Local businesses are the lifeblood of our commuq%s; sk - 3
Testimony on House Bill 2206 March 7 2013
House Committee on Commerce, Labor and Economic Development

Spencer Duncan, M.B.A

Kansas’ retail liquor system adheres to principles of a free market while providing a strong economic model
that takes into account issues of social responsibility that come with selling spirits, strong beer and wine. HB
2206 is a radical restructuring that will not benefit the economy, will harm communities and increase spending.

Eighty-Four percent of Kansas businesses are classified as small businesses by the Department of Revenue.
Small businesses are the engine of our economy and legislation that shuts down hundreds of parts of that
engine is not sound economic policy.

Statewide Poll Shows Kansans Have No Desire For Change.

A recent statewide poll, conducted by Public Opinion Strategies, shows Kansans do not want expanded alcohol
sales. The survey is Appendix A. Overall, 66% oppose changing the law; 81% said alcohol should be displayed
and sold away from items such as milk and candy; 70% said a change would be bad for the economy. Kansans
have no appetite for the Legislature to expand sales into thousands of new outlets.

Job Loss
The average Kansas liquor store has 8.5 employees(Z). Some as few as 3, while large stores employ more than

30. Estimates are at least 340 local stores close upon implementation of this legislation(2). Just allowing for the
sale of strong beer in grocery and convenience stores will close as many as 217 liquor stores(3). That is nearly
3,000 people HB 2206 puts out of work.

Big-box, grocery and convenience stores will not make up these lost jobs. In most cases, grocery/convenience
stores have the staff they need. Adding a product then making dozens of new hires is counterproductive. New
income and new expenses rise proportionally. This is especially true with beer and wine - low-margin products
that must be sold in high volumes to produce a cost benefit. Profit is maximized from these low margin items
by hiring as few individuals as possible. National chains also demand - and get - assistance from suppliers and
distributors in ordering, stocking, shelving and marketing, which decreases the need for new staff. Appendix B
is one of many studies which explains how big-box stores create few new jobs and over time contributes (o a
reduction of overall retail jobs in a community.

$1.9 million Fiscal Note, Plus Additional Costs

The fiscal note is $1.9 million and represents a nearly 50% expansion of Alcohol Beverage Control. The note
also states, “The Department indicates the bill would not produce any significant change in liquor enforcement
tax receipts ” dispelling ideas that expanding alcohol sales leads to increased tax revenue (dppendix C) A 2011
memo from the Department for Children and Families, then SRS, indicates $4.2 million will be needed yearly
for prevention and treatment programs as a direct result of this type of legislation (Appendix D)

Kansas® System is Not a Monopoly _
Kansas® retail alcohol system is not a monopoly, for a variety of reasons: its specific inclusion in the U.S and

Kansas Constitutions; no illegal activities being conducted, such as price fixing; no federal antitrust laws are
being violated; Kansas has an open market; and alcohol is intended to be regulated. (Appendix F)

Alcohol is Not a Factor in Construction Decisions
Tn researching documents from proponent companies — Annual Reports, SEC filings and other public papers —
there is no mention of a necessity to sell alcohol in order to expand. Instead, factors include population density,
tax base, incentives, population income, other area stores, etc. It is disingenuous for proponents to claim they
must have alcohol to expand. There are numerous recent examples of Quiktrip, Dillon’s, HyVee, Wal-Mart,
Trader Joes, and others expanding in Kansas, without selling alcohol.
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KEEP KANS
IN BUSINESS
Kansans Shop in Missouri because of Taxes, Not Alcohol

Alcohol, cigarettes, gas and food are cheaper in Missouri because of lower tax rates. HB2206 does not solve

the problem. For a comprehensive look at the tax rate differences, see page 3 of “Common Sense Economic
Reasons the Current Retail Liquor System is Best for Kansas.” (Appendix E)

Kansas’ beer tax is 3 TIMES that of Missouri. Missouri has the fifth lowest tax on spirits, per gallon, in the
U.S. - 50 cents lower per gallon than Kansas. Missouri’s gas tax is 7.7 cents per gallon lower; they charge 62
cents less on a pack of cigarettes; and Missouri has a base tax rate on many food items of 1.22%, compared to
Kansas’ base rate of 6.3% Companies build in Missouri because they can sell products at a lower rate, which
attracts customers. HB2206 does not address this issue.

It’s a Practical, Not Theoretical, Problem
The average liquor store in Kansas is 3,000 square feet(7). HB2206 allows liquor stores to sell other products.
Where will they put them? Big-box and grocery stores can clear shelves and stack product in other sections.

Many liquor stores are landlocked in shopping centers or areas where permitting and zoning issues make it
impossible to expand. If a current liquor-store owner wants to move or expand, where will the resources come
from? Lending to small businesses is at an all-time low, and passage of this legislation tells bankers half of
these stores will go out-of-business, making them poor investments. This is a real-world, practical problem that

must be addressed.

HB2532 Harms Rural Grocers Who Can Sell Alcohol Under Current Law

Any Kansas grocer has the ability to sell alcohol and create de-facto liquor departments under current law.
They can open a liquor store or put a separate entrance in their current store so individuals do not have to leave
the building. If Kansas grocers believed selling alcohol was a solution or beneficial, they would be selling
alcohol today. A survey conducted by Kansas State University and the Kansas Sampler Foundation found
that 80% of rural grocers said the biggest threat to their business is out-of-state grocers and big-box stores. No

study concludes selling alcohol will keep rural stores open.

Kansas is Not Comparable to Other States

Every state has liquor laws tailored to fit its values, population and economic models. Comparisons to other
states are not valid. No state has switched from a system like Kansas to another system. There is no model.
Many states used as examples of where so-called de-regulation has been successful were primarily “Control
States” before they privatized systems. Control States are those in which the state itself owns, operates and
sells all, or a portion of, the alcoholic liquor. Those states went from systems in which alcoholic product was
controlled by state government then turned over to private industry to take control of the alcohol business.

Of course this had a short-term economic impact! Private industry will always be an improvement over
state-run stores. Private industry will spend more, promote more and invest more than government. Those
systems had nowhere to go but up. Kansas has never been a control state and always had a privatized industry.

Other systems used as examples have had, or still have in place, caps on the number of licenses they issue or
that enfities can purchase. Basing an economic model for Kansas on systems that will never compare to

Kansas is apples vs. oranges.

HB2206 is bad economic policy and I encourage you to support the current retail liquor system.

Sources

(1) Capitol Connection, LLC. Statewide survey of more than 200 Kansas liquor stores, 2013. www.capitolconnectionks.com

52) “An Ezcgffmic Case for Increased Competition in the sale of Beer, Wine and Spirits in the State of Kansas” Dr. Art Hall, PhD,
anuary

(3) “Distilled Spirits Council of America, Kansas Fiscal Analysis of Strong Beer Sales’” 2008. www.discus.org

www.keepkansasjobs.com

- 212 SW 8th Avenue Suite 202 Topeka, KS 66603 785.383.8825
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Abstract

We estimate the effects of Wal-Mart stores on ¢ y-level retail

and camings, for of the

location and tming of Wal-Mart openings that mast Jikely biases the evidence against finding adverse effects of Wal-Mart stores

We address the endogeneity problem using a narura

strumental variables approach that arises from the geographic and time

patten of the opening of Wal-Mart stores. which slowly spread out from the first stores in Arkansas. The employment results
imdicate that 3 Wal-Mart store opening reduces county-level retail employment by about 150 workers, implying that each Wal-Mart
worker replaces approximately 1.4 retail workers. This represents a 2.7 percent reduction in average retail employment. The payroll
esults indicate that Wal-Mart store openings lead 1o declines in county-level retail carnings of about $1.4 million, ar 1.5 percent.
Of course, these effects ccewrred against a backdrop of rising retail employment, and only imply lower retail employment growth

than would have occurred absent the effects of Wal-Mart,
10 2007 Elsevier Ine. Al rights reserved.

JEL classification: J2; 13 R1

Keywonts: Wal- Mart; Employment; Earuings

1. Introduction

Wal-Mart is more than just another large company.
It is the largest corporation in the world, with total rev-
enues of $285 billion in 2005. It employs over .2 mil-

* This is a revised version of a preliminary draft presented al the
Wal-Mart Feonomie Impact Research Conference, Washington, DC,
November 2005,
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(8. Ciccarella).
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lion workers in the United States, at about 3600 stores."
To put this in perspective, the Wal-Mart workforce rep-
resents just under | percent of total employment and just
under 10 percent of retail employment in the United
States. It exceeds the number of high school teachers
or middle school teachers. and is just under the size of
the elementary school teacher workforce. Wal-Mart is
reported (o be the nation’s largest grocer, with a 19 per-
cent market share, and its third-largest pharmacy, with a
16 percent market share (Bianco and Zellner, 2003).

! See hupuiwww,
aspx#al 25 (as of September 8. 2003).
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advantage perceived 1o result from the growth strategy
Wal-Mart pursued:

“This saturation strategy had all sorts of benefits be-
yond contrel and distribution. From the very begin-
ning. we never believed in spending much money on
advertising. and saturation helped us to save a for-
e in that department. When you move like we did
from town to town in these mostly rural areas, word
of mouth gets your message out Lo customers pretty
quickly without much advertising. When we had

seventy-five stores in Arkansas, seventy-five in Mis-
souri, eighty in Oklahoma, whatever, peaple knew
who we were, and everybody excepl the merchants
who weren't discounting looked forward 1o our com-
ing to their town. By doing it this way, we usually
could get by with distributing just one advertising
circular a month instead of running a whole lot of
newspaper advertising” (Walton, 1992, p. 111).5

Wal-Marl’s practice of growing by “spreading out”
geographicaily means that distance from Benton County,
Arkansas. and ime—and more spectiically their inter-
action—help predict when and where stores opened"
Thus, the key innovation in this paper is (o instrument
for the opening of Wal-Mart stores with interactions be-
tween time and the distance between Wal-Mart host
counties and Benton County, Arkansas, where Wal-
Mant headquarters are located and the first Wal-Mart
store apened.

2. Literature review

There are a number of studies that address claims
about Wal-Mart's impacts on local labor markets, em-
phasizing the retail sector. However, we regard much
of this literature as uninformative about the causal im-
pact of Wal-Mart on retail employment and earnings.
Some of the exisling work is by advocaes for one
side or the other in local political disputes regarding

# Sce Holmes (2005) for an explanation of Wal-Mart's expansion
pauern based va the cost savings of locating swores close © one
another. He calls such savings the “economies of density” thit are
derived from not just the word-of-mouth advertising and shared dis-
tribution system. Far example, apeaing new dores near existing ones
also makees it cost-offective for Wal-Mart to hirs and tzain employees
at existing stoces and then transfer thera o nearby new stores once
they open

7 For example, Wal-Mart’s expansion did not reach Califomia until
1990. 1 irst enterca New England b 1991, In 1995 Wak-Mait opetied
i first store in Veraont and finally had a presence in all 18 contiguons
states

Wal-Mart’s entry into a particular market. These stud-
ies are often hastily prepared, plagued by Aawed meth-
ods and arbitrary assumptions, and sponsored by in-
terested parties such as Wal-Mart isell, its competi-
tors, or unjon groups (e.g., Bianchi and Swinney, 2004;
Freeman, 2004: and Rodina Associates, 2003), and can
hardly be expected to provide impartial evidence on
Wal-Mart’s effects. Hence, they are not summarized
here.

There is also an academic literature on the impact
of Wal-Mart stores, focusing on the cffects of Wal-Mart
openings on local employment, retail prices and sales,
poverty rates, and the concentration of the retailing in-
dustry, as well as the impact on existing businesses. This
research is limited by three main factors: the restric-
tion of much of it 1o small regions (often a single small
state}: its lack of focus on employment and eamings ef-
fects: and its failure to account for the endogencity of
Wal-Mart locations, either at all or, in our view. ade-
quately.

Many of these studies. especi
cus on the effects of Wal-Mart at the regional level,
spurred by the expansion of Wal-Mart into a particu-
lar region. Most of these studies focus on the effects
of Wal-Mart on relail businesses and sales, rather than
on employment and earnings. The earliest study, which
is typical of much of the research that has followed,
is by Stwne (1988), e delines the “pull factor™ for a
specific merchandise category as the ratio of per capita
sales in a town Lo the per capila sales at the state level,
and examines the changes in the pull factor for dif-
ferent merchandise categories in host and surrounding
towns in Iowa after the opening of Wal-Mart stores.
Stone finds that, in host towns, pull factors for total sales
and general merchandise (to which all Wal-Mart sales
belong) rise after the arrival of Wal-Mart. Pull factors
for cating and drinking and home furnishing also go
up because Wal-Mart brings in more customers. How-
ever, pull factors for grocery, building materials, ap-

lly the early ones, fo-

parel, and specialty stores decline, presumably due to
direct competition from Wal-Mart, He also finds that
small towns surrounding Wal-Mart towns suffer a larger
loss in total sales compared 1o wwns thal are further
away.® Related results for other regions—which gener-

¥ Stone’s study was updated regularly (see, for example, Stone.
1995, 1997} but its ceniral message remained the sume: Wal-Mart
pulls mare customers to the host town, hurts its local competitoes, but
benefits some other local husinesses that do nat dirsctly compete with
it Using the same methods, Stone ct al. {20021 show similar resulis
reganding the effects of Wal- Mart Supescenters on sxisting businesses
in Mississippi.
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During the: past fwo decades, as Wal-Man sharply
expanded its number of stores in the United States, it
increasingly encountered resistance from local commu-
nities. Opponents of Wal-Mart have tried to block its
entry on many grounds, including the prevention of ur-
ban sprawl, preservation of historical culture, protection
of the environment and “main-street” merchants, and
avoidance of road congestion.® Yer two of the most
commonly-heard ecriticisms are that Wal-Mart elimi-
nates more retail jobs than it creates for a commu-
and that it resulls in lower wages, especially in
¥ Wal-Mart executives dispute these claims, es-
pecially with regard to employment. For example: its
Vice President Bob McAdam has argued that there are
many locations where Wal-Mart creates jobs in other
businesses in addition to what Wal-Mart itself offers
(PBS. 2004): the Wal-Mart web-site Walmartfacts.com
trumpets the positive effects of Wal-Mart stores on re-
tail jobs in the communities where stores open®: and an
advertisement run in the USA Toduy, The Wall Streer
Journal, and The New York Thmes on Tanuary 14, 2005,
displayed an open leuter from Lee Scott, Wal-Mart Pres-
ident and CEO, stating “This year. we plan 1o create
more than 100.000 new jobs in the United States.”®
OF course Wal-Mart offers other potentizl benelits in
the form of lower prices for consumers (Basker, 2005a;
Hausman and Leibtag, 2004).

In this paper, we seek 1o provide a definitive answer
regarding whether Wal-Mart creates or eliminates jobs
in the retail sector, relative to what would have hap-
pened absent Wal-Mart’s entry. Also, because of con-
cern over the effects of Wal-Mar on wages, and because
policymakers may be interested in the impact of Wal-
Mart on taxable payrolls. we also estimate the effects
of Wal-Mart on carnings in the retail sector, reflecting
the inatien of infl on ., wages,
and hours. We believe that our evidence improves sub-
stantially on existing studies of these and related ques-
tions, most importantly by implementing an identifica-
tion strategy that accounts for the endogeneity of store
location and timing and how these may be correlated
with future changes in earnings or employment. Indeed,
it has been suggested that Wal-Mart’s explicit strat-

nit

2 See, for cxample. Bowermaster (1989), Ingald (2004). Jacabs
(2004). Kaufman (19991, Nieves (1995, and Rimer (19931

3 See. for example, Normun (2004). Quinn (2000), and Wal-Mart
Watch (20X)5)

“ See tupiwww,
aspx (as of December 15, 2005).

5 IF this refers to gross rather than net job ereation, it could be con-
sistent with Wal-Mart destroying more jobs than it creates.
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ally. although not always, point to similar conclusions—
are reported in Artz and McConnon (2001), Bames et
al. (1996), Davidson and Rummel (2000), and Keon et
al. (1989). All of these studies use administrative data.
and employ research designs based on before-and-after
comparisons in locations in which Wal-Mart stores did
and did not apen.

The studies reviewed thus far do not address the po-
tential endogencity of the location and timing of Wal-
Mart’s entry into a particular market. In addition, these
studics do not focus on the key questions with which
this paper is concemed—the effects of Wal-Mart on
retail employment and eamings. A few studies come
closer to the mark. Ketchum and Hughes (1997), study-
ing counties in Maine, recognize the problem of the en-
dogenous location of Wal-Mart stores in faster-growing
regions. They attempt to estimate the effects of Wal-
Mart on employment and earnings using a difference-
in-difference-in-differences (DDD) estimator that com-
pares changes 2il employment and earnings over
time in counties in which Wal-Mart stores did and did
not locate, compared to changes for manufacturing and
services, However, virtually none of their estimated
changes are statistically significant and the data appear
very noisy, so the results are generally uninformative.
More important, their approach does not address the
key endogeneity questions of whether Wal-Mart loca-
tion decisions were based on anticipated changes after
stores opened. or instead only prior trends that were
already different (despite the authors posing these ques-
tions).!” Hicks and Wilburn (2001}, studying the impact
of Wal-Mart openings in Wesl Virginia, estimate posi-
tive impacts of Wal-Man stores on retail employment
and the number ol retail firms. They do not explicitly

? A couple of studics rely on surveys of local businesses. rather than
administrative data. McGee (1996) reports results from a small-scale
stnvey of sl etaters m five Nebgirska comsmninies conducred sous
alter Wal-Mart stores enfered, He finds that 53 percent of the resp
ing retailers reported negative effects of Wal-Mart's armival on their
revenues while 19 percent indicated positive effects. In a survey of Ne
rasks and Kansas retailers, Peterson and MeGee (2000) find that less
than a thind of the busingsses with at least $1 million in annual sales
reparted a negative effect after Wal-Mant's arrival, while close to one
half of the businesses with less thw 51 million i annual sales indi-
cated a negative effect. with negative effects most commonly reported
by small retailers in central business districts. The research desiga in
these surveys fails 1o include 3 control group capturing changes that
might have occurred indspendantly of Wal-Mant apenings. In addi-
tion, reported assessments hy retatlers may not reflect actual effects
of these openings.

' The second question can only be addressed via an instumental
und the fiset pogguires Ioking at chages in growth
nlevels: their swdy only doss the Lauer.

vagiables approac
rates. ot change

epy was 10 locare in small towns whers the population
growth was increasing (Slater, 2003, p. 92) and it is rea-
sonable to expect that Wal-Mart entered markets where
projected retail growth was strong. If Wal-Mart tends to
enter fast-growing areas in booming periods, then we
might expect to observe employment and earnings ris-
ing in apparent response (o Wal-Mart’s entry, even if the
stores actually have negative effects.

Qur identification strategy is driven by a sysiematic
pattern in the openings of Wal-Mart stores. Sam Wal-
ton, the founder of Wal-Mart, opened the first Wal-Mart
store in 1962 in Rogers. Arkansas. in Benton County
Five years later, Wal-Mart had 18 stores with $9 mil-
lion of annual sales. Wal-Marl first grew nlo a local
chain store in the northwest part of Arkansas. It then
spread to adjacent states such as Oklahoma. Missouri,
and Louisiana. From there. it kept expanding to the
rest of the country after closer markets were largely
saturated (Slater, 2003, pp. 28-29). The relationship be-
tween Wal-Mart stores’ opening dates and their distance
to the headquarters is primarily 2 result of Wal-Mart’s
“saturation” stralegy for growth, which was based on
control of and distribution of stores, as well as word-of-
mouth advertising. In his autobiography, Sam Walton
describes the control and distribution motive as follows:

*{Our growth strategy] was to saturate a market area
by spreading out. then filling in. In the carly growth
years of discounting. a lot of national companies with
distribution systems already in place—K-Mart, for
example—were growing by sticking stores all over
the country. Obviously, we couldn’t support anything
like that. ... We figured we had to build our stores
s0 that our distribution centers, or warchouses, could
take care of them, but also so those swres could be
controlled. We wanted them within reach of our dis-
trict managers, and of ourselves here in Bentonville,
so we could get out there and look afier them. Each
store had 1o be within a day’s drive of a distribution
center. So we would go as far as we could from a
warchouse and put in = store, Then we would Hill in
the map of that territory. state by state, county seat
by county seat, until we had saturated that market
area. ... So for the most part, we just started repeat-
ing what worked, stamping out stores cookie-cutter
style” (Walton. 1992, pp. 110-111).

One might wonder whether this need to be near a
distribution center requires a steady spreading out from
Arkansas. Why not, for example, apen distribution cen-
ters further away, and build stores near them? The ex-
planation seems to lic in the word-of-mouth advertising
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account for endogeneity. although they do address the
issue. In particular, they report evidence suggesting that
Wal-Mart location decisions are independent of long-
term economic growth rates ol individual counties in
their sample, and that current and lagged growth have no
significant effect on Wal-Mart's decision to enter. How-
ever, these results do not explicitly address endogeneity
with respect to future growth. The latter, in particular,
could generate apparent positive impacts of Wal-Mart
stores.

In more recent work, Basker (2005b) studies the ef-
fects of Wal-Mart on retail employment using nation-
wide data. Basker attempts to account explicitly for en-
dogeneity by instrumenting for the actual number of
stores opening in a county in a given year with the
planned number. The latter is based on numbers that
Wal-Mart assigns to stores when they are planned; ac-
cording to Basker, these store numbers indicate the or-
der in which the openings were planned to occur. She
then combines these numbers with information from
Wal-Mant Annual Reports 1o measure planned and ac-
tal openings in each county and year; the data re-
flect some measurement error in siore opening dates. !
Her results indicate that county-level retail employment
grows by about 100 in the year of Wal-Mart entry. but
declines Lo a gain of sbout 50 jobs in live years as other
retail establishments contract or close. In the meantime,
possibly because Wal-Mart streamlines its supply chain,
wholesale employment declines by 20 jobs in the longer
term !

‘The principal problem with this identification strat-
egy, however, is that the instrument is unconvincing. For
the instrument to be valid, two conditions must hold.
The first is that planned store openings should be cor-
related with (predictive of} actual openings: this con-
dition is not problematic. The second condition is that
ihe variation in planned openings generates exagenaus
variation in actual openings that is uncorrelated with the

h d d i of empl that endoge-

nously affect location decisions. This second condition
holds if we assume, to quole Basker, that “the number of

' This is detailed in an appendix availahle from the authors.
2 Using the same instumental variables staiegy. Basker (2005a)
estimues the effects of Wal-Man eniry on prices of consumer goods
ar the crry level, finding long-run declines of 813 percent in prices
of several products including aspirin. detergent, Kleenes, and tooth-
paste, although it is less clear ta us why lacation decisions would be
endogenous with respect to price. Ordinary least squares (OLS) esi-
mation also finds lang-run negative effects of Wal-Mart on prices far
nine out of ten products, although only three arc significant and all are
smalles than the IV resulte. Hausoan aad Leibtag (2004) saudy the
effiects of Wal-Mart on food prices.




planned Wal-Mart stores ... for county j and year 1 is
independent of the error term ... and planned Wal-Mart
stores affect retail employment per capita only insofar
as they are comrelated with the acrusl construction of
Wal-Mart stores” (Rasker, 2005b. p. 178). The second
part of the assumption is potentially problematic; ac-
tual stores should, of course, he the driving influence,
slthaugh planned siores—even if they 46 KoL Material-
ize or do 50 only with delay—may still affect decisions
of other businesses.’ The first part of the assumption is
amore serious concemn, though. as it seems most likely
that planned apenings will reflect the same unobserved
determinants that drive endogenous location as are re-
Recied in actwal openings, and we cannol think of an
argument (o the contrary (nor does Basker offer one). In
this case if the OLS estimate of the effect of Wal-Mart
stores on retail emplayment is biased upward because
of endogencity, the instrumental variable (1V) estimate
may also be upward biased. and more so than the OLS
estimate

Using various data sources, Goelz and Swaminathan
{2004) study the relationship between Wal-Mart open-
ings between 1987 and 1998 and county poverty rates
in 1999, condilional on 1989 poverty rates {as measured
in the 1990 and 2000 Censuses of Population). They
also use an IV procedure 10 address the endogeneity of
Wal-Mart entry, instrumenting for Wal-Mart openings
during 1987-1998 in an equation for county poverty
rates in 1999, Their IVs include an unspecified pull fac-
tor. access Lo interstate highways, eamings per worker,
per capita property tax, population density. percentage
of hauseholds with more than three vehicles, and num-
ber of female-headed households. The results suggest
that county poverty rates increase when Wal-Mart stores
open, perhaps because Wal-Mart lowers eamings (al-
though the authors offer other explunations as well).
However, why the I'Vs should alfect Wal-Mart openings
only, and not changes in poverly directly (conditional
on Wal-Mart openings), is not clear, and it is not hard 10
construct stories in which invalid exclusion restictions

%A wlling example oeeurred in 2003, after Wal-Marn anneun
plans to build 40 Supercenters in California Supermarket ch
southern Culiforniz including Albertsons. Ralphs, and Vons immedi-
ately soaght to lower costs and avoid being undercut by Wal-Mar,
Irading to four months of laber conflict, all befors Wal-Mart opened

i1 Lirst Supercenter i Calitoma (0 March 20604). S

Goldman and Cleeland (2003) and Hilezik (2004)

' See the discussion i the loages working paper version of this
cumark el al.. 2003). Basker also motivates the IV as cor-

Wal-Mart stores in her data. But the same argument against the valid-
ity of planned openings s an instrument spplics.
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would create biases towards the finding that Wal-Mart
openings increase poverty, '’

Our research addresses the four principal shortcom-
ings of the existing research on the effects of Wal-Mart
on local labor markets. First, we estimate the effects of
Wal-Mart openings on retail employment (as well as
earnings). Second. we have—we believe—a far more
convincing siralegy 1o account for the potential endo-
geneity of Wal-Mart openings. Third, we are able to use
administrative data on Wal-Mart openings that eliminate
the measurement error in recent work, And finally, we
use a data set that is national in scope.

3. Data

The analysis is done at the county lavel, Aside from
following Basker's strategy. this strikes us as a reason-
able geographic level of disaggregation at which to de-
tect the effects of Wal-Man stores—not so small that
many of the effects may oceur outside of the geographic
unit, and not so large that the effects may be unde-
tectable.

Employment and payroll data are drawn from the
US Census Bureau's County Business Pauerns (CBP).'®
CBP is an annual series that provides economic data by
industry and county. The series includes most economic
activity. but excludes daia on self-employed individu-
als. employees of private households, railroad employ-
ees, agricultural production workers, and most govern-
ment employees. Payroll in the CBP includes salaries,
wages, reported tips, commissions, bonuses, vacation
allowances, sick-leave pay, employee contributions to
qualified pension plans, and taxable fringe henefits, and
is reported hefore deductions for Social Security, in-

1% For example, consider the use of the number of female-headed
houssholds 15 an 1V, and suppase that this variable is positively come-
lated with changes in poverty rates {because of sising inequality over
this period), and also positively comelated with Wal-Mart openings
(because they locate in lower-income areas). In this case the IV esti-
mate of the ¢ffcct of Wal-Mart openings o changes in paverty rates
biased upward because of the positive comelation between the insiru-
ment (female-headed households) and the exror term in the equation
fior the change in the poverty rate. In addition. although the authers do
5ot specify how they constuct their pull fctor, we assume it is similar
0 the measure described above—a ratio of couaty to statewide retail
sales. Given tha this is  dependent variable in other studies of the ef-
fects of Wel-Mart, it is had to justify using it as an IV for Wal-Mart
openings.

18 A good description of the CBP data is aveilable ai hupifwww,
census goviepedichprvicwichpview html fas of August 15, 2005)
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would be using an employment level prior to the store
Upening as i measure of employment post-opening H

After dropping stores in Aluska and Hawaii, we used
2211 swres in our main analysis through 1995, and
2795 stores when we use the full sample period through
2002. By 2005, Wal-Man also had 551 Sam's Club
stores in the United States (the first opened in 1983), on
which we also abtained data, although the data were less
complete (for example, lacking information on square
footage). We do most of our analysis considering the
‘Wal-Mart stores other than Sam’s Clubs, but also some
analysis incorporating information on the latier.”

We constructed a county-vear file by collecting
counly names and FIPS codes for the 3141 US coun-
ties from the US Census Bureau™ We created time-
consistent geographical areas accounting for merges or
splits in counties during the sample period. For counties
that split during the sample period we maintained the
definition of the original county, and for countics that
merged during the sample period we creaied a single
corresponding county throughout > This led 10 2 file
of 3094 counties over 19 years (26 years when we use
the full sample), 10 which we merge the CBP and Wal-

Benton County. Arkansas. 101-200 miles. etc.. out to
the maximum radius of 1800 miles (with the vector of
these dummy variables denoted DIST below).

4. Empirical approach and identification

We estimate models for changes in retail employ-
ment and payrolls. We generally capture increased ex-
posure to Wal-Mart stores via a measure of store open-
ings in a county-year cell—i.e.. the change in the num-
ber of stores. We define changes in employment, pay-
tolls, and number of stores on a per person basis. to
climinate the undue influence of a small number of large
employment changes in extraordinarily large counties.
As long as we divide all of these changes by the num-
ber of persons in the county, the estimaled coeificient
on the Wal-Mart variable still measures the effect of a
Wal-Man store opening on the change in the level of
retail employment or eamings. To control for averall in-
come growth that may affect the level of demand for
retail, we include changes in total payrolls per person
as a control variable, capturing economic shocks spe-
cilic W counties and years that could coincidentally be
associated with the dist: time i ions that make

Mart data. We assigned to the counties lation data
for each year from the US Census Population Estimates
Aschives.?® Finally, we compiled latitude and longiude
data for each county centroid from the US Census Bu-
reaw’s Census 2000 Gazeteer Files.’® We construcied
distance measures from each county to Wal-Mart head-
guarters in Benton County, Arkansas, for reasons ex-
plained below,?” creating dummy variables for county
centroids in rings within a radius of 100 miles from

21 The measurement ecror corresponding o stores openiag in Jan-
nevious year is less im

the 1V esumation than in OLS estimation. hecause the [V estimation

adentifies the effect from the predicted probability of store openings

sather than actual openings. and these predictions typically will not

vary nsuch between adjacent years.

2 Sam's Clubs are different because customers have o become

members. like at Castco. The small number of Wal-Man Neighbar-

husnd Ma et i e sl 3 any it We have, b the first ane dud

nat apea until 1598, bevond the sample periad used for most of our

analysis.

2 Downloalel from b dww census govilatamap/fipshsyAlS,

i as of April 5, 2005)

2 e code for crealing consistent counties over time through 2000

weas provided hy Emek Basker, and supplemented by us.

3 Dowaloaded frony hitp:/fsws.census govipel

Apil 5. 2005),

20 Downloaded  from  hupetlwwwcensus govltigertms/gaze teer!

county et a5 of Apeil 5. 2005),

27 We use Uhe Haversine distance fommula for computing distances

an a sphere {Sinnot, [98:4)

up the instrumental variable, since these shocks likely
affect speeific regions in specific periods. In addition,
all models include Axed vear effects 1o account for ag-
gregate influences on changes in retail employment or
earnings that might be correlated with Wal-Mart open-
ings. which eccur with greater frequency Luer in the
sample.

We denote the county-level measures of retail em-
ployment and payrolls (per person) as Y. the number
of Wal-Mart stores (per person} as WM. total payrolls
per person as TP, and year fixed clleets {in year 5) as
YR;. Indexing by county j (j = 1,.... J) and year r
(r=1.....T), and defining a. B. ¥, and 4, as scalar
parameters, our baseline model for the change in the de-
pendent variable for each observation jr is:

AYj=a + AWM, +y ATP;,
-
+ Y SR 4 )

Fixed county differences in the levels of the depen-
dent variables drop out of the firsi-differenced model.
However, there may be systematic variation in these
first ditferences across dilferent regions, corresponding
1o faster or slower growth. We allow for this in a highly
flexible manner by alse estimating the first difference
models including county fixed elfeets (CO). which al-
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come tax. insurance, ete.'” It does not include profit or
other compensation earned by proprietors or business
pariners. Payroll is reported on an annual basis. The em-
ployment measure in the CBP data is a count of jobs,
rather than the number of people employed (in one or
more jobs). Employment covers all full- and part-time
employees, including oflicers und executives, as of the
pay period including March 12 of each year, Workers
on leave are included, while proprietors and pariners are
not.

The most significant limitation of the CBP data for
studying the effects of Wal-Mart is that a wige cannot
compuied. The CRP data do not provide a breakdown
of employment into full-time and part-time workers, ar
any information on skill composition. Thus, we cannot
tell whether changes in payrolls reflect changes in pay
rates for comparable workers or shifts in skill compao-
sition or hours, As a consequence, these data cannot be
used to address questions of the effects of Wal-Mart on
wages. We can, though, estimate Wal-Mart’s effect on
total retail payrolls,

We use CBP data from 1977 through 2002, We be-
gan with 1977 because CBP data are not continuously
machine-readable for the years 1964-1976, and ended
with 2002 because that was the last year available, As
explained below, however, most our analysis goes only
through 1995—a period for which our identification
strategy is most compelling.

We study the retail sector as a whole, as well as the
general merchandising subsector—which includes Wal-
Mart and other general department-style stores.'® Look-
ing at results for these different retail sectors is useful
for assessing and understanding the results. For exam-
ple, if Wal-Man reduces retail employment, we would
expect the employment reduction to show up for the
aggregate retail sector, but if it competes mainly with
small specialized retail businesses there should also be
asizable increase in general merchandising. Some com-
plications arise in working with the CBP data because
by federal law no data can be published that might dis-

17 Giiven that 1t excludes non-taxable fringe benefits. of which the
most important is health insurance, we refer to the CBP measure as
earnings, rather than compensation,
¥ eneral merchandising includes retail stores which sell a num-
ber of lines of merchandise, such as dry goods. apparel and acces-
sorics, furniture and home Funishings. small wares. hardware. and
food. The stares included in this group are kaown as department
stores, variety stores, general merchandise stores, catelog showrooms,
warchouse clubs, and general stores. (See hitp:/fwww.census.govi
T, as o 3, 2007). Based on 1997 Cen-
sus data. general merchandising makes up about 2.2 perceat of all
retail establishments. and 10.7 pervens of all retail employment.
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lows for a different linear trend for each county, so the
model becomes

AYj =a+ B AWM +y ATP; + ) 3, YR;
s=1
4
+D wiCOi+ey, (a1
=1
where the ¢; are also scalar parameters.

4.1, Endogencity of Wal-Mart location decisions and
identification

Consistent estimation of Egs. (1) or (1) requires
that &y is with the right-hand-side vari-
ables. If Wal-Mart location decisions are based in part
on contemporaneous and future changes in employment
or payrolls, then this condition could be violated. This
endogeneity is nawral, since Wal-Mart would be ex-
pected to make location decisions (including the lo-
cation and timing of store openings} hased on current
conditions and future prospects, which might be related
to both emplayment and payroll. As but one example,
Wal-Mart may open stores where real estate develop-
menl and coning have recently become favorable to re-
tail growtls.

Our identification strategy in light of this potential
endogeneity is based on the geographic patern of Wal-
Mart store openings over lime. Fig. | illustrates how
Wal-Mart stores spread out geographically throughout
the United States, beginnin, Arkansas as of 1963, ex-
panding ta Oklahoma, Missouri, and Louisiana by 1970,
Tennessee, Kansas, Texas, and Mississippi by 1975,
much of the South and the lower Midwest by 1985,
more of the Southeastern seaboard, the plains, and the
upper Midwest by 1990, and then, in um, the North-
east, West Coast, and Pacific Northwest by 1995, After
1995, when the far comers of the country had been en-
tered. there was only flling in of stores in areas that
already had them. This patiern is consistent with Wal-
Mart’s growth strategy, discussed in the Introduction.

This pattern of growth generates an exogenous
source of variation in the location and timing of Wal-
Marl store openings thal provides natural insirumental
variables for Wal-Mart store openings®® In particu-
lar. time and distance from Benton County, Arkansas

B Jia (2006) addresses the endogeneity of Wal-Mart store locations
in 2 mare structaral fashion. In particular, she sudies the entry of

close the operations of an individval emplover. As we
look at more disaggregated subsets of indusiries, it is
more likely that data are suppressed and so our sample
becumes smaller. We dierefore constructed (wo samples
with which we can consistently compare at least some
retail industry sectors for the same set of observations:

e A sample: all county-year observations with com-
plete (non-suppressed) employment and payroll
data for aggregate retail, and in total.

+ B sample: all observations in the A sample that also
have complete data for the general merchandising
tetnil subsector lo which Wal-Mart belongs.

Because the rules for whether or not data are dis-
closed depend on the size of the retail sector and the
size distribution of establishments within i
lection s We therefore
Tor the A sample, which includes nearly all counties and
years. We use the B sample only to compare estimates
for aggregate retail and general merchandising: as long
as any biases from selection into the B sample are sim-
r across retail subsectors, the estimates for aggregate
relail and general merchandising can still be meaning-
fully compared.'”

Wal-Mart provided us with administrative data on
3066 Wal-Mart Discount Stores and Supercenters. The
data set contains every Discount Store and Supercenter
still in operation in the United States at the end of fis-
cal year 2005 (January 31, 2005), as well as the opening
date.?? Because employment in the CBP data is mea-
sured as of early March in each year. we code store
apenings as occurring in the frst full calendar year tor
which they are apen. If we instead coded the store open-
ing as occurring in the previous calendar year (some-
time during which the store did in fact open), in most
cases (unless the store opened before early March) we

1% Basker (2005b) also focuscs on the retail subscctor excluding
eating and drinking places and automotive dealers and gaseline scr-
vice cenlers—subseetors (hat are least hikely o campete dircetly with
‘Wal-Mart, However, constructing data for this subsector results in
nearly two-thirds of county-year pairs being discardzd because of non-
disclosure, in which case eadogenous sample selection can be severe.
W Unfortunately, we are often missing information on when Dis-
count Stores converted to Supercenters, which is frequent in the latter
part of the sample. All we know is the current store type. We also re-
ceived data identifying & small number of stores (54, as of 2005) that
elosed. We return (o this issve in some of our robustress analyses. This
doua set also indicated some store relocations within counties, which
are treated s continuing stores because Wal-Mart replaced smaller
older stores with larger anes in searby locatins.
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predict where and when Wal-Mart stores will apen.
However, this does not necessarily imply that time and
ance can serve as instrumental variables for expo-
sure (o Wal-Mart siores. If we posit an equation for
Wal-Mart openings of the form

4
AWM = +1 ATPj, + Z}\.,DJST,

o
+ ) ¥Ry + e @
=1
then because Eq. (1') already includes year and county
fixed effects, and the later caprul on in
distance, the time and distance variables in Eq. (2) give
us no identifying information

However, Eq. (2) does nol accurately capture the
geographic and time-related pattern of Wal-Mart open-
mgs. In particular, the additivity of the distance and year
effects in Eq. (2) implies that differences across years in
the probability of Wal-Mart openings are independent
of distance from Benton County. But as shown in Fig. 2,
which depicts openings only, in the area near Arkansas
openings are concentrated in the earliest years, whereas
in the 1981-1985 period, for example, openings are
more concentrated further away from Arkansas., This
pattern becomes more obvious in the 1986-19%0 and
19911995 maps, where openings thin considerably in
the area of Wal-Mart’s original growth, and are more
common first in Florida, then in the Southeast and the
lower Midwest. and finally in California, the upper Mid-
west, and the Northeast.

The fact that the rate of openings slows consider-
ably in the Southeast, for example, in the later years,
and increases in areas further away—in a rough sense
spi ing out from Benton County like a wave (al-
beit irregulan—contradicts the additivity of distance
and time effects in Eq. (2), and instead implies that the
model for Wal-Mart openings should have distance-time
interactions, with the probability of openings higher
early in the sample perod in locations near Benton
County, but higher laer in the sample period further
away from Benton County. Because this relationship
holds through 1995, when Wal-Mart had begun to sat-
urate horder areas, we restrict most of our analysis to

local markets, and in the secand stage small retailers decide whether
10 enter. Her estimates suggest i during the 1955-1997 sample pe-
riod Wal-Mart’s expansion is respansible for half io ihree quariers of
the decline in the mumber of smal| retailers. In addition. she shows that

ing & reduced-f del and ignoring the ity of en-

chain stores such as Wal-Mart and K-Mart into Jocal markets and thei
effects on the numbers of small retailers (rather than retail emplos
art aand KMt first

ter

st} 2 2 IWaestage giens i Which Wal-

ry decisions could undersstimate the adverse effects of Wal-Mart on
small retailers by 50-60 percent
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Fig, 1. Locason of Wal Martstoces, 1965-2005
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this period, although we also report results using the
full sample through 2002, The most flexible form of this
interaction, expanding on Eq. (2). includes interactions
between dummy variables for year and for the different
distance ranges, as in

4 T
AWM =k +m ATPj+ Y ADISTi + 3 s ¥Rs

i=1 =1

T, o
+ZZ‘3,,(DIST‘ x YR} + 1jjs- 3)
s=1i=1
Given this specification, the endogenous cffeet of Wal-
Marl openings is identificd in Ly, (1) by using the
distance-line interactions as instruments for exposure
10 Wal-Mart stores. % Throughout, we report standard
ertors (hat cluster on stale and year, which are robust
10 heteroskedasticity of the error across state-year cells,
and to spatial autocorrelations across counties within
states

‘Soan alter our research was completed, we discovered recent re-
search done concurrently by Dibe ct al. (2005), which also exploits
the geographic patiern of Wal-Mant openings Lo identify their effect
on retail camings growth. They focus only on carnings. and restricts
e analysis Lo the 1992-2000 period. The discussion of the maps in
Figs. | and 2, which suggest that Wal-Mart's “fanning out” growth
strategy had run its course after 1995 or so, mises concems about
sdentification of the effeers of Wal-Mart stores using data only from
1992-2000. In addition, Dube et al. estimate the models in levels—
i.c.. retail carnings growth on the aumber of stores (both on a per per-
son basisy—instramenting for the number of storss with distazce-time
interactions, However, as Figs. | and 2 mase clear, it is openings that
are predicted by the distance-time imeretion, sot the total number
of stores: for example, the number of stores remains high near Ben-
ton County late 10 the sample period. As @ consequence. this model
is If the i appear 1 the equa-
Lz for openings {or the first difference for the namber of stores), the
equation m levels would have to have these interactions muliplicd by
2 linear time trend., which would capure the fact Ut the number of
stoses grew fasier, far cxample, at distances far from Beaton County
late in the sample period An evan more recent paper is by Drewianka
and Tohnson (n ). whe echo our concern sbout the 1V wlennfication
strategy in the more recent peciod they study (nd). They instead sim-
ply control for county-speciiic rends. However, the Fact that the IV
stralegy we use probably makes ltthe sense in part of the period they
study does not negate the endogensity problem. which they do aat
address.

30 See 4 longer working paper version of this paper (Neurark etal.
2005) for a simple theoratical model that gives mare rigaois i
eanan for our empimeal spectfications.

3L Below. we also report estimates clustering 0n state oaly, which
alsa allows temporal autocozrelaion. The standard errars are only
slightly larger and the qualitative conclusions are wnchanged. One
problem with this level of clustenng is that given tre Jarge sct of
instrumental variables we have, the implicit number of degrees of free-
dom falls below the aumber of exclusion fesirictions, 0 we canno:
calculate an F-sratiste for the exclusion esmietions in the fust siage

A few comments regarding identification of the
model are in order. First, although there are, technically
speaking. more instruments than are needed 10 identify
the model, overidentifying tests are in our context un-
informative about the validity of the instruments. Con-
ceplually, there is one instrument—the interaction of
distance and tme—and all we dohere is (o use a Nexible
form of this variable. Were there a good reason—based,
for example, on location strategies gleaned from Sam
Walton's writings—to think that there were particularly
exogenous location decisions in a narrower time pe-
riod or at a specific distance from Benton County, then
arguably one might want to use this information to iden-
1ify the model, and test for the validity of distance-time
interactions from other periods or further distances us-
ing overidentification tests. Walton's writings, however,
bolstered by the maps in Fig, 2, suggest that distance
and time acted in a similar fashion throughout the en-
tire period during which Wal-Mart stores spread 1o the
borders of the United States. Thus. the entire set of
instrumen either jointly valid, based on a priori ar-
guments, or it is not.*

Second, in addition to the distance-time interactions
predicting store openings, we also must be able to ex-
clude distance-lime interactions from the models for
changes in retail employment and payrolls. Given that
points @l a given distance from Benton County are lo-
cated on a circle with Bemton County at its center, there
is no obvious reason why this condition would be ex-
pected to be violated. A particular area—say. 500 miles
straight east from Benton County—may have economic
conditions or structure that differ from those in Ben-
ton County and hence also have systematically different
trends (or changes) in retail employment or camings.
But this does not imply that we should expect sim-
ilar influences at the same tme at points that are a
common distance from Benton County. aside from the
effects of Wal-Mart in these areas. Indeed this seems
likely 1o be purticulariy truc for retail, which should
exhibit little or no regional coneentration, but instead
be roughly the same across regions with similar lev-
els of income. In contrast, this is less likely to hold
for other industries, which—because they need not be
located near their customers—can be regionally con-
centrated; manufacturing is the prime example. but the
same is true of many other industries. Nonetheless.

¢, suppose thers is 4 contiauous instrmental vari-
ed 1o be valid on  priori grounds. One could not
create a set of dummy varisbles corresponding ta each value of Z and
diy an overidentification lest to establish the validity of Z as an imstru-

ment
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the medel with fixed county effects allows for differ-
ent trends by county over the sample period. and thus
should largely capture differential changes in i

Table 1
Coaunty-level summary statistics, population, employment, and pay-
roll, 19771995

conditions across regions. Hence, even when looking at
retail, we have more coniidence in the exclusion restric-
tions for the validity of the instruments when the county
fixed effects are included. Moreover, for this specifica-
lion there is less reason to be skeptical of using this
framework to study employment changes in other indus-
tries. which can serve as a falsification test: i particular,
we estimate the model for manufacturing employment.,
which should not be affected. locally, by the opening of
Wal-Mart stores. ™

Third, one might view the pattern of roll-out of Wal-
Mart stores as indicating that store openings are ex-
ogenous and therefore il is not necessary to correct
for endogeneity. However, while the overall pattern and
timing appear to be cxogenous, the exacl counties in
which stores locate are not. That is, Wal-Mart's decision
to enter an approximate “ring” around Benton County.
Arkansas, in a particular period may be exogenous, but
where in the ring they enter is not, and it is this endo-
geneity with which we are concerned, and for which our

instrument corrects. ™

5. Empirical results
5.1 Descriptive statistics

Descriptive statistics for population, employment,
and payroll are reported in Table 1. Most of the st
lics are for the A sample, with the exception of those for
general merchandising. Statistics for the B sample were

33 (O the other hand. we cannot completely rule out some correla-
tion of retail actiaty with county- and year-specific shocks. Of course
the most flexible inodel 15 the fully saturated one that includes county-
speetfie fixed effects as well ¢ their meractions wath the year fixed
elfects in the equations we estimate, allowing lor arbitrary differences
in the changes in the dependent variables by county and year. In this
case, of course, the distance-time interactions would provide no iden-
tifying information. But even in the absence of atiempts to account for
endagencity, 1 model with unsestricted time effects for each county
would ot perssit the idemification of the effects of Wal-Mart stores.
Thas. 4 1 version of how di tions en-
ter the employment and earnings equations would have (o be imposed
whether ar not we were addressing the endogeneity of Wal-Mart open-
ings.

3 Khanna and Tice (2000, 2001) have alsa noted aphic pat-

Mesns  Medians
o 2)

Population 78,223 22644
{256.595)

Number of counties/share of total 32
098

Asgregate retail employmens (¥ = §7,964) 5659 1105
(19.758)

Retail payrolls (S10005) (N = 57.964) 5 14990

General merchandising emplayimeat 195

(B sample, ¥ =37.999)

General merchandising payeolls (5100051 14,170 2477
(B sample. N = 37.990 {43.009)

Figures are for full (A) sample except for general merchandising. In
column (1) stundard deviations are reported in parcntheses. Payrolls
are in thousands of 1999 constant dollars.

similar, although counties in the B sample are larger
since data are less likely 10 be suppressed for larger
counties and counties with larger retail sectors. On aver-
age, counties have approximately 78,000 residents. The
data cover 3032 counties, 98 percent of the total. The
average level of aggregate retail employment is 5659,
or about 5.5 percent of total employment. Employment
in general merchandising is about one-sixth of the re-
tail total, or 966 warkers on average, Average aggregate

retail payrolls are around $92 million, and general mer-
chandising payrolls are about $14 million. Although not
reported in the table, average rewil payrolls per worker
across counties is around $13.700, and the figure for
general merchandising is around $13.100.

Table 2 provides some descriptive statistics on Wal-
Mart stores, as of 1003, As indicated in the first row, for
counties with one or more stores open lhe average num-
ber of stores is 1.43. The second row indicates that just
over hall of counties have at least one Wal-Mart store.
The remaining rows of the table report the distribution
of number of stores per county (for countics with one
or more stores). Around 78 percent of the countics with
Wal-Mart stores have only one store, about 13 percent
have two stores, and araund 4 percent have three stores.
There is then a smattering of observations with more
stores (with a maximum of 17 stores at the end of the
sample period in Harris County. Texas, which includes
Houston).

i ity bias

tern of the spread of Wal-Mart stores that we exploit. Based on this
pattem, they study the effict of Wal-Mart entry on incunibent tirms,
treating Wal-Mart enizy as exogenous. They usc somewhal larger ar-
eas than we o (based on the first heee digits of zip codss), but #ven
s0. decisions as to which of these 1o enter may be endogenols.

5.2. Preliminary evidence on

It is useful to ask whether we can detect evidence
of endogeneity. and infer something about the direction
of endogeneity bias. without relying explicitly on the
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Fig. 3. Geographic concentration of Wal-Mast apsnings by period and geographic area.

Table 2

County-level summary statistics, Wal-Mast stores, 1995

Average number of stores, for counties with siores 143

Share with on¢ or more stores open. all countics 0505
Share with given number of stores, for counties with stores

1 store. 0.983
2 stores, 0128
3 stares 0.042
4 gomes 0.017
5 stores 0.013
6 stores 0.006
7 stores 0.004
8 stores. 0.003
9 stors 0,002
10 stores. 0.001
11 stares 0.001
12 stores <= 0.001
13 stomes = 0.001
14 stores = 0.00]
15 stores < 0.001
16 stores =0.001
17 stores <0.001
Number of counties 3064

Numbees are for full (A) sample of observations with aggregate etail
employmenat data in 1995

identifying assumptions underlying the TV estimation.
One way w get some indirect evidence on endogene-
ity is to look at the relationship between past growth
in retail employment and decisions o open Wal-Mart
stores. As Figs. 1 and 2 indicate, the correct comparison
for any period is not between all counties where stores
did and did not epen. Rather, for a particular period we
should identify the region in which many stores were

opening, and ask whether—within that region—stores
were opening in fast-growing counties.®

We did this comparison for different selected peri-
ods and regions o give a sense of what this calculation
yields throughout the sample. We first focused on store
openings in the early 1980s, in states close to Arkansas,
restricting attention to openings in the 1983-1985 pe-
riod. We computed openings per state, and chose the
ten states with the highest number of openings. These
ten states are shaded in the first map in Fig. 3, which
clearly shows that these are states in relatively close
proximity to Arkansas {as well as Florida). The map
also shows the same openings. in the 1981-1985 pe-
riod, which were displayed in Fig. 2. The overlaying of
these openings and the shaded states makes clear that
these were the states in which openings were concen-
trated in this period. For each county in these ten states,
we computed the annualized rate of growth of retail em-
ployment over the immediately preceding live-year pe-
riod 19771982, We then estimated linear probability
models for whether Wal-Mart entered a county (open-
ing its first store, which, as Table 2 shows, would he
the case for most openings). as a function of the prior
growth rate of retail employment. We add controls for
county population as well as state dummy variables, to
account for the effects of population density as well

%5 A recent study commissioned by Wal-Mart {Global Insight, 2005)
instead does the first comparison, and erroneously concludes that there
is 70 evidence of endogeneity bias.

36 This window is arbitrary, but follows the calculation in the Global
Insight study {Global Insight, 2005).
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Tuble 3
Estimated relationships between stare openings and prior retail em-
ployment growth

Openings in: 1983 1988 1993 1993-1995,
1985 1990 1995 Excluding
CA and WA
o ] 3 ]

Amudized e 043977 0191 0122 0407
ofprowthofreail  (G143)  {017T)  (0S15) (0613
employment in
previons five-year
period

N 854 615 a6 2
Estimates are from linear probability models, with standard errors ro-
bust to heteroskedasticity. The states covered in each sample period
ate shown in Fig. 3. The previous five-year periods corresponding
o the three columns are: 1977-1982, 1982-1987, and 19871992
Comity pupulativ in the coding year of lhese fyear periods, and
state dummy variables. are included as controls. Growth cates are
computed reltive to the average at the beginning and end of cach
period, beeause there are @ handful of ohservatons with retail em-
ployment of zero, Growth rates are measured on an annualized busis.
Thus. for example. the estimate in column (1) implies that a | percent
higher annual growth rale boosts the probability of a store opening
by 0.0044; this is a 2.7 percent increase in the probobility of a store

il b the 1% Jewel,

as other unspecified features of states on slore open-
ings. We then did the same for the 1988-1990 period,
using retail employment growth from 1982-1987, and
the 1993-1995 period, using retail employmen growth
from 19871992, The corresponding maps are shown in
the second and third panels of Fi

The results, reported in Table 3, indicate that Wal-
Mart stores entered counties—among an appropriate
comparison group—that had previously had faster retail
employment growth. For the 1993-1993 estimation. the
set of ten states with the most openings includes Califor-
nia and Washington, which are quite far geographically
from the other eight states and therefore the comparison
to counties in those other states may not be appropri-
ate; we therefore also show results excluding these two
states. As the table shaws, in every case the relationship
between prior growth and whether a store opened is pos-
itive (and sometimes significant, although that is not of
foremost interest here). This evidence does not directly
address the issue of endogeneity bias—which concerns
the link between store openings and future retail em-
ployment absent store openings. But it does suggest that
endogeneity is a concern.

5.3 First-stage estimates

Tuming to our main analysis, Fig. 4 displays infor-
mation on the estimated coefficients of the distance-time

200900 Mikes

ineracions from te Arst srage, aithough for ease of in-
terpretability we present estimates for the change in the
number of stores rather than the number of swores per
person. The omitted categories are 9001000 miles and
1988. The first-stage regression includes 272 distans
time interactions (between |7 year dummy variables
and 16 distance dummy variables). In Fig. 4, we break
these up into the 16 distance groups, for cach distance
range around Benton County.

Starting with distances near Benion County. Arkan-
sas, we see that store openings were more likely early in
the sample period, and less likely laier on. Conversely,
at distances far from Benton County store openings

were mueh more common later in the sample period
Aliernatively, store openings were much more likely at
nearby distances early in the sample, and at farther dis-
tances later in the sample. Thus, these regressions con-
Brm the impression [rom the maps in Fig, 2 thal store
openings spread out over the sample period, concen-
trated near Benton County early in the sample period
and farther later.

34 Effects on retail s

ctor amployment

‘We now tumn to the OLS and IV estimates, The OLS
estimates identify the effect of Wal-Mart simply from
differences in outcomes in countics and years where
stores opened compared to those where they did not.
In contrast, the IV estimales identify the effect from
differences in oulcomes in counties and years with a
high versus a low predicted probability of store open-
ings, as depicted in Fig. 4. Thus, for example, a neg-
ative effect of Wal-Mart openings on retail employ-
ment will be inferred when retail employment fell (or
grew more slowly) in county-year pairs that were in
geographic regions {defined by distance from Benton
County, Arkansas) and years in which store openings
were more likely, withour reference to the actual coun-
ties within these regions in which stores opened.

Table 4 reports estimates for retail employment. The
dependent variable is the change in retail employment
per person at the county level, and the Wal-Man mea-
sure is the change in the number of stores per person. We
report estimates hoth excluding and including county-
speci  trends (Fos. (1) and (17)): the latter is our
preferred specification. The estimates for retail employ-
ment (and eamings) tuim out 1o be insensitive to the
inclusion of the county fixed effects, which bolsters the
validity of the assumption that the instrumental vari-
ables are not correlated with the error terms.

The OLS estimates point to increases of 40-35 work-
ers in both aggregate retail and general merchandising
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Table 4
Estimaled effects of Wal-Mast stores on retail employnsent

Ceunty-speeatic nme nends excluided (Eq. (1))

County-specific time trends mchuded (Eq. (1)

Age.Reil  Age Retall

Gea.Merch.  Apg Retail  Agg.Reml  Gen. Merch.

@ 3 @ (5) )
B Sample B Sumple A Sample B Sample B Sammple
o
Wal-Mar stores 42.33" 42757
©.in 16.02) 961}
Total payralis per person T 0.001*" 0001
mmm) 000031 (0.0003) 10.0003)
Adjusted R DOEL 019 0.068 0089
IV for Wal-Mart stares
Wal-Mant stores —166.98"" 936" ~105.80" 1792
383 (180) 156.69) {1420}
Total payrofls per person 001" 00001"" 0.001*** 0.0001°"
0.0002) 00003 0.0003) (0.00003)
F-statistics 128 68 39 39
Reject null of no endogeneity Yes Yos Yes Yes
bigs a1 5% level
N 54,554 32668 32,668 54.554 32668 32668

“The Wal-Mant variable is the change in the number of starcs per possan, and the dependeat variable is the change in employment per pesson.
: The

The coefiicieats mensure the effect of one Wal-Munt store opening oa

1 retail emy 5 varigbles are interactions

betsveen dummy variables for years and dummy variables for counties with ceatroids with a radius of 100 miles [om Benton County. Arkansas.

101-200 miles, 201-300 miles, ete., out w0 1300 miles. All of the radii except tf
because there 1s only one county beyond the 1700 mle radis. All specific
first atd scvotd stages), Standud ertugs (showt i parcatheses beloW the estimstes)

-1 also liclide conary dununy vtiables (i butl iy

e last cover a 100 mile range: the last covers 1601- 1800 miles,
ons include year fixed offects, and the speeifieations i eolunns

and F-satistics are caleulated clustering on state and vear, and hence allow asbitrary contemparaseous comelations acrass countics in & stale.
The ssnple period covers LIT7-1995. See noks to Tabe 1 or addioral detis. The resuls [or e fet of the mull hypodhess of 70 endogencily

bias are based on bi: ccied

based on states and years rather than i S of clustering used in the standard error caleulations
the conventionsl Hausman test {Hausman, 1987) because OLS is inefficient if there 35 either heteroskedasticity across coun

within countics.
Significant at the 107 Jevel
Idemn., 5%,

** ldem. 1%

employment from a Wal-Mart store opening.’” For the
A sample, the estimates imply an increase in county-
level aggregate retail employment of about 0.8 percent
at the mean, The estimate for general merchandising is
slightly greater than the estimate for aggregate retail, for
the B sample for which these estimates are compara-
ble, suggesting that there is at most a small reduction
in employment in the rest of the retail sector; however,
the difference is not significant. Finally, as we would
expeet, the estimated coefiicient of total payrolls per
person is positive.

In contrast to the OLS estimates, the IV estimates—
which conditional on the identification stategy be-
ing valid are interpretable as causal effects of Wal-
Mait openings on retail employment—point to employ-

37 The retail estimates are similar to the long-run OLS esimaes re-
ported by Dasker (2005b),
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Table §
Estimated effets of Wal-Mast stores on retail payralls ($1000s)

for the difference between the OLS and IV estimates. with the bootstrapping.

s is preferable ©
5 or autocarrelation

ment declines in the aggregate retail sector.’® Without
county-specific trends, the estimates for the A sample
indicate that a Wal-Mart store opening reduces employ-
ment at the county level by about 167 workers. With
county-specific trends the estimate falls to 146, In the B
sample the estimates are smaller by about 30. Since the
average number of workers in a Wal-Mart store is about
360 (Basker. 2005b). the estimated employment decline
(using a ligure ol 150, close 1o the Eq. (1) estimate) im-
plies that each Wal-Mart worker takes the place of 1.4
retail workers. On a county basis, this estimate implies

# The F-statistics for tie jount significance in the first-slage repres-
sion of the distance-time intemetions that serve 3s instruments range

crvat symples and specifications ia Ta-
are sometimes small enough thut asymplotic
results may not apply well (Stiger and Stock. 1997). However, in
such cases bias in the [V estimaies is in ihe direction of the OLS bias
(Chao amd Swanson, 2003), and therefore such bias cannot aceount
for the dificrences between our [V and OLS results

Colnty-specitic time trends excluded (Eq. (11

County-specific time reads meluded (Eq. (1')

Age Remil  Apg Retsl  Gen Merch.  Agg Reail  Agg Rewil  Gen. Merch.
o @ &) @ 5) 6
A Sample B Sample B Sample A Sample B Sample
oLs
Wal-Mart stores 2702 1664 1725 42767
©0.0) (145.1) (1541 303
Tonal payralls per person 024" ooz 0.020""" o.o02™
{0.005) {0.005) 0.006) (0.0003)
Adjusted £ 0110 0.151 0123 0039
1V for Wal-Mart stores . .
“Wal-Mari stores —=L7114 ~1.6698 6843
781 ©126) 3z
Total payrolls per person 0023 020" oon™
©.005) 0.005) (0.0003) (000031
Reject null of 1o endogencity Yes Yes. Yes No
bias al 56 level
N 53,354 32668 32,668 54.554 32668 32668

The notes fromm Table + apply. The only difference is that the dependent vartable is the change 12 retail payrolls per person, so the coefficients now

mes
Fstatistics for the first stage are as teported in Table 4
Signtficant at the 10% lovel

dern., 5%

Idem., 1%

when county-specific rends are included {not signifi-
cant for the A sample). However, the positive effect of
Wal-Mart openings on payrolls in general merchandis-
ing remains. and the estimates are a bit larger than the
OLS estimates.

The payroll results largely parallel those for em-
ployment. OF course, much of the public debate over
Wal-Mart concerns the levels of wages Wal-Mart pays
and whether it drives down wages of competitors. As
pointed out earlier, because the CBF data do not dis-
tinguish part-time from full-time workers, the data can-
not be used 10 compute hourly wages. In addition, the
data do not allow any controls for individual worker
characteristics that would he required 1o determine
whether wages were changing for comparable work-
ers. Nonetheless, we estimated models for changes in
retail earnings per warker, with the Wal-Mart variable
in this case simply measuring the change in the num-
ber of stores. The point estimates were positive for the
A sample (although small—indicating increases of $7
10 $47—and insignificant); they were negative and in-
significant for the B sample. Thus, there is certainly no
evidence that Wal-Mart openings reduce retail eamings
per worker. Taken literally, the implication of no im-
pact of slore openings on wages would imply that the
labor supply curve to the retail industry is close to per-
feetly elastic. A highly elastic labor supply curve may

re the effect of one Wal-Mart store opening on county-Jevel retail payrolls (measured in unils of theusands of 1999 constant dollars). The

not be unreasonable. given that retail is a small share
of the overall labor market. and is a very low-skill sec-
tor in which labor supply can respond very quickly and
strongly to wage changes (in contrast 1o 2 highly-skilled
sector). However, we remind the reader that the CBP
data could be guite misleading about wage effects. For
example, if Wal-Mart induces a shift toward older or
full-time workers, increased retail earnings per worker
could be consistent with lower wage rates for compa-
rable workers.*> Regardless, the combined estimates
indicate that overall earnings in the retail sector decline
after Wal-Mart stores open.

5.6, Identificarion

A nawral principal concern with our approach is
identification. We therefore address a few issues related
1o ident on in Table 6, focusing on the aggregaie
retail employment estimates for the full (A) sample
First, if we are actually detecting effects of Wal-Mart

A2 1y principle, one could study thess issues using data from the Cur-
rent Population Survey (CPS) or the Decenaial Census of Population,
However, in the CPS most county identificrs are suppressed for rea-
s lity. Censts data are hecause they are
nat available for each year but only once a decade. Furthermore, in
downloadable Census estimates by county from all loag-form respon-
deas. neither hours, education, nor income are availabile by industry.

422 D. Newmark et al. 1 fourmal of Urban Economics 63 (3008 405 430

a 2.7 percent reduction in retail employment attributable
to a Wal-Mart store openmg. Thus could rellect a com-
bination of closings of other retail establishments and
employment reductions at those establishments. And of
course these estimates do not imply absolute declines in
retail employment, but only that retail employment was
lower than it would have been had Wal-Man stores not
opened.

The estimated magnitude sirikes us as plausible.
Government data indicate that sales per employee are
much higher at large retailers than at small retailers
and a McKinsey study (Tohnson, 2002) suggests much
higher sales per employee at Wal-Mart than at other
large retailers {in 1995, 70 percent higher than Sears,
and 36 percent higher than K-Mart). In additi 2L
ative employment effect would be expected if Wal-Mart
indecd more efficient and can be profitable while
charging significantly lower prices. " Finally, Wal-Man
currently about | percent of the workforce, but it
as smaller during most of sample period, so this dis-
placement figure dues not lmply lacge-scale cmploy-
ment declines; as noted above, it implies that a store
opening resulls in a 2.7 percent decline in retail employ-
ment.

For general merchandising, the IV estimates con-
tinue to point to increases in employment (sometimes
gnificant), qualitatively similar to the OLS cstimates
although smaller. We might expect increases in general
merchandising employment since this is the sector in
which Wal-Mart is classified. However, the evidence
that the estimated increase in general merchandising
employment is much less than the size of an average
Wal-Mart store suggests that Wal-Mart reduces employ-
ment at other employers in the general merchandis

=
sector as well as in the remainder of the retail sec-
tor:*! Thus, the estimates are consistent with Wal-Mart

bilp Hfaetlinder census goviservi/ 30 Tabl
ds_name=ECO244SSSZ1&-_lan,
0 There is a potential countervailing positive effect fram Wal-Man's
greater efficiency if lower prices in retail boost consumer demand
ugh through cither income or substitution effects that overall re.
tail sector enployment inereases. Howeves, this “retail scale” effect
may be small if the types of products sold at Wal-Marts and the re-
tail establishments with which they compete are maore likely o be
inferior goods. so that auch of the increase in real income stemming
from lower prices is spent in other sectors of the econonty (including
higher-end retil}

41 There 15 a porennally 1mporant implicatton of this finding for
interpreling our estimates. In pasticular, the estimated effects of Wal-
Mart apenings could be exaggerated if Wal-Mart store openings tend
10 spur the apening of other large rotailers in the same area. in which
case we are effectively estimating the impact of more than just Wal-

reducing overall retail employment, although shifting
ils composition toward general merchandising; recall,
though, that the evidence for general merchandising
(and the B sample overall) may he iainied by endoge-
nous sample selection because of suppressed data.

The finding that the OLS estimates of employment
effects for the aggregate retail sector are generally pos-
itive, and the IV esiimates negative, is consistent with
‘Wal-Mart endogencusly locating stores in places where
retail growth is increasing. As shown in the table, there
is always statistically significant evidence of endogene-
ity bias in the aggregate retail sector. We also reject
exogeneily in the estimates for general merchandising.
and the bias still appears to be upward, which is what
we would expect if Wal-Mar enters markets where
prospects for general merchandising are good. However,
we should not expect much endogeneity bias in the esti-
mated effect of Wal-Mart on employment in this subsec-
tor, and that is reflected in the much smaller difference
between the OLS and IV estimates of the effects of Wal-
Mart on general merchandising employment. Wal-Mart
may well have chosen to locate in areas where retail
growth was likely to be strong. but the composition of
the retail sector is more likely to be a direct consequence
of where Wal-Mart chose to lecate than a determinant of
its location decisions.

Y. Effects on retail sector eamings

Table 5 turns to effects on retail sector earnings. The
dependent variable is now the change in retail payrolls
per persen. The first three columns report resulls with-
out county-specific trends. and the last three columns
including these trends. The results are similar in both
cases.

The OLS estimates indicate that a Wal-Man store
opening is associated with increases in retail payrolls
of about $0.2 ta $0.3 million in aggregate retail and
about $0.44 million in the general merchandising sec-
tor. In contrast, the IV estimates indicate that aggregate |
retail payrolls fall when a Wal-Mart store opens, by ap-
proximately $1.1 to $1.7 million for the A sample; the
range is slightly smaller for the B sample. In addition,
the evidence is weaker statistically for the B sample and

Man stores. (1t is unlikely that the issue is one of Wal-Mast opening
where other farge retailers already exist, given the geographic patem
of Wal-Mart openings. Alsa, evea i this sometimes happens, our IV
estimates will not pick of these other stores. h
openings will nat be predicted by the first stage.) But given that gen-
eral merchandising employment scarcely rises when Wal-Mart stores
open, this seems unlikely.
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Table 6
Assessments of idenufication

County-specific time Counry-specific time
trends excluded (Eq. (1)) wrends included (Eg. (1)

Employment Employment
%) (21
1. Table 4 estimates, retail employment —166.98°"""
(48.83)
Falsification test, manufacturing engploynent
2.1V Hirst-stage F-siatistic] 16074
(50.67)
[12.8]
Restricred 1V isalating Wal-Mart emry
3. Instrument with year-distance interactions for pairs satisfying (i) 1982 or —190.47 ~97.15"
earlier and within 500 miles of Benton County. or (iiy 1992 or fater and 15974 (54451
1000 miles o mve from Benton County [frs-stage Fstatistic]. retail 7 78]

employment
Exclude counties near Benton Connry
: 100 wiles of Beaton County (¥

Exclude counties with

5. Exclude counties within 200 miles of Benton County (N

6. Exclude counties within 300 miles of Benton County (N = 47,321} retal employment -

3,716). retail employment —

S1.539), retail employment —

(64.54) (64.31)

Table reports [V estimates of coellicient on change in sumber of Wal-Mart stores per persan. See notes 1 Tablas | and 4. All esumates are for
A Sample. Sample sizes are the same as in Table -, Gstimated coeflicients of total payroll per person variable arc aot shown.

* Sigaificant at the 10% level.

Idem., 5%.
** ldem., 1%.

stores, then paralleling the evidence of adverse effects
on retail, we should fuif to find evidence of effects of
slore openings on industries unlikely to be affected. Em-
ployment in service industries and retail sectors other
than department stores do not necessarily provide use-
Tul Lalsilication exercises of this type, since the location
of retail activity may affect these other industries and
sectors. However, it is useful to look at manufactur-
ing. Although this industry might be affected by cost
pressures exerted by Wal-Mar, there is no reason why
the effects of Wal-Mart openings should be felt on Jo-
cal manufacturers. As noted earlier, we are skeptical of
using our instrumental variables approach to study an
industry like manufaciuring when the county fixed ef-
fects are excluded, since the other industry may have
sirong region-specific trends; but we are more confident
with the county fixed effects included. The results for
manufacturing are reported in row 2 of Table 6. We find
that in the specification with the county dummies, there
is no effect of Wal-Mart openings. On the other hand,
the specification without the county durmnmies show a
positive effect. The fact that we only get an effect when
we exclude the county dummies (which means we do
not allow for county-specific trends) helps confirm our
concerns about the validity of the instrument for man-

ufaciuring, as the differences in results imply that the
instrumeni(s) is (or are} correlated these trends.
But the results with the county dummies clearly provide
a betrer falsification test, and show no effect of Wal-
Mart precisely where we should see none.

A second concern is that our distance-time interac-
tion instrumental variables do not simply capture the be-
ginning ol the period when Wal-Mart stores first “reach’
a region, but also periods in which they were filling in
regions where numerous stores had already opened. For
example, Fig. 4 shows that in the band 200-300 miles
from Benton County, there are higher predicted open-
ings through 1982, when stores were first opening in
this region, as well as in 1987, when stores were filling
in this region. This is not necessarily problematic for the
TV strategy. The distance and time interactions predict
where and when stores were opened, whersas the endo-
geneily we are trying to purge concerns the choice about
the particular counties in which 1o open stores given
that Wal-Mart was opening stores in a particular region,
So the first-stage estimates will also reflect stores open-
ing in the 200-300 mile band in 1987. But alf counties
in this band in this year have a higher predicted prob-
ability of a store opening, not just the specific counties
where stores opened. Nonetheless, it might be prefer-
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able 1o focus on the variation in store openings associ-
ated with Wal-Mart's initial wave of entry into a region,
which may be more exogenous than where the com-
pany chose 1o fill in stores. To do this, we restricted the
distance-time interactions included in the first stage 1o
these picking up either observations early in the sam-
ple period close 10 Benton County (1982 or earlier and
within 500 miles of Benton Counly), or observations
late in the sample period far from Benton County (1992
or later and 1000 miles or more from Benton County).
Figure 4 suggests that these periods and distances cap-
ture distinet initial waves of Wal-Mart openings. The es-
timates. reported in row 3 of Table 6. are relatively sim-
ilar Lo the bageling estimates, alibough the specilication
with county dummy variables included provides weaker
evidence (significant only at the 10-percent level) of
negative employment effects

Finally. our identification strategy requires that there
not be unmeasured shocks to the dependent variable that
are common 1o points on a ring of given radius around
Benton County. We argued that this condition seems
likely to hold, since there is no obyvious reason why all
points within, say 400-500 miles should exhibit system-
atically different changes in particular periods relative
to Benton County (aside from the effects of Wal-Mart).
However, for shorl distances around Benton County it
is possible that there are common shocks. and if itis the
differences in retail employment growth between these
short distances and greater distances that identifies the
effects of Wal-Mart in our empirical analysis, then we
could be picking up a spurious relationship. In rows 4-6
of Table 6, we present evidence assessing this possibil-
v, dropping all observations on counties within. in turn,
100, 200, and 300 miles of Benton County. As the table
shows, the results are robust 10 dropping these counties.

5.7. Robusiness and ather analyses

We close the empirical analysis by briefly describ-
ing some addidonal analyses exploring the robustness
of our results on retail employment, and some other
sues, in Table 7. As noted earlier, we have reported
standard errors clustered on state and year. In row 2.
we instead report estimates (which are the same) with
standard errors clustered on state only, which allows
temporal autocorrelation within and across counties in
each swte. The standard errors are larger in all cases,
although not by that much, and the statistical conclu-
sions are unchanged. Note also that in column (2) the

4 s specificainm uses 58 instead of 272 insTunsnts

standard error changes by less. This is what we would
expect if the inclusion of the county=specific trends cap-
tures sources of dependence between observations on
the same county.

We have included a control for total payrolls per per-
son in all of the specifications reported thus far, Because
this variable includes retail payroll, it is potentially en-
dogenous. In rows 3 and 4 we therefore report two addi-
tional specifications: one with retail payrolls subtracted
out of total payrolls: and the other simply dropping
the total payrolls control. The qualitative conclusions
are very similar, although both changes—and more so
dropping the total payroll control—yield slightly larger
negative effects on retail employment. Next. we drop
counties that never had a Wal-Mart store during the sam-
ple period. In this case, identification of the cffects of
Wal-Mart siores comes only from the time-series vari-
ation in store openings for the set of counties that got
a store, providing a potentially “cleaner” control group.
The results, reported in row 5. are qualitatively similar,
although the estimated negative employment effects are
smaller.

We also consider some other differences in the sam-
ple definition. Row 6 reports estimates dropping the
small number of counties with stores that closed; these
estimaies are very close 1o the baseline estimates ** Fol-
lowing that, row 7 reports eslimates extending through
the entire period covered by the data—ending in 2002
rather than 1995—even though, as discussed earlier,
the identifying relationship between time, location, and
store openings is strongest through 1993, For the longer
period the evidence suggests sharper declines in retail
employmenl.

Thus far we have ignored information on Sam's
Clubs. We do not necessarily wanl to treat these as
equivalent to other Wal-Mart stores, so we study them
in two ways. First, we omit all counties that had a Sam’s
Club at some point during the sample period: 97 percent
of these counties also had a Wal-Mart. Second, we use
the full sample but treat each Sam’s Club store like other
Wal-Mart stores. As the table shows in rows 8 and 9,
the results dropping the counties with Sam’s Clubs are
qualitatively similar, although the estimated effects are
smaller. The results are quite insensitive to simply treat-
ing Sam’s Clubs like other Wal-Mart stores.

To this point we have simply used a count of Wal-
Mart stores {on a per capita basis) to measure exposure

# An altemative is (o incorporate information on store closings as
reductioas in the number of Wal-Mart stores. However. we are skep-
tical that siose closings and openings have symmetric (opposite-sign)
eifects. and we do a0t have a naural mstument for store closings.
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Percentage of Wal-Mart Openings in Urban Locations,
1977-1995
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Fig. 5. Locations of Wal-Mat openings

and estimate the models for two samples: counties with
ahove median population at the beginning of the sample
period. and counties with below median population. As
shown in rows 11 and 12, there is no clear connection
between density and the effects of Wal-Mart stores.
Finally, we use equations dilferenced over two and
then three years, rather than ene year. We do this for

and three-year dilferences the estimates are qualitatively
very similar (and were for the other samples, for general
merchandising, and for OLS as well as IV). but always
slightly larger in absolute value the longer the differ-
ences, as we might have expected from the first and third
considerations discussed above.*?

6. Conclusions and

a few reasons. First, there may be some
effacts of Wal-Mart store openings. This could lead m
effects of store openings that are biased towards zero, if
the shorter differences do not include these anticipatory
effects (which seem likely to be in the same direction as
those occurring after stares open). Second. the effects of
store openings might not all oceur within a year. Allow-
ing for longer dilferences can pick up longer-term ef-
fects, and it is ambiguous whether these are likely 1o be
larger or smaller.*® Third. because of how we code store
openings, in about one-sixih of cases (for stores open-
ing between January and early March} the employment
change and store opening may be misaligned, likely bi-
asing the estimated effect towards zero. By using longer
dilTerences, we reduce this problem substantially. As the
estimates in the last two rows of Table 7 show, with two-

46 i principle. oae can study contemporaneous and lageed effects
more dicectly by including lagged siore openmes as well. However,
expenmenting with such specifications in the TV sefiing led w0 un-
informative estimaes, because predicted values of store openings st
diffezent lag lengihs were very highly correlated. which is aot supris-
ing given the nanre of ous [V,

Motivated in large part by local policy debates over
Wal-Mart store openings, and the large size of Wal-
Mart relative to the retail sector, we estimate the effects
of Wal-Mart stores on reiail employment and earnings.
Critics have charged that Wal-Mart's entry into local la-
bor markets reduces employment and wages, and the
company {and others) have countered that these claims
are false, and touted Wal-Mart's retail job creation ef-
fects.

Qur analysis emphasizes the imponance of account-
ing for the endogeneity of the location and timing of
Wal-Mart apenings that—in our view, and as borne out
by the data—is mos! Likely to bias the evidence against

47 Finally, although not reported in the table, we also estimated o
simpler specification for the ehange 19 retail smployzent per person
on the chiange in the umber of Wal-Mart stores (with the latter not
i & per capita basis, unlike the rest of the estimates reported in the
saper). Both the OLS and IV extimates were qualitatively similar (o
those reported in Table 4, and implied similar percentage changes in
retail employment
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Table 7
Robustness analyses

Lalinty-spadine nima
wends excluded (Eq. (1)

Cauniy-specine nme

trends included (Eg. (1)

Retail employ
{n

1. Table 4 estimates —16698"
(48.83)

2. Cluster on stute only —166.98"""
(55.94)

3, Subtraet retail payroll out of total payroll per person control —17407""
5.7

4. Omit total payroll per person control —181.58"""
146.12)

5. Drop counties that never have a store (N = 30.95T) —9440™"
[ELEE

6. Drop counties with elosed stores (N = 53,746) —166.68""
@3.15)

7. Through 2002 (¥ = 75,482) ~184.84""
4127

§. Drop counties with Sam’s Clubs (¥ =49,031) —15047""
143.63)

9. Combine Wal-Mart stores with Sam's Clubs

10, Weighted by store size

11, Counies with above median population (21.000) in 1977 (¥ = 27,200)

12, Coupiies with below median population (21,000} in 1977 ()
13, Two-year differences (N = 51,4291

14, Three-year differences (N = 48.362)

(35.81)

Tahle reports IV estimates of coefficient on change m number of Wal-Mart stores per petson. Sec notes 10 Tables 1 and 4. All esumates are for
A Sample, Sample sizes are the same as i Table 4 unless otherwise noted. Fstimated coellicients of tetal payroll per person variable, where

included. are not shown. F
period) divided by the 4

and three-year differences use dumrny variables for the distinct twe- or three-year periods over which the diffes
es. That way, the same dummy vartables appear n the first-differenced and levels regressions

dummy vanables for singl:
* Significant at the 10% level
* ldem., 5%.

" Mem, 1%.

o Wal-Mart. But store size varies—for example, coun-
ties with smaller populations may get smaller stores™—
and the exposure measure should perhaps take this into
account, Thus, we computed an exposure measure that
weights by store size relative to the average store size.
These estimates are reported in row 10, and reveal
somewhat larger effects. Note. however. that in our data
size is measured as of the end of the sample period only,
and will not pick up things such as the conversion of a
regular store to a Supercenter.

45 This may wn part reflect whether o not the Wal-Mari siore 1s a
Supercenter.
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finding adverse effects of Wal-Mart stores. Our sirategy
for addressing the endogeneity problem is based on a
natural instrumental variables approach that arises be-
cause of the geographic and time pattem of the opening
of Wal-Mart stores, which slowly spread out in a wave-
like fashion from the first stores in Arkansas.

The findings in this paper rather strongly belie
claims, as well as recent research findings, suggesting
that Wal-Mart store openings lead to increased retail
employment. On average, Wal-Mart store openings re-
duce retail employment by about 2.7 percent, implying
that each Wal-Mart employee replaces about 1.4 em-
ployees in the rest of the retail sector. Driven in part by
the employment declines, retail earnings at the county
level also decline as a result of Wal-Mart entry. by about
1.5 percent. It is harder 1o draw any firm conclusions re-
garding the effects of Wal-Mart on wages. although the
data do not provide any indication that retail earnings
per warker are affected by Wal-Mart openings.

Naote that the estimated adversc cffects on retail em-
ployment do not imply that the growth of Wal-Mart
has resulted in lower absolute levels of retail employ-
ment. Like in all studies of this type, the estimates are
relative 1o a counterfactual of what would have hap-
pened to retail employment absent the effects of Wal-
Mart, From 1961, the vear before the first Wal-Mart
store opened, thraugh 2004, the last full year for which
we have a count of the Wal-Mart Discount Stores and
Supercenters, retail employment in the United States
grew from 5.56 million to 15.06 million, or 271 percent,
considerably faster than overall employment (242 per-
cent) *3 If each of the 3066 stores present in January of
2005 reduced retail employment by our estimate of 146
workers (Table 4, column (4}) relative to the counter-
factual. then our estimates imply that, in the absence of
‘Wal-Mart, retail employment would have instead grown
to 15.51 million as of 2004, or 3 percent higher than the
observed ligure, S the negative employment ellects of
Wal-Mart that we estimate simply imply that retail em-
ployment growth was a bit more modest than it would
otherwise have been, growing by 271 percent from 1961
through 2004, rather than 279 percent. The eslimates do
imply. however. that retail employment is lower than it
would have been in counties that Wal-Mart entered. and
hence that Wal-Mart has negative rather than positive
effects on net job creation in the retail sector.

The lower retail employment associated with Wal-
Mart does not necessarily imply that Wal-Mart stores

18 Gee hupo/data, bls govPDQiserviet/SurveyOutputServiet series_

the estimates labeled “weighted by stare size,” stores are weighted
rage siuare fuutage lor the sample, 1 maintin comparability with the baselme estinates. The

iheiz squars footage fat the end of the sample
cilicalions usiig Iweo-
. rather than

nces are compe

The effects of Wal-Mart stores may depend on the
type of aren in which they are located. In rural and less
dense counties Wal-Mart may have & larger impact be-
cause there are fewer other large-scale competitors be-
fore they enter. Alternatively. in these areas the siores
may be more likely to create jobs because shoppers (and
workers) come from other counties. As shown in Fig. 5.
Wal-Mart stores originally opened more commonly in
rural areas, and over time shifted to more urhan areas.
{This classification is based on whether the store opened
in what is now classified as an MSA.) Because we do
not have a clean classification of counties located in
MSAs or not, we instead focus on county papulation.
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worsen the economic fortunes of residents of the mar-
kets that these stores enter. Our results apply only to the
retail sector, and we suspect that there are not aggregate
employment effects, at least in the longer run, as labor
shifts to other uses. Wage effects are more plausible, al-
though these may operate more on the manufacturing
side through the buying power that Wal-Mart exerts. as
opposed to the retail side which is a low-wage sector
regardless of Wal-Mart—although there are exceptions
such as relatively highly-paid grocery workers who may
be harmed from competition with Supercenters. If there
are wage (or employment) effects that arise through cost
pressures on Wal-Marl’s suppliers, however, they would
not necessarily be concentrated in the counties in which
stores open., so that our methods would not identify
them.

Moreover, Wal-Mart entry may alse resull in lower
prices that increase purchasing power, and if prices are
lowered not just at Wal-Mart but elsewhere as well,
the gains to consumers may be widespread. Further-
more, the gains may be larger for lower-income families
(Hausman and Leibtag, 2005}, although il is also possi-
ble that labor market consequences for these families
are also more adverse.

Another line of criticism of Wal-Mart is that through
lowering wages it increases the burden on taxpayers by
increasing eligibility for and receipt of government ben-
cfits.* However, a key implicit assumption is that in
the absence of Wal-Mart, employees of the company
would have higher-paying jobs. rather than, for exam-
ple, no jobs. Thus, the validity of this criticism hinges
on whether Wal-Mart's entry into a labor market affects
overall employment and wages. It is also worth point-
ing out that if Wal-Mar( causes both earnings and price
declines for low-income families, then taxpayer burden
could increase even if the price declines more than offset
the earnings declines for these families, because govemn-
ment programs are lypically tied to eamings.

Thus, aside from the question of employment effects,
there are numerous remaining questions of consider-
ahle interest tegarding the effects of Wal-Mart on la-
hor markets and goods markets, en consumption, and
on social program participation and expense, In addi-

19 A report by the Democ Staff of the Committee on Education
and the Workforce of the US Congress (Miller, 2004) claims that be-
canse of Wal-Marts low wages, an average Wal-Mart employee costs
focderal taxpayers an exira 52103 in the form of tax eredits or deduc-
tions, or public assistaace such s healihcare, housing, and energy
assistance (see also Dube and Jacolrs, 20041, There are man
needed 1o construct such cstimates, and this is not du-

=CEU4200000001 and fip:/ip.bls. mpsit.ceseel LSt
fas of December 22, 2006),

place to disseet them.
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lion, of course. there are non-economic issues that play
a role in the debate over Wal-Mart, such as prefer-
ences for downtewn shopping districts versus subutban
malls. The identification swatepy developed in this pa-
per may prove helpful in estimating the effects of Wal-
Maxt stores on some of these other outcomes as well.
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AQRendik F

Kansas’ Retail Alcohol System is Not a Monopoly
An Explanation

Kansag” retail alcohol industry is in compliance with the U.S. and Kansas Constitutions, violates no federal
laws, is open to all Kansas residents, and is an open marketplace. Here are reasons Kansas’ retail alcohol
industry is not a monopoly:

1) The 21* Amendment to the United States Constitution

Section 2 of the 21® Amendment to the U.S. Constitution establishes the rights of each state to determine its
own alcohol laws. The 21st amendment is specific to alcohol in this regard.

2) Kansas Retail Liquor Stores Do Not Meet the Definition of a Monopoly

Anticompetitive monopolization includes a variety of acts which are illegal. Kansas liquor stores are not
committing, creating or encouraging these illegal acts. These include:

o Price Fixing

e Price Discrimination
o Exclusive Dealings

e Group Boycotts

e Tying Contracts

Calling Kansas retail liquor stores monopolies implies they are committing illegal acts. Calling Kansas retail
liquor stores monopolies, while knowing they are not committing these acts, is potentially slanderous.

3) Kansas’ Retail Liquor Stores Violate No Federal Antitrust Laws
There are two primary federal laws relating to antitrust and monopolies. They are:

o Sherman Antitrust Act
e Clayton Antitrust Act

Kansas retail liquor stores do not meet any criteria as offenders of the provisions of any of these acts.
Simply put: Kansas retail liquor stores do not meet federal definitions for antitrust violations or monopolies.

4) Kansas Has an Open Market

Kansas’ current retail li%uor market allows for open trade, provides any Kansan the freedom to enter the
marketplace, adheres to free market pricing principles, provides wide accessibility to those of legal age, has
localized trade providing consumers a direct voice in the marketplace and has forged an economic model
that benefits the citizens of Kansas.

5) Alcohol Is Intended to be Regulated

Alcohol is not milk, or toilet paper, or toothpaste. Misuse, mistreatment and unregulated sales of alcohol has
social and economic consequences. Alcohol contributes to drunk driving accidents and death, violence,
underage binge drinking, addiction and other problems. Kansans, like the majority of states and the Federal
Gov?mn&ent, have determined alcohol should be available to citizens of drinking age, but continuously
regulated.

The 21 Amendment to the U.S. Constitution and Article 15, Section 10 of the Kansas Constitution
specifically address alcohol to affirm that this product can and should be regulated. The current retail
alcohol system is the method Kansans have decided best regulates alcohol sales.

Kansas® retail alcohol system is not a monopoly, does not meet the standards of a monopoly
and should not be referred to as a monopoly.
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