

California Court of Appeal 

Second Appellate District 

Division Three 

Filed December 29.2004 

APPEAL from a judgment of the Superior Court of Los Angeles County, David P. Yaffe, Judge. Reversed with directions. 
Luna & Glushon and Robert L. Glushon for Plaintiff and Appellant. 
Rockard J. Delgadillo, City Attorney, Jeri L. Burge, Assistant City Attorney, and Steven N. Blau, Deputy City Attorney, for 
Defendants and Respondents. 

Plaintiff and appellant Nasha L.L.C. (Nasha) appeals a judgment denying its petition for writ of mandate (Code Civ. Proc., 
5 1094.5). ' wherein Nasha sought to overturn an adverse decision by the South Valley Area Planning Commission 
(Planning Commission). * 
The essential issue presented is whether the Planning Commission's decision should be set aside due to an unacceptable 
probability of actual bias on the part of one of the decisionmakers. 
While this matter was pending before the Planning Commission, one of its members authored an article attacking the 
project under consideration. Accordingly, Nasha's claim of bias is well founded. The judgment is reversed with directions. 
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FACTUAL AND PROCEDURAL BACKGROUND 

Nasha owns five legal lots on Multiview Drive, north of Mulholland Highway and east of Laurel Canyon. The lots, which are 
surrounded by single family residences, range in size from 22,675 square feet to 46,244 square feet. Nasha seeks to 
develop the property with five new three-story single-family homes, with a maximum height of 36 feet and square footage 
ranging from 5,173 square feet to 6,648 square feet, including garages, decks and balconies. Each home also would have 
an outdoor pool. 
The site of the project is located within an area subject to the Mulholland Scenic Parkway Specific Plan (Mulholland Plan). 
The stated purposes of the Mulholland Plan include preservation of the area's scenic features as well as preservation of 
the existing ecological balance and biologic features. 
Although it is asserted the site of the proposed project is not visible from Mulholland Highway, due to its geographic 
location within the boundaries of the Mulholland Plan, Nasha was required to file an application to determine the proposed 
development's compliance with the Mulholland Plan. 

1. Administrative proceedings 

a. The mitigated negative declaration (MND). 
In November 2000, in accordance with the California Environmental Quality Act (CEQA) (Pub. Resources Code, $21000 
et seq.), the City Planning Department issued a proposed MND for the project. The Planning Department proposed an 
MND be adopted on the ground the mitigation measures which it outlined would reduce any potential significant adverse 
effects to a level of insignificance. 
Thereafter, the Santa Monica Mountains Conservancy (Conservancy) submitted written comments. The Conservancy 
argued the proposed MND was deficient for inadequately addressing potential impacts to the wildlife movement corridor 
which connects GrifMh Park to Fryman Canyon. 
Various neighbors, including one Mark Hennessy (Hennessy), also submitted comments. Hennessy likewise contended 
the MND was deficient and complained the project would substantially interfere with deer and wildlife habitat, and would 
degrade wildlife migration. 
In December 2000, based on comments submitted pertaining to the wildlife corridor, the Planning Department amended 
the proposed MND to include the following mitigation measure: "Provision of escape routes or wildlife corridors to allow 
resident wildlife access to uninhabited areas where they dwell, and monitoring of animal use of these escapes or corridors; 
[m Consultation with the Department of Animal Regulation, Wildlife Specialist or Supervisor, regarding animal relocation, 
design standards and management guidelines for escape routes or wildlife corridors; [fl Mapping of these escape routes 
or wildlife corridors with regards to their location, topography, and vegetation; and [m Post-construction landscape 
treatment to insure preservation of habitat for wildlife. Where habitat has been preserved, use of native plant materials is 
required." 

b. The Mulholland Design Review Board (ORB) recommends disapproval. 
Nasha's application also was considered by the DRB, which is an advisoty body. On December 14, 2000, the DRB 
recommended disapproval on the grounds that the size and massing were incompatible with the Mulholland Parkway 
environment, the flat roofs were incompatible, the retaining walls were too tall and long, and the development did not 
conform to the site. The DRB also recommended that an environmental impact report (EIR) be prepared for the project. 

c. The City Director of Planning (Director) approves the project. 
On March 23, 2001, the Director, as the decisionmaker, conditionally approved Nasha's application and certified the MND. 
The Director determined that as conditioned, there were "no significant adverse impacts which have not been mitigated to 
a level of insignificance." 

d. The appeal to the Planning Commission. 
In April 2001, the Conservancy and Hennessy, for himself and other neighborhood residents, appealed the Director's 
decision to the Planning Commission. 
The Conservancy contended the project would result in significant unavoidable adverse impacts to wildlife movement in 
the eastern Santa Monica Mountains and habitat resources, the MND was inadequate, an EIR was required, and the 
proposed buildings were incompatible with the terrain. 
Similarly, Hennessy asserted, inter aha, the Director's decision "creates a disastrous effect not only to the property itself, 
including the numerous wildlife species within this wildlife corridor canyon contained within this property, but also to the 
properties immediately adjacent. . . ." 
The public hearing on the appeal was scheduled for June 28,2001. 

e. Shortly before the Planning Commission hearing on the appeal, Commissioner Lucente authors an article hostile to the 
project. 
In advance of the Planning Commission hearing, the June 2001 issue of the Studio City Residents Association newsletter 
contained the following news update: 
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"MULTIVIRN DRIVE PROJECT THh-AT TO WILDLIFE CORRIDOR [fl A prop,,*d project taking five legal lots totaling 
3.8 acres for five proposed large homes with swimming pools served by a common driveway off Multiview Drive is winding 
its way through the Planning process. The Mulholland Design Review Board denied it unanimously. However, the Deputy 
LA City Planning Director overrode that denial. The Santa Monica Mountains Conservancy and the neighbors both 
appealed it to the South Valley Area Planning Commission. The Appeal hearing is set for June 28th after 4:30 pm in Van 
Nuys. (Please see HearingslMeetings, Page Two.) [7] After wildlife leaves Briar Summit heading eastward they must either 
head south towards Mt. Olympus or north to the slopes above Universal City. The Multiview Drive site is an absolutely 
crucial habitat corridor. Please contact Paul Edelman with the Conservancy at 310l . . . or Mark Hennessy who lives 
adjacent to the project at 323/. . . if you have any questions." (Italics added.) 
The newsletter article was unsigned. Lucente later admitted in deposition he was the author. 

f. while the appeal to the Planning Commission was pending, Lucente introduced Hennessy to speak against the project 
at a neighborhood association meeting. 
In addition to serving on the Planning Commission, Lucente also was president of the Studio City Residents Association. In 
June 2001, during the pendency of the appeal to the Planning Commission, Lucente introduced Hennessy at the 
Association's monthly meeting. At that meeting, Hennessy proceeded to speak against the project and in support of his 
appeal. 

g. The June 28, 2001 hearing before the Planning Commission; no disclosure by Lucente of his authorship of the article or 
of his contact with Hennessy. 
On June 28, 2001, the matter came on for hearing before the Planning Commission. At the outset, Lucente made the 
following statement: 
"I did want to state that in another capacity, as president of the Studio City Residents Association, we have included 
information on this matter in our monthly newsletter at the request of one of our members, which is a routine thing that we 
do. And I have not, however, had any direct contact with the appellants, nor have I discussed this project in any 
substantive way with anyone involved in this. So, therefore, I feel I can make a fair and impartial decision regarding this 
matter." 
An unidentified speaker then stated: "It doesn't impact you financially in any way." 
Lucente responded: "And there is no financial impact in any way. Therefore, I will be hearing this matter. Thank you." 
Thus, in Lucente's opening remarks, he did not disclose he in fact had authored the article which appeared in the 
Association's June 2001 newsletter. Also, contrary to Lucente's characterization thereof, the newsletter article was not 
merely informational. The article advocated a position against the project, which it characterized as a "threat to wildlife 
corridor," and sought to rally residents to support the appeal to the Planning Commission. 
Lucente's assertion he had not "had any direct contact" with any of the appellants likewise was inaccurate. As noted, 
earlier that month, Lucente had introduced Hennessy at an Association meeting to speak against the project. 

h. At the conclusion of the hearing, Lucente brings a motion to grant the appeal. 
At the hearing, the Planning Commission heard from various speakers, including representatives of Nasha, the 
Conservancy, and various area residents, including Hennessy. Nasha took the position that the MND adequately 
addressed the issue of the wildlife corridor, a position which the Conservancy and neighboring homeowners disputed. 
At the conclusion of the hearing, Lucente made a motion "to grant the appeal and find that the Director of Planning erred in 
the determination regarding this project and that the findings could not be made to . . . deny the appeal based on the 
testimony that we had here tonight." 
The motion was carried by a three-to-one vote. 

i. Nasha's unsuccessful requests for reconsideration. 
On July 5, 2001, one week after the hearing, Nasha filed a request for reconsideration based on new facts relating to bias 
by Lucente. First, contrary to Lucente's statement at the June 28, 2001 Planning Commission hearing, Lucente did have 
ex parte contact with Hennessy, one of the appellants, whom Lucente had introduced at a June 12, 2001 meeting of the 
Studio City Residents Association. Further, at the Planning Commission hearing, Lucente had failed to disclose his role in 
the newsletter article opposing the project. 
On July 12. 2001, Nasha reiterated its request for reconsideration in another letter to the Planning Commission, stating: "In 
order to protect even the perception of bias and conflict, the Commission should vote for reconsideration of this case, 
either for the purpose of allowing Commissioner Lucente to recuse himself or to request an opinion from the City Attorney 
pursuant to Charter Section 222." 
The Planning Commission did not reconsider its decision. 

j. The Planning Commission's findings. 
Four months after the hearing, the Planning Commission issued findings setting forth the basis for its decision overturning 
the Director's conditional approval of the project. The Planning Commission's decision indicated: 
"1. The Commission arrived at its determination based upon its review of available records and evidence contained in the 
subject and related files and upon testimony and evidence provided at the Commission hearing on the subject matter. 
"a. Based on a review of the building plans, landscape plans, and color palette, the five proposed buildings and associated 
landscaping are not compatible with the surrounding buildings and parkway environment for the following reasons: The 
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Specific Plan states, per Section I l . l . - .d . ,  that the building or structure should co,..dm to the surrounding buildings and 
parkway environment. In this case, the proposed houses are 'box like' with little articulation or stepping back. Furthermore, 
the visual massing and appearance resulting from the cumulative size of the homes and their retaining wall structures 
would not be compatible with the appearance of existing houses in this neighborhood. 
"b. On December 14,2000, the City Planning Department Environmental Staff Advisory Committee issued a proposed 
Mitigated Negative Declaration (MND) No. 2000-3622-DRB (Article V-City CEQA Guidelines) and determined that by 
imposing conditions, the potential impacts resulting from the project would not have a significant impact on the 
environment. At the June 28, 2001, South Valley Area Planning Commission appeal hearing for this case, the Santa 
Monica Mountains Conservancy presented evidence that potentially significant impacts to the wildlife corridor would result 
from project implementation and that the proposed mitigation measures identified in the proposed Mitigated Negative 
Declaration No. 2000-3622-DRB were insufficient to reduce impacts to less than significant levels. The project, as 
proposed, would not preserve the natural vegetation, existing ecological balance and environmentally sensitive areas and 
the biologic features in conformance with Section 2.K. and L. of the Specific Plan. The potential impacts to the wildlife and 
the corridors were not adequately analyzed by the proposed Mitigated Negative Declaration No. 2000-3622-DRB and 
therefore it was determined to be inadequate. 
"c. Project Permit Compliance Finding. The proposed project does not comply with the regulations, standards, and 
provisions of the Mulholland Scenic Parkway Specific Plan." 

2. Trial court proceedings 

a. Pleadings. 
On October 25, 2001, Nasha filed a first amended verified petition for writ of mandate to overturn the Planning 
Commission's decision (5 1094.5), joined with causes of action for declaratory relief and temporary taking without just 
compensation. Nasha named as defendants the City, the Planning Commission, and Lucente in his capacity as a 
planning commissioner. 
Nasha pled, inter aha, the Planning Commission's reversal of the Director's approval of the project was arbitrary, 
capricious, an abuse of discretion, a denial of Nasha's fundamental right to a fair and impartial decision, and unsupported 
by substantial evidence. 
with respect to Lucente's conduct, Nasha alleged his role in introducing Hennessy as a speaker against the project at a 
neighborhood association meeting, and his role in allowing publication of the newsletter article attacking the project while 
the matter was pending before the Planning Commission, reflected, at a minimum, a reasonable appearance of bias which 
required his recusal from hearing the matter. Further, to ensure that quasi-judicial decisionmaking is not tainted by even 
the reasonable appearance of bias and unfairness, Lucente's vote and the Planning Commission's decision should be set 
aside. 
Additionally, Nasha alleged the Planning Commission failed to act in the manner required by law in various respects, 
including failing to make certain necessary findings and in misinterpreting the Mulholland Plan; and the Planning 
Commission's decision was not supported by substantial evidence, in that, inter alia, the MND was adequate to protect 
wildlife access. 

b. Lucente's deposition. 
On January 18, 2002, during the pendency of the mandamus proceedings, Nasha took Lucente's deposition. In the 
deposition, Lucente admitted he authored the newsletter article, that he had spoken to Hennessy before the Association 
meeting and that he introduced Hennessy at that meeting. 

c. The City's opposition. 
The City filed opposition papers, asserting substantial evidence supported the Planning Commission's findings, the 
decision was principled and followed a clear analytical path, the Planning Commission duly relied on applicable provisions 
of the Mulholland Plan, and the attack on Lucente was spurious. 
The City emphasized Lucente had no financial interest, he was not the sole decisionmaker, and the standard for 
disqualification was not an appearance of bias but a probability of actual bias, a standard which was not met here. 

d. Trial court's rulings and judgment. 
On July 26, 2002, the matter came on for hearing. The trial court rejected Nasha's claim of bias arising out of Lucente's 
pre-hearing involvement attacking the project, stating: "I am going to reject [Nasha's] argument I think that [Nasha] 
either knew or had reason to believe at the administrative level that this guy had something to d th that, with the writing 
of that article, and therefore should-has not shown sufficiently that this argument could not have been made in the exercise 
of due diligence at the administrative level and therefore is precluded from urging disqualification for the first time here in 
court on the basis that he wrote that. And l don't think there's enough to show that he must be disqualified if he did not 
write it. So I'm not going to permit any further briefing or argument with respect to that." (Italics added.) 
The trial court then continued the matter to allow supplemental briefing on the sole issue of whether the Mulholland Plan 
applies to development projects that are not visible from Mulholland Drive. 
On September 26. 2002, the trial court denied Nasha's petition for writ of mandate, ruling that the Mulholland Plan is 
applicable irrespective of whether a project is visible from Mulholland Drive, and that substantial evidence supported the 
administrative decision "that the large homes that [Nasha] intended to construct upon the 5 lots were out of scale and 
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character with, and incompatible with, .,4e surrounding neighborhood." 
On April 11, 2003, the trial court entered judgment in favor of the City, the Planning Commission and Lucente. 
Nasha filed a timely appeal from the judgment denying its petition for writ of mandate. 

CONTENTIONS 

Nasha contends: the Planning Commission's decision should be set aside because Commissioner Lucente's pre-hearing 
actions attacking the project constituted actual bias; the Planning Commission's decision is not supported by substantial 
evidence; the Planning Commission failed to make any of the required findings to support its decision; the stated purpose 
for a design review process in the Mulholland Plan is to review projects that are visible from Mulholland Drive; and the 
Planning Commission's decision reversing the Director's approval of the MND was unsupported by substantial evidence. 

DISCUSSION 

1. Standard of review. 
The petition for superior court review of the final administrative decision by the Planning Commission was brought 
pursuant to section 1094.5. "The inquiry in such a case shall extend to the questions whether the respondent has 
proceeded without, or in excess of jurisdiction; whether there was a fairtrial; and whether there was any prejudicial abuse 
of discretion." (5 1094.5, subd. (b), italics added.) 
A challenge to the procedural fairness of the administrative hearing is reviewed de novo on appeal because the ultimate 
determination of procedural fairness amounts to a question of law. (Clark v. City of Hermosa Beach (1996) 48 Cal.App.4th 
1152, 1169-1170; Anservlns. Services, lnc. v. Kelso (2000) 83 Cal.App.4th 197, 205.) 

2. Nasha has shown an unacceptable probability of actual bias. 

a. Procedural due process principles apply to quasi-judicial decisionmaking. 
As explained in Beck Development Co. v. Southern Pacific Transportation Co. (1996) 44 Cal.App.4th 1160, 1888, "In 
considering the applicability of due process principles, we must distinguish between actions that are legislative in character 
and actions that are adjudicatory . In the case of an administrative agency, the terms 'quasi-legislative' and 'quasi-judiciar 
are used to denote these differing types of action. Quasi-legislative acts involve the adoption of rules of general application 
on the basis of broad public policy, while quasi-judicial acts involve the determination and application of facts peculiar to an 
individual case. [Citations.] Quasi-legislatie acts are not subject to procedural due process requirements while those 
requirements apply to quasi-judicial acts regardless of the guise they may take. [Citations.]" 
Here, the proceeding before the Planning Commission was quasi-judicial in nature, rather than quasi-legislative, because 
the matter involved the determination and application of facts peculiar to an individual case, rather than the adoption of 
rules of general application on the basis of broad public policy. (Beck Development Co., supra, 44 Cal.App.4th at p. 1188.) 
Accordingly, procedural due process principles are applicable. (/bid.) 

b. Procedural due process requires a reasonably impartial, noninvolved decisionmaker. 
Procedural due process in the administrative setting requires that the hearing be conducted ** "before a reasonably 
impartial, noninvolved reviewer." ' " (Gai v. City of Selma (1998) 68 Cal.App.4th 213, 219, italics added.) As this court 
observed in Nightlife Partners, Ltd. v. City of Beverly Hills (2003) 108 Cal.App.4th 81, "the broad applicability of 
administrative hearings to the various rights and responsibilities of citizens and businesses, and the undeniable public 
interest in fair hearings in the administrative adjudication arena, militate in favor of assuring that such hearings are fair." 
(ld., at p. 90.) 

c. The nature of the required showing: an unacceptable probability of actual bias. 
The "standard of impartiality required at an administrative hearing is less exacting than that required in judicial 
proceedings." (Gai v. City of Selma, supra, 68 Cal.App.4th at p. 219.) It is recognized that "administrative decision makers 
are drawn from the community at large. Especially in a small town setting they are likely to have knowledge of and contact 
or dealings with parties to the proceeding. Holding them to the same standard as judges, without a showing of actual bias 
or the probability of actual bias, may discourage persons willing to serve and may deprive the administrative process of 
capable decision makers." (Id., at p. 233.) 
Therefore, in order to prevail on a claim of bias violating fair hearing requirements, Nasha must establish " 'an 
unacceptable probability of actual bias on the part of those who have actual decisionmaking power over their claims.' " 
(Breakzone Billiards v. City of Torrance (2000) 81 Cal.App.4th 1205, 1236.) A party seeking to show bias or prejudice on 
the part of an administrative decisionmaker is required to prove the same "with concrete facts: ' "[blias and prejudice are 
never implied and must be established by clear averments." ' " (ld., at p. 1237; accord Hongsathavij v. Queen ofAngels 
etc. Medical Center(1998) 62 Cal.App.4th 1123, 1142.) 

d. Nasha has shown an unacceptable probability of actual bias based on Lucente's authorship of the newsletter article 
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attacking the project. 
The newsletter article by Lucente, attacking the project as a "threat to wildlife corridor." gives rise to an unacceptable 
probability of actual bias. 
We reiterate portions of the offending article for emphasis: "MULTlVlEW DRIVE PROJECT THREAT TO WILDLIFE 
CORRIDOR [fl A proposed project taking five legal lots totaling 3.8 acres for five proposed large homes with swimming 
pools served by a common driveway off Multiview Drive is winding its way through the Planning process 
wildlife leaves Briar Summit heading eastward they must either head south towards Mt. Olympus or north to the slopes 
above Universal City. The Multiview Drive site is an absolutely crucial habitat corridor. Please contact Paul Edelman with 
the Conservancy at 3101. . . or Mark Hennessy who lives adjacent to the project at 323/. . . if you have any questions." 
(Italics added.) 
Contrary to the position taken by Lucente, the newsletter article was not merely informational. The article clearly advocated 
a position against the project, which it characterized as a "threat to wildlife corridor." 
Lucente's authorship of the newsletter article gave rise to an unacceptable probability of actual bias and was sufficient to 
preclude Lucente from serving as a " ' "reasonably impartial, noninvolved reviewer." ' " (Gai v. City of Selma, supra, 68 
Cal.App.4th at p. 219.) Lucente clearly should have recused himself from hearing this matter. His participation in the 
appeal to the Planning Commission requires the Commission's decision be vacated. * 
e. There was no waiver by Nasha. 
In an attempt to salvage the Planning Commission's decision, respondents contend Nasha waived the issue of Lucente's 
bias by failing to raise the issue at the administrative level. (NBS lmaging Systems, lnc. v. State Bd. of Control (1997) 60 
Cal.App.4th 328, 337 [superior court erred in granting relief based on legal theory not presented during administrative 
proceedings].) The trial court was persuaded by this position, finding Nasha was precluded from raising the issue of 
Lucente's bias for the first time at the superior court level. The trial court's finding of waiver is erroneous, both factually and 
legally. 

(1) Nasha initially challenged Lucente's bias at the administrative level. 
The record establishes that Nasha in fact did raise the issue of bias at the administrative level. As indicated, on July 5, 
2001, one week after the Planning Commission hearing, Nasha filed a request for reconsideration based on new facts 
relating to bias by Lucente, specifically, Lucente's undisclosed ex parte contact with Hennessy, and Lucente's undisclosed 
authorship of the newsletter article attacking the project. 
Thereafter, on July 12, 2001, Nasha reiterated its request for reconsideration in another letter to the Planning Commission, 
stating: "In order to protect even the perception of bias and conflict, the Commission should vote for reconsideration of this 
case, either for the purpose of allowing Commissioner Lucente to recuse himself or to request an opinion from the City 
Attorney pursuant to Charter Section 222." 
In view of the above, the trial court's ruling that Nasha raised the issue of Lucente's bias for the first time at the superior 
court level is contrary to the record. 

(2) Superior courf may consider evidence not presented at administrative level relating to procedural fairness. 
Where the issue on administrative mandamus is whether the administrative hearing was procedurally fair, "the trial court 
may consider evidence not presented at the administrative hearing if the evidence addresses the petitioner's claim that he 
or she was denied due process or a fair hearing at that hearing. [Citations.]" (Nightlife Parfners, Ltd. v. City ofBeverly 
Hills, supra, 108 Cal.App.4th at pp. 89-90,) Section 1094.5, subdivision (e). enables the trial court to admit relevant 
evidence that, in the exercise of reasonable diligence, could not have been produced at the administrative hearing. Here, it 
was only in the course of the superior court action that Nasha had the opportunity to take Lucente's deposition to fully 
develop the issue of bias. Therefore, such evidence properly was before the trial court in the mandamus proceeding and is 
entitled to due consideration. 

3. Remaining issues not reached. 
Because the Planning Commission's decision was tainted by bias and must be vacated, it is unnecessary to address 
Nasha's other contentions. 

DISPOSITION 

The judgment is reversed with directions to issue a writ of mandate vacating the Planning Commission's decision and 
directing the Planning Commission to conduct a new hearing on the appeal from the Director's decision, before an 
impartial panel. Nasha shall recover its costs on appeal. 

KLEIN, P.J. 
We concur: 
CROSKEY, J. 
KITCHING. J. 
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' All further statutory references are to the Code of Civil Procedure, unless otherwise indicated 

In addition to the Planning Commission, Nasha named as defendants the City of Los Angeles (the City) and Tony 
Lucente (Lucente). in his capacity as a member of the Planning Commission. The Planning Commission, the City and 
Lucente are the respondents in this appeal. 

" 'Mitigated negative declaration' means a negative declaration prepared for a project when the initial study has identified 
potentially significant effects on the environment, but (1) revisions in the project plans or proposals made by, or agreed to 
by, the applicant before the proposed negative declaration and initial study are released for public review would avoid the 
effects or mitigate the effects to a point where clearly no significant effect on the environment would occur, and (2) there is 
no substantial evidence in light of the whole record before the public agency that the project, as revised, may have a 
significant effect on the environment." (Pub. Resources Code, 5 21064.5.) 

According to Lucente, he left the room for the duration of Hennessy's remarks. 

Nasha later filed a request for dismissal without prejudice of its declaratory relief and taking claims 

The deposition transcript includes the following colloquy: 
"0 And you didn't know what [Hennessy] was going to say? 
"A I knew that he was going to speak about this project. 
"Q And you told Mr. Hennessy that you would introduce him to speak? 
"A Yes. 
"Q And did you introduce Mr. Hennessy to speak? 
"A Yes, I did." 
Lucente then added that he left the room and did not listen to Hennessy's remarks. 

As indicated, Lucente admitted he wrote the article. Therefore, the trial court's comment "I don't think there's enough to 
show that he must be disqualified if he did not write it" did not speak to the issue. Further, the trial court faulted Nasha for 
raising the issue of Lucente's bias for the first time at the superior court level. However, as set forth above, the record 
reflects Nasha did raise the issue of bias at the administrative level - Nasha promptly requested reconsideration on that 
basis before the Planning Commission, Wice, to no avail. 

Respondents have emphasized that Lucente was not the sole decisionmaker. However, any attempt to characterize 
Lucente's participation as somehow harmless is meritless. Lucente's vote was decisive. The Planning Commission's vote 
was 3 to 1 in favor of overturning the Director's approval of the project, with Lucente voting with the majority. Had Lucente 
duly recused himself, there would have been only two votes to overturn the Director's decision. Because the votes of three 
commissioners were required to overturn the Director's decision (L.A. City Charter, 5 503(c)), absent Lucente, the 
administrative appeal would have failed. Therefore, Lucente's involvement clearly affected the outcome of the 
administrative appeal. 

Because Lucente's authorship of the newsletter article, standing alone, is sufficient to give rise to an unacceptable 
probability of actual bias, it is unnecessary to address Nasha's arguments relating to Lucente's undisclosed ex parte 
contact with Hennessy. 

BRETT S. JOLLEY 
Herum Crabtree Brown 
(209) 472-7700 
bjolley@herumcrabtree.com 
www.herurncrabtree.com 

This message is confidential in nature and is intended to be pmlecled by all applicable privileges including atfomeyclient and altomey work' pmduct. 
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January 18,2005 

Brett S. Jolley, Attorney-at-Law 
Herum Crabtree Brown Attorneys At Law 
2291 West March Lane, Ste. 6100 
Stockton, CA 95207 

Re: Proposed Wal-Mart Supercenter (Project) - Lodi, California, Environmental Impact 
Report (EIR) Traffic Impact Study (TIS) Peer Review 

Dear Mr. Jolley: 

VRPA Technologies, as requested, has reviewed the Draft Environmental Impact Report 
(EIR) prepared for the proposed Wal-Mart Supercenter shopping center (Project) located 
at SR 12Nv. Kettleman Lane and Lower Sacramento Road. Fehr & Peers Associates 
(consultant) prepared the Traffic Impact Study (TIS) in July 2004, which has been included 
in the Draft EIR. Based upon our peer review of the TIS, VRPA Technologies has 
prepared the following detailed comments. 

+ Study ArealStreet and Road Network: The intersection analysis for the TIS does 
not appear to be extensive enough, especially given the trip distribution developed 
by the consultant for the Project TIS. This means that some critical intersections 
east of the Project site such as the ramps at SR 99 (only 2 miles away), the 
intersection of Ham Lane and Kettleman Lane (SR 12), and Hutchins St. at 
Kettleman Lane (SR 12) were not studied. Each of these intersections should have 
been studied given the estimated 27% of Project traffic that the TIS consultant 
estimates will be originating from east of the site. 

Thus, the intersection analysis does not correspond to the trip distribution pattern. 
Failing to correspond the intersection analysis to trip distribution patterns results in 
affected intersections being omitted from the analysis. By omitting these 
intersections the EIR fails to provide important information concerning the impact of 
traffic and fails to address meaningful mitigation measures. 

Based on the above, a significant amount of traffic is expected to utilize SR 99 to 
gain access to the proposed Project. 
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In addition, there is a considerable amount of existing development located north of 
the Project site, which will be attracted to the proposed Project (25%) from north of 
SR 12 to W. Lodi Avenue or beyond along Lower Sacramento Road. As a result, 
the intersections of Vine and Lower Sacramento Road and W. Lodi Avenue and 
Lower Sacramento Road should have been included in the TIS. Further, 17% of the 
traffic generated by the proposed Project is expected, according to the TIS 
consultant, to be attracted from south of the Project site along Lower Sacramento 
Road. As a result, intersections along Lower Sacramento Road located south of 
Harney lane should have been included. Finally, 17% of the traffic generated by the 
Project is expected to be attracted to the site along SR 12 west of Westgate Drive, 
however; no intersections along SR 12 west of the site were included in the TIS. 

For example, 27%, 25%, and 17% of Project PM peak hour trips generated by the 
TIS consultant and distributed along the facilities referenced above translates into 
403, 373, 253 PM peak hour trips. Standard engineering practice indicates that an 
additional 50 peak hour trips at an intersection can cause the level of service to 
change to a lower service level. Lowering the LOS at an intersection is regarded as 
a significant impact from a CEQA context and a significant event by standard traffic 
evaluation practices. As a result, additional analysis at each of the critical 
intersections identified above should be undertaken to assess the potential and 
probable impacts of the proposed Project. 

Traffic CountslProjections: The Draft EIR does indicate that the traffic counts 
were taken on March 10, 2004. It should be noted however, that Caltrans TIS 
Guidelines require that the counts be adjusted to reflect seasonal and weekend 
variations in traffic. The TIS does not indicate that such adjustments were made to 
the existing counts. The peak season for traffic in the San Joaquin Valley is during 
the summer months; therefore it would have been appropriate, if not critical, for the 
TIS consultant to increase the volumes to reflect this predictable seasonal variation. 

As a result, the one day study, conducted on a Wednesday during the Spring omits 
relevant information and grossly under predicts the traffic volume. This is precisely 
why the Caltrans TIS Guideline requires the seasonal adjustment. 

Future traffic projections were applied for the Year 2020 based upon output from the 
San Joaquin COG Regional Traffic Model. 

Trip Generation - Project: Based upon review of the TIS, the development 
consists of a Wal-Mart Supercenter (226,868 square feet), a fast food restaurant 
(9,690 square feet), a high turnover restaurant (7,500 square feet), a pharmacy 
(14,788 square feet), and a bank (5,160 square feet). 

In most recent traffic impact studies conducted for Wal-Marl Supercenters, the ITE 
Trip Generation Handbook rate per 1,000 square feet for a free-standing discount 
store (FSDS) is applied or that of a shopping center is applied to the entire 

+ 
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development. In the case of this development, the TIS consultant used a rate from 
the ITE trip generation program of 5.06. 

During the summer of 2003, VRPA Technologies conducted a study of five free 
standing discount superstores (FSDS) to identify if that currently utilized ITE Trip 
Generation Handbook Rate was an accurate rate given the specifications of the 
typical free standing discount superstore being proposed and built today. VRPA 
Technologies' study considered freestanding Wal-Mart superstores in the states of 
Oklahoma and Texas. 

Trip generation analysis conducted by VRPA Technologies for the Supercenter 
sites utilized the average peak hour (4:30 - 5:30 PM) counts and the square 
footage of each Supercenter to determine the trips per 1,000 square feet during the 
PM Peak Hour. Traffic counts at each driveway for each Wal-Mart Supercenter 
were conducted on two typical weekdays (Tuesday, Wednesday andlor Thursday) 
from 4:OO PM - 6:OO PM. The first weekday count was taken in July 2003 and the 
second in October 2003. It should be noted that no inclement weather occurred 
during either count period and that the counts were not taken during a holiday week 
or season. 

The study concluded that of the free standing discount superstores studied, the 
average trip generation rate was 5.80 in the PM Peak Hour and 73.75 daily and the 
average square footage of the free standing discount superstores was 202,000. 
The study did not include the gas station square footage and assumed that with or 
without a gas station, the average PM Peak Hour trip generation rate was 5.80. 

Based upon the VRPA Technologies study, all sites surveyed concluded higher trip 
generation rates for the PM Peak Hour (between 4.26 and 7.58 per 1,000 square 
feet); therefore the study rate displayed in Table 1 of 5.80 should be the preferred 
choice of agencies when calculating trip generation for a Wal-Mart superstore. 
Since the Wal-Mart Supercenter proposed in the City of Lodi fits the characteristics 
of the Supercenters studied in 2003, VRPA Technologies believes the 5.80 rate for 
the 226,868 square feet designated as the Wal-Mart Supercenter is more accurate 
for traffic impact analysis. 

In the case of Lodi's TIS, the ITE average rate of 5.06 was used for the Wal-Mart 
Supercenter. This rate significantly underestimates the actual number of trips that 
will generated by the Project considering the results of the surveys described 
above. This underestimate is significant. First, it results in the EIR omitting relevant 
information concerning the nature, scope and severity of the traffic impact. Second, 
it precludes the EIR for addressing mitigation measures to minimize the magnitude 
of the impact. 

A key consideration for developments such as the proposed Project is the impact of 
weekend traffic on the access points to the development. The TIA Consultant did 
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- not consider weekend trip generation or impacts as part of its analysis. 
Referencing Table 1, most of the trip generation for a Supercenter or any type of 
superstore occurs during the weekend. As mentioned below the trip rates for 
Saturdays and Sundays are higher than the weekday trip rate. This is important 
because the turning lanes into the proposed Center must be of an appropriate 
length to accommodate vehicles desiring to access the center. During holidays, the 
need to estimate pocket length becomes even more critical if the trips that occur 
during that time or on a typical weekend day begin to stack into the through lanes of 
traffic causing a safety concern. 

Based upon a survey of a Supercenter in Carson City, Nevada conducted by MRO 
Engineers, the trip generation rate for Saturdays is 6.62 per 1,000 square feet, and 
6.44 for Sundays. These rates are 12.4% and 9.9% higher than the weekday trip 
rate (5.80 per 1,000 square feet) developed by VRPA for Wal-Mart Supercenters. 
Table 1 therefore, also includes the increased weekend (Saturday) trips that would 
be generated by the proposed center. 

P Pass by Trips 

The consultant utilized pass-by rates from recent versions of the ITE Trip 
Generation Handbook. VRPA Technologies has also applied these rates to 
Table 1. 

P Captured Trips 

The TIS did not apply a captured or multi-use trip rate since the shopping center 
rate already considers total trip generation within a typical center including those 
trips that visit more than one center tenant. 

P Results 

As seen in Table 1, the use of the VRPA Technologies’ free standing discount 
superstores rate of 5.80 results in 1,678 PM Peak Hour trips compared to the 
TIS generated trips of 1,493, or 185 additional PM Peak Hour trips. For 
Saturday and Sunday, the difference between the TIS generated trips of 1493 
and the Saturday (higher of the Saturday and Sunday survey rate) generated 
trips of 1,895, is 402 peak hour trips that have not been considered for purposes 
of the TIS analysis. 
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Table 1 
PROJECT TRIP GENERATION COMPARISON 

Lodi Shopping Center 
Use of ITE Trip Generation Rates vs 

VRPA Rate for WaI-Mart Superstores 6 
Use of ITE Rates f 

I 

-62 
2149 
-658 

Innme1 mps a n  assumed 
in the lE tdp generatian 
rate for a shopping center 

I 

-2 Walk-In Bank - Lowest Range Of R 

, ,..," 
1 FSD6 Weekday PM and Da8Iy Rates applied Qarsd upon resull~ of the Trip Gensrsl8On Survey ~ m d u n e d  by / R P l i  #0?1811s included in m e  Peer Review Letter) 
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9 Conclusion 

Referencing Table 1,  the VRPA Technologies weekday trip rate for the Wal-Mart 
Supercenter is 14.6% higher than the rate applied by the TIS consultant from 
ITE. This percentage difference is considered significant and clearly indicates 
that using the IT€ trip generation rate for a free standing discount store severely 
underestimates the number of trips that will be generated by proposed Wal-Mart 
Supercenters. Further, weekend trips should have been considered given the 
potential constraints with the turn lanes that would provide access to the 
proposed site. Finally, the actual traffic impacts and required mitigation 
measures that should be applied to the proposed development will be 
understated if the ITE rate continues to be applied. 

The ITE rate for Free Standing Discount Stores is based upon discount stores 
with up to 154,000 square feet. Stores of this size are not comparable to today’s 
superstores or Supercenters, which average 200,000 square feet or larger. 
VRPA Technologies has conducted a factual study of trip generation associated 
with Supercenter stores averaging 200,000 square feet or larger. Therefore, the 
ITE rate is inapt for a proposed Supercenter of this size. Indeed the ITE has not 
yet established a category and trip generation calculation factors for these types 
of retail uses. 

The information contained in the ITE Manual was prepared years ago and for 
stores that do not share the characteristics similar if not identical to the proposed 
project. 

Wal-Mart must know that its Supercenters are generating greater numbers of 
trips than those generated using the ITE Trip Generation Manual given the 
numbers of Supercenters that it has developed and continues to operate 
nationwide. This potential is acknowledged indirectly by Wal-Mart in its 
calculation of parking spaces, which far exceed the minimum required spaces 
identified by the City of Lodi’s development standards. 

P Trip Generation - Cumulative Projects: The consultant considered trip 
impacts from nineteen (1 9) approved but not built projects. Cumulative projects 
include by definition in the California Environmental Quality Act (CEQA) 
“probable future projects which may be limited to those projects requiring agency 
approval for an application which has been received at the time the Notice of 
Preparation (NOP) is released, unless a project has been abandoned by the 
applicant.” Further, CEQA also states that “probable future projects also include 
projects for which money has been budgeted or included in an adopted capital 
improvement program, general plan, regional transportation plan, or other similar 
plan. As a result of the above, the most critical cumulative projects were 
assessed to address near-term impacts. 
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However, the list excluded approved projects (see the list of omitted projects 
listed in the September 20, 2004 Herum Crabtree letter) makes the cumulative 
traffic impact analysis unreliable and substantially inaccurate. 

> Trip Distribution/Assignment to Adjacent Street and Road System and 
Project DrivewaysIAccess Points: Project trips were distributed using existing 
traffic flow patterns, location of the project site, and model results provided by 
San Joaquin COG. VRPA Technologies was able to fully identify how the trips 
were distributed based upon the percentages and trips provided in the TIS since 
there is more than one driveway to the site. 

+ Level of Service Results - Intersections: The TIS traffic level of service (LOS) 
analysis is based upon the Year 2000 Highway Capacity Manual (HCM). The HCM 
methodology is the most appropriate LOS methodology that can be applied to 
determine levels of service at critical intersections. 

Even though HCM was applied appropriately, the analysis conducted by the 
consultant may not be sufficient to address the LOS deficiencies at each of the 
intersections studied given the additional trip generation that should have been 
applied. Further, additional intersections should be studied given the amounts of 
peak hour traffic that will be attracted to the site from further away than the 
intersections that contained in the TIS. 

+ Level of Service Results - Segment Analysis: Based upon the information 
provided in the TIS, segment analysis was s t  conducted. The lack of such 
analysis prevents decision-makers and the public from evaluating whether or not 
additional travel lanes would be required between intersections within the Project 
study area. 

To determine whether additional lanes would be required, the TIS consultant can 
apply the HCM-Based Arterial Level of Service Tables (Florida Tables), which have 
been widely accepted and applied throughout the San Joaquin Valley using Valley 
default values. Without the required analysis this remains an unaddressed 
significant effect. 

Street and Signal Improvements: Based upon the results of the intersection 
analysis and signal warrant analysis referenced in the TIS, street improvements 
were identified. Signal warrants were included in the TIS. The street improvements 
will likely change once the appropriate signalized intersection analysis considering 
increased trips is conducted by the consultant. 

+ 

+ Left Turn Pocket Length Analysis: As referenced earlier, it is important to assess 
the left turn pocket length requirements for vehicles entering the proposed shopping 
center to determine if enough storage is available. 
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Referencing the Consultant's TIS, the left turn pocket storage analysis provided to 
determine what the pocket lengths must be to accommodate trips generated by the 
proposed project appears appropriate. Even so, VRPA Technologies must stress 
that when the additional trips that will likely be generated by the Project as 
calculated by VRPA, are added to the volumes assigned to the left turn pockets in 
the TIS, storage length cannot be accommodated over the long-term. 

When Saturday trips are considered, the problem will become even more significant 
resulting in significant queuing along SR 12 and Lower Sacramento Road. 

+ MitigationlFee Assessment Analysis: Fair share percentages associated with 
the Project were not calculated by the consultant even though such a calculation is 
required by the Caltrans TIS Guidelines. The Draft EIR and TIS do identify that the 
Project shall pay its Fare Share for traffic signal improvements at the Lower 
Sacramento Road and Harney intersection. It should be noted however, that the 
TIS and the EIR do not identify when such improvements will be financed to 
coincide with the mitigation that is required by the proposed development. Other 
fair share percentages for required mitigation were not identified or even referenced 
in the TIS. 

FindinqslConclusions 

+ Trip generation rates that are more appropriate for the major anchor proposed on 
the project site (Wal-Mart Supercenter) should be applied for purposes of the EIR 
and the appended TIS versus the rates applied for a free standing discount store. 

The ITE PM Peak Hour trip generation rate of 5.06 applied by the TIS consultant is 
significantly lower than the actual trip generation rate identified by VRPA 
Technologies (5.80) through its study of five (5) Wal-Mart superstores in Oklahoma 
and Texas. As a result, the trip generation estimated for the proposed project could 
potentially result in impacts that will not be expected until the proposed project is 
operating. This will further result in the inability of the City to require appropriate 
mitigation measures to address such impacts. 

+ Segment analysis must be conducted to determine whether additional lane 
improvements will be required between the major intersections affected by the 
project. 

+ The Left Turn Lane (LTL) requirements for all intersections affected by project trips 
will change significantly once the VRPA trip generation is applied for purposes of 
calculating left turn storage lengths. Furthermore, when Saturday trip generation is 
applied, the left turn storage lanes will become even more constrained and will 
result in the need for longer turn lanes or dual left turn lanes in some locations. 
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+ The TIS should state that the required mitigation can be funded through the 
mitigation fee program established by the City of Lodi; e.g.: that the improvements 
were considered during the impact fee study and that the collected fees will fund the 
required improvements for this proposed project as they are warranted. Further, the 
EIR should state how the Fare Share contributions will be collected by the City 
necessary to finance and improve the intersections studied. 

Based upon our firm’s peer review, the TIS should be revised and the Draft and Final ElRs 
should not be approved until the items listed above are corrected or incorporated into the 
TIS. 

Should you have any further questions or need further information, please contact me at 
559 271-1200 (office) or 559 259-9257 (cellular). 

Sincerely, 

Georgiena M. Vivian, Vice President 
VRPA TECHNOLOGIES 

GV/hg 
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Janua~y 5,2005 

Lodi City Council 
Lodi City Hall 
21 West Pine Street 
P.O. Box 3006 
Lodi, California 

Re: Lodi Shopping Center 

Dear Members of the City Council: 

I am a licensed agricultural sprayer and own an agricultural spraying business. My Pest Control 
Business License number is 03168 and my Qualified Applicator License is QL30317. In the course of a 
typical agricultural season I supervise or directly operate agricultural spraying for approximately 600 acres 
of agricultural land, primarily in the Lodi area. I also actively farm wine grapes in the Lodi area. 

Based upon my actual experience as a licensed and active agricultural sprayer and as a wine grape 
grower, I disagree with the conclusions found at Impact B2 of the EIR I w a s  also unable to h d  any 
evidence in the EIR to support a couclusion that this impact was not significant. 

Essentially the EIR states there will be various horizontal and vertical buffers between the 
shopping center and agricultural lands. Depending upon location, horizontal buffers will be between 72 
feet and 600 feet. There will be a vertical buffer in the form of masonry walls at a height of either eight or 
ten feet. The EIR concludes that these buffers minimize the potential for agricultural dust, pesticide drift 
and other conflicts with urban uses. 

Based upon my actual experience as a wine grape grower and commercial agricultural sprayer, I 
disagree and predict that there will be complaints ahout customary fanning and spraying activities. Even if 
the entire site was surrounded by a 600 foot buffer with a 10 foot high masonry fence there would still be 
significant conflicts between the shopping center and agricultural operations. 

Furthermore while the prevailing winds are from the northwest, the wind pattern is v q  
unpredictable and the likelihood of an event of conflict is extremely high. In fact, it is typical for the 
prevailing wind pattern to change during a single application of a pesticide or during a single plowing 
event. It is therefore a serious mistake to assume that prevailing winds are sufficiently constant to operate 
as a factor in reducing potential events of conflict. 

I reviewed the EIR to located evidence to support the EIR’s conclusions. However, I did not find 
a scientific study or a qualified statement of opinion to support the conclusion of Impact B2 that the various 
sized buffers minimize the conflict between the urban use and customary agriculml activities. Nor did I 
find a statement that prevailing winds were sufficiently constant and stable to meaningfully miniiizmg the 
likelihood of an event of conflict. As a result, 1 believe this EIR does not accurately evaluate this impact or 
supply evidence that I can evaluate and consider. The City should take another look at this issue. The 
impact is significant rather than less than significant. 

n 
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EXECUTIVE SUMMARY 

ADE’s analysis is incomplete. It fails to analyze the full build out of both 
the Lodi and Vintner’s square mall. The new Wal-Mart Supercenter, 
along with the build out of Lowe’s and Vintner’s Plaza will create over 
600,000 square feet of new retail space and CEQA requires all of this 
new space be part of their analysis. 

ADE fails to examine new developments in the market area (as they 
define it), in particular the Power Center in Stockton which will have 
over one million square feet of retail and the new Wal-Mart Supercenter 
in Stockton as well as the planned second Supercenter in Stockton. 
CEQA requires a full analysis of all curnularive impacts and this ADE 
has failed to meet this test. 

ADE’s analysis of grocery sales is flawed. They underestimate current 
sales in Lodi and fail to provide sales data on individual stores. Without 
such data, no analysis of subsequent sales (and store closings) is possible. 

Our analysis uses the same basic methodology as ADE, but corrects 
serious flaws and omissions in their data. We conclude that a substantial 
overcapacity in retail space, equal to 24% of current retail sales, will exist 
in Lodi, resulting in a large number of store closings including downtown 
Lodi. 

We conclude that the proposed Supercenter will displace the current 
Safeway, Albertson’s and Grocery Outlet and place the Apple and 
Rancho San Miguel markets under severe pressure. We also conclude 
one major pharmacy store in Lodi will close, most likely the Long’s near 
downtown. We also anticipate that the build out of the Vinter’s square 
and Lodi shopping area will close many other stores throughout the 
City-the most likely candidates: numerous small downtown stores 
including one pharmacy, numerous restaurants downtown, the ACE 
hardware, the Orchard supply hardware, and other discount retailers such 
as K-Mart. 

ADE examines retail sales leakage in the City of Lodi and surrounding 
region and claims that new retailers could be found to fill this leakage. 
However, they ignore Lodi’s high capture of sales in other retail 
categories. While it is possible for some leakage in specialty retailing 
and furniture to occupy retail space in Lodi, ADE fails to point out that 
this leakage would generate only a small amount of retail space when 
compared to the new development. 

At current growth rates, it will take over 10 years for Lodi to generate 
sufficient sales to fill the excess retail created by the Lodi shopping plaza 
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and the new Vintner’s square. In the meantime, many shopping centers 
in Lodi will deteriorate, creating urban decay. 

ADE asserts that the Supercenter will have little effect on downtown 
Lodi, but they fail to provide any analysis for this assertion. Our own 
analysis indicates that key anchor stores in or near downtown (e.g., 
Long’s and Albertson’s) will close leading to substantially lower sales 
downtown. Our analysis of sales in the downtown also indicates that the 
average business is struggling, generating just over $100 per square ft in 
sales,fur below national averages. 

Urban decay and physical deterioration is an environmental impact which 
must be addressed. While Lodi is currently healthy, the store closings 
stemming from the Lodi shopping plaza, which significantly increases 
retail space in the City will lead to urban decay and physical 
deterioration. 
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INTRODUCTION 

We have been asked by Brett Jolley, of Herum Crabtree and Brown, to review and 
comment on the Environmental Impact Report (“EIR) prepared for the proposed 226, 
868 sq. ft. Wal-Mart Supercenter in Lodi, CA as well as the subsequent closing of the 
current Wal-Mart, also in Lodi, which is approximately 120,000 square feet. In particular, 
we have examined the economic analysis provided by Applied Development Economics 
(ADE). 
According to the State of California’s Resource Agency: 

“The basic goal of the California Environmental Quality Act 
(CEQA) (Pub. Res. Code 621000 et sea.) is to develop and maintain 
a high-quality environment now and in the future, while the specific 
goals of CEQA are for California’s public agencies to: 
1) identify the significant environmental effects of their actions; and, 

2) avoid those significant environmental effects, where feasible; or 
3) mitigate those significant environmental effects, where feasible.” 

either: 

It is our professional opinion that there will be significant negative environmental effects 
to the City of Lodi stemming from the approval of this project. In this report, we have 
corrected several of ADE’s oversights and added new data where ADE failed to provide 
sufficient data for a full analysis. Further, the conclusions ADE reaches are not 
consistent with the data they do present. ADE’s data is also mostly from 2002, before 
the Lowe’s was built and their analysis, though it discusses these events, does not fully 
account for the build out of the Vintner’s square center where Lowe’s is situated. 

Our report demonstrates that the creation of the Supercenter will generate over-capacity 
in both grocery and GAFO retail space. Consequently, the proposed project will close 
other local businesses, leading to physical deterioration and physical decay conditions, 
adversely affecting public safety and orderly development of the city. This physical 
deterioration, sometimes referred to as “urban decay”, can impair the physical and social 
environment, create conditions that foster and exacerbate crime and poverty, and create 
an environment, which is not conducive to economic development. 

Evidence Upon Which This Report is Based. 

Dr. King visited Lodi in November, 2004,. The visit included the following: 

An examination of the proposed site; 

An examination of retail space near the proposed center; 

An examination of the downtown Lodi area; 

An examination of competing supermarkets as well as other related retail stores in 
the City of Lodi including interviews with a number of local managers; 

An examination of other retail stores and proposed retail projects including the 
new Lowe’s and the build out of Vintner’s square. 
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0 Interviews with managers in the grocery industry. 

Dr. King took several photographs of the proposed site and of the shopping areas near the 
proposed site. These photos are in the appendix. 

In addition, we examined the following materials: 

The Draft EIR, in particular the Economic Analysis (prepared by Applied 
Development Economics, hereafter referred to as ADE); 

Various other data from the U.S. Census, the California Board of Equalization, 
the City of Lodi, data and analysis from Claritas, and other public documents. 

0 

Project Description 

The proposed Lodi Wal-Mart Supercenter would create 226,868 square feet of retail 
space plus accompanying parking. In addition, the plan specifies an additional 113 
thousand square ft. of space for retail, restaurants and a gas station. A typical Wal-Mart 
Supercenter includes the following items: 

General merchandise (including apparel, toys, gifts, consumer electronics, 
appliances and household items) 

Groceries 
Pharmacy goods 
Visioncare 
Photo center and developing film 
Banking services 
Tires and lube; auto supplies 
Outdoor sales 
Garden tools, nursery supplies and plants; garden center. 

IMPACTS TO EXISTING RETAILERS AND POTENTIAL URBAN DECAY 

The Grocery Market in Lodi 
We visited all of the major Supermarkets in Lodi, estimated the total square footage and 
sales and interviewed managers to assess sales as well. Our general assessment of sales 
and square footage is in line with that presented in ADE’s report, however ADE’s report 
fails to specify sales at particular stores or sales at smaller grocers (and mom and pop 
stores). We believe this data is essential for a proper analysis of the grocery market in 
Lodi. 

Table 1 below presents our analysis of grocery sales in Lodi. ADE provides no estimate 
of sales at individual stores. Without this type of data, their analysis is incomplete 
and it is impossible to provide a meaningful analysis of the grocery market. Our 
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estimate oftotal sales is consistent with ADE’S.’ our estimates for square footage are 
similar, however some managers gave us slightly different estimates of square footage 
than ADE reported, and we assume that the managers know their stores. 

Table 1: Supermarkets in Lodi with Estimated 2004 Sales 

Grocery Store Square ft.(OOO) Saleslsq. ft. % Avg 2004 Saks/wk. (WO) Annual Sales (000) 
Ralev’s 6 4 s  375 96% $ 462 $ 24.000 
Ranch San Miguel 29 $ 286 73% $ 160 $ 8,300 
Albertson’s 55 5 245 63% $ 260 $ 13,500 
S-Mart 43 $ 465 119% $ 385 $ 20,000 
Safeway 55 $ 309 79% $ 327 5 17,000 
Food 4 Less 549 796 204% $ a27 5 43,000 
Apple 29 $ 286 73% $ 160 5 8.300 
Grocery Outlet 19 5 189 49% $ 69 $ 3,600 
Other 12 $ 333 85% $ 77 $ 4,000 
TotalVAvg 360 $ 394 101% 5 2,725 $ 141,700 

Lodi has a number of significant supermarkets including Raley’s, Albertson’s and 
Safeway. However, the Food 4 Less comprises about 30% of total supermarket sales in 
Lodi. Our analysis also indicates that a number of other supermarkets in Lodi are 
struggling. Column 4 in Table 1 indicates how sales per square feet compare to the 
national median grocery sales of $390.25: A supermarket with sales substantially below 
median sales is not likely to stay in business-indeed ADE has used this same 
comparison in their analysis of other projects (such as grocery retail in Selma). As one 
can see in the table, the Grocery Outlet, at $189 per square feet, and the Albertson’s, at 
$245 per square feet, are struggling. While we do not know their precise breakeven 
point, it is likely that the Grocery outlet is already losing money. Building a Supercenter 
will substantially reduce sales of both these stores. We also estimate that the Apple, 
Rancho San Miguel, and Safeway are marginal stores and would be significantly harmed 
by the Supercenter opening. 

Impact of opening a Wal-Mart Supercenter 
Table 2 amends Table 1 to include ow estimate of grocery sales at the new Wal-Mart 
Supercenter. We estimate that the new Wal-Mart Supercenter would generate at least 
$44.5 million in grocery sales per year, and quite possibly a substantially higher figure. 
In October 2003, Progressive Grocer estimated the average Supercenter had annual sales 
of Supermarket Type Merchandise of $44.5 million? The proposed Supercenter will 
devote 70,000 square feet of space to grocery sales, somewhat higher than the typical 
60,000, so we anticipate strong sales. 

I Our estimate of $137,000 is slightly higher than ADE‘s, however o w  estimates are for 2004 rather than 
2002. 
* See Dollars and Cents of Shopping Centers: 2004, the Urban Land Institute, 2004. 
’ Progressive Grocer, “Wal-Mart vs the World,” October 15,2003 
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If we subtract our estimate for grocery sales at the existing Wal-Mart, our estimate of 
excess sales is $34 million per year. Our estimate of the net increase in Wal-Mart 
Superstore grocery sales ($34 million) is roughly equal to the combined sales of the Lodi 
Safeway, Albertson's and Grocery Outlet markets ($33 million). Many of these grocery 
stores are anchor tenants and the closing of the anchor tenant will place severe pressure 
on the adjacent smaller tenants-urban decay will occur subsequently. We will analyze 
this possibility later. 

Table 2: The Effect of a Supercenter on Grocery Sales in Lodi 

Grocery Store Square ft.(000) Saledsq. ft. % Avg 2004 Saledwk. (000) Annual Sales (000) 
Ralev's 6 4 %  375 96% B 462 B 24 000 
Randh San Miguel 
Albertson's 
S-Mart 
Safeway 
Food 4 Less 

~ .. 
29 $ 286 73% $ 160 $ 8,300 
55 $ 245 63% 5 260 5 13,500 
43 $ 465 119% $ 385 $ 20,000 
55 $ 309 79% $ 327 5 17,000 
5 4 s  796 204% 5 827 5 43 000 

Apple 29 $ 286 73% $ 160 $ 8,300 
Grocery Outlet 19 $ 189 49% $ 69 $ 3,600 
Other 12 $ 333 $ 4,000 
TotaVAvg. 360 5 394 $ 141.700 
SuDer Wal-Mart Gmcerv 70 $ 636 ""Y $ 44.500 
Current Wal-Mart 18 $ 594 (206) $ (1 Oi692) 
TotaWAvg. 856 $ 175,508 
Excess Retail Capacitv $ 33.808 

Table 3 presents our estimate of grocery store sales approximately one year after the 
opening of the Supercenter. We assume that all stores would initially lose sales, however 
stores located closer to the Supercenter (i.e., Safeway, Food 4 Less) would lose 
proportionately more sales, and grocery stores which compete more closely with Wal- 
Mart's product mix (e.g., Grocery Outlet, Food 4 Less) will lose more sales relative to 
grocers who compete in slightly different market segments. 

Table 3: Analysis of Grocery Sales Post Supercenter 

Raley's 64 $ 289 74% $ 356 $ 18.500 
Grocery Store Square ft.(000) Saledsq. ft. % Avg 2002 SalesAvk. (000) Annual Sales (000) 

Ranch San Miguel 29 $ 234 60% 5 131 $ 6,800 
Albertson's 55 $ 191 49% $ 202 $ 10,500 
S-Mart 43 5 349 89% $ 288 $ 15,000 

Food 4 Less 5 4 s  500 128% $ 519 $ 27,000 
Apple 29 $ 241 62% $ 135 $ 7,000 

Other 12 $ 308 79% $ 71 $ 3,700 
TotaVAvg. 360 $ 287 74% $ 1,987 $ 103,300 
Super Wal-Mart Grocery 70 $ 594 800 $ 41.580 
TotalIAvg. 70 2070 800 $ 144,880 

Safeway 55 5 21 8 56% $ 231 $ 12,000 

Grocery Outlet 19 $ 147 38% $ 5 4 s  2,800 
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Our total grocery sales of $144,880 is slightly higher than the earlier $141.7 million we 
estimated to allow for some growth in grocery sales. (If we used a lower total sales 
estimate our prediction would be even more dire.) Even allowing for growth, it is clear 
that after the Supercenter has been built, the grocery stores already struggling will suffer 
significant losses. In particular, both the Albertson’s near downtown and the Grocery 
Outlet will have sales per square A. less than half the national median. The Ranch San 
Miguel, Safeway and Apple market will have sales just over half of the median. We 
conclude from our analysis that the Albertson’s and Grocery Outlet market will 
close, along with one other significant store. Given the close proximity of Safeway 
and their low post-Supercenter sales, we believe it is the most likely candidate. 

Potential for Increased Grocery Sales in Lodi 

The ADE report asserts at several points in their report that a Supercenter will likely 
increase total sales. Unfortunately, they fail to account for recent developments in the 
market area (as they define it), in particular the opening of new Wal-Mart Supercenter in 
Stockton. We discuss non-grocery retail later in this report. 

ADE estimates that the demand for groce stores sales in Lodi is $65.3 million; they 
estimates grocery sales in 2002 at $137.4. These estimates indicate that over half of 
sales in Lodi already go to people who live outside the City. This estimate is contrary 
to widely accepted estimates. In particular, Claritas estimates a total grocery demand in 
Lodi of $122 million. We are concerned about this underestimate in ADE’s analysis. 

ADE provides no analysis for their assertion that grocery sales will increase in the 
City of Lodi, post Supercenter. With the arrival of a Supercenter in Stockton, it is 
unrealistic to assume that the new Supercenter will substantially increase grocery sales 
outside of Lodi. Instead, one should expect that shoppers who would have purchased 
groceries elsewhere in Lodi will switch to the Supercenter. 

7 

Retail Sales in Lodi 

ADE also conducted an analysis of other retail in Lodi and the surrounding trade region. 
Their sales data relies on sales tax data from the California State Board of Equalization. 
However, ADE’s analysis focuses on areas where Lodi appears to have sales leakage 
while ignoring the fact that Lodi also draws retail sales &om outside. For the residents of 
Lodi this excess sales generates substantial sales tax revenue, which is generally good for 
the City. Table 3 presents a brief overview of the data ADE presents, however we have 
filled in a couple of missing spaces. In particular ADE fails to point out that, according 
to their own data, over half of all retail demand in Lodi is generated by residents 
from outside the City. In their analysis ADE emphasizes the relatively minor 

See “Socio-Economic Impact Analysis of the Proposed Lodi Shopping Center”, July 2004, Table 4, p. 5. 
We should note that we believe the demand for groceries in Lodi is significantly higher, though we 
generally concur with ADE’s estimate of sales. In either case though one can conclude that Lodi’s grocers 
serve the market outside the city. 
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opportunities for retailers in Lodi to capture local demand, while completely 
ignoring the most salient fact-that Lodi already serves as a regional center and 
that the build out of retail opportunities in Stockton and elsewhere is likely to 
diminish Lodi’s role as a regional retail area. Why should the City worry about this? 
Because the Supercenter (along with the Lowe’s and the build out of other retail already 
planned) will compete directly within retail categories where Lodi already draws 
customers from outside city limits-it is completely unrealistic to believe that Lodi’s 
regional capture can increase substantially-- if retail fails to grow as ADE asserts it will, 
Lodi will be left with excess retail capacity that cannot be leased. We discuss this issue 
in more detail later. 

Table 4: ADE’s Analysis of Retail in Lodi’ 

% Regional 
Total Sales Regional Capture Capture~otal Total Household 

Demand 

$ 362,146,720 $ 733,572,361 $ 371.425.641 51 Yo 

ADE’s Analysis of Retail Subject to Sales Leakage 

As noted above, while ADE’s own estimates indicate that Lodi already captures a large 
share of the regional market. Instead, they focus only on the areas of retail where Lodi is 
deficient. While we believe this type of cherry-picking represents poor analysis, we will 
respond to ADE‘s analysis in this section by examining the retail sectors ADE has 
indicated have sales leakage. 

Apparel 

ADE indicates that apparel stores suffer from a leakage of $8.9 million. The largest 
category here is represented by women’s apparel ($2 million). ADE suggests that 
leakage of apparel can be counteracted by the build out of retail near the Supercenter. 
We disagree. In particular many specialty retail stores (e.g., Ann Taylor, GAP) tend to 
locate in retail malls anchored by conventional department stores such as Macy’s. Thus 
the Supercenter would not be an appropriate venue for these types of stores. Indeed we 
believe it is the absence of this type of retail in Lodi that accounts for the leakage in 
apparel. 

~ 

See “Socio-Economic Impact Analysis of the hoposed Lodi Shopping Center“, July 2004, Table 4, p. 5 .  
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Superstores 

ADE estimates that Lodi suffers from $13 million in “leakage” from the lack of a 
Superstore and they mention Costco in particular. Their analysis is flawed since this $1 3 
million leakage is already accounted for by the fact that Lodi generates $71 million in 
regional capture in “discount and superstore” category (ADE estimate) and $84 million in 
the “discount store” subcategory. To separate the superstore category out and claim that 
a market is underserved is specious. 

ADE also asserts that the new Wal-Mart Supercenter will draw customers who live in 
Lodi but shop at Costco back to Lodi. They offer no evidence for this assertion. Our 
own research indicates that Costco and Wal-Mart Supercenters are poor substitutes, 
particularly when a Wal-Mart already exists. According to Forrester research: 

“A majority of BJ’s, Costco, and Sam’s Club shoppers say they are loyal 
to their discount club. The unique structure of discount clubs; where 
shoppers pay for access to discounted prices; means that more than 
80% of these loyal shoppers say they are loyal to their club . . . . 
Membership fees prove an effective means of locking in loyalty, as 
discount club shoppers are also i&equent cross-shoppers.”6 

Their research also indicates that the typical Costco shopper only goes to a Costco 13 
times a year. Given this infrequency it is less realistic to assume that Costco customers 
would go to a slightly closer Supercenter. 

Jewelry 

ADE’s analysis indicates some leakage ($444 thousand) in jewelry as well. As with 
apparel, we believe that the deficit is due to the lack of a regional shopping mall. Further, 
if the Supercenter reduces business in the downtown, as we expect (see later section), 
than it is quite likely that jewelry sales will fall since much of the jewelry sales in Lodi 
are downtown. 

Furniture and Home Furnishings 

ADE’s analysis indicates leakage in home furnishings and furniture. It is important to 
note that their analysis is based on 2002 data, before the Lowe’s was built. We anticipate 
that the Lowe’s will provide for a substantial amount in this category, though sales of 
furniture will still have some leakage. 

Total Demand for Retail Space from Leakage 

While we believe that ADE’s analysis of the demand for retail where leakages occur 
overestimates actual demand for the reasons outlined above, we believe it is useful to see 

Forrester Research, 2003. 
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if this retail would, in fact, generate enough sales to offset the Lodi shopping center. 
Table 5 summarizes our fmdings, using median values for sales per square foot estimated 
by the Urban Land Institute (ULI). We estimate that, even using ADE’s optimistic 
analysis, only 81,400 of retail space would be demanded. This is far smaller than the 
339,966 sq ft generated by the Lodi shopping mall or the new space generated by the new 
Lowe’s and the build out of Vintner’s square. Indeed it is smaller than the Wal-Mart 
slated to be closed. ADE’s report emphasizes the possibilities for these sales, yet fails 
to mention that even if these sales occurred they would generate little additional 
retail space in comparison to the new retail space. 

Table 5: Retail Space generated by ADE’s Est. Leakage in Lodi’ 

Retail Category Est Leakage (ADE) Median Sales sq f i  Est Demand Retail Space 
Amarel $ 8,925,409 200 44,627 
J e h e l ~  $ 444.484 300 1,482 
Furnit;re/Furnishing $ 7,940,609 225 35,292 
Total $ 17,310,502 81,400 

New Retail in Adjacent Areas 

ADE’s report fails to account for the additional sales that will be generated by the 
new planned and proposed projects in adjacent areas. In particular, ADE fails to 
account for the Park West Power Center in Stockton at 1-5 and Eight Mile road, just south 
of Lodi (which is anchored by a Target Supercenter). This center currently is 600,000 
square feet and another 400,000 square feet is planned nearby. Without a proper analysis 
of the effect of this center on retail in Lodi, ADE’s analysis is incomplete. 

Re-Leasing of Wal-Mart 

ADE also asserts that it would be fairly simple to lease the current Wal-Mart after it 
closes, however, their own analysis indicates otherwise. It is not easy to lease a 120,000 
square ft. building as other cities have found out. A recent report in the Wall Street 
Journal* indicates that 152 closed Wal-Marts exist throughout the U S ,  representing 13 
million square feet of retail space. Many of these stores have been closed for years. 
Since most retail demand in Lodi is already being served, we are skeptical that this space 
can be leased. If it is, there will be pressure on other retailers. 

’ We used estimates from Dollars and Cents of Shopping Centers: 2004, the Urban Land Institute, 2004, 
where available. No estimate for jewelry was available, so we used $300 per sq ft. 
*“Wall Mart’s Surge leaves Dead Stores Behind,” WSJ, September 15,2004. 
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Downtown Lodi 

Downtown Lodi is attractive and has a large number of businesses. A cursory view 
indicates that the downtown is fairly healthy, however we have serious concerns about 
the future health of the downtown. In particular, we estimate that the downtown contains 
approximately 100 businesses excluding banks, auto related stores and hardware stores. 
According to ADE, these stores generated $36 million is sales in 2002. Assuming that 
the average store is 3500 square ft, a conservative estimate based on our visit and national 
averages, we estimate that sales per square fi. in the downtown area at $102. This 
estimate is well below the median for most small specialty retailers (e.g., the national 
median figures are: $300 for restaurants, $200 for women’s specialty, $136 for cards and 
gifts?) We admit that these estimates are based on limited data; however ADE should 
have provided the City with a better picture of the health of its downtown in its analysis 
prepared for the City. 

ADE also estimates that only a few percent of downtown sales will be lost. This analysis 
is grossly optimistic. Without knowing precisely what stores will be built in the new 
centers it is difficult to make any estimate, however, it is reasonable to make several 
inferences: 

1. The pharmacies in the downtown area will be placed under further pressure from 
the new pharmacy ADE states will be part of the Lodi center as well as from 
increased pharmacy sales at the Supercenter (9yo of Wal-Mart’s sales are in drugs 
and a new pharmacy is planned on the Lodi center). A typical Long’s is 25,000 
square fi. 

2. The three jewelry stores downtown may face competition if a retail jewelry store 
opens outside downtown. 

3. Approximately 30 restaurants downtown will face competition from the build out 
of restaurants in the Lodi center or Vintner’s square. Numerous fast food places 
downtown such as Long John Silvers, McDonalds, pizza hut will all face m h e r  
competition. 

4. Specialty retailers such as Burton’s shoes face competition. 

5. Approximately 10 beauty stores and barbers face potential competition from the 
build out of Lodi center or Vintner’s square if it includes (as is likely) beauty 
stores and barbers. 

6. The 6 appliance stores downtown compete directly with Wal-Mart and other 
discount retailers. 

In short, ADE has failed to analyze any of these possibilities. Given the above, it is 
unreasonable to claim that a build out will not significantly impact the downtown. More 
importantly, given the marginal nature of downtown sales, it is our professional opinion 
that any significant reduction in sales can have a cascading effect. We believe that the 
Long’s downtown will close following the opening of a new drug store in the proposed 

See Dollars and Cents of Shopping Centers: 2004, the Urban Land Institute, 2004. 
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build out. As mentioned above, the Albertson’s, which is not far from downtown, is also 
likely to close. As traffic moves away from downtown more businesses will close, 
leading to a tipping point where the downtown starts to decay. The City of Lodi has 
spent a great deal of effort to keep the downtown vital. We believe this project will lead 
to the destruction of a vital downtown. 

Other Retail in Danger 

We have also identified a number of other stores and malls which are currently marginal 
and likely to close: 

The Vineyard Shopping center on Kettlemen Lanea few minutes drive from the 
proposed Supercenter and the new Lowe’s will face severe difficulties. One of 
the anchors, Ace Hardware, will compete directly with the new Lowe’s. We 
anticipate it will close within two years. The Wherehouse and Long’s also may 
become marginal and close. 

The Orchard Supply Hardware Store (approximately 50,000 square feet) will face 
sever competition from the new Lowe’s and may close. 

The (60,000 square feet) K-Mart will face competition from the Supercenter and 
may close. 

The stores adjacent all of these stores will all face additional pressure and some 
are likely to close. 

We believe a careful analysis of the retail market in Lodi indicates that the City already 
has a number of marginal retailers and shopping centers and that, particularly given the 
fact that Lodi already draws shoppers from outside the City, Wal-Mart’s increase in sales 
will be at the expense of these marginal retailers. 

Excess Retail Space in Lodi 

ADE‘s analysis is based on 2002 sales tax data and fails to address the recent build out of 
retail in the City in its report. An objective analysis must account for the additional space 
represented by the Lodi shopping center and Vintner’s Square. Table 6 presents the total 
amount of retail generated by the already approved build out of Vintner’s square plus the 
sales generated at $250 sq. ft. which is a conservative estimate of sales needed to 
maintain healthy commerce. 
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Table 6: Retail Space generated by approved Lodi build out plus Supercenter" 

Item Square Footage Sales @ $25O/sq. fl. yr. 
Closed Wal-Mart 120.000 $ 30.000.000 
Additional Non-Gocery Wal-Mart Space 
Closed Grocery Stores 
Additional Retail Space at Lodi Shopping Center 

351000 $ 8,750,000 
129,000 $ 32,250,000 
113,098 $ 28,274,500 

Lcnve'sNintne<s square bullout 297,403 $ 74,350,750 
Total 694,501 $ 173,625,250 

Our analysis indicates that Lodi will have an excess of retail space equal to 24% of 
2002 sales-and approximately 700,000 square feet. This translates into many store 
closing including the already mentioned grocery stores, pharmacy, hardware stores, 
discount stores and adjacent small retail stores. It is our professional opinion that the 
downtown will face urban decay as retail stores and restaurant's lose business and shut. 

Growth in Lodi 

The City and region is expected to grow by 2% per year over the next 5 years." 
Consequently it is reasonable to ask if this growth will offset the planned build out. 
Unfortunately, as Table 7 illustrates, it will take 11 years for this excess retail space 
to be filled, assuming (optimistically, we believe) that Lodi continues to draw over 
half its sales from outside the City. 

Table 7: Excess Retail Space generated by approved Lodi build out plus 
Supercenter" 

Total Sales Lodi 2002 $ 733,572,361 
$ 173,625.250 Sales from Excess Retail 

Excess Retail as % Total 24% 
Lodi Growth 2002-2009 15% ~ ~~ 

Est Years to fill Excess Capacity 10.8 

Urban Decay and Physical deterioration 

This pattern bas been observed in many other cities. Numerous studies of the impacts of 
retail superstore development have been conducted. The Shils Report (Edward B. Shils, 
Measuring the Economic and Sociological Impact of the Mega-Retail Discount Chains 
on Small Enterprise in Urban, Suburban and Rural Communities, The Wharton School, 

lo We used estimates 6om Dollars and Cents of Shopping Centers: 2004, the Urban Land Institute, 2004, 
where available. No estimate for jewelry was available, so we used $300 per sq A. 
I' From Claritas 2004 data, www.claritas.com. Their data is based on Census reports and data. 
I' We used estimates 6om Dollars and Cents of Shopping Centers: 2004, the Urban Land Institute, 2004, 
where available. No estimate forjewelry was available, so we used $300 per sq ft. 
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University of Pennsylvania, 1997) cites predatory pricing and overall economic decline 
among the possible impacts. Kenneth E. Stone studied superstore development in a 
large sample of Iowa cities and found that the location of a superstore can have delayed 
impacts on the viability of commerce in the surrounding area (a loss of 7,326 businesses 
in small Iowa towns between 1983 and 1993). 

Two studies of Supercenters in California conducted by Ph.D. economists also concluded 
that Supercenters are, at best, a mixed blessing. One study, conducted for the Orange 
County Business Council by professors at UC Irvine and UCLA,I3 concluded that: 

The economic loss due to lower wages and benefits paid by Wal-Mart would 
create a negative economic impact on southern California equal to $2.8 billion per 
year. 

“The fiscal impacts of a facility are often seen as clear-cut, but they are not, 
particularly when a big box retailer expands into food sales. This threatens to 
lower the taxable sales per square feet for a land use that is already riddled with 
inefficiencies and great risks should market conditions become unfavorable” 
(p.93). 

Another similar study of San Diego CountyI4 also came up with similar conclusions, 
including the following: 

“Wages and benefits can be expected to decline in San Diego County by $105 
million to $221 million annually” (p. i). 

“Lost pension and retirement benefits will impact the region negatively by an 
additional $80-170 million per year” (p. i). 

Taking into account multiplier effects, this loss could amount to $440 million a 
year @. i). 

“Fiscal benefits, in the form of sales and property taxes, are frequently less than 
originally expected and are not likely to cover the costs of traffic, police, fire 
protection, among others. Ultimately the net cost of these public services for 
Supercenters could exceed $700,000 per year” @. ii). 

The report also concludes that a number of other negative results may result from poor 
land use planning and the closing down of other businesses; we will discuss these issues 
later in this report. 

Urban Decay and Physical Deterioration 
For all of the reasons stated above, we believe there is a serious and significant 
possibility that the commercial space created by this proposed plan would create 

I f  “The Impact of Big Box Grocers on Southern California: Jobs, Wages and Municipal Finance,” by 
Marlon Boarnet and Randall Crane, prepared for the Orange County Business Council, September 1999. 
‘ I  “The Potential Economic and Fiscal Impact of Supercenters in San Diego,” by Rea and Parker Research 
prepared for the San Diego Taxpayers Association. 
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urban decay in the downtown as well as in other areas in the City of Lodi and lead 
to a less healthy business climate in the City. 

Urban decay in urban areas can include several possible adverse impacts on the quality of 
life in the local community. This includes visible symptoms of physical deterioration, 
capital stock and buildings in impaired condition, and involves aspects of “broken 
window” theory-that run-down, abandoned buildings signal lack of public policy 
concern and invite vandalism, loitering, grafi3i, high crime rates, and arson for profit. 
They signal hopelessness for nearby residents who may lose faith in local government. 
Such sites also pose significant policing problems and fire protection issues. They could 
become sites for dangerous rodent infestation and avoidable public health issues. The 
outward manifestations and visual evidence of urban environmental urban decay and 
physical deterioration, but are not limited to, such markers as: 

Overturned dumpsters; 
Broken parking barriers; 

0 

0 

0 

Closed Stores. 

Plywood boarded doors and windows; 
Parked trucks and long term unauthorized use of property and parking lot; 
Extensive gang graffiti and offensive words painted n the buildings; 
Dumping of refuge on site; 

Broken glass, litter of liquor or beer bottles; 
Dead trees and shrubbery together with weeds; 
Unsightly and permanent “For Lease” signs; 
Homeless encampments on the property or doorways; and 
Lack of building maintenance, paint peeling, or property encased in an unsightly 
chain-link fence. 

Another sign of physical deterioration are “brownfields”-abandoned, urban industrial 
sites that have become little more than neighborhood eyesores and that are typically 
accompanied by pollution. In cities throughout the country, dark factories tower over lots 
littered with garbage and scrap, neglected by their owner until the Environmental 
Protection Agency @PA) takes notice. Through a unique urban renewal program, the 
EPA is targeting 50 brownfelds it wants to clean up. It plans to provide the seed money, 
the expertise, and a legal green-light to cities looking to restore life to these dying urban 
areas. The EPA’s website provides insight and definitiondguidelines to urban physical 
deterioration and brownfield conditions. 

Existing Urban Decay in the City of Lodi 

A number of malls as well as the outskirts of the downtown area are already marginal, 
however Lodi has not yet experienced significant urban decay or physical deterioration. 
As we point out above, the downtown appears healthy, but many businesses are marginal 
and it is very possible that the downtown will decay as stores that anchor sales in the 
downtown exit. 

Report by California Economic Research Associates 
January 18,2005 

16 



Fiscal Impact to the City of Lodi 

Finally, ADE estimates that the proposed shopping center will generate an additional 
$1 11.5 million in sales to the City of Lodi. As we point out in this report, ADE’s 
analysis fails to account for any new development and assumes, incorrectly, that much of 
the new retail space will draw additional customers from outside Lodi. If Lodi did not 
currently serve non-residents that might be a reasonable estimate, however, since Lodi 
already generates over half its sales from outside, it is unreasonable to assume more sales 
can be generated from outside. Instead, it is our professional opinion, based on our 
analysis in this paper, that the Supercenter and build out of the Lodi shopping center will 
simply displace sales from existing retailers in Lodi, in the process driving a number of 
businesses under and creating excess retail space. At a minimum ADE needs to account 
for new retail planned and approved in the market area. 

A consequence of our analysis is that the build out will generate no significant increase in 
sales tax revenue for the City, while simultaneously producing significant (social) costs. 
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CONCLUSION 

ADE’s analysis is incomplete. It fails to analyze the full build out of both the 
Lodi and Vintner’s square mall. The new Wal-Mart Supercenter, along with the 
build out of Lowe’s and Vintner’s Plaza will create over 600,000 square feet of 
new retail space and CEQA requires all of this new space be part of their 
analysis. 

ADE fails to examine new developments in the market area (as they define it), in 
particular the Power Center in Stockton which will have over 1 million square 
feet of retail and the new Wal-Mart Supercenter in Stockton as well as the 
planned second Supercenter in Stockton. CEQA requires a full analysis of all 
cumulative impacts and this ADE has failed to meet this test. 

ADE’s analysis of grocery sales is seriously flawed. They underestimate current 
sales in Lodi and fail to provide sales data on individual stores. Without such 
data no analysis of subsequent sales (and store closings) is possible. 

ADE provides no analysis of demand for retail space after the build out of all 
these planned centers. Our own analysis indicates that a substantial 
overcapacity, equal to 24% of current retail sales, will exist in Lodi, resulting in 
a large number of store closings. 

We conclude that the proposed Supercenter will displace the current Safeway, 
Albertson’s and Grocery Outlet and place the Apple and Rancho San Miguel 
markets under severe pressure. In addition we conclude one major pharmacy 
store in Lodi will close, most likely the Long’s near downtown. We also 
anticipate that the build out of the Vinter’s square and Lodi shopping area will 
close many other stores throughout the City-the most likely candidates: 
numerous small downtown stores including one pharmacy, numerous restaurants 
downtown, the ACE hardware, the Orchard supply hardware and other discount 
retailers such as K-Mart. 
ADE examines retail sales leakage in the City of Lodi and surrounding region 
and claims that new retailers could be found to fill this leakage. However, they 
ignore Lodi’s high capture of sales in other retail categories. While it is possible 
for some leakage in specialty retailing and furniture to occupy retail space in 
Lodi, ADE fails to point out that this leakage would generate only a small 
amount of retail space when compared to the new development. 

At current growth rates, it will take over 10 years for Lodi to generate sufficient 
sales to fill the excess retail created by the Lodi shopping plaza and the new 
Vintner’s square. In the meantime, many shopping centers in Lodi will 
deteriorate, creating urban decay. 

ADE asserts that the Supercenter will have little effect on downtown Lodi, but 
they fail to provide any analysis for this assertion. Our own analysis indicates 
that key anchor stores in or near downtown (e.g., Long’s and Albertson’s) will 
close leading to substantially lower sales downtown. Our analysis of sales in the 
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downtown also indicates that the average business is struggling, generating just 
over $100 per square ft in sales,fur below national averages. 

Urban decay and physical deterioration is an environmental impact which must 
be addressed. While Lodi is currently healthy, the store closings stemming from 
the Lodi shopping plaza, which significantly increases retail space in the City 
will lead to urban decay and physical deterioration. 

See Appendix 1 : Photos 
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Appendix 1:  Photos 

See attached. 
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Food 4 Less is located in the Sunwest Plaza with Wal-Mart and JC Penny. The Wal-Mart 
Supercenter will be built in the same intersection. 
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The Target, Staples, Marshalls, and Safeway are located across from Food 4 Less. 



The Vineyard Shopping Center comprises Ace Hardware (virtually empty lot), The Wherehouse, 
Blockbuster Video, Jo-Ann Fabrics, Longs Drugs, and Fashion $5 (closed). This mall is clearly 
struggling. 



The Fashion $5 is already closed (see below). 



S-Mart Foods located on Kettleman’s Lane. Downtown Lodi at Church and W. Oak Streets 
there is an unsightly boarded store (see below). 







CONDITION “R” 

No conditional or final certificate of occupancy or other permit authorizing occupancy or 
use of a building shall be issued for the proposed Wal-Mart until all of the following 
events are fully satisfied: 

At least fifty (50) percent of the Wal-Mart building located at 2350 West 
Kettleman Lane is leased to tenants under a lease or leases containing a term or 
terms of at least five years at a market rate rent; 

For a period of three consecutive months the sales tax produced by the leased 
space, on a square footage basis, equals or exceeds the sales tax generated by the 
existing Wal-Mart building, on a square footage basis, for the equivalent three 
month period during the preceding year; and, 

Wal-Mart has not imposed or waives any restriction concerning the type or nature 
of tenants that may occupy the existing building. 

For purposes of this condition, the term “operating” means a tenant or tenants have 
obtained a permit for all tenant improvements necessary to receive a certificate of 
occupancy, have received final approval from the city for completing the tenant 
improvements, have received a certificate of occupancy and have been open to the public 
for business for a period of at least three months. 




