The Economics of Big Box Retail


Virtually all the evidence shows that big box retail is not fiscally advantageous, and some studies show these stores actually cause economic harm to the towns where they locate. Following is a summary of independently conducted economic impact studies performed by university research centers, government committees, planning commissions and independent economists.

The disadvantages outweigh the neglible fiscal benefits of big box retail,

and when small, local businesses suffer, so does the community.


“When stores such as Wal-Mart or Target propose building in their areas, the initial reaction of local authorities is positive, citing an increased tax base and more options for the community.” If this sounds familiar, no this comment was not spoken locally. It comes from a report by the State University of Billings, Mont., Center for Applied Economic Research.


The study, titled “The Impact of Big Box Retail Chains on Small Business” (Oct. 2001) continues, “However, over the years the result is often a lower tax base as the smaller businesses close. Another fact is the quality of employment at these large stores – on average they pay less and have less benefits as compared to their smaller counterparts.”


Dozens of independent economic studies from across the country confirm that big box retail does not pay.


Humboldt County, Cal., formed an Ad Hoc Committee on Big Box Development (July 1999) solely for the purpose of determining the potential impact of this type of development. “The Committee found that there would be many advantages and disadvantages from the opening of a big box retail store. While advantages would accrue to the local entity in which the store is located and to a segment of the customer base, the committee concludes strongly that the disadvantages are greater. A new big box retail store would have negative fiscal impacts on surrounding municipal entities, not increase jobs or the quality of jobs, significantly harm and potentially bankrupt existing business and reduce the overall quality of life throughout the county.”


The committee concluded, “The impact on existing local businesses cannot be mitigated and will be significant” and that “quality of life and the unique identity of the community will be negatively affected.”


Multiple town committees such as the one in California reached the same conclusions as did economist Professor Edward Shils of the Wharton School at the University of Pennsylvania. In his exhaustive analysis of big box’s impact on rural communities (February 1997), he warned that this type of retail should not be judged only from an aesthetic standpoint, “but also from an economic and social preservation point of view.” Other economists share his viewpoint, including:

· Here in Connecticut, Professor Fred C. Carstensen, director of the Connecticut Center for Economic Analysis, stated (Nov. 2001), “If you’re really interested in improving the tax base, retail is the least productive way to go – it generates the least amount of net new taxes and does the most to diminish adjacent residential property values. A medical or other office complex would generate far more tax revenue and have far less impact on the area and, critically, would not generate pressure for additional zoning changes as other retailers try to ‘cluster’ around the traffic that big retail stores generate.” 

· At the University of California, economics and public policy professors Marlon Boarnet and Randall Crane agree. It is clear, they concluded, “that the fiscal benefits of super centers, and of discount retail more generally, are much more complex, and often lower, than they first appear.” (Sept. 1999)


· Small businesses suffer sales losses of from 16-46 percent after a big box store locates in town, according to University of Iowa Economics Professor Kenneth Stone (1995).

· Economists Elizabeth Hustone and Tom Muller analyzed the effect of big box openings in seven Iowa counties (May 1996):  “Although the local tax base added about $2 million with each Wal-Mart, the decline in retail stores following the opening had a depressing effect on property values in downtowns and on shopping strips, probably offsetting gains from the Wal-Mart property.” They found that each new big box store captured 77-100 percent of its sales from existing businesses.

· After reviewing four independent economic impact studies for a proposed big box store in New Paltz, NY (March 1996), the Planning Board rejected the store on the basis that it would erode the existing retail economy to the point of “a downward economic spiral effect feeding upon itself that could well lead to blight.”

· The Cuyahoga County Planning Commission in Ohio, in a regional retail analysis (Aug. 2000), found that towns frequently lose money on large retail facilities, but gain revenue from office, light industry and open space. The commission advised, “Communities planning to use retail development as the focus of an economic development strategy would be better served by trying to sustain and/or attract industrial and office-based businesses. Balancing residential growth with a mix of other uses is prudent from both an economic and sustainability viewpoint.” The report concluded, “Efforts may be better directed towards improving conditions for existing retail establishments, thus contributing to the well-being of the businesses and the community.”
In addition to the harm they inflict on existing businesses, big box retail can lower nearby residential property values. They are significant traffic generators. Canton’s recently proposed Target, for example, would have generated as many as 5,000 car trips a day according to the applicant – in a town of 8,800 people. The larger the parking and impervious service, the higher the concentration of pollutants that run off into waterways. Big box stores place high demands on town police, fire and ambulance services. They create more noise and light pollution than do smaller retail stores.

Super stores can’t create a sense of place, where local storekeepers know your name, your children’s names and even your pets’ names. Unlike local business owners, their ceo’s are unlikely to share our concern for our town’s long-term vitality. And large retail chains based out of state cannot hope to match the level of community participation that locally owned businesses offer.


The bigger they are, the harder they fall.

Retail is always in a state of flux, but the larger a store, the greater the impact of its closing.

When a big box store closes, adaptive re-use is a harder challenge than for smaller buildings. Compounding this problem, many retailers choose to leave buildings vacant rather than sell or rent them to competitors. Witness the abandoned Stop & Shop on Mountain Avenue in Bloomfield, where this practice has left the store vacant for the past few years. Wal-Mart now has 396 vacant stores; that’s 11% of its total number of stores. 40% of these stores have been vacant for more than 3 years. Like similar chains, the company’s policy is to establish a foothold to the point of over-saturation in order to keep out competitors, and then close the less profitable stores.

Finard & Company of Massachusetts, a large commercial realty service firm, publishes a monthly Retail Review. Its March 2001 edition said New England is one of the last regions to see large retail chains bankrupted by even larger ones, and attributed that to the region’s “notoriously tough zoning and low population growth.” The report concluded, “This is good news for New England at least in the short run,” but warned investors to beware several years down the road. “Will we start to look just like the rest of the country? Will we continue to weather market ups and downs better than other 

regions?” 

Retailers are willing to adapt to community wishes.

In the past, big box retailers would build only one or two prototype designs, take it or leave it. But now even the largest realtors realize they must be flexible in order for communities to accept them.

The national retailers magazine, “Stores” (May 1, 2001) reported that “physical size caps along with specific rules and regulations are becoming more common” and listed many of the towns nationwide, including Wilton, Conn., that have such size limits.

As a result, retailers are changing the way they do business. Sears is piloting 20,000 sq. ft. hardware stores. Wal-Mart builds 40,000 sq. ft. Neighborhood Markets.  Target is building a 6-story store in downtown Stamford, including a 3-story parking garage – despite the higher cost of parking garages versus lots. Many chains, like Circuit City and Staples, allow a wide range of square footage in their superstores. Grocery stores that would, barring town regulations, as a first choice prefer to build “super” stores with full pharmacies, houseware departments and even gas stations, are similarly opting to build more compact stores to suit size cap regulations.

Quality of life has economic value.


Decisions that we make that make Canton a more appealing place to live will also improve Canton’s economy. Quality of life is fast becoming in short supply, and towns that think of quality of life as a commodity can cultivate and manage that commodity.


“Research shows that quality of life is an especially important screening factor for firms in technology businesses or that employ highly skilled workers in knowledge-based service and production,” states a report by the James Irving Foundation in California. (“Linking the New Economy to the Livable Community”, 1998.)


“Livability and quality concerns are becoming more important with economic change. In the new economy, quality of life has become a community’s most valuable economic asset,” the report continued. “Just as companies now compete on quality, so too will communities compete on quality now.”

Summary

The several Connecticut towns and hundreds nationwide that have adopted maximum retail size regulations are pro-active in planning their future growth. This is a smart-growth approach that does not limit the amount of square footage on a site, but does preserve the scale and character of a town's development. Towns that manage their growth in positive and thoughtful ways maintain their quality and livability over time. This, in and of itself, makes them desirable locations for development and appealing places to live.
Submitted by Canton Advocates for Responsible Expansion, Inc. 
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