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ECONOMIC IMPACT ANALYSIS:
LOCAL MERCHANTS vs. CHAIN RETAILERS

This report is divided into three sections, which present similar data in different formats
for different audiences.

SECTION I: COMPARATIVE ECONOMIC IMPACT ANALYSIS presents a baseline
assessment of the economic impacts of three different, freestanding stores: BookPeople,
Waterloo, and a typical Borders. It provides much of the underlying data for subsequent
analysis.

SECTION Il: COMPETITIVE EFFECTS ANALYSIS is aimed squarely at policymakers.
It provides a five-year forecast of the likely effect of competition at Sixth and Lamar.

SECTION Ill: PROPORTIONATE ECONOMIC IMPACT ANALYSIS is aimed squarely
at consumers. It provides shoppers with an understanding of the implications of our
purchasing decisions.

Civic Economics has withheld a small amount of the underlying data in order to protect
the privacy and business practices of the local merchants in question. Questions
regarding methodology and findings should be directed to:

Dan Houston, Partner

Civic Economics
dhouston@CivicEconomics.com
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Economic Impact of Competition

At first glance, citizens and
policymakers might view the
scenarios above as the result of
healthy competition, enhancing
consumer choice and value.
Indeed, in such a dynamic
marketplace as Austin, such
shifts are taking place every day
in every line of merchandise. In
all of the scenarios, total sales of
books and music (and therefore
total sales tax revenue) at the
intersection will increase.
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However, the total return to the community entails activity beyond retail sales and sales
tax collections at a given location. The economic health of the city is impacted as well
by wages paid to local residents, by materials and supplies purchased locally, and by the
reinvestment of profits in the business and in the community. These factors are the
building blocks of economic impact.

Cumulative Gross Impact

without Borders, ’04 thru 08
(millions)

$50

National
Chain

Local
Merchants

$40 -

$30
$22.1

$20 - $15.4

$10

$0

$37.5

|

Borders BookPeople Waterloo

Cumulative Gross Impact

Total

with Base Case Borders, ’04 thru 08

(millions)

$50

National Local

Chain Merchants
$40 1 $35.1
$30 -

$20.7
$20 -
$11.3

$10 -

$3.1 .
$0 : ]

Borders BookPeople Waterloo Total

Liveable City

11

CivEc undertook to analyze the economic
impact on the local economy of each of
these scenarios. In  making these
calculations, we assumed that all
merchants would increase or reduce
expenses in proportion to changed
revenue. In the Strong Borders scenario,
for example, Waterloo will be expected to
experience a decline in revenue of 7%.
Therefore, the analysis incorporates a 7%
reduction in expenditures for labor,
materials, and services purchased locally.

In every scenario above, despite additional
total sales, the total economic activity
generated by these merchants is
projected to decline after the opening
of a Borders and Sixth and Lamar.

This counterintuitive outcome occurs
because every dollar drawn away from
a locally owned merchant by a chain
store results in a net loss to the local
economy. Activity generated by new
sales does not replace the activity lost
in that diversion of sales.

Civic Economics
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Policy Implications

Policymakers often feel compelled to draw chain
retailers into a jurisdiction as a means of
increasing sales tax collections, an apparently
painless way of maintaining necessary
government services without resorting to tax
increases. If we look only at the corner of Sixth
and Lamar, sales tax collections will indeed
increase if a Borders opens. That is true,
however, regardless of what opens on that site.

In the case at hand, increasing sales tax
revenues by siting a chain store directly
across from local merchants selling similar
goods at similar prices actually results in
reduced economic activity.

This analysis clearly demonstrates that public

Alternative Outcomes:

»New merchants bring a
new line of goods to the
market

»New merchants bring a
complementary line of
goods to the market

»New merchants
contribute to local
economic vitality

goals will be better served by promoting alternative retail options at the corner.

Two scenarios present more desirable outcomes:

1.

New merchants bring a new line of goods to the market, attracting additional
consumer traffic to the area to the benefit of neighboring merchants. For
example, former plans called for a cinema at the site. This would have offered a
product previously unavailable at Sixth and Lamar, drawing additional
prospective customers for all neighboring merchants.

New merchants bring a complementary line of goods to the market, leading to
increased browsing among merchants with similar but unique lines of goods. For
example, there exists in the neighborhood a cluster of antiques and home goods
shops. Shoppers for these goods are induced to visit several merchants, as
unique yet related items are offered in each shop.

A policy preference for local merchants will produce even greater economic
vitality.

Current smart growth policy and downtown development programs have created
the in this situation the unfortunate side effect of offering financial and
development assistance to a project that will actually sap economic vitality from
the urban core.
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SECTION lill: PROPORTIONATE ECONOMIC IMPACT

The economic impact analysis above provides compelling evidence of the public benefits
of local merchants relative to chain retailers. How might consumers use this information
to modify spending habits? The following analysis identifies the relative value provided
to consumers and the economic impact of their spending.

Value to Consumers

CivEc, with BookPeople and Waterloo staff,
prepared shopping lists for comparison. These Value to Consumers:
selections were not made in a scientific manner, ]
merchants were simply instructed to identify five Prices for books and
titles in each of five categories of books or music. music are nearly equal
ghey did qot engage in comparison shopping at Borders, BookPeopIe,
efore making these lists. CivEc then undertook
to compare the availability and cost of these items and Waterloo.
at each store.

30% of comparison
In the case of books, it is clear that Borders is not shopping selections

a “discount store.” In this atypical industry, prices
are printed on the product at the factory, and both
BookPeople and Borders use those prices in
nearly every case. Every item on the shopping
list was priced the same at both merchants. Moreover, approximately 30% of these
items were out of stock at the Borders store used for comparison.

were not in stock at
Borders.

In the case of recorded music, comparison shopping proves more difficult. Austin’s
Waterloo Records is among the top performing independent record stores in the nation,
and stocks an extraordinary variety of titles, from the latest popular music to the most
obscure local bands. For those titles on the shopping list that were in stock in both
places, aggregated prices were essentially equal, though price advantages among titles
varied considerably. In an independent comparison-shopping exercise, the Austin
American-Statesman recently found a savings of 8.5% at Waterloo versus Borders. (“At
What Price Music,” Austin American-Statesman, December 5, 2002).

Consumers seeking the most popular titles and artists receive equal value at each of the
three merchants studied. However, the consumer whose tastes run to more esoteric
books or local music is far better served at BookPeople and Waterloo. Indeed, these
findings emphasize the homogenizing effect of chain retailers. The consumer who
shops only at Borders may remain unaware of many artists and authors outside the
mainstream of the publishing and recording industries.
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Local Impact

Having established comparable
value and better selection, CivEc ||Local Economic Return from $100 Spending
then calculated the local
economic impact of $100 in
consumer spending at each of
the three stores.

When the consumer spends
$100 at Borders, approximately
$9 remains in Austin, primarily in
the form of employee salaries.
The remainder is transferred out
of the city almost immediately, in
the form of wholesale expenses,
administrative costs incurred
elsewhere, and profits. Applying
industry standard multipliers to
calculate total economic impacts, Borders BookPeople Waterloo

this $100 spent yields a total of
$13 in local economic impact. $13 $45 $45

By contrast, consider that same $100 spent at BookPeople or Waterloo. There, as much
as $30 is directly injected into the local economy. Again, much of this is kept local in the
form of employee salaries, but with local merchants administrative expenses and profits
are also directly placed into the Austin economy. Applying the same multipliers to
calculate total economic impacts, this $100 spent yields a total of over $45 in local
economic impact.

Consider this: If each household in Travis County redirected just $100 in holiday

spending, the local economic impact of that simple act would reach approximately
$10 Million.
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