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 The Big-Box Retailer’s Effect on the Community
Retail stores like Wal-Mart, Home Depot, Circuit City, Kroger and Borders are known as big-box retailers for the large (50,000+ square feet), box-like, free-standing structures they generally place their stores in.  These big-box stores are a common sight to most American shoppers today, often located in a regional shopping center or clustered in a so called “power-center” consisting of multiple big-box retailers located in close proximity to each other.  This was not the case at the turn of the twentieth century.  In the late 1800’s and early 1900’s, small retailers dominated the retail landscape.  These stores were opened in the middle of neighborhoods, or in more rural areas, these shopping areas would be concentrated on the town’s main street, giving rise to the popular “Main Street, USA” moniker.  During the early 1900’s, a new concept in shopping began to appear in urban centers called the department store.  Stores like Macy’s in New York and Wanamaker's in Philadelphia “…were architectural gems, often featuring organs, art, and catering to family culture of a rising middle class” (Shils, 1997, p. 2). These stores contained a large array of products and services, and appealed to the entire family.  Items sold in the department stores were often nationally branded or designer label, and the service was on a personal level.  J.C. Penney, Montgomery Ward and Sears Roebuck grew to be the large retailers at this economic stage.  Also during this time stores like Woolworth’s and S. S. Kresge’s started a new category of discount specialty merchandiser often categorized as the “Five-and-Dime”.  After the war and into the mid 1950s, suburban development began to boom.  Initially these suburbs were to be residential areas only, with shopping areas to remain in the heart of the city.  Shortly, however, shopping centers anchored by the large retail chain stores began opening in the suburbs.  Small retailers were largely excluded from these new developments by the developers and investors who only wanted contracts with the large, well-known chain stores.  At the midpoint of the 1950s, fewer than 2 dozen regional shopping centers (300,000 sq. ft or larger) existed in all of the United States (Hoyt, 1956). Growth of these shopping centers grew exponentially after 1954, when Congress made changes in the tax code called accelerated depreciation.  This bit of tax code change allowed the profit made from a new building to be cancelled out through the large write offs of depreciation, often cancelling out profits from other income sources as well.  The 1954 Tax Code made it possible "to recapture the risk capital in a building venture during a brief, tax-protected period, often as short as five years” (Colean, 1955, p. 184).  The result of this change was that investment money began pouring in, and shopping centers began to spring up everywhere, even places where they didn’t necessarily make sense.  By the beginning of 1960, there were over 100 of these regional centers, and “over the next twenty years, eighteen thousand shopping centers and malls were built in the United States” (Mitchell, 2006, p. 9).  This further squeezed the small retailers, who often owned or leased older buildings, since only new construction could qualify for the tax break, thus denying needed incentives to allow the small retailers to attract and keep customers through renovation or moving.  During this building boom, the regional chain stores and new entrants to the category began building bigger stores which had a broader inventory and stressed their price advantage over smaller retailers.  Kmart, Target, and Wal-Mart all began regional operations in the early 1960s, while Sears, J.C. Penney and Montgomery Ward continued their national growth.  The regional chains continued to expand nationally throughout the next twenty years, such that in the early-1980s, Kmart would have over 2000 stores, Wal-Mart would have in excess of 800 stores, and Target over 200 stores (Halverson, Lisanti, Longo, Markowitz, & Lettich, 1992).  The success of these stores led to the creation of a new type of store called a “category killer”. A “category killer” is a retailer that specializes in one category of merchandise, often wiping out smaller competitors in the same niche.  Stores like Home Depot, Toys “R” Us, and Circuit City all belong to this category.   Since the mid 1980s, these big-box retailers have been in a massive growth mode, expanding their number of stores and square footage across the country at a relentless pace.  In 1996, the top ten retail chains captured 15 percent of consumer spending (Mitchell, 2006). Less than a decade later, in 2005, 

The top ten captured nearly 30 percent of the more than $2.3 trillion that Americans spend in stores each year.  Two or three corporations now dominate each retail sector.  As the chains have gained market share, tens of thousands of independent businesses have disappeared. (Mitchell, 2006, p. 10)
Unfortunately, the placement of a big-box store in a community does not “…have a positive impact on all the businesses in that area" (Novak, 2006), as it is often sold to the local residents.  The big-box retailer leads to a decline in the number of long term, well-paying retail jobs. The big-box store further hurts the local community by outsourcing much of its needs to a corporate headquarters, whereas a local store would generally use local services.  The loss of jobs and services sourced in the local community will lead to the shuttering of many locally owned and operated businesses, leading to a loss of much needed civic and business leaders.  Finally, a big-box causes an increase in need for tax money and services that the community has to bear, often causing a net loss at the final accounting. These actions are generally slow moving and not noticed on a day to day basis by the residents; but the result remains the same.  Similar to the Trojan horse described in Virgil's Aeneid, the arrival of a big-box retailer in a community heralds a significant, and often unseen, threat to the community’s economic and civic well being.
On the other side, the big-box retailers often present themselves as major additions to the local economy. They roll out statistics showing the growth in retail sales and shopping options they will provide. They add up the number of new jobs and tout the added tax revenue that the store will bring.  They show how they will invest back into the community with their support for local charities and businesses.  What they do not show is that retail sales growth is really only a shift of sales from an existing local business to their own outlet.  They do not show how job gains will be offset by further job losses within the following 18 months, nor do they show how their purported increase in tax revenue transforms into a real decrease.  The big-box also does not publicize how they will impact other local businesses by outsourcing most services outside the community, causing a shortage of work and a secondary economic hit to local businesses.  Regarding their donations to charity, in one study (Institute for Local Self-Reliance, 2004, p. 3), local retailers gave four times as much, relative to sales, than the big-box retailers did.  The big-box version of progress would have us all destroying our communities and futures for the allure of shopping nirvana.
A common misconception that many communities share is that the big-box stores bring substantially more jobs and better pay to the community. Wal-Mart routinely claims (Wal-Mart, 2007a, 2007c, 2007d) that they will employ hundreds of employees in new stores, often adding a percentage of how many of those jobs will be full time positions. While there is no doubt that upon opening a new store, retail employment is increased, those increases seem to be short-lived. Basker states that a new Wal-Mart “…increases retail employment by 100 jobs in the year of entry” but then continues to say that in the following five years it drops to a “…net gain of 50 jobs” (Basker, 2002, p. 1).  Another long term study by Neumark states that “…results indicate that a Wal-Mart store opening reduces county-level retail employment by about 180 workers, implying that each Wal-Mart worker replaces approximately 1.5 retail workers” (Neumark, 2006, p. 6).  By allowing the placement of a big-box store in the neighborhood, civic leaders may be doing their community irrevocable economic harm. In Rodino Associates’ report (as cited in Miller, 2004), 

Big box retailers and superstores may negatively impact the labor market in an area by the conversion of higher paying retail jobs to a fewer number of lower paying retail jobs. The difference in overall compensation (wages and benefits) may be as much as $8.00. (Miller, 2004, ¶ 37)
This same report claims that because of Wal-Mart’s sub-standard wages, an average Wal-Mart employee costs federal taxpayers an extra $2,103 a year in the form of tax credits or deductions, or public assistance (Miller, 2004, ¶ 34). Another study, financed by a major grocery chain in the United Kingdom named Tesco, found that opening one big-box grocery store causes an average loss of 276 jobs within a 15km radius of the store over the first 18 month period open (Porter, 1998). Clearly this type of job conversion and tax impact is not of any benefit to a community, in fact, placement of a big-box store is economically detrimental to residents.

Closely related to the retail job losses suffered after the arrival of a big-box is the impact from loss of goods and services purchased locally.  Since big-box stores are not locally owned, they have no vested interest in supporting other local businesses; instead they maximize profits by centralizing their services (Civic Economics, 2002), rather than sourcing from professionals in the local community.  Supplies are trucked in from vast distribution centers located far from the actual store, and very little, if any, money flows into the local community for goods.  The Institute for Local Self-Reliance (2003) found that “a typical big box store spends 14.1 percent of its revenue within the local and state economy, mostly in the form of payroll. The rest leaves the state, flowing to out-of-state suppliers or back to corporate headquarters”.  
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Figure 1
This same study states that locally based businesses spent 53.2 percent (see Figure 1) of its revenue locally, including: 

wages and benefits paid to local employees (28.1 percent of total revenue); inventory, supplies, and services from other local businesses (16.9 percent); profits that accrued to local owners (5.4 percent); taxes paid to local and state government (2.4 percent); and contributions made to local charities (0.4 percent). (Institute for Local Self-Reliance, 2003, p. 2)
Another study, conducted for the city of Austin, Texas, found that for “…every $100 in consumer spending at Borders, the total local economic impact is only $13. The same amount spent with a local merchant yields more than three times the local economic impact” (Civic Economics, 2002, p. 4). This data further supports the negative business impact felt from the arrival of a big-box retailer in the community.
Often overlooked in the discussions about placement of big-box retailers is that of community leadership.  This isn’t a factor that can be easily measured by numbers or dollar amounts, making it difficult to quantify, and thus it is frequently ignored.  Many community leaders are also small business owners, and as their businesses are eliminated, so too is their role in the community (Shils, 1997).  Local business owners invest in the community: financially, personally, or both.  To them the community represents more than a profit center; it is home, full of personal relationships and interactions.  The Honorable Jean Ankeny, a Vermont State Senator (as cited in Shils, 1997) echoed this sentiment,

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. (Shils, 1997, ¶ 70)

These civic leaders contribute their time and efforts to local causes in an attempt to better the community, for as the community thrives, so does their business and the livelihoods of their family and just about everyone they know.  In Tolbert (2005) a strong correlation is shown between high local retail ownership and high voter turnout, decreases in crime rate, and infant mortality rates. In another study, by Lyson (2001), a survey of 400 small communities found that those with many small businesses had a larger middle class and less crime, poverty, unemployment, and a smaller number of low-birth weight babies.  By losing these local businesses, and by extension the leaders; communities become more politically passive and are rendered vulnerable to negative social influences.  For communities to survive and thrive, they must have an invested local business leadership.

Possibly the most damaging financial impact of a big-box location is the direct and indirect costs associated with these stores.  Direct costs are things like road and utility maintenance and fire and police departments.  One study (Tischler, 2002, p. 13) found that small businesses located in a downtown district need approximately $768 per 1,000 square feet, a big-box standalone needs $1,023 per 1,000 square feet, and a regional power center $1,248 per 1,000 square feet in direct costs related to road maintenance, public works, and police and fire protection (See Figure 2)..  Not only does the big-box cost more per square foot, they also have more square feet on average in a store.  According to the Institute for Local Self-Reliance (2006), an average small retailer runs approximately 2,000 square feet, while a typical big-box will run in the 60,000 to 140,000 square foot range.  This means that the costs to support a big-box on the low end of the scale (60,000 sq. ft) could support almost 40 smaller retailers of average size.  Police costs increase due to increased traffic flow to and from the stores, requiring more patrols; and the increase in police calls associated with big-box stores, who involve local police in all incidents by company mandate. Indirect costs are losses in property values, sales taxes and financial incentives given to the big-box to locate in a community.  Nearby homes lose value from added traffic and noise; commercial property loses value as businesses close.  Muller and Humstone (2001) found that even though sales tax revenue increased after the opening of a big-box, the closing of many local businesses depressed the property and sales tax base enough that it negated the increase from the big-box.  In the Barnstable study (Tischler, 2002), it was  further determined that a big-box store generates a loss of $468 per 1,000 square feet, a power center generates a $314 loss per 1,000 square feet, and downtown retail generates a surplus of $326 per 1,000 square feet (See Figure 2).
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Figure 2
From this chart, it is very clear to see that the big-box store does not return any economic value to the community, whereas the small retailer has lower costs, higher revenue and positively contributes to the community tax base.
While there is no doubt that big-box retailers are here to stay, there should be some question as to whether the community should allow them to continue on in their current mode of business.  If their continued saturation levels continue, it is clear that many communities will suffer economically and civically, perhaps never to regain what was lost.  The big-box retailers will continue to cause substantial job losses in communities in which they open stores.  The further loss of the local business segment of goods and services outsourced to the corporate headquarters and regional distribution warehouses of these big-box retailers will lead to more local business closures and loss of even more jobs; as these local businesses close, so too goes the community leadership, safety and well-being of the community.  Consequently, the loss of businesses, the increase of services required by the big-box, and the subsequent decline in tax revenue all point to the harm these retailers can cause by entering a community.  The ultimate legacy of the big-box store may be their economic and civic gutting of the community, for certainly the repercussions of those actions will last far longer than the products they sell.
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