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INTRODUCTION

On Thursday, February 3, 2011, the Committee on Small Business, chaired by Council Member Diana Reyna, the Committee on Community Development, chaired by Council Member Albert Vann, and the Committee on Economic Development, chaired by Council Member Karen Koslowitz, will hold a joint oversight hearing entitled: “Oversight: When Walmart comes to town, the effect on local Small Businesses and Communities.”  Those invited to testify include Economics Professor David Merriman of the University of Illinois at Chicago, representatives from Walmart Stores, Inc., the Drum Major Institute, the Korean-American Small Business Service Center of New York, the Small Business Congress, Make the Road New York, the Pratt Center for Community Development, the National Supermarket Association, Gotham Government Relations, NY Jobs with Justice and Urban Agenda, Good Jobs New York, the Neighborhood Retail Alliance, New York Communities for Change, the National Hip-Hop Summit Youth Council, the Hispanic Chamber of Commerce of Queens, as well as representatives from various chambers of commerce and local economic development corporations. 

OVERVIEW 


Walmart is apparently planning to open stores in New York City. While no formal announcements have been made with respect to location, Walmart has kicked-off what the New York Times called “a full-court press publicity campaign, complete with advertisements, mailers, radio spots and a New York-specific Web site…” to lay the groundwork for an advance into the five boroughs.
  While the Times characterized this as a publicity campaign, Walmart’s actions have all the earmarks of a political campaign designed to win over support for its stores.  According to recent news accounts, among many other “as of right” sites, Walmart is considering a 180,000 square foot space at The Related Companies’ Gateway II complex.
  Given the various controversies about how Walmart operates and its considerable impact on the economics of labor, manufacturing and small business displacement, it is vital that the City have a better understanding of what it means when Walmart comes to town.  Accordingly, the City Council will hold the first in a series of hearings to measure the impact of Walmart’s presence here in New York City.   Today’s hearing will focus on Walmart’s impact on small businesses and communities.

While there are no Walmart stores currently located in New York City, other major American cities – Los Angeles and Chicago – each have one. The Chicago Walmart, which opened in 2006, provides a case study on the economic impacts of Walmart in an urban setting.  Indeed, a 2009 study examining the impacts the Chicago Walmart had on the surrounding area found that in the first three years after Walmart opened, 82 of 306 nearby small businesses closed, 25 percent of competitors closed within the first year, and, over the first two years, nearby competitors faced a 40 percent chance of failure.
      


Given the breadth of products sold by Walmart, few small businesses would be untouched by its presence. The size and format of a Walmart store can range anywhere from a 185,000 square foot Supercenter (such as the one being considered at the Gateway II complex, as noted above) to a 15,000 square foot convenience store and can offer a wide array of products and service including general merchandise, a full line of groceries, vision centers, pharmacies, banking and beauty salons, among many others.
 

Further, as the largest private employer in the United States, Walmart has an enormous impact on job creation, wages, benefits and working conditions. Various studies discussed in this report examining these issues have found that each Walmart employee replaces about 1.4 employees in the rest of the retail sector,
 that the average hourly wage touted by Walmart leaves a family of four below the federal poverty threshold,
 that overall the average retail worker’s wages are 10 percent lower because of Walmart’s presence
 and that Walmart’s workers’ reliance on public assistance due to substandard wages and benefits has become a form of indirect public subsidy to Walmart.
   

In addition to the concerns over Walmart’s low wages and benefits, Walmart has compiled a well-documented, if questionable, track record with respect to how Walmart treats its employees and the communities in which their stores do business. For instance, Walmart is currently the defendant in the largest gender discrimination class-action lawsuit in United States history, has utilized a practice of locking-in overnight employees
 and has forced employees to work unpaid overtime.
    
Finally, Walmart’s almost total control of its suppliers creates a sort of monopoly that is clearly antithetical to America’s antitrust traditions. It is well-known that Walmart has the power to put out of business those manufacturers and suppliers who disagree with it.
 Such monopoly power is misplaced in a U.S. economy that relies on the power of creativity and independence as its engine. 

The overwhelming majority of businesses in New York City are small businesses. Of the approximately 215,000 businesses in New York City, nearly 90 percent have 20 or fewer employees and over 60 percent have five or fewer employees.
 Furthermore, small businesses in the retail trade with under 20 employees (i.e., those that would compete most directly with Walmart) account for over 13 percent (28,591 out of 215,537) of the city’s businesses overall.
 The small business sector’s role as the backbone of New York City’s economy, both as an employer and as a creative entrepreneur class, underscores the importance of truly comprehending the impact that would come from Walmart’s presence in the City.

BACKGROUND


Walmart Stores, Inc. is an American corporation with its headquarters in Bentonville, Arkansas. Founded by Sam Walton in 1962, Walmart Stores, Inc. has become the world’s largest corporation,
 as well as the largest retailer in the world with 8,692 stores and club locations and 2.1 million employees worldwide.
  
Since February 2009, Walmart has experienced six straight quarters of contracting same-store sales in the U.S. - where Walmart generates about 75 percent of its $408 billion in annual revenue - and its stock has underperformed the Standard & Poor’s 500-stock index and Target Corporation’s stock by significant margins.
  The saturation point in non-urban markets as well as its stagnant domestic earnings has forced Walmart to focus on large inner city urban areas as its next frontier of growth.
 

In the United States, Walmart has more than 4,300 facilities and employs over 1.4 million people, ranking as the largest private employer in the United States and Mexico.
 Walmart’s 4,300 facilities in the United States follow one of Walmart’s five store formats: Supercenters, Discount Stores, Neighborhood Markets, Sam’s Club warehouses, or Marketside stores.
 
  
Walmart is now seeking “as of right” sites to build stores here in New York City which could range from its smallest to its largest store type. While Walmart has not formally announced its expansion plans in New York City, according to recent reports by the Associated Press, Walmart plans to expand its foothold in the convenience store market by opening a number of 20,000 square foot stores in urban markets like New York, San Francisco and other cities.
 News accounts say certain financial analysts believe that these new stores would likely combine the Marketside and Neighborhood Market formats.
 
 
Walmart’s Impact on Small Business in Urban Settings 

Over Walmart’s nearly 50 year history, there have been a number of studies examining its impact on small businesses, primarily in non-urban settings; however, in September of 2006, Walmart opened a Supercenter on the West Side of Chicago.  Subsequently, Loyola University Chicago’s Center for Urban Research and Learning in conjunction with the University of Illinois-Chicago conducted a study completed in 2009 entitled, “The Impact of an Urban Wal-Mart Store on Area Businesses: An Evaluation of One Chicago Neighborhood’s Experience.” This is the first empirical study of the local economic impact of a Walmart in a large city and, therefore, relevant to inform the Council’s examination of Walmart’s impact in New York City. 
Researchers in Chicago conducted three rounds of surveys of retail businesses in the four miles surrounding the West Side Walmart. The surveys were taken in the summer of 2006, before the Walmart’s opening, and again in 2007 and 2008. The study followed 306 businesses, 82 of which went out of business during the study period.
  
The survey’s key finding was that the probability of going out of business during this period was “significantly higher for establishments close to the Wal-Mart location” and was particularly strong for businesses in electronics, toys, office supplies, general merchandise, hardware, home furnishings and drugs.
 The study estimates that the West Side Walmart’s opening resulted in the loss of about 300 full-time equivalent jobs in its own and nearby zip codes - a loss about equal to Walmart’s own addition to employment in the area.
 The study shows evidence supporting the contention that Walmart stores in large cities absorb retail sales from other stores currently located in the city and do not significantly expand the market.
 In general, the study found evidence suggesting that the West Side Walmart led to the displacement of a range of businesses and found no evidence that the store created any significant net growth in economic activity or employment in the area.
 

The study also examined the relationship between the distance from Walmart and the probability of retail closures. When testing the hypothesis of whether proximity to Walmart influences the probability that a competing business will fail, the researchers found evidence to suggest that, in the immediate vicinity of the Walmart location, about 25 percent of competing businesses closed in the first year.
 Over a two-year time frame, the study shows that a business in the immediate vicinity of Walmart had, roughly, a 40 percent chance of closing.
  
Walmart’s Impact on Workers and Communities 


Walmart is the largest private employer in the United States with over 1.4 million employees and claims to offer good jobs to people from diverse backgrounds.
 Walmart employees represent just under one percent of total employment and just under ten percent of retail employment in the United States.
 Walmart has argued that not only does it create jobs by hiring people to work in their new stores, but that there are also many locations where they create jobs in other businesses.
 However, a 2007 study entitled “The Effect of Wal-Mart on Local Labor Markets,” published by the Institute for the Study of Labor at the University of Bonn, Germany concluded that, on average, Walmart store openings reduce retail employment by about 2.7 percent, implying that each Walmart employee replaces about 1.4 employees in the rest of the retail sector.
 

Walmart claims that it creates good jobs and that the average, full-time hourly wage for U.S. Walmart stores is $11.75.
 However, according to a 2005 paper published by the Brennan Center for Justice at the NYU School of Law entitled “What Do We Know About Wal-Mart? An Overview of Facts and Studies for New Yorkers,” the average starting hourly wage for 56 percent of all hourly workers at Walmart ranged from $7.05 to $8.01 (in 2004 dollars).
 While a more recent study has not been done on the average starting hourly wage for new Walmart employees, it is clear that the $11.75 average wage-figure advertised by Walmart is misleading in light of the fact that Walmart’s turnover rate has averaged above 40 percent in recent years and is far higher for those newly hired.
 Even assuming the validity of Walmart’s $11.75 per hour wage claim, an annual average Walmart salary would be $21,385,
 which is below the federal poverty threshold of $21,954 for a family of four.
  In New York City a Walmart worker would fare even worse given the higher cost of living.
  
In addition to Walmart paying low wages to its own employees, it has been suggested that Walmart has a downward influence on retail wages overall.  Indeed, a 2007 study entitled “A Downward Push: The Impact of Wal-Mart Stores on Retail Wages and Benefits,” published by the UC Berkeley Center for Labor Research and Education found that the opening of a single Walmart store in a county lowered average retail wages by between 0.5 and 0.9 percent.
 In the manufacturing sector, wages fell by 1 percent for each new Walmart.
 And for grocery store employees, the effect of a single new Walmart was a 1.5 percent reduction in earnings.
 At the state level, with an average of 50 Walmart stores per state, the average wages for retail workers were 10 percent lower, and their job-based health coverage rate was 5 percent less than it would have been without Walmart’s presence.
 The study strongly supports the hypothesis that Walmart lowers wages and benefits of retail workers.
 

The authors offered several reasons for this wage deflation.  First, they note the “substitution effect,” where a new Walmart displaces higher paying jobs with Walmart’s lower paying jobs.
  A second reason offered is competition, where Walmart “pushes down wages in competing businesses” causing, in effect, a race to the bottom.
  The authors further noted that this “Wal-Mart Effect” of lowering wages was a phenomenon of metropolitan areas, in particular, since rural areas were more likely to already have low wages prior to the arrival of a new Walmart.

A 2006 study entitled “Wal-Mart and County-Wide Poverty,” published in Social Science Quarterly, examined whether the presence of Walmart stores within a community had any impact on family-poverty rates.  The study concluded that the presence of Walmart unequivocally raised family poverty rates in U.S. counties during the 1990s relative to places that had no Walmart stores.
  The authors determined that one reason Walmart impacted county-level poverty rates was due to the displacement of retail workers from small mom-and-pop businesses who ultimately took jobs at Walmart.
  A second reason offered was that Walmart’s attempt to ameliorate local conditions with targeted charity work failed because the damage done by Walmart’s displacement of mom-and-pop stores was greater than the good produced by Walmart’s charitable efforts.
  A third reason offered was described as a “more subtle effect” of Walmart’s presence in that the “local class of entrepreneurs” was destroyed by the presence and competition with Walmart and, as a result, reduced “social capital” levels and destroyed the “pool of local leadership talent.”

Walmart advertises that 54 percent of its employees are enrolled in the company’s medical benefits program, serving over 1.2 million employees and their dependents with coverage available for as little as $9 per pay period for eligible associates and $27 per pay period for eligible associates and their families.
 However, Walmart’s critics contend that its benefits packages are insufficient and that many employees are forced to resort to public safety net programs like Medicaid to secure health coverage.
 

A 2004 study entitled “Hidden Cost of Wal-Mart Jobs: Use of Safety Net Programs by Wal-Mart Workers in California,” published by the Center for Labor Research and Education at UC Berkeley, examined the fiscal costs of Walmart’s substandard wages and benefits on public safety net programs in California.
 The study concluded that Walmart workers’ reliance on public assistance had become a form of indirect public subsidy to Walmart.
 Specifically, the study found that Walmart employees’ reliance on public assistance programs in California cost taxpayers $86 million annually ($32 million for health care and $54 million in other assistance); that the families of Walmart employees in California used 40 percent more in taxpayer-funded health care than the average for families of all large retail employees; that the families of Walmart employees use an estimated 38 percent more in other (non-health care) public assistance programs (such as food stamps, EITC, subsidized school lunches, and subsidized housing) than the average for families of all large retail employees; and, that if other large California retailers adopted Walmart’s wage and benefits standards, it would cost taxpayers an additional $410 million a year in public assistance to employees.
 
In New York’s neighboring states, a 2010 survey of New Jersey, Connecticut and Pennsylvania reveals that Walmart stands as the employer with the most employees and dependents receiving Medicaid or similar government sponsored health programs.
  In 2005, Walmart had at least 40 percent more employees and dependents enrolled in the New Jersey Family Care program than the next closest company, Home Depot.
  In 2005, Walmart had at least 10 percent more employees and children enrolled in Connecticut’s Healthcare for Uninsured Kids and Youth program than the second ranked company, Stop & Shop.
  In 2006, Walmart had more than 15 percent of its workforce enrolled in the Pennsylvania’s Medicaid program.  The next closest company was Giant Food Stores, which had over 11 percent of its workforce enrolled in the state’s Medicaid program.

Walmart’s critics note that Walmart employee reliance on publicly funded safety net is the direct result of Walmart’s corporate policies of placing profits before the people it employs.
 In 2005, The New York Times published an internal memorandum
 in which Walmart corporate officers admitted their medical “coverage is expensive for low-income families, and Wal-Mart has a significant percentage of Associates and their children on public assistance.”
 An excerpt from the memo reads as follows: 
On average, Associates spend 8 percent of their income on healthcare (premiums plus deductibles plus out-of-pocket expenses) for themselves and their families, nearly twice the national average.  The number varies significantly by plan type, rising to 13 percent for those on the Associate and Spouse plan.  In 2004, 38 percent of enrolled Associates spent more than 16 percent of the average Wal-Mart income on healthcare.

We also have a significant number of Associates and their children who receive health insurance through public-assistance programs.  Five percent of our Associates are on Medicaid compared to an average for national employers of 4 percent.  Twenty-seven percent of Associates’ children are on such programs, compared to a national average of 22 percent (Exhibit 5).  In total, 46 percent of Associates’ children are either on Medicaid or are uninsured 
 


In addition to Walmart’s low wages and inadequate benefits, Walmart has established a pattern of behavior towards its employees that is worthy of concern.  In early December, 2010, the United States Supreme Court agreed to hear an appeal in an employment discrimination class action suit against Walmart that is the largest case of its kind in U.S. history, one claiming that Walmart discriminated against hundreds of thousands of women in pay and promotion.
 


It is well documented that Walmart once practiced a policy of locking employees in their stores overnight in certain high-crime areas to prevent theft – Walmart claimed it was also to protect the workers.
 Reports say that Walmart was the only major retailer to use this practice.
 It is unclear whether Walmart continues this practice but it is clear that the practice was in place for over 15 years from 1989 to 2004.
 


In 2002, an Oregon jury found Walmart guilty of forcing employees to work unpaid overtime.
 The New York Times reported that 400 current or former Walmart employees from 18 stores in Oregon accused Walmart of violating federal and state wage laws by systematically pressuring them to work unpaid overtime.
 The lead plaintiff in this case claimed that Walmart frequently gave out too much work for 40 hours, forcing workers to work 5 to 15 extra hours off the clock each week. The plaintiff expressed fear of punishment if she put in for overtime pay and that Walmart was so reluctant to pay overtime wages that her supervisors sometimes asked her to use her computer to erase hours from other employees’ time records.
 
Walmart’s Impact on Supermarkets & Grocery Stores 
Over the past two decades, the most significant development in the supermarket industry has been the growing competition between it and Walmart’s Supercenters.
 After entering the supermarket industry in 1988, Walmart has become the top grocer in the United States with nearly 3,000 Supercenter locations offering a full line of grocery products.
  


Just as it does with other consumer products, Walmart’s enormous size and significant resources give it advantages over competitors in the supermarket industry. For instance, while Walmart’s Supercenters offer the same groceries as a traditional supermarket, they can also offer, under the same roof, additional products and services such as pharmacy, dry cleaning, hair cutting and photo development, among others.
 Its size and economies of scale give Walmart a significant degree of bargaining power with manufacturers and also allows it to bypass wholesalers, with the majority of the merchandise sold at its Supercenters, including perishables, supplied through its own distribution centers.
 Walmart accounts for a large percentage of major food companies’ sales. For example, Walmart accounts for 14 percent of Kraft and Kellogg’s sales, 16 percent of General Mills’ sales, and 11 percent of Pepsi’s sales.
 


Due its size advantages, Walmart is able to employ a strategy of undercutting competitors’ prices by an average of 10 percent.
 According to industry analysts, since Walmart devotes only 30 percent of its floor space to grocery items, it is able to keep prices lower on its food items to bring traffic into the Supercenters with the hope of selling higher margin general merchandise, and even has the potential of treating the entire food business as a loss leader.
 


Walmart’s aggressive grocery pricing has reduced the operating margins of competing supermarkets and has forced competitors to lower prices on many food items by an average of 1 to 1.2 percent.
 In a 2008 study examining Walmart’s impact on the supermarket industry, large supermarket chains were found to have lowered their prices by 0.5 percent, while other value stores that compete directly with Walmart lowered their prices by 1.8 percent.
 The price reductions by value stores are particularly significant because these types of stores typically start out with slimmer profit margins and, as such, have a limited ability to cut prices without jeopardizing the viability of their business.
 Aside from lowering prices to compete with Walmart, existing supermarkets can lower costs by cutting back on service levels or reducing the quality of the items sold. Another option is for a full service market to cater to a high-end market that cares less about price but rather puts a greater value on the quality of product, improved service, better selection, convenience of location, and the overall shopping experience.
 


Overall, the competitive effect of Walmart’s expansion with respect to the supermarket industry has been negative. For example, the February 2005 bankruptcy filing of Winn-Dixie was widely seen as a result of Walmart’s rise.  In fact, the vast majority of supermarket bankruptcy cases in the last decade have cited Walmart as a catalyst.
 A Walmart poses an extraordinary challenge to existing supermarkets because Walmart has been able to keep its costs below the industry level and, in turn, offer lower prices. Given the razor thin margins in the grocery industry, Walmart’s everyday low prices are difficult, if not impossible, to match.
 Empirical findings show that the entry of a Walmart Supercenter accounts for an average of a 50 percent decrease in profit margins for incumbent supermarkets.
 
Walmart’s Business Model and America’s Antitrust Tradition

In a 2006 article entitled “Breaking the Chain: The Antitrust Case Against Wal-Mart,” published in Harper’s Magazine, the author opined that Walmart’s business model is antithetical to the American antitrust tradition.
 Over the country’s history, when monopolies were allowed to grow unchecked and gain control over a particular marketplace, it led to the power to dictate unfairly high prices at the expense of society as a whole.
 Also, although efficiencies and economies of scale are not in and of themselves bad for the economy, when one actor becomes too powerful the market becomes distorted to the point that smaller businesses fail or are devoured and both the economy and the public lose choice and suffer from a loss of creative entrepreneurship. Various powerful laws like the Sherman Antitrust Act were, therefore, put in place to enforce a balance of power among economic actors of all sizes and to maintain some degree of liberty at all levels within the economy.
 

Walmart represents a different kind of antitrust threat called a “monopsony” which arises when a firm captures the ability to dictate prices to its suppliers, because its suppliers have no real choice other than to deal with that buyer.
 Walmart’s powerful position in the market allows it to bend everyone else to its will, micromanage its suppliers to the point of remaking how their suppliers do business and shift many of its own costs of doing business onto its suppliers.
 For example, when Rubbermaid attempted to increase prices due to a cost increase, Walmart responded by removing all Rubbermaid products from its shelves, causing irreparable damage to the company and forcing Rubbermaid to sell its business several years later.
 In another example, since 2004, Kraft has been forced to shutter a number of plants, let go of thousands of workers and eliminate a quarter of its products due to increased costs associated with rising energy and raw material prices and a refusal by Walmart to accept higher prices.
 In a truly free market economy, Kraft would be able to pass some of the costs onto the consumer; however, Walmart’s continued demand for lower prices makes this impossible and forces companies like Kraft to swallow these costs, and hence tear themselves apart.
  Similarly - some might say frighteningly - Walmart ranks as the biggest buyer for manufacturers such as Disney, Gillette, Kellogg’s, Mattel, Procter & Gamble and Sarah Lee.
 Walmart therefore has significant buying power and leverage over these suppliers. This leverage has affected both Walmart’s business relationships with its suppliers and even the way in which its suppliers organize internally.
 

Over 700 suppliers have built offices close to Walmart’s company headquarters in Bentonville, Arkansas, in an attempt to forge close ties with Walmart. As Walmart’s large size has made direct sourcing more profitable, and since fixed costs of doing business with Walmart have increased (due to factors ranging from the need for a local office in Bentonville, to Walmart’s requirement that suppliers install Radio Frequency Identification tags on shipments), smaller suppliers have been replaced by larger suppliers, and local producers have been displaced by foreign producers.
 

Walmart has certainly contributed to the trend of increased outsourcing and imports to the great detriment of smaller U.S. businesses.
 Walmart’s suppliers are disproportionately foreign and are increasingly producing private label goods.
 Walmart, however, was not always a major importer. From 1985 to 1992, Walmart publicized its “Buy American” campaign in which it promised to pay a 5 percent premium for goods made in the United States.
 The “Buy American” promotion ended in 1992 after Dateline NBC aired a segment accusing Walmart of producing private label goods in Bangladesh, smuggling textiles into the United States in excess of quotas and placing imported clothes on racks marked “Made in the U.S.A.”
 By 2004, Walmart was importing $18 billion worth of goods from China alone, accounting for 15.4 percent of U.S. imports of consumer goods from China that year.
 Walmart sources 100 percent of its apparel from low-cost labor countries and sells a much higher share of private label apparel than other national apparel sellers.
 Not surprisingly, Walmart has helped form the Central American Free Trade Agreement, and has lobbied for other open trade deals.
 A major goal of Walmart’s political involvement at the federal level is to reduce U.S. trade barriers against countries from which Walmart would like to import more goods.

Walmart’s Historical Impact on Small Business


Since Walmart has historically operated in rural and suburban areas, a large amount of literature examining its impact on small businesses is drawn from these areas.  Although not the same as an urban effect, the findings of these studies are helpful for the Council’s examination of Walmart’s potential impact on New York City’s small business.  

A 2008 study published by professors at the University of West Virginia entitled “Has Wal-Mart Buried Mom and Pop? The Impact of Wal-Mart on Self-Employment and Small Establishments in the United States,” examined the accuracy of the commonly held belief that Walmart inflicts significant harm on small “mom and pop” businesses. The study frankly states that “there is no question that certain specific small businesses fail because of the entry of a Wal-Mart store” into a given market.
 However, the study looks to the larger question of how Walmart has affected the overall level of small business activity in the United States after all long-run readjustments have occurred.
 

The University of West Virginia study cites the case of Morgantown, West Virginia and the changes to the local downtown area after Walmart entered the market. Prior to Walmart’s opening, downtown retail space was very competitive and was generally allocated to those stores providing the type of general merchandise sold at Walmart.
 However, after Walmart arrived, the existing businesses were displaced (i.e., went out of businesses) and the vacant locations became economically viable locations for other types of small businesses, providing new opportunities for new entrepreneurs.
 The study also claims that the money consumers save by shopping at Walmart can be spent on other goods and services.
 
Overall, the University of West Virginia study concludes that there is no evidence showing that Walmart has had a significant positive or negative impact on the overall size, growth, or profitability of the U.S. small business sector, and that while the entry of a Walmart into a market might cause some individual, small, mom and pop businesses to fail, the failures are offset by the entry of other new small businesses somewhere else in the economy.


A 2009 study by Clark university and entitled “The Wal-Mart Effect: Wave of Destruction or Creative Destruction?” comes to a somewhat different conclusion.  Specifically, the study examined Walmart’s effect on the small locally owned retail sector.
 The study acknowledged Walmart’s enormous size and ubiquity by noting that Walmart’s 2005 revenues exceeded “the combined revenues of the next five largest U.S. retailers - Home Depot, Kroger, Sears Holding Company (which includes Sears and Kmart), Costco and Target” and that since Walmart, “has a presence in so many markets, virtually all other retailers compete with it: 67 percent of all retail stores in the United States are located within five miles of a Wal-Mart.”
  

In the Clark University study, researchers found that, “the arrival of a Wal-Mart makes an already tough competitive environment even tougher” and that “Wal-Mart stores shrink local competitors’ market shares and profit margins, leading some to close.”
 The study examined effects on small businesses within the local zip code as well as in adjacent zip codes and found that the economic effects of Walmart’s presence included the forcing of smaller independent competitors out of business and the driving down of wages.  
Within the local zip code, the negative “Wal-Mart effect” resulted primarily through a “scaring off” of potential new businesses that would otherwise have entered the market. Researchers concluded that, “the presence of a Wal-Mart erodes local social capital and reduces the local class of entrepreneurs.”
  In adjacent zip codes, the negative “Wal-Mart effect” resulted from more of a ‘killing off’ of existing businesses and less of a “scaring off” of new entrepreneurial activity. However, the researchers concluded that the remaining entry of new businesses appeared, “unfortunate and ill fated” and that, overall, “little good comes to local retailers from a Wal-Mart entering a neighboring community.”
    

In Iowa, researchers have pointed to studies showing that some small towns have lost up to 47 percent of their retail trade in the 10 years after a Walmart opens nearby.
 A 1997 study out of Iowa State University states that over time the entry of a Walmart into a region, “often results in the loss of local businesses, which reduces employment and tax base.”
 The impact on smaller towns in Iowa seems to be especially harsh with “some towns below 5,000 population [having] lost nearly half their retail trade” in the 13 years leading up to 1997.
 

In Maine, researchers examined the significant shift in the retail market structure in Walmart host towns and in surrounding communities after Walmart stores opened.
  Overall, the study entitled “The Impact of Wal-Mart on Host Towns and Surrounding Communities in Maine,” found that, “while some host towns experienced an increase in sales above Wal-Mart’s estimated sales, indicating a spillover effect from increased customer traffic, most Wal-Mart host towns experienced large redistributive shifts from existing businesses to Wal-Mart.”
 Furthermore, the general merchandise sector in surrounding communities was found to have, “declined or [grown] at a slower rate than did the general merchandise sector in the Wal-Mart host towns, providing evidence of Wal-Mart’s strong regional pulling power.”
  

In Mississippi, researchers examined Walmart’s impact in a 2002 study entitled “The Economic Impact of Wal-Mart Supercenters in Existing Businesses in Mississippi,” and noted that in rural markets with little population or income growth, the notion of a “zero-sum game” frequently prevails when, “a new entrant captures its sales from existing businesses, not from a growing market, and the existing retailers are likely to be adversely impacted.” 
 Overall, the study found that while the introduction of a Walmart Supercenter into a rural county in Mississippi has both positive and negative impacts on existing stores in the area, there was a, “strong sense that the zero-sum-game theory applies” in Mississippi because, “for every gain in sales by [S]upercenter-related goods, there were corresponding losses in sales for businesses of these types in the host counties and, in some cases, from non-host counties.”
  The researchers concluded the study by offering two rules of thumb to summarize Walmart’s impact. The first rule was that, “[l]ocal merchants that sell merchandise different from the [S]upercenter or other big box stores tend to fare well and may gain sales as the additional traffic generated by the big stores spills over into their stores,” while the second rule warned that, “[l]ocal merchants that sell the same merchandise as the big stores will probably face a reduction in sales because of the difficulty in competing with major chains.” 
 
Conclusion


Walmart’s planned advances into New York City may profoundly change the economic fabric of the City for years to come. Walmart’s contemplation of numerous “as of right” locations in New York City raises concerns in light of the company’s significant influence over employment, wages and small businesses dislocation. Walmart’s recent impact on the surrounding area near its Chicago store as well as its ability to compete with a large breadth of businesses underscores these concerns. The fact that Walmart has been known to reduce overall employment, push-down average wages for retail workers, and has been found to have violated numerous labor laws, invites scrutiny as to the impact  a Walmart would have on New York City going forward.  At this hearing, the Committee on Small Business, the Committee on Economic Development and the Committee on Community Development will examine the issues surrounding the prospect of Walmart opening stores within the five boroughs, especially Walmart’s impact on small businesses, as well as, Walmart’s impact on economic and community development. 
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