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INTRODUCTION

In the late summer of 2005, Kepler’s, a fifty-year-old independent bookstore in Menlo Park, California, abruptly shut down. Owner Clark Kepler explained that bookstore chains and Amazon.com had displaced so much of the store’s sales that he could no longer pay the bills. But before Kepler could file for bankruptcy, the business was swept up in an outpouring of community grief. Hundreds of local residents rallied outside the shuttered store, which was soon covered in forlorn love letters from customers describing how the bookstore had been the center of community life and what a loss it was. “Can’t the store be saved? You’re one of the main reasons I’m in Menlo Park,” read one. Another lamented, “My husband and I dated here.” Many offered money: “How about a monthly donation? I can do $50/mo. . . Give us a Web site so we can all support you. Let us help. Please.” Soon someone set up SaveKeplers.com and the pledges poured in. Five weeks after it had closed, Kepler’s was back, saved by a group of local investors who vowed to return the business to sound financial footing, and numerous small donations from residents.

One of the more remarkable aspects of this community effort to save a bookstore is that many of the people who rallied—who so adored this business that they could not conceive of their town without it and were willing to give their time and even their money to save it—confessed in interviews with reporters covering the story that they, too, had been buying more and more books online and at Target and Borders. They loved the store for its many author events and for the joy of browsing and meeting neighbors, and for the sense of community it fostered, but that devotion did not always translate into regular patronage. The store’s near closure brought into stark relief just what was at stake.

Across the country, people are coming to similar realizations about the value of locally owned, independent businesses1—the beloved bookstores, century-old family hardware stores, local grocers, and funky neighborhood record stores—as well as the high cost to communities and local economies of the corporate retailers that have grown to dominate so much of our landscape. The first part of this book makes a case for reversing the precipitous shift from locally owned businesses to chains, while the second part charts how a growing number of communities are doing so. Since 2000, some two hundred big-box development projects have been halted by groups of ordinary citizens, shattering the conventional wisdom that these stores are unstoppable. These groups have succeeded by educating and galvanizing their neighbors and by learning how to harness the local planning process.

Many communities are going further: Dozens of cities and towns have adopted laws that actively favor small-scale, local business development and limit the proliferation of mega-retailers. Some have enacted store size-caps, which effectively ban big-box retail. Others require that retail development proposals pass comprehensive economic- and community-impact reviews before gaining approval. Many are funneling new investment into neighborhood and downtown business districts by outlawing sprawling shopping centers on the outskirts. Much is happening at the state level too. Citizens and lawmakers in several state capitols are working to enact legislation to put an end to the sizable public subsidies and tax breaks that are frequently granted to big-box development. In 2004 Vermont became the first of what is hoped will be many states to close a common state tax loophole that allows chains, but not independent retailers, to skirt their tax obligations.

People are working not only to prevent mega-retailers from overtaking their communities, but also to strengthen and rebuild locally owned businesses. Local groups are busy restoring long-desolate downtowns and neighborhood business districts, setting up retail incubators to nurture start-up enterprises, and wrestling with ways to channel more capital into financing local business creation. Independent businesses, meanwhile, are banding together in coalitions and purchasing cooperatives that marry the advantages of scale with the benefits of local ownership. The Coalition of Independent Music Stores, for instance, has become a force in introducing new artists, and has given independent music stores newfound clout with record labels. Independent bookstore owners have pooled their resources to develop e-commerce engines that enable their customers to shop locally on the Web with the same broad database of titles found on Amazon.com. Trade associations, like the National Community Pharmacists Association, and retailer-owned cooperatives, like Ace Hardware, have started programs to train and mentor a new generation of business owners.

Independent Business Alliances have sprung up in more than three dozen communities since the late 1990s and, through creative marketing and educational campaigns, are making “locally owned” something residents are increasingly seeking and supporting. The Austin (Texas) Independent Business Alliance, which has a membership of 350 local businesses that collectively rank as the city’s fifth largest employer, has undertaken a lively four-year educational effort that highlights the economic and community benefits of homegrown enterprises and urges residents to “Break the Chain Habit” and “Shop Locally Owned.” The effort is having an effect on people’s shopping choices, the actions of the Austin city government, and even retail developers, who are looking to include more independents in their projects. Similar campaigns are under way in cities as far flung as Bellingham, Washington, and Raleigh, North Carolina.

This explosion of activity may well herald the beginnings of a sea change in our priorities as a society. This book argues that, to a scandalous degree, big-box retailers are a product of public policy, not simply consumer choice. Driven by an erroneous conviction that chain retailers boost employment and expand the economy, elected officials have actively fostered and underwritten their proliferation. It began in the late 1950s with massive tax breaks that fueled the explosion of shopping malls, and accelerated dramatically in the 1990s as cities began funneling billions of dollars in development subsidies to big retailers. Although pressure is mounting to put an end to these giveaways, they continue, with chains like Target and Lowe’s picking up multimillion-dollar subsidies to build new stores. Since the early 1990s, Wal-Mart alone has grabbed over $1 billion in local and state subsidies to fund construction of its new stores and warehouses.

The favoritism does not end there. Many states have provisions in their tax codes that enable chains, but not independent retailers, to skirt paying income taxes. This tax loophole has been so heavily utilized by the chains—they shelter billions in profits every year—that tax experts have even given it a nickname, the Geoffrey Loophole, after the Toys “R” Us mascot, Geoffrey the Giraffe. The playing field has been tilted too by the failure of state and federal officials to adequately police predatory pricing and other abuses of market power, which has allowed mega-retailers to force out smaller rivals, not by being better competitors, but simply by being bigger.

Fueled partly by these policies, a handful of global chains have grown to dominate the retail market. The top ten alone have doubled their market share since 1996 and now capture almost 30 percent of the more than $2.3 trillion Americans spend at stores each year. The largest, Wal-Mart, grew tenfold in fifteen years, and in 2005 accounted for one out of every ten dollars Americans spent on everything from groceries and toys to hardware and clothing. Target is eight times larger than it was in 1990. Home Depot and Lowe’s, barely a blip on the radar screen in 1990, now have half of the hardware and building-supply market. Electronics are dominated by Best Buy; books by Borders and Barnes & Noble; videos by Blockbuster. Walgreens, Rite Aid, and CVS have exploded to more than thirteen thousand outlets. Meanwhile, tens of thousands of locally owned businesses have disappeared since the early 1990s—a die-off unprecedented in history.

This is progress—or so we have imagined. Independent businesses, we have long assumed, are necessary casualties on the road to economic advancement and prosperity. And indeed, the big chains appear to bring communities economic growth, new jobs, and tax revenue. This book argues, however, that these apparent gains are illusory, that mega-retailers impose a variety of hidden costs on society and contribute far less to our economic well-being than they take away.

Although a new big-box store rising on the edge of town might appear to be economic growth, it is not. The vast majority of these stores are built not to satisfy increased consumer demand—the acreage of retail store space has been expanding ten times faster than household incomes—but because a chain sees a predatory opportunity to displace sales at other businesses. These companies purposely flood local markets with an excess of retail space in order to dilute the available consumer dollars and capsize their smaller competitors, which, no matter how skilled, may lack the deep financial resources necessary to outlast such an assault. As local stores contract and close, communities end up losing as many or more retail jobs as they gain from the new superstore. Indeed, retail employment actually fell in counties that added Wal-Mart stores, according to a national study. Still, the myth that new big-box stores and shopping centers expand job opportunities persists, in part because the gains—the two hundred people donning orange aprons at Home Depot—are visible, while the losses are scattered across many businesses and may take months to fully materialize.

The impact on the local economy does not end there. When chains displace local businesses, dollars that once circulated locally, generating economic activity and jobs, cease to do so. Independent retailers bank at local banks, advertise in local newspapers, carry goods produced by local companies, and hire a range of professionals, from accountants to Web designers. Corporate chains require very little in the way of local goods and services. Instead, most of the money that consumers spend at a big-box store is siphoned out of the community’s economy. The resulting job losses are another hidden cost of mega-retailers.

The chains are driving the contraction of manufacturing as well. Their market dominance has given them near-total control over how and where goods are produced. Most big retailers have their primary procurement offices in China, where they contract directly with low-wage factories to produce a growing share of the goods they stock. In 2005, upward of 20 percent of the goods that Wal-Mart and other big-box retailers sold were their own products. With their top customers also their biggest competitors, U.S. manufacturers are left with two options: they can either make their products in those same factories or give up shelf space and market share to other suppliers or the chains themselves. Black & Decker is one of many that have succumbed. Pressured to lower costs by Home Depot and Lowe’s, Black & Decker began closing its U.S. factories in 2002, laying off thousands of workers. Producers of everything from toys to television sets have done the same thing.

The relentless drive to cut costs continues abroad, as the chains press even the lowest-wage factories to lower their prices even more, often demanding that they make the same products for less than they did the year before. Workers in these factories suffer not only miserable wages and working conditions, but they have little hope for a better life. Should their wages rise, the chains can cut ties and move production to another factory or even another country in a matter of weeks. Some ten thousand factory jobs have been eliminated in the once-booming maquiladoras along Mexico’s northern border since 2000, as mega-retailers and their suppliers shifted to China, where wages were considerably lower. Then, in 2005, when costs in China showed some signs of increasing, the chains began looking in India and other countries for workers who could be had for less.

Owning a small business and working in manufacturing are two long-standing occupational pillars of the American middle class. As these sectors have contracted, so has the middle class. The share of national income flowing to the middle 60 percent of families has declined since 1985. And the situation is getting worse: in all but two states, new jobs being created pay less than those being lost. Mega-retailers are both driving this disturbing trend and, insidiously, growing because of it: as incomes shrink, the prospect of a bargain becomes ever more irresistible. But we are shopping ourselves out of decent jobs with good wages.

The poor have fared even worse in the big-box economy. Their share of the nation’s income is dropping even faster. Poverty is no longer confined to the under- and unemployed; a stunning number of full-time workers do not earn enough to meet basic needs. Many work in retail. The chains have used their immense market power to hold down retail wages, which have not kept pace with wage growth in the rest of the economy. Work at most of the big boxes is grueling and demoralizing, with pay well below the poverty line. Store managers are under such intense pressure to cut labor costs, surreptitiously deleting hours from employees’ time cards has become an appallingly widespread practice. Turnover rates hover around 50 percent at many of these chains, meaning that half of all workers quit or are fired within a year, which keeps wage levels down. Sporadic union-organizing drives at Home Depot, Target, and Wal-Mart stores have met with fierce resistance, often collapsing amid allegations that managers illegally intimidated workers. When Wal-Mart employees in a small town in Quebec became the first to form a union at one of the company’s superstores, the chain retaliated by closing the store and laying off all two hundred employees.

This is not a recipe for broad prosperity. Rather, this book contends, the economic structure that mega-retailers are propagating represents a modern variation on the old European colonial system, which was designed not to build economically viable and self-reliant communities, but to extract their wealth and resources. Yet many cities eagerly usher in these corporate colonizers. Some envision a tax windfall, only to discover that these sprawling stores impose a significant burden on public infrastructure and services. Or worse, after their local economies have been bulldozed, they find that they are utterly dependent on a few big boxes that might raise prices, lay off employees, or threaten to move to a neighboring town if they don’t receive a tax break.

As they reorganize the economy for their own ends, mega-retailers are remaking the American landscape. While a one-hundred-thousand-square-foot store once required an acre of land, because it was two stories and located downtown, today a big-box store of that size, with its moat of parking, consumes at least a dozen acres. The aggregate effect of this is staggering. In the Cleveland metro alone, some nine thousand acres of forest, wetlands, and rich farm fields have fallen to big-box stores and shopping centers, even as the metro’s population has declined. A similar land binge is under way nationwide. Between 1990 and 2005 the amount of retail space per person in the United States doubled, from nineteen to thirty-eight square feet. Because most of this development was auto-oriented in nature, for every square foot of new store space, another three to four square feet was paved for cars. What’s propelling this expansion is not growth in spending; adjusted for inflation, median household incomes rose less than 10 percent over that fifteen-year period.

Rather, the culprit is a kind of development arms race in which the big chains continually invent and unroll new formats and bigger stores in an effort to undercut not only Main Streets but other shopping centers. We do not need or utilize all of this excess retail and much of the country is now strewn with the wreckage: about one in five enclosed malls has either already gone dark or is teetering on the verge of financial collapse. Hundreds of strip shopping centers are vacant. Thousands of big-box stores have been abandoned as well, usually because the company opted to build an even bigger box nearby. Wal-Mart alone has some three hundred empty stores, vacated as it built larger supercenters with full grocery departments. These blighted shells often remain vacant for years, because the chains, determined to prevent their competitors from taking the locations, continue to pay the rent. Many cities, especially those that depend heavily on sales tax revenue, are caught up in this development contest, going to great lengths to lure massive new retail power centers that will pull shoppers from neighboring towns. But the only sure bet in this retail merry-go-round is that today’s winners invariably become tomorrow’s losers, as their bright new shopping centers are surpassed by even bigger and newer retail venues elsewhere in the region.

As retail sprawls outward, running errands entails more driving. The 1990s saw a jump of more than 40 percent in the number of miles driven by the average household for shopping—which translates into an increase of almost 95 billion miles a year for the country as a whole. Mega-retailers are thus fueling smog, acid rain, and global warming. Retail sprawl has also emerged as a top threat to our rivers, lakes, and estuaries. The specific culprit is pavement, which does not allow rain to soak into the ground, but sends it, loaded with oils and other pollutants, rushing into nearby bodies of water. No other category of land use creates more pavement and polluted runoff than big-box stores and shopping centers.

Not only are the true costs of mega-retailers becoming ever more apparent, but there is also a growing sense of what our communities lose when locally owned businesses disappear. Local owners are both financially and personally vested in their communities and, as a result, their business decisions often reflect a broader range of concerns than simply maximizing the bottom line. Their face-to-face relationships with employees and customers and their own personal connections to the places where they do business influence how they operate and the choices they make about such things as whether, for example, to support a tax increase that would reduce profit but improve the local schools their children attend. This complex set of motivations differs from the narrow range of factors that drive stockholders and distant boards of directors, and, as shown in this book, produces valuable community benefits.

Local retailers breathe life into our downtowns and neighborhood business districts. They provide a setting for casual socializing with our neighbors—standing in line at the bakery or walking along the sidewalk—which builds a sense of camaraderie and responsibility for one another. This kind of informal interaction has a tangible impact on community health. Studies show that people who live in places where a larger share of the economy is in the hands of locally owned businesses take a more active role in civic affairs. These communities come out ahead on various measures of social well-being. They have lower rates of poverty, crime, and infant mortality, and are more resilient in times of adversity. Their citizens are far more likely to attend public meetings, volunteer, and even vote than those living in areas dominated by big corporate chains.

Independent businesses play an important and unique role in the marketplace. Their decline is a significant material loss to consumers. Local business owners often possess a level of expertise and knowledge that is unmatched by their big-box counterparts. Video store owners are frequently film aficionados. Many local toy-store owners have played with every game and toy their stores carry and, as a result, tend to hold their suppliers to high standards. Independent pharmacists provide a level of health care and personal attention that is far superior to that offered by chain drugstores and superstore pharmacies, according to a 2003 study by Consumer Reports.

Although the chains present themselves as consumer advocates, their true loyalty is to stockholders. Meeting consumer needs is incidental to the main enterprise, hitting growth and profit targets. One consequence of the mega-retailers’ drive to cut costs is that manufacturers have had to sharply curtail investment in product research and development. Innovation in many product categories is suffering. A small but growing number of manufacturers have opted out of the big-box game, deciding that they would rather develop and make innovative products in the United States. But their success will depend on whether local retailers survive and continue to provide an alternative avenue to consumers.

Local retailers are thus crucial to ensuring that a diversity of goods is available on store shelves. Although individually they are considerably smaller than their big-box rivals, collectively, independent stores stock a much wider array of products. This is because they each make their own decisions about what to carry, while at the chains these choices are determined by a handful of buyers at corporate headquarters. This is especially important with regard to books, music, and movies. Independent retailers in these categories play a much larger role in introducing and promoting new writers and artists than their relatively modest market share would suggest. Many acclaimed authors and bands insist that no one would have heard of them had it not been for enthusiastic independent merchants putting their books and albums into customers’ hands.

That chains are bigger and must therefore offer lower prices is such an ingrained notion that even critics often give them a free ride on this point. But this is not in fact always the case. Surveys in several states have found that independent pharmacies, most of which belong to buying groups, have the lowest prices on average, beating drugstore chains, supermarkets, and even Wal-Mart and Target. Independent appliance dealers had better prices than Wal-Mart and most large chains, according to a 2005 Consumer Reports analysis. Another survey found that the cost of an identical cartload of groceries varied widely at different Wal-Mart stores across Nebraska, apparently in relation to the level of nearby competition. As shown in this book, many chains rely on sophisticated pricing strategies to foster a perception among consumers that their prices overall are lower than they actually are, and they often enter new markets sporting steep discounts only to raise prices once rival businesses have closed. The only way to ensure vigorous competition and protect consumer welfare over the long term is to maintain a market with numerous competitors.

There is nothing preordained or inevitable about the rise of megaretailers or about their continued dominance. We could change course. When American colonists forced their way onto three ships docked in Boston harbor in 1773 and dumped more than ninety thousand pounds of tea into the sea, their actions were as much a challenge to global corporate power as they were a rebellion against King George III. The ships were owned by the East India Company, a powerful transnational corporation. The company had recently suffered losses, in part because of an American boycott of its merchandise. In response, the British parliament passed the Tea Act, which exempted the East India Company from paying taxes on tea it sold in the colonies. The aim was to enable the company to undercut small competitors, all of which were subject to the tax, and drive them out of business.2

The British government and the East India Company were betting that the lure of cheap tea would overpower any sense of principle. But they misjudged. The colonists continued to support independent merchants and boycott East India tea. The Boston Tea Party, and the British retaliation that followed, ultimately led to an organized American boycott of all British goods—homegrown and locally made became the fashion of the day—and, two years later, to the Declaration of Independence. Local self-reliance and dispersed ownership, the colonists judged, were essential to political freedom and democratic self-government.

Our communities are fast becoming colonies once again, subject to a new crop of transnational corporations that exercise an extraordinary degree of power over our economy, and are remaking the American landscape for their own ends. They are in part a product of government policy, which has ignored their full cost, as well as created the context for our own, often shortsighted, shopping choices. Fortunately, there is a spreading public realization of the true cost of mega-retailers. Across the country, citizens, local business owners, and elected officials are taking steps to curb their proliferation and rebuild local enterprises. Taken together, these strategies offer a road map for a more prosperous and sustainable future.


PART ONE


ONE

CHAIN STORE WORLD

CONCERNS ABOUT THE POWER OF LARGE RETAILERS are sometimes dismissed on the grounds that such worries are nothing new. Chains have been around for more than a century, and over the years various retailers have risen to the top only to fade and be eclipsed by new competitors. Long before Wal-Mart, the case goes, there was A&P. One of the earliest chains, A&P—shorthand for the Great Atlantic & Pacific Tea Company—was founded in 1859 by George Gilman and George Hartford. They started with a simple tea store on Vesey Street in Lower Manhattan, but began opening additional outlets almost immediately. Over the years, they expanded into groceries. By 1910 the chain had more than 350 outlets. By World War I, A&P had become the largest food retailer and largest chain in the country. It would dominate grocery retailing for decades. As powerful as A&P was, however, it never came close to Wal-Mart’s current size. At its height, A&P captured 2.5 percent of all retail sales. Wal-Mart today has 10 percent.

Nor had chains as a whole captured much more than 20 percent of the market by midcentury. They had undergone one big growth spurt in the 1910s and 1920s, during which the Woolworth’s variety store chain grew from three hundred to nineteen hundred outlets and Kroger grocery stores multiplied from a few dozen to more than five thousand—although most of these were very small, often one-man, operations. Cars had not yet become central to American life and so the chains moved into modest storefronts within city neighborhoods and along small-town Main Streets. Other big retailers of the period included mail-order giants Sears, Roebuck & Co. and Montgomery Ward, which had developed the first mechanized distribution centers—where goods arrived from suppliers and were repackaged for shipping to customers via an elaborate conveyor-belt system —and began setting up retail stores during the 1920s, opening more than eight hundred over the course of the decade.1

But despite this expansion, the vast majority of retail trade was still dispersed among hundreds of thousands of small businesses. By 1929 chains controlled 22.2 percent of the market, while Americans continued to spend nearly four of every five dollars with independent retailers. This ratio remained virtually unchanged for the next twenty-five years. By the mid-1950s, the overall market share of chain stores had inched up only slightly, to 23.7 percent. Chains suddenly stopped growing partly because of the collapse of the stock market, but also because of widespread public animosity, which ensured that, even as the economy recovered, chain store expansion did not resume. Concerns about the impact of chain retailers had first surfaced in the 1920s and then intensified into a full-blown backlash during the 1930s and 1940s. Many Americans had come to believe that the chains were driving down wages across the economy and undermining democracy by concentrating economic power in the hands of a few. As discussed in Chapter 8, chain store boycotts and campaigns in support of locally owned businesses took root in cities and towns across the country.2

National chains, led by A&P, countered with a massive public relations campaign. They dismissed the broad economic and civic issues raised by chain store critics, arguing that all that truly mattered, the real test, was whether chain stores benefited consumers. Proponents claimed they did, by offering lower prices. It was a viewpoint that began to gain ground in the 1950s in the context of larger shifts in American society. The politics of shopping was changing. The concerns about concentrated economic power and job quality that commonly influenced spending decisions and spawned boycotts in the preceding decades gave way to the idea, familiar to us today, that consumers have little responsibility to the pubic good other than to simply consume, the more the better, in order to guard against recession and spur economic growth.3

Rapid suburbanization beginning in the 1950s created fertile ground for national chain stores. Initially developers did not incorporate stores into their subdivisions. The suburbs were strictly residential and families traveled downtown or back to the old neighborhood to do their shopping. But developers and retailers soon recognized the potential, and by the late 1950s auto-oriented, suburban-shopping-center construction was in full swing. Strip shopping centers, set back from the street with parking spaces in front, along with freestanding fast-food outlets, sprung up on major roadways. Chain grocers built vast supermarkets, while the department store chains opened suburban branches that would soon eclipse their downtown flagships in sales and importance. Then came regional shopping centers, and in 1956 the first fully enclosed mall opened in a Minneapo

lis suburb. Chain stores thrived in these new centers, while independent businesses were largely excluded. Shopping center development was a big business, orchestrated from afar by large companies. These developers had little interest in local businesses to begin with, and were further prevented from offering them leases by their investors, mostly big insurance companies and pension funds, which explicitly barred independents and insisted on contracts with large well-known national brands (today, 90 percent of space in large malls is leased to chains).4

Not only were locally owned stores excluded, but the neighborhood business districts and downtowns where they had long operated were losing customers as families left for the suburbs. Cars became increasingly integral to daily life, with disastrous results for downtowns. Easy highway access and ample parking gave suburban-style shopping centers an edge with consumers. As people drove more, downtowns became congested and parking more of a challenge, making a trip into the city even less appealing. The drop in consumer traffic downtown discouraged new investment there, further contributing to a downward cycle of business failures and decline. Even the best-run independent stores struggled to stay afloat in such an environment. By 1967, independents’ market share had dropped to about two-thirds of retail sales. Community life suffered as well. While downtowns had nurtured a fluid mix of community and commercial functions, the new suburban shopping centers were strictly private spaces designed to produce a profit.5

The market was not the only force driving these changes. Public policy played a major role. To a significant degree, the chain store expansion that began in the late 1950s was underwritten by the federal government. Taxpayers picked up the tab for massive road-construction projects—including $130 billion for the interstate highway system—giving the United States more paved mileage per capita than any other country. Newly created federal mortgage guarantees strongly favored new suburban homes and restricted lending in established neighborhoods. These policies indirectly supported the chains by fueling suburbanization at the expense of central cities and creating the automobile infrastructure that would make giant shopping centers possible.6

The federal government also intervened more directly in 1954, when Congress adopted changes to the tax code that suddenly made shopping centers highly lucrative tax shelters. Under tax law, buildings are assumed to deteriorate and lose some of their value every year. The government allows owners to set aside a portion of the value of their buildings tax-free each year to cover the eventual cost of replacement. Prior to 1954, the tax code assumed a commercial building would last forty years, so the owner was allowed to deduct one-fortieth of the structure’s value each year from his or her income. Although families were moving to the suburbs in large numbers in the early 1950s, very few shopping centers were built during these years. They were challenging to develop, incredibly expensive, and it took many years for owners to recoup their investments. Some of those that were built went bankrupt. Retail grew in the suburbs, but at a more incremental pace and on a smaller scale that, if left alone, might have provided more opportunities for local entrepreneurs.

But in 1954 Congress accelerated and front-loaded the depreciation timetable, allowing commercial-property owners to take massive deductions in the early years. The result was that shopping centers, even highly profitable ones, were able to show major losses on paper. Kratter Corp, for example, took in nearly $10 million in revenue from real estate investments in 1960. Less expenses, this left a sizable profit of $5.2 million. But Kratter was able to take a $6.9 million depreciation deduction, transforming the profit into a $1.7 million loss for tax purposes. Not only did Kratter’s investors walk away with millions of dollars in tax-free income, but they could apply this paper loss to other kinds of income, further reducing their tax liability. Shopping center construction thus became a tax shelter. It was far more lucrative than buying stocks. Not surprisingly, after 1954 money poured in to commercial real estate development. Developers put up new shopping centers, took the big deductions allowed in the first few years, and then sold the property, moving on to build other, often bigger, retail projects. In 1953 new shopping center construction totaled 6 million square feet. Three years later, that figure had increased more than 500 percent. Over the next twenty years, eighteen thousand shopping centers and malls were built in the United States.7

According to historian Thomas Hanchett, the effect of the tax code change becomes readily apparent by comparing the rates of shopping center construction in the United States and Canada, which did not adopt accelerated depreciation. In the mid-1950s, the two countries had about the same number of shopping centers per capita. A decade later, the United States had twice as many. There were other consequences as well. “Structures built under accelerated depreciation were intended to be disposable,” noted Hanchett. “You reaped the tax break as long as the law allowed, usually seven to fifteen years, then unloaded the project. So builders got out of the habit of building for the ages.” Because accelerated depreciation was available only for new construction, not renovation, downtown businesses and property owners could not take advantage of the new tax shelter. Shopping center development grew into an even bigger business, closely connected to national chains and affording little opportunity for independent retailers.8

BIRTH OF THE BIG BOX

It was into this world of rampant shopping center growth that Sam Walton opened the first Wal-Mart store in the small town of Rogers, Arkansas, on a warm summer day in 1962. Walton owned a modest downtown variety store in the neighboring community of Bentonville, but had bigger ambitions. He wanted to become a shopping center developer, but banks and investors were unwilling to lend him that kind of money, so he decided to open a large department store instead. Many of the characteristics that would come to define the Wal-Mart empire in later years were present in that first store. “Wal-Mart Discount City,” as the sign read, occupied a cheap, single-story building half a mile west of downtown. It was designed for the automobile: situated at the intersection of two major roadways and surrounded by blacktop parking. The store itself spanned sixteen thousand square feet, dwarfing nearly every other business in town. It sold a broad assortment of merchandise, from housewares and clothing to cameras and automotive supplies. Goods were trucked in from the far corners of the country, sourced wherever they could be bought the cheapest. Popular items like shampoo and toothpaste were sold as loss leaders—stacked high at the front of the store and priced well below cost. The idea was to undercut local competitors and draw into the store customers who then stocked up on other items that were priced to produce a profit. There were three checkout stands and a staff of twenty-five. Most of the employees were women. Wal-Mart exploited a legal loophole to pay them just 50–60¢ an hour, well below the federal minimum wage of $1.15 an hour.9

Two years later founder Sam Walton opened a second Wal-Mart in Springdale and a third in Harrison, just off the highway bypass. By 1969 there were eighteen Wal-Mart stores in Arkansas, Missouri, and Oklahoma. The company built its first distribution center that year: a giant warehouse, two football fields in size, where shipments arrived by truck and were unloaded, repacked, and shipped out to individual stores. The pace of Wal-Mart’s expansion steadily accelerated. Rather than leapfrogging into new markets, the company favored fully saturating a region with stores before moving on to colonize new territory. By 1973 there were fifty-five stores, spanning five states. In those early years, Wal-Mart avoided major population centers, staking its claim exclusively in small towns. Here, land was cheap, workers nonunion and low-paid, and zoning nonexistent. In small towns, Wal-Mart’s giant stores—they averaged forty-five thousand square feet, or about one acre, in the mid-1970s—constituted an overwhelming force, capable by virtue of their sheer scale and financial might to undercut and devour much of the local retail trade.10

Wal-Mart was not the only company building big-box superstores. Hundreds of similar stores were opening across the country in low-rent locations far removed from traditional commercial centers. In 1962, the same year Sam Walton launched his chain, the department store company Dayton’s debuted four Target stores in the Minneapolis and Duluth suburbs, while S.S. Kresge, a foundering sixty-year-old variety store chain, opened the first Kmart in Garden City, thirty miles outside Detroit. There were many others, mostly regional in scope, including Mammoth Mart, Bradlees, and Zayre in New England; Korvettes, Caldor, and Two Guys in New York; Fred Meyer in the Northwest; Gemco and FedMart in California; and Venture and Value City in the Midwest. Most of these companies no longer exist. They expanded in the 1970s and then began to collapse and disappear in the 1980s. Some were acquired, while others went out of business, as the big three—Kmart, Wal-Mart, and Target—extended their reach. By the mid-1980s, Kmart had taken the lead with two thousand stores, Wal-Mart had mushroomed to nine hundred outlets, and Target had grown to three hundred.11

The success of these mass merchandisers soon inspired other variations on the big-box format. One was the “category killer”—a superstore that carries a large selection of one category of goods, such as toys or consumer electronics—so named by the retail industry because of its ability to wipe out smaller competitors and dominate an entire category. Toys “R” Us is widely considered to be the first category killer. Although the chain traces its origins to a baby furniture store founded in Washington, D.C., shortly after World War II by Charles Lazarus, the son of a bicycle retailer, the company’s modern history began in 1978, when Toys “R” Us went public and started building vast toy superstores. Another early entrant was Home Depot, which got its start when Bernard Marcus and Arthur Blank, having been fired from management jobs with the Southern California hardware chain Handy Dan, bought a pair of defunct Treasure Island discount stores on the outskirts of Atlanta and reopened them as home-supply superstores in 1979. Circuit City, another early category killer, opened its first thirty-thousand-square-foot consumer electronics superstore in North Carolina in 1981.12

Still another variation on the big-box format that first appeared in the late 1970s was the warehouse store. These bare-bones retailing outlets typically have cement floors, simple metal shelves, and unfinished ceilings. They sell everything from office supplies to groceries, mostly in bulk quantities. The selection is broad, but not deep; a typical warehouse store carries about four thousand individual items, while a Wal-Mart supercenter might have as many as one hundred thousand. In 1976 veteran retailer Sol Price—who had founded the FedMart chain, on which Sam Walton based his early Wal-Mart stores—opened the first warehouse store, called Price Club, in an abandoned airport hangar in an industrial section of San Diego. Six years later two of the company’s executives left to create their own warehouse chain, opening the first Costco in Seattle in 1983. That year, Wal-Mart, still a regional chain, took another page from Sol Price’s playbook, launching Sam’s Club in a vacant building on the outskirts of Oklahoma City.13

HYPERGROWTH

Although the growth of chain retailers since 1990 can be seen as a continuation of a longer-running trend, it is also entirely unprecedented in both scope and speed. The chains have built a staggering number of stores. They’ve expanded, colonized land, and consumed market share at a stunning pace. Consider that in 1996, the top ten retail chains accounted for a remarkable 18 percent of consumer spending. Less than a decade later, in 2005, the top ten captured nearly 25 percent of the more than $2.8 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.14

Target grew eightfold from 1990 to 2005; it had 1,400 stores and $53 billion in annual sales in 2005. Two category killers, Home Depot and Lowe’s, account for nearly half of all hardware and building-supply sales, double the share they held in 1998. Home Depot had 1,900 stores that captured $73 billion in sales in 2004, while Lowe’s, which opened its first superstore in the early 1990s, ranked as the nation’s eighth largest retailer, with 1,200 outlets and $36 billion in annual revenue. Since 1990, about 5,000 independent hardware stores have closed. Three office-supply chains—Staples, Office Depot, and OfficeMax—all of which were founded in the late 1980s, have grown to 3,800 outlets and $41 billion in annual sales. Meanwhile, small and medium-size office-supply stores have shrunk to less than 5 percent of the market. Costco, which merged with Price Club in 1993, has nearly tripled in size since 1995. The company currently operates 440 warehouse stores and takes in $47 billion a year. Best Buy, which opened its first superstore in 1989, captures one of every five dollars Americans spend on consumer electronics. Another 10 percent of the market is held by Circuit City.15

Some of the most dramatic consolidation has occurred in the grocery industry. Food sales represent the largest segment of the U.S. retail market, accounting for about one-fifth of all store spending. Not that long ago, Americans did most of their shopping at independent grocers and small regional chains, which in turn bought their stock from a large number of independent wholesalers. Today, much of our food flows through a handful of national companies. The top five grocers—Wal-Mart, Kroger (which owns Fred Meyer and Ralph’s), Albertson’s (which owns Jewel-Osco and Acme), Safeway (which owns Vons and Dominick’s), and Ahold (which owns Stop & Shop, Bi-Lo, and Giant)—now capture 46 percent of sales nationally, more than double the share they held in 1998. Independent grocers have dropped to just 17 percent of the market. Because many of the big chains buy directly from manufacturers and handle their own warehousing and distribution, the number of independent grocery wholesalers has also declined since 1990, from more than 350 to fewer than 100.16

Clothing sales are likewise increasingly dominated by just a few companies. Mass merchandisers like Target are major clothing sellers, as are specialty chains like Gap Inc., which owns The Gap, Banana Republic, and Old Navy. Since 1997, Gap Inc. has grown from two thousand to three thousand outlets and more than doubled its revenue. Americans also rely on an ever-diminishing number of corporate retailers for their prescription medications. Chain pharmacies—led by Walgreens, CVS, and Rite Aid—account for 40 percent of prescription drug sales, while the market share of independent drugstores has dropped to 20 percent (supermarkets, mass merchandisers, and mail-order companies account for the rest). The pharmacy chains plan to expand even more rapidly in the near future. Walgreen Co. alone intends to open stores at the rate of one a day to attain its goal of seven thousand outlets by 2010.17

Books, movies, and music are rapidly becoming the province of a handful of global retailers. Two megachains, Barnes & Noble and Borders, which started as single outlets and only began unrolling superstores in 1990, now account for about one-fifth of all books sold in the United States and half of all sales made at bookstores. The volume of books sold online and at big-box retailers like Wal-Mart also increased sharply during the 1990s. The number of independent bookstores meanwhile fell by half between 1990 and 2002, and their market share shrank from about 30 to 10 percent. Independent video stores are dropping off the map in record numbers as well; some four thousand have closed since 2000. Blockbuster, which opened its first store in 1985, now has more than nine thousand outlets and accounts for 40 percent of all movie rentals. The second largest video chain, Hollywood Video, captures another 11 percent of the market. Music sales are also increasingly dominated by big chains like Best Buy and Wal-Mart. Since 1998, about one-third of independent music stores have closed; independents’ share of album sales has dropped to just 12 percent.18

Chain restaurants have grown rapidly as well. Chains and franchises already control much of the fast-food and casual-dining markets, and are now taking over more of the midrange and even fine-dining markets. Shopping malls and big-box complexes across the country are ringed by the same brands: Chili’s, Outback Steakhouse, Ruby Tuesday, TGI Friday’s. Companies like The Cheesecake Factory and Panera Bread are expanding by more than 20 percent each year, adding still more seats to cities that are already oversaturated. Most ubiquitous of all is Starbucks. The company started the 1990s with fewer than one hundred outlets, finished the decade with two thousand, and has since quintupled in size to more than ten thousand locations. As Starbucks spreads its logo to every corner, other chains are taking a more stealth approach. Some fine-dining restaurant chains give each of their outlets its own name and decor to obscure the centralized management and give patrons the impression of independent ownership. Even ethnic segments long dominated by immigrant families are not immune. Chains like P.F. Chang’s and Paul Lee’s Chinese Kitchen, which is owned by Outback Steakhouse, are expanding rapidly and hoping to do for the Chinese restaurant market what Olive Garden did for Italian dining. Overall, restaurant sales are more dispersed than other sectors, but the general trend has been the same: greater concentration among the largest chains and diminishing market share for locally owned competitors. The top one hundred chains currently capture 52 percent of all restaurant spending.19

What about the Web? At one time, the Internet was seen as a savior of small businesses. The Web would level the playing field: at little expense, independent entrepreneurs could go online and gain access to the same worldwide market their big competitors enjoy. Meanwhile, big-box chains, saddled with vast brick-and-mortar empires, would struggle in this new dynamic. But e-commerce has not developed the way many imagined. While some independents have thrived on the Web, setting up busy electronic stores, often connected to shopping portals like eBay and Abebooks, much of online retailing is dominated by the same retailers that control a commanding share of offline sales. “Web retailing is fast becoming a microcosm of the overall retailing industry,” according to Jack Love, publisher of Internet Retailer. The top twenty Web retailers captured 30 percent of the $70 billion Americans spent online in 2003 (which represents almost 3 percent of retail sales). Twelve of the twenty are major chains, including Office Depot, Best Buy, Target, Wal-Mart, The Gap, and Barnes & Noble. A few computer makers and catalog retailers also make the cut. Topping the list, of course, is Amazon.com, the bookstore-turned–mass merchant that had over $5 billion in sales in 2003. (Amazon got to the top in part because shareholders allowed it to lose money—more than $3 billion between its founding in 1995 and 2003, when it turned its first, modest, profit.)20

By far the biggest chain—one that stands in a league all its own—is Wal-Mart. To even begin to get a sense of how big Wal-Mart is and how much it has grown requires a legion of statistics. In 2005 Wal-Mart had $312 billion in revenue. It operated more than six thousand stores worldwide, including thirty-eight hundred in the United States, each of which averages three football fields in size. With 600 million square feet of floor space in the United States, Wal-Mart could fit every man, woman, and child in the country inside its stores. No company has more trucks on North American roads than it does. Wal-Mart is five times the size of the nation’s second largest retailer, Home Depot. It’s bigger than Target, Sears, Costco, JC Penney, Walgreens, Best Buy, The Gap, Staples, Toys “R” Us, Nordstrom, Blockbuster, and Barnes & Noble combined.

Wal-Mart is an economic heavyweight of global proportions. It ranks as the thirty-fourth largest economy in the world, bigger than the gross domestic product of most countries, including Austria, Chile, and Israel. Its purchasing power is vast. Wal-Mart bought $18 billion worth of goods from China in 2004, making it the country’s fifth largest trading partner, ahead of Great Britain, Germany, and Russia. With 1.5 million employees, Wal-Mart stands as one of the world’s largest private employers. Millions more work indirectly for the chain, laboring in factories to produce goods for its shelves or in ports loading shipping containers bound for its stores. To keep this global empire running, Wal-Mart has built a computer system so vast it is said to rival the Pentagon’s in size.21

Wal-Mart captures an extraordinary share of American consumer spending in nearly every category. Since the advent of its supercenter format in 1988, the retailer grew from selling virtually no groceries to being the country’s top food seller. The chain now captures one of every five dollars Americans spend on groceries, and is even more dominant in some markets, such as Dallas–Fort Worth, where Wal-Mart’s 104 stores account for one-third of food sales. Wal-Mart also ranks as the number one clothing retailer. It sells more home furnishings than any other company. It is the nation’s largest music seller, accounting for one in five albums sold, and the largest toy retailer, with 27 percent of that market. Wal-Mart sells 31 percent of all DVDs, 18 percent of cameras and film, and 16 percent of consumer electronics. It has nearly one-third of the market for numerous household staples, including toothpaste, diapers, and shampoo.22

Not only is Wal-Mart driving out independent competitors, it has even begun to devour other large chains. Kmart is foundering, while regional department store companies such as Ames and Caldor have already gone belly-up. Supermarket chains are vulnerable. Of the thirty supermarket chains that filed for bankruptcy protection between 1995 and 2005, Wal-Mart was a catalyst in twenty-six of those cases. And the losses are likely to continue. According to an analysis by the market research firm Retail Forward, for every Wal-Mart supercenter that opens in the next few years, two grocery stores will close. The casualties will include independents as well as stores operated by big national retailers like Kroger and Safeway. Sears and Kmart merged in an effort to withstand the giant, as did Federated and May, parent companies to numerous department store chains, including Macy’s, Bloomingdale’s, and Lord & Taylor. Major toy chains are also in trouble. In the late 1990s, Wal-Mart made an aggressive push into the toy market, surpassing Toys “R” Us to become the nation’s top toy seller. Determined to steal yet more market share, Wal-Mart, industry analysts say, then began selling toys at cost or even at a loss, making up the revenue in other departments. The tactic sent Toys “R” Us into a tailspin and thrust two other national toy chains, FAO Schwartz and KB Toys, into bankruptcy. Next in Wal-Mart’s sights are the consumer-electronics chains. Since 2001, Wal-Mart has increased its market share in this category by 60 percent, surpassing Circuit City to become the second largest consumer-electronics retailer after Best Buy. On Thanksgiving Day in 2005, there were more visitors to Wal-Mart’s Web site than to Amazon’s—a first.23

There seems to be no end to the goods and services Wal-Mart plans to conquer. The company has opened health clinics in many stores and has been working to overturn government regulations that bar it from going into banking. More than fifteen hundred of its outlets are now equipped with gas stations. Doubts over the chain’s capacity to expand any further in the United States have surfaced periodically in the business press for more than a decade. Wal-Mart seemed impossibility large in 1999 when Money magazine headlined a feature on the retail juggernaut with the query, “How Big Can It Get?” Since then it has doubled in size. Consider too that half of its supercenters are located in just eleven states in the Southeast and Midwest. There are five to ten times as many Wal-Mart stores per capita in Oklahoma and Mississippi than there are in California and New Jersey. And while Wal-Mart accounts for a stunning 10 percent of all U.S. retail sales, in Arkansas it captures close to 20 percent of the pie. Wal-Mart itself sees plenty of room for expansion. The company’s executives approve an average of $1 billion in real estate spending every month. CEO Lee Scott has said, “We are finding we can put more supercenters closer together than we ever dreamed of in our life.”24

Such aggressive building is imperative if a chain is to keep its shareholders content and its stock price buoyant. To grow at the rate shareholders have come to expect, retailers must not only boost sales at their existing stores, they must continually build new stores in order to grab new market share. Indeed, less than half of the annual revenue growth for many big chains can be attributed to increased sales at established stores. In 2004, for example, only one-third of Lowe’s $4.7 billion in new revenue was derived from stores open for a year or more. The rest of the company’s gains came from opening new outlets. The same was true of Wal-Mart; increased sales at established stores accounted for only one-third of its $27 billion in added revenue. Maintaining this growth rate requires relentless construction. Since 1995, Target and Wal-Mart have expanded their total floor area by an average of 8–10 percent a year. To stay on track, Wal-Mart must build more than 50 million square feet of new store space a year.25

Where will all of these new stores go? One place is urban neighborhoods, which many big-box retailers are now targeting as a source of growth. “In general, the inner city is undersaturated with chain retail space. It’s a lot of mom and pops,” contended Al Meyers of the market research firm Retail Forward. Meyers conceded that, for big-box retailers, the inner city is “last on their list,” but they’re running out of opportunities elsewhere. Where space allows, big-box retailers prefer to impose their standard suburban formats on city neighborhoods. Shuttered industrial sites are common targets. In Philadelphia, a trio of suburban-style big-boxes—Ikea, Lowe’s, and Best Buy—recently debuted on former shipyard land not far from City Hall. In the heart of historic New Orleans, the demolition of a public-housing complex provided sufficient acreage for Wal-Mart to build a two-hundred-thousand-square-foot supercenter surrounded by an ocean of parking. But where necessary, big-box developers are finding ways to wedge massive stores into even the most densely built urban areas. Whole blocks of storefronts in Manhattan have been converted to Bed Bath & Beyond, Best Buy, Circuit City, Old Navy, Staples, and Kmart outlets. Home Depot has opened two Manhattan superstores and is planning more, while Wal-Mart and Target are looking for sites.26

TOMORROW, THE WORLD

Although we often refer to them as national chains, these retailers are in fact global chains. One can now visit Starbucks on Avenue de l’Opéra in Paris, shop at Borders in Singapore, or rent a video at Blockbuster in Glasgow, Scotland. Home Depot has erected its orange box just beyond the fortified walls of Quebec City, the four-hundred-year-old cradle of French culture in North America, while Wal-Mart has built a superstore at the base of the ancient pyramids of Teotihuacán in Mexico. The global spread of U.S.-based chains is not a new phenomenon. McDonald’s has 32,000 outlets around the world. But what is new is the scope of the megastore appetite: the sheer scale of the stores themselves and their capacity to seize, wherever they go, a dominant share of the local trade in basic necessities, including groceries, clothing, and building supplies.

“Our priorities are that we want to dominate North America first, then South America, and then Asia, and then Europe,” David Glass, then CEO of Wal-Mart, announced in the late 1990s. Today the chain operates on all four continents, with more than fifteen hundred outlets outside of the United States, and derives one-fifth of its revenue from its international division. “The United States is 37 percent of the world’s economy, which leaves 63 percent for international,” John Menzer, CEO of Wal-Mart International, explained. “If we do our job, international operations should someday be twice as large as the United States.” Other big chains have declared similar intentions. In an interview with the Associated Press, Home Depot CEO Bob Nardelli dismissed stockholder concerns that the chain may be reaching the saturation point by noting that the company so far has captured only 10 to 12 percent of the global home-improvement market.27

Close at hand and sharing much in common with the United States, Canada was an early target for American megachains, which first appeared in the mid-1990s and have since grown to dominate the market. Wal-Mart arrived in Canada in 1994 and now operates 235 superstores and ranks as the country’s largest retailer. Costco comes in fourth, with sixty-three warehouses and $5 billion in annual sales. Home Depot is the top retailer of hardware and building supplies. Best Buy leads in consumer electronics, while Staples is the largest seller of office products. The proliferation of these large-scale stores is transforming Canada’s landscape. “We’ve had this view in Canada about how wonderful our downtowns are and that this separates us from the Americans,” reported Dr. Ken Jones, director of the Centre for the Study of Commercial Activity at Ryerson University. But now, “downtowns in Canada are in trouble.” The Toronto metro has more than seven hundred big-box and category-killer stores, twice as many as there were in the late 1990s.28

Megastores are also overrunning Mexico, upending local economies and changing daily life. Wal-Mart built its first Mexican outlet in 1991. Today, it’s the largest retailer by a wide margin, with 633 stores and more than one hundred thousand employees. As it commonly does in foreign countries, Wal-Mart expanded in Mexico partly by acquiring existing chains. Many of these, like the Bodega Aurrerá supermarkets, are still operated under their old names, which makes Wal-Mart’s takeover of the country’s economy not quite as obvious. Wal-Mart has been especially aggressive in the food sector and now controls more than one-third of Mexico’s grocery sales, a level of market concentration that alarms antitrust authorities, as well as local farmers and suppliers who have fewer buyers for their products. Two years ago, the Mexican Federal Competition Commission launched an investigation into whether Wal-Mart was strong-arming suppliers, ultimately ordering the company to follow a code of conduct governing its dealings with vendors. More recently, the government authorized Mexico’s three competing supermarket chains to form a joint purchasing alliance. The unprecedented move may enable these larger retailers to hold on, but it does nothing to stem the fallout from Wal-Mart’s expansion that is occurring in neighborhood after neighborhood as thousands of family-owned businesses, small food producers, and open-air markets disappear.29

As they do in the United States, big-box chains rarely give any consideration to local preferences and tend to arrive in waves, one after the other, so rapidly that citizens have little time to react. Cuernavaca, a growing city about ninety minutes south of Mexico City, provides a case in point. In 2001 Costco purchased a historic hotel and casino from the local government. Surrounded by twenty-four acres of Amanalco forest, including hundreds of century-old trees, this fine old art deco hotel, called the Casino de la Selva, was adorned throughout with murals painted in the early 1930s. It had long served as a getaway for politicians, artists, and writers, but had been shut down and confiscated by the government when its owner died in the late 1980s. Costco bought the property with the intention of leveling both the hotel and the forest and erecting one of its standard warehouse stores in their place.

When Costco’s plans became public, local environmentalists, small-business owners, and preservationists formed the Civic Front for the Defense of the Casino de la Selva and called on the city to preserve the hotel and turn the land into a park. They organized rallies, the largest of which drew more than fifteen thousand people, collected petition signatures, and reached out to organizations around the world. But Cuernavaca city officials, who’d sold Costco the property for less than market value, remained adamantly in favor of the big box. They arrested dozens of the Civic Front’s leaders on charges of sabotage and gave Costco the green light. In the fall of 2002, the company demolished the hotel, cut down the trees, and built two massive concrete boxes—the Costco store and a large chain supermarket. Virtually overnight, Cuernavaca was flooded with chain store construction. First came Wal-Mart, then two cineplexes and an Office Depot. Sam’s Club, Home Depot, Staples, Blockbuster, and several fast-food outlets, including KFC and McDonald’s, followed. Cuernavaca, long known as the “city of eternal spring” for its lush climate, may soon become the “city of the eternal megastore.” Locally owned businesses are fast disappearing, while the global chains, according to Civic Front member Flora Guerrero Goff, “impose a lifestyle which destroys our culture, environment, and local economy.”30

Costco, like most big chains, makes little effort to adapt its standard store formula to different cultures. Mike Sinegal, head of the chain’s Japan division, bluntly explained, “The bottom line is that the uniqueness of these markets is overrated.” Fourteen thousand miles from Cuernavaca, Costco operates another mammoth warehouse store, this one on the outskirts of Tokyo, in the city of Machida. With its glowing red and blue sign and 146,000 square feet of bare-bones selling space, this Costco is virtually indistinguishable from the one in Cuernavaca or from any of the chain’s 440 other outlets. About all that sets it apart are the two stories of parking garage stacked on top of the building, a variation made necessary by Japan’s high land costs, and a slightly altered product mix that includes cases of seaweed and green tea stacked alongside the more familiar two-pound boxes of potato chips, giant cans of Dinty Moore stew, and oversize packs of beef jerky. Costco plans to build at least fifty outlets in Japan. It’s not alone. Spurred by the government’s decision to lift long-standing rules restricting construction of large stores, megachains are popping up across the country. Wal-Mart, which bought and is expanding a chain of stores called Seiyu, recently unveiled its first Japanese supercenter, an 85,000-square-foot, single-story outlet, situated within view of Mount Fuji in the fishing community of Numazu.31

The success of megastores in Japan and elsewhere around the world depends not on these global retailers’ ability to understand local customs and shopping habits, but rather on their power to thoroughly remake them. Traditional practices of visiting several small neighborhood stores three or four times a week, often on foot or by bicycle, are giving way to a more suburban American approach to running errands. It’s inherent in the megastores’ very design. The sheer scale of these stores and their location on the outskirts of town make picking up a few things every other day impractical. What these stores are actually designed for, what they foster, is a big once-a-week shopping trip. Hauling a week’s worth of groceries and other goods home on a bicycle is not an option, and so the car becomes essential to shopping. It’s a self-reinforcing cycle: once the car enters the picture, the difficulty of parking downtown or along dense neighborhood streets further erodes the convenience and appeal of locally owned stores. As these businesses begin to decline and close, people have a harder time finding what they need within the neighborhood, and so begin to rely ever more on the superstores.

U.S.-based chains are not the only retailers building global empires. Four of the world’s top ten retail corporations are based outside the United States: France’s Carrefour, Germany’s Metro, the Dutch firm Ahold, and Britain’s Tesco. (To get a sense of their relative size, all four of these companies combined would still be smaller than Wal-Mart.) While some European countries have taken steps to limit megastores, others are being overrun by the same kind of retail development that has sprawled across much of North America. In Britain, massive, edge-of-town hypermarkets are draining the life from many town centers. “We are witnessing the slow death of small independent retailers,” contended Andrew Simms of the London-based New Economics Foundation. “A new retail feudalism is emerging across Britain as a handful of brands take over our shopping.” Four hypermarket giants—Tesco, Asda (owned by Wal-Mart), Sainsbury, and Safeway—now account for 75 percent of the country’s food sales. As greengrocers, butchers, druggists, and other merchants disappear from town centers and urban neighborhoods, miniature versions of the big four, like Tesco’s Express stores, along with global chains like The Gap, Blockbuster, and Starbucks, have moved into the void.32

In much the same way that U.S.-based chains have annexed the Canadian and Mexican markets, when the iron curtain lifted, western European chains rushed into Hungary, the Czech Republic, Slovakia, and Poland. Tesco now has 150 hypermarkets in central and eastern Europe. British journalist Joanna Blythman described one on the outskirts of the Czech town of Hradec Králové: “The Tesco hypermarket. . . sits on no man’s land where town meets country. . . an anonymous terrain of roads, warehouses, car showrooms, fast-food drive-throughs and big-box retail developments. It could be France, it could be the U.S., it might be Germany, Mexico, Belgium, Malaysia, the U.K. or Chile. Just another global retail zone, stripped of any geographical or national character.” In the space of a few years, Croatians shifted from primarily shopping in small stores and markets to buying most of their food from global chains. The ancient Polish city Kraków now has more megastores per capita than any other European city. Between 2002 and 2004 alone, more than three thousand of Kraków’s twenty thousand small businesses folded.33

Now the European chains are racing against Wal-Mart and other U.S.-based retailers to conquer countries as far-flung as Brazil and Malaysia. Tesco is a major player in Taiwan, South Korea, and Thailand. Carrefour has erected hypermarkets in thirty-one nations, including Chile, Indonesia, and Turkey. For global retailers, one particularly enticing conquest is China, with its massive population, fast-growing economy, and oppressed workforce. Recent policy changes in China—required to gain entrance to the World Trade Organization—have opened the way for unlimited big-box construction and full foreign ownership of retail stores. Wal-Mart, which sources much of its inventory in China, has opened fifty-five superstores in the country, while both Carrefour and the German chain Metro have dozens more. One retail analyst predicts that by 2010, a handful of global chains will control half of China’s retail sales. Should that occur, China will have bypassed any sort of entrepreneurial free market, shifting from a top-down economy directed by state-owned industries to one that is equally centralized, but controlled by multinational corporations.34

VENDORVILLE

A handful of corporate chains have become so powerful, they have the capacity not only to refashion local retail economies the world over but to determine what goods the global economy produces, how they’re made, and by whom. At one time, the big power players in the economy were manufacturers, like US Steel and General Motors. Today the kingpins are the big chains. They are the gatekeepers. With as much as one-third of the market for certain products, they have near-absolute power to dictate terms and to force even the largest manufacturers to meet their demands. To get a sense of this dynamic, visit the head offices of any of the dominant retailers. Stop by Lowe’s in Mooresville, North Carolina, or Costco in Issaquah, Washington. Orbiting around each of these corporate headquarters are the branch offices of hundreds of manufacturers and vendors, staffed by thousands of employees whose sole task is to keep their companies in the chains’ good graces.

Nowhere is this balance of power more apparent than in northwest Arkansas. About eight miles from Wal-Mart’s first store in Rogers, just on the other side of I-540, is the town of Bentonville, population twenty-five thousand. Sam Walton’s hometown for much of his life, Bentonville remains home to Wal-Mart’s corporate headquarters, which looks a lot like one of the company’s superstores: a low-slung, featureless box in a sea of parking. Wanting to be within reach of the world’s largest customer, more than four hundred companies have opened offices nearby, massing along the I-540 corridor from Bentonville south to Fayetteville in an area nicknamed Vendorville. Many of America’s most famous brands are here: General Electric, Kraft, Levi Strauss, Clorox, Dial, Del Monte, General Mills, Disney.

One of the first to arrive in the late 1980s was Procter & Gamble, a household-goods powerhouse with a portfolio today that includes Pampers, Tide, Downy, Crest, Folgers, Duracell, Gillette, Right Guard, and Pringles. As big as it is, P&G is dwarfed by Wal-Mart and largely at its mercy. The chain accounts for 15 percent of P&G’s revenue, or about $10 billion a year. If Wal-Mart dropped P&G’s products, the company would have to double sales to its next nine largest accounts just to stay even—a fate the company is working hard to avoid. In an office not far from Wal-Mart headquarters, P&G has 250 employees who spend their days analyzing sales data from Wal-Mart stores, developing products according to Wal-Mart’s instructions, and figuring out ways to reduce Wal-Mart’s costs. “Every vendor has many people who are really Wal-Mart employees,” explained one executive interviewed by Advertising Age.35

While the media have reported fairly extensively on the harsh methods corporate retailers employ to extract ever lower prices from their suppliers—Wal-Mart famously insists that its vendors reduce their prices year after year, while Target has perfected online reverse-auctions in which competing companies undercut one another’s bids in real time—what has received less attention are the ways chains use their clout to shift some of their own costs onto suppliers. Much of the work done at manufacturers’ Bentonville branch offices benefits Wal-Mart at no cost to the company. Retailers also commonly require vendors to adopt expensive new technologies that are of little benefit to themselves, but that reduce labor costs for the chains. Costco, Target, and Wal-Mart, for example, are beginning to demand that suppliers embed radio frequency identification (RFID) tags in their merchandise. These tiny microchips, about the size of a grain of sand, emit signals that can be picked up by specialized scanners. They make managing and tracking inventory much easier for retailers. Wal-Mart expects the tags to reduce payroll at its distribution centers by as much as 10 to 20 percent. But the average supplier—Wal-Mart has thousands—will spend an estimated $9 million implementing the technology.36

An even more fundamental and far-reaching cost-shift is now under way as major chains shed ownership of the goods that line their shelves. Traditionally, retailers owned products during the time from when they were delivered until they were purchased by a customer. Capital was thus perpetually tied up in inventory, and managing inventories created expenses and risks for retailers. Now, under new accounting systems being adopted by Wal-Mart and other chains, suppliers are only paid after their products are scanned at the checkout counter. Basically, the chains are becoming vast consignment stores, with manufacturers assuming the burden and expense of owning the inventory. Which party shoulders the cost of lost, stolen, or damaged merchandise is the subject of negotiations, but one doubts the suppliers come out ahead. One analyst predicts that by 2010, Wal-Mart will have wiped all inventory costs from its balance sheet.37

To sell to the big chains, companies must follow extensive rules established by each retailer, setting out how goods are to be packaged, labeled, and shipped. They must meet pinpoint delivery times, rolling their trucks up to the right bay at the distribution center at exactly the right moment. The rules vary from retailer to retailer and change constantly. The slightest infractions result in fines, known as chargebacks, which retailers deduct from suppliers’ invoices without notice or negotiation. The practice was pioneered by Wal-Mart and spread to other chains in the 1990s. Afraid to offend their biggest customers, companies rarely discuss chargebacks publicly. One anonymous supplier reported being fined $120,000 by Kmart for delivering shipments out of sequence. Kmart eventually reduced the fine to $40,000, but only after the vendor painstakingly assembled documentation showing the fine was unjustified. According to the Credit Research Foundation, chains use chargebacks to discount suppliers’ invoices by an average of 4 to 10 percent.38

Perhaps the most shocking penalty of all is one corporate retailers call “margin relief”—a fine that vendors must pay if their products fail to generate sufficient profits for the chain. One anonymous vendor reported being assessed $30,000 by Lowe’s, because the company’s merchandise was not selling as well or as fast as the chain had anticipated. “This is an everyday occurrence,” an executive with a lighting and electrical supplier told National Home Center News. “We sell a product into a retailer that doesn’t sell [in the stores], we have to take it all back and then get penalized on top of that.” Essentially, doing business with the chains entails guaranteeing that your products will yield profits, regardless of the circumstances or the retailers’ own miscalculations.39

Companies that depend on one or two chains for a large portion of their revenue, as many now do, are perpetually at risk of being crushed and losing everything. In an interview in Fast Company, Frank Garson II, president of The Lovable Company, a lingerie maker founded in 1926, described his firm’s relationship with Wal-Mart: “They have such awesome purchasing power that they write their own ticket. If they don’t like your prices, they’ll go vertical and do it themselves—or they’ll find someone that will meet their terms.” After negotiating a contract with the Lovable, Wal-Mart decided to change the terms unilaterally, forcing the manufacturer to give up the business. Three years later, Lovable folded. “Wal-Mart chewed us up and spat us out,” Garson said. Rubbermaid similarly imploded under Wal-Mart’s vice-like grip. In 1994, faced with rapidly escalating prices for resin, a key ingredient in many of its products, Rubbermaid asked Wal-Mart to accept a price increase. The chain not only refused, but retaliated by clearing Rubbermaid products from its shelves, replacing them with goods made by competitors. With Wal-Mart no longer a customer, Rubbermaid instantly lost almost 20 percent of its revenue. The company, which had just been named one of America’s most admired companies by Fortune, began to founder. Three years later Rubbermaid was gone, consumed by Newell Company.40

Today, Newell Rubbermaid products are back on Wal-Mart’s shelves. But any notion of two equals negotiating in their own interest has given way to a form of corporate feudalism, complete with the sort of pageantry that commonly marked medieval hierarchies. Newell’s Bentonville branch office houses fifty employees, only part of the company’s Wal-Mart division. The office itself is designed to imitate Wal-Mart’s own corporate headquarters, down to the cheap carpet, tiny cubicles, and plastic chairs. Pictures of Sam Walton and his aphorisms are tacked to the walls. On the first floor, an exact replica of a Wal-Mart store has been constructed in miniature, showing the placement of Newell Rubbermaid’s products. Newell CEO Joe Galli spends at least four weeks every year touring the real thing.41

While doing business with the chains is dangerous and sometimes fatal for large manufacturers, small producers fare even worse. In 2003 a judge ruled that Home Depot’s dealings with a small door-and-shutter manufacturer were “malicious. . . and fraudulent.” The judge concluded that the chain had not only abused this particular supplier, Santa Fe Custom Shutters and Doors, but routinely mistreated other small suppliers. The owners of the company, which had folded after taking on substantial debt to build enough manufacturing capacity to fulfill a contract with Home Depot, which the chain later canceled, were awarded $12 million in damages. Consultant Howard Davidowitz, who has advised some of his clients not to do business with giant retailers, warns, “If you do, you can get destroyed in a thousand ways.” But if the chains continue to absorb an ever-larger share of consumer spending, and more independent retailers disappear, small firms may have no choice but to take their chances supplying the big boxes.42

Market concentration often leads to more market concentration, and indeed, the excruciating pressure of dealing with the megachains has set off a wave of mergers among manufacturers, notably Procter & Gamble’s acquisition of Gillette in 2005 and Whirlpool’s purchase of Maytag in 2006. The point is not so much to gain leverage; that’s an impossible goal given that the biggest manufacturers are not even in the same league as the chains. The top five book publishers, for instance, produce nearly half of all the books sold in the United States, but their combined revenue is still smaller than Barnes & Noble’s. The world’s largest and best-known consumer brands are only a fraction of the size of Wal-Mart. Manufacturers have no hope of becoming big enough to hold their own in negotiations with the chains; they’re merging because a certain scale is necessary just to keep up with the demands of supplying these retailers. According to the executive of a food company that recently merged with another, suppliers in the supermarket industry need to do at least $15 billion in annual sales to function effectively. “The reason,” he explained, “is that at $15 billion, you start having the scale to put a significant number of people in Bentonville.”43

More ominous for manufacturers is the fact that the chains are not only their largest customers but, increasingly, their competitors too. Suppliers to Wal-Mart and Target risk losing the business not only to another vendor but to the chain itself. Store-brand, or private-label, products now account for 20 percent of sales at large chains. Wal-Mart-manufactured dog food, sold under the Ol’ Roy label, has surpassed Purina as the world’s topselling brand. The chain’s in-house juice label outsells Ocean Spray, while its toy trucks take up more shelf space than Mattel’s. Wal-Mart has recently moved into more sophisticated product lines. In 2004 it unveiled its own electronics brand, iLo, producing plasma television sets and DVD recorders; Wal-Mart may eventually manufacture everything from cell phones to computers. It’s not alone. Best Buy has started making DVD players, televisions, and computers under its Insignia label. Target has developed an extensive array of private-label clothing, beauty, and food products. Home Depot sells exclusive lines of tools and other products. While the chains are free to compete directly with their vendors, the reverse is not true. A few years ago, Home Depot sent a letter to its suppliers demanding that they stop selling their products on their own Web sites: “We trust you can understand that a company may be hesitant to do business with its competitors.”44

The rapid expansion of private-label sales is due in part to a remarkable transfer of knowledge from manufacturers to retailers. Not long ago, retailers lacked the expertise and understanding of consumer preferences needed to truly compete with major brands. But that’s no longer the case. The primary directive of the legions of manufacturers’ employees stationed in Bentonville is to help Wal-Mart sell more goods, which they accomplish by giving the retailer access to all of their research and expertise about the market for dog food or toys or DVD players. As a result, when Wal-Mart launches its own private-label version, it knows about as much about making and selling that product as any of the leading brands. Procter & Gamble’s Bentonville employees, for example, spent years teaching Wal-Mart about the laundry business. The chain repaid the favor in 2001 when it unveiled its own laundry detergent, priced well below Tide, P&G’s pride and joy.45

Big retail chains are manufacturers’ top customers and largest rivals. Soon they may become their primary source for raw materials as well. Wal-Mart has begun to leverage its vast international procurement network to negotiate deals on inputs, like denim and polar fleece, that its suppliers use to manufacture products for superstore shelves. Mattel and Hasbro are among the companies that have reportedly already begun to purchase their inputs through Wal-Mart. As Ken Eaton, head of international procurement at Wal-Mart, explained, “There’s no reason we can’t be buying oranges for orange juice, paper for notebooks or tomatoes for tomato juice.”46

WALTON 5 & 10

Sam Walton had become a legendary figure in America even before his death in 1992. His story is the ultimate tale of the hometown merchant who made it to the big time. Before opening Wal-Mart Discount City, Walton owned a variety store in downtown Bentonville. Named Walton 5 & 10, the store sold clothing, household goods, sewing supplies, cookware, toys, and cosmetics. The location was ideal: a prime spot on what was, in the 1950s, a bustling town square buttressed by the county courthouse and lined with small businesses. Like many local merchants, Walton was actively involved in the community. He took a turn as president of the Rotary Club, served on the hospital board, helped launch a Little League program, sponsored the high school football team, taught Sunday school, and was elected to the city council. In 1962 Walton launched the Wal-Mart empire. Twenty-three years later he was the richest person in America. According to the legend that permeates the business press, Wal-Mart’s miraculous rise was owed to Walton’s feisty entrepreneurialism, seven-day workweeks, and notorious thrift. He worked in a small, unadorned office and drove a ‘79 Ford pickup until the day he died.47

There’s certainly truth to the Walton legend. But much as the rags-to-riches stories of Horatio Alger once served to keep the country’s poor docile and hardworking, the Walton tale is told to shore up a now dubious tenet of the American economic system: namely, that anybody with a good idea and a willingness to work hard can grow a business from scratch. It helps mollify concerns about Wal-Mart’s power, because the underlying implication of the Walton legend is that at any moment another clever, gutsy entrepreneur could start up a small business and go head-to-head with Barnes & Noble or Home Depot or even Wal-Mart.

But is this really still possible? Could Sam Walton himself open an independent retail store today and make it? Downtown Bentonville tells its own story about the state of American entrepreneurialism. The town square is about as lifeless as the towering statue of a Confederate soldier overlooking the green. A small stationery store has managed to hang on, along with a diner and a “country store” for tourists. Gone is Bentonville Furniture’s “four floors of fine furniture.” So too the shoe store, doughnut shop, the dry cleaner. The red-lettered sign of Walton 5 & 10 remains, but the business ceased functioning decades ago. The storefront is now a museum churning out the Walton legend, replete with artifacts, including Sam Walton’s pickup truck and a stuffed version of his dog, Ol’ Roy.48

Independent businesses are few and far between in Bentonville. Much of the town’s economic activity has migrated out to Sam Walton Boulevard, a sprawling commercial strip of fast-food outlets and gas stations anchored by a Wal-Mart supercenter, or to one of the many clusters of chain stores that have sprung up along the I-540 corridor east of town. Like many Americans, Bentonville residents do much of their shopping and dining at places like Scottsdale Center, a massive array of the same big chains found everywhere: Lowe’s, Linens ‘n Things, Old Navy, The Gap, Kohl’s, Barnes & Noble, Chili’s, and Applebee’s.

For independent businesses, surviving in this environment is a considerable challenge. It’s not simply a matter of competition. The chains have certain inherent advantages, to be sure, but local businesses do too. The problem, many contend, is that corporate chains use their financial resources and market power to gain an unfair edge over their smaller rivals. In an economic system designed to reward companies for being better, the major chains have managed to grab market share in large measure simply by being bigger. It’s a rigged game. Even the most popular, innovative, and best-managed independent businesses face an uphill battle, which raises a critical question. Are corporate retailers creating an economy that is more competitive and dynamic, or one that is decidedly less so?

A favorite tactic employed by corporate retailers is to flood a market with far more retail space than local consumers can actually support. “The reading population is not growing, but there are so many more bookstores,” said Ann Christopherson, co-owner of Women & Children First, a long-standing and highly regarded Chicago bookstore. Since the early 1990s, Barnes & Noble and Borders have built nearly forty superstores in the Chicago metro. Meanwhile, consumer spending on books has been stagnant. With those dollars spread ever more thinly over a much larger number of stores, many of Chicago’s independent booksellers, predictably, have slipped into the red and closed. Retail profit margins are slim and, while a chain has the financial resources to ride out losses at some of its superstores indefinitely, only a small decline in revenue can make the difference for an independent. “You can be stuck just by virtue of the fact that enough of your customers are picking up at Borders a few of the things they would have bought from you,” Christopherson said. Sales at her store fell during the early 1990s when the superstores first expanded in Chicago. She and co-owner Linda Bubon have managed to get revenue back up to a viable level, but the chains keep on coming. Borders has opened yet another superstore less than a mile from Women & Children First.49

Much the same scenario has played out nationwide. “Our best estimates are that since 1991, the retail square footage devoted to the sale of books in the United States has quadrupled and that, over the same period, total book sales (in units) have remained about the same,” said Oren Teicher of the American Booksellers Association. Overbuilding has occurred in nearly every retail sector. “We’re willing to cannibalize ourselves,” Home Depot chief executive Bob Nardelli said recently as he briefed shareholders on the company’s strategy of blanketing the country with so many outlets that their market areas overlap.50

This carpet-bombing tactic worries Scott Lockwood, owner of Robnett’s Hardware in Corvallis, Oregon. Home Depot is building a 130,000-square-foot store in this city of fifty thousand and, if another developer’s plans succeed, Lowe’s will soon follow. Home Depot already has an outlet in the neighboring town of Albany and plans to open several more in the region. The market is not large enough to support all of this new capacity, Lockwood contends. He wonders if Robnett’s, which was founded in 1857 and ranks as the oldest continuously operated business in Oregon, will survive. “We’re not going to roll over,” Lockwood vowed, but big-box saturation may prove an even more dire threat than the Great Depression. Two locally owned hardware stores in Albany have already closed.51

Business experts advise independent merchants like Lockwood to carve out a niche, a specialized area of the market in which the chains are not directly competing. By this logic, independent businesses no longer have a place in the mainstream of the American economy, but can survive only on the outer margins, selling extraneous products rather than everyday goods and services. But even accepting this, what’s really left for independents? “They don’t leave those crumbs for long,” Lockwood said. He pointed out that local garden centers have focused more on advanced gardeners in an effort to differentiate themselves from Home Depot, which has a large gardening department aimed primarily at the “starter” market. But now, having seen how attractive the advanced market is, Home Depot is beginning to expand in that direction. “When they see a market is viable, they move into it,” Lockwood contended. “Soon there will be no fringe left.”52

Corporate retailers commonly offer very low prices at newly opened stores, sometimes sustaining losses at those outlets for months or even years to gain market share. Once people have gotten into the habit of shopping the big box, however, prices rise. That’s happened at the Home Depot store in Albany, according to Lockwood, who has kept tabs through a network of contractors that shop both his store and Home Depot. “They all tell me the same thing,” he said. Prices have risen appreciably since the Home Depot opened two years ago. Individual items may vary, but if you look across a broad range of goods, prices at Robnett’s and Home Depot are now about the same. Lockwood conceded that this surprises even him. “They have the marketing ability to create this sense of lower prices,” whether it’s true or not, he explained.53

“We’re so inundated with the advertising that people are convinced the big stores are the only way to go,” concurred Tom Tracy, who owns Bay Copy & Data, an office-supply business in Tampa, Florida. When he launched the business in 1986, there were at least fifty local office-supply businesses in the area. Today there are a handful. Marketing, he argued, has conditioned people to think of the chains first and foremost whenever they need something. If you need office supplies, you automatically think of Staples or Office Depot. Few people consider the impact of their choices on the community. “I asked a teacher recently where she goes for supplies. She told me Staples,” Tracy said. “Then I asked her where she goes for donations for school programs. She named an independent business.”54

“One of the biggest problems facing independent music stores is loss-leader pricing,” argued Don VanCleave, president of the Coalition of Independent Music Stores and former owner of Magic Platter CD in Birmingham, Alabama. The nation’s two largest music sellers, Wal-Mart and Best Buy, he explained, sell CDs at a loss to get customers in the door; according to the chains’ market research, once inside, these customers buy other higher-value items. Someone lured in for the latest Céline Dion album, for example, might pick up a new pair of jeans or shop for a DVD player. Independents that sell only music must find a way to compete with mass merchandisers that treat their entire music departments as loss leaders.55

The power that Wal-Mart in particular has over its suppliers is creating “an economic and competitive imbalance,” according to Burt Flickinger, managing partner at the New York–based consulting firm Strategic Resource Group. While suppliers set up offices in Bentonville and devote hundreds of employees to keeping Wal-Mart happy and profitable, they cannot afford to provide the same support to other retailers. “Other stores are not getting their fair share,” Flickinger explained. As large retailers shift more of their own costs onto manufacturers, who absorbs these added expenses? Certainly manufacturers are not charging the chains higher prices, just the opposite. Suppliers are bridging the gap to a degree, by making their business more efficient and by moving production to lower-wage countries. But some of these expenses are almost undoubtedly reflected in the prices manufacturers charge other, less powerful, customers, namely the wholesalers that supply independent businesses. “I have a price sheet for Wal-Mart and a price sheet for everyone else,” one toy company executive told the Washington Post.56

“Wal-Mart is destroying the free enterprise system,” Bob Allen, a forty-year veteran of retailing, asserted. In 1964 Allen and his wife, Georgene, opened a large department store two blocks east of downtown Hastings, Nebraska. Allen’s did brisk business through the 1970s and 1980s. Then in 1990 Wal-Mart arrived on the outskirts of town. Soon after it opened, Bob Allen contended, the superstore started selling many of its health and beauty products at a loss. According to records kept by Allen, in 1993 Wal-Mart sold Crest toothpaste for 62¢, compared with $1.89 at Allen’s, and priced a large bottle of Bayer aspirin at $1.56, while Allen’s had it for $4.99. To hit the point home, the superstore posted signs under many items showing Allen’s price versus Wal-Mart’s. Persuaded that the superstore offered better deals, many of Allen’s customers jumped ship and started shopping at Wal-Mart. Few seemed to notice as prices slowly inched up. By 2000, Bob Allen said, prices for the products he’d tracked over the years were about the same at both stores. The Hastings Wal-Mart sold the large bottle of Bayer aspirin for $5.78, while Allen’s priced it at $5.49. The Crest toothpaste went for $1.87 at Wal-Mart and $2.15 at Allen’s. But by then it was too late. Wal-Mart had captured the business. “It’s so un-American,” lamented Allen, whose store has been losing money for the last few years.57

As challenging as it is to survive today as an independent business, it’s even more difficult to launch one. Chain store saturation has made viable locations hard to come by. The vast majority of developers and their financial backers are as inclined toward corporate retailers and as reluctant to include independent businesses as they were when the shopping center building craze began in the late 1950s. “If [investors] see Joe’s Coffee on the tenant list, they discount the rent,” explained Peter Rubin, president of Coral Co., a real estate development firm. “They see Red Lobster and they say, ‘That makes me feel good,’ even though the food sucks.” Obtaining capital to launch an independent business, always difficult, is even more so. “I started in 1974 with an initial investment of five hundred dollars in a tiny space and grew with the community,” said Gayle Shanks, owner of Changing Hands Bookstore in Tempe, Arizona, which now has thirteen thousand square feet of selling space and forty-five employees. “Many of the great bookstores in this country got started that way,” she added, but it is harder today. Changing Hands stands as the last general independent bookstore in the Phoenix metro, which now has twenty-one Borders and Barnes & Noble outlets.58

Just a few miles north of Changing Hands, yet another Barnes & Noble is under construction. It’s part of a massive 130-acre big-box development called Tempe Marketplace. The center includes the usual array of chains—Target, Old Navy, Best Buy, PetSmart, Office Max, and so on—and was financed in part by over $40 million in tax breaks provided by the city of Tempe. Five miles to the south of Changing Hands is another Barnes & Noble, this one part of the Chandler Fashion Center, which is also on the public dole, having been granted tax breaks worth $42 million. On the other side of the metro, in Glendale, lies the Arrowhead Towne Center Mall, built with $17 million in government subsidies and home to a B. Dalton outlet, a subsidiary of Barnes & Noble. Subsidies for retail developers are not unique to the Phoenix area; they’re provided by cities and counties nationwide. Perhaps more than anything else, more than the loss-leader pricing or the special favors wrested from suppliers, it is this pervasive government support for chain retailers—through not only subsidies but, as we’ll see in Chapter 7, a host of regulatory and tax advantages—that has undermined locally owned businesses.59

The current trends are sobering, to say the least. But trends are not destiny. There are three things worth keeping in mind. One is that tens of thousands of locally owned retail businesses still exist. Given the circumstances, this is a remarkable testament to their ingenuity—and to the potential of rebuilding a more diversified and decentralized economy. Second, the power of corporate chains, vast and unprecedented on the one hand, is also fragile and tenuous. It hinges on the choices we make every day. Wal-Mart’s tremendous might, and its ultimate fortunes, rests on its ability to ring up $790 million in sales tomorrow, and more the next day and the day after that. Lastly, the future depends on our public policy decisions. Should we continue to shower chains with subsidies and tax advantages denied to independent businesses, the current trends are likely to continue. Policymakers have eagerly supported chain store expansion out of a sense that their growth was both inevitable and beneficial. But as we’ll see, corporate chains have left us worse off—as wage earners and even as consumers —and they’ve imposed significant costs on the environment and our communities.
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