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INTRODUCTION

Civic Economics was retained by the non-profit organization Responsible Urban
Development for Houston to provide a preliminary analysis of the likelihood that a
proposed Wal-Mart Supercenter near Yale Street and Interstate 10 would generate new

economic activity in the City of Houston.

The proposed 185,000 square foot Wal-Mart Supercenter sits on a formerly industrial
parcel a short distance south of Interstate 10 along Yale Street. The Texas Department
of Transportation is in the process of connecting frontage roads the southern side of I-
10, which will pass within 1000 feet to the north of the building.
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According to credible sources, the City of Houston is engaged in negotiations for what is
known in Texas as a "380 Agreement,” providing financial assistance to the developer to
create the transportation infrastructure needed to make the site viable for a large
development. It is this incentive that is the subject of Civic Economics' study of the
project.
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UNDERSTANDING RETAIL IMPACTS

The economic and fiscal (tax) impacts of any given retail development are more complex
than developers would have us believe. As an example, consider the different

approaches to quantifying economic impacts between export firms and retailers such as

Wal-Mart.

A manufacturing firm, such as the one that likely
occupied this site in the past, sells its product into a
broad market, in competition with firms around the
nation or even the globe. An export driven firm
such as this brings into the Houston economy
money that would not otherwise be present in the
local area. As a result, the presence of the plant is
the sole cause of every job and every tax dollar it
produces, and of every multiplier job or tax dollar
they generate. The economic and fiscal impact of
the exporting plant is built up from total revenue
and employment. In Texas and in sophisticated
cities around the world, firms such as this are often
provided with monetary or infrastructure incentives

to operate in a particular location.

A retailer, by contrast, sells its goods into the local
market, in competition with other retailers also in
the regional market. When a new store opens
offering goods already available in the region, it
cannot be assumed that those sales are new to the
market. Rather, the vast majority of purchases
would have happened elsewhere in the area. As a
result, the measure of the store's impact is not total
sales, employment, or taxes paid, but rather some
fraction of those values. When Wal-Matrt cites 300
jobs and $870,000 in sales tax collections, those

are gross numbers which represent no effort to

Civic Economics

"To understand the problems
inherent in retail incentives
generally, it is important to
recognize that retail activity is
the result, rather than the
cause, of economic growth in a
city or region. Retail activity
cannot grow faster than
disposable income within a
given economy. To the extent
that new or expanding retail
establishments grow faster than
local purchasing power, there
will likely be crowding out of
existing retail establishments.
This is why it makes little sense
to offer public incentives to
retail. In most cases, retail
incentives simply shift
economic activity from one
place to another, rather than
generating new products or
jobs."

Oden, Michael, May 2008. Building a
More Sustainable Economy: Economic

Development Strategy and Public

Incentives in Austin, p. 63
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calculate actual gains in the local economy rather than diversions from existing stores.

Thus the general principle that retail projects should not be provided with monetary or

infrastructure incentives absent a compelling benefit to the community.

Civic Economics has identified four variations on that beneficial impact that may justify

incentives for retail developments:

1. One is the case where a retailer is expected to draw customers from a wide,
super-regional marketplace, as may be the case with a very small number of so-
called destination retailers. Even then, of course, impact analysis must
consider the competitive impact on existing competitive merchants who will lose
sales to the new store.

2. The second is the case where a retail development may locate on one side or
another of jurisdictional boundaries, effectively moving sales and property tax
revenues from one municipality or county to another. Even in this seemingly
clear cut case for incentives, local officials must recognize the zero-sum nature of
the game on a regional basis.

3. The third is the relatively recent recognition that incentives may close the
development feasibility gap to ensure the availability of goods and services in
severely underserved areas. The primary use of these programs is to alleviate
so-called "food deserts" in neglected urban areas.

4. The final argument for retail incentives is the project that provides substantial,
otherwise unobtainable enhancements in infrastructure or other assets that

benefit the community far beyond the site in question.

For this admittedly preliminary review of the prospective impact of a Wal-Mart
Supercenter near Yale and 1-10, Civic Economics has undertaken to review the proposal

to determine if any of the above exceptions may be applicable.

IMPACT OF THE HEIGHTS WAL-MART

This report is not an attempt to quantify the economic and fiscal impact of the proposed
Wal-Mart Supercenter. That study is not the responsibility of the community but rather of
those who propose to subsidize the development. Neither is this report an evaluation of

the specific siting and design of the project with regard to traffic, hydrology, or urban
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design, though each of those subjects present substantial challenges that must be

evaluated by the appropriate city staff and independent experts.

Rather, this report is designed to evaluate whether the proposed project can be said to
merit incentives in the form of reimbursement of development costs associated with

making the site suitable for a large, high traffic retailer and its outbuildings.

As described above, retail developments rarely qualify for incentives in large,
sophisticated cities like Houston. However, Civic Economics and others in the field have
recognized specific situations in which such incentives may be justified. In the following

pages, we will review each.

Civic Economics has prepared several additional maps to facilitate understanding of the
situation. They are as follows:

e Map 2: All Wal-Mart Stores

e Map 3: Large Format Discount Stores

e Map 4: Clothing and Department Stores
e Map 5: Supermarkets

Does a Supercenter constitute "destination retail?"

It does not. A Supercenter in this location will add nothing to the product mix available in
the City of Houston. As a result, it cannot be said that the store will draw shoppers from

beyond the immediate market area.

As Map 2 shows, the current and proposed Wal-Mart stores in the City of Houston place
virtually all city residents within a ten minute drive of a Supercenter, Sam's Club, or

Discount Store. These stores offer a wide range of grocery and non-grocery items.

As seen on Map 3, incorporating other large-format discount stores, residents of west
central Houston are nearly all within a five minute drive of a Wal-Mart or comparable

competitor store.

Does this store impact revenues across jurisdictional boundaries?

It does not. Houston's famously broad city limits insulate the city from much of the inter-

jurisdictional competition for sales tax dollars that plague other American cities.
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Indeed, the ten closest comparable stores, those which already draw shoppers from
west central Houston, are all within city limits. Similarly, those same comparable stores

provide ample alternatives to visitors to the city entering from any direction.

The same is true, even more so, with regard to other lines of goods on offer at a

Supercenter.

Does this store address underserved markets?

It does not. Indeed, Maps 3 through 5 illustrate that west central Houston is well served

by a wide variety of retailers.

As described above, the area already enjoys short drive times to discount stores, with
two additional Wal-Mart proposals just outside Loop 610 to the north and west promising
even greater convenience and competition in that sector. South central and southeast
Houston may well be described as underserved by large-format discount stores, but this

proposal does nothing to alleviate that condition.

Wal-Mart stores offer a wide selection of relatively inexpensive clothing. Map 4 shows
the distribution of larger chain clothing and department stores in the market area,
illustrating that the area is quite well served by a range of retailers, creating a rich and
competitive marketplace in that retail segment.

Map 5 shows the distribution of supermarkets with annual sales of approximately $10
Million or more, which includes obvious entrants such as Kroger, Randall's, and HEB as
well as a number of locally-owned stores. Relative to clothing, discount, and department
stores, grocery shopping is a frequent need; thus supermarkets and specialty grocers
tend to be more closely spaced. Groceries are the one retail segment that presents a

relative dearth of competition in the west central Houston area.

Does this store provide substantial, otherwise unobtainable enhancements?

It does not. The proposal must mitigate currently constrained automobile and truck
access to the site, but that need is driven by the size and nature of the store proposed
rather than by the needs of the broader community. The site will not provide room for

extensive parks or other community amenities.

In short, Wal-Mart and the project developer propose to build a Supercenter with the

necessary parking and accessibility necessary to its own success.
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CONCLUDING THOUGHTS

Civic Economics has thoroughly reviewed the current proposal for development of a
Supercenter at Yale Street south of Interstate 10. A partner in the firm visited the site on
August 8, touring the neighborhood and viewing the range of options currently available
to residents of west central Houston. We have undertaken to map existing and
proposed Wal-Mart stores of all varieties, as well as competitor discount stores, clothing

and department stores, and supermarkets.

After this extensive research, we are surprised that one of America's largest and most
sophisticated municipalities would contemplate providing this project with public money
to develop the site as proposed. While a more complete market study would be
necessary to making absolute statements in this regard, we cannot conclude that the
Supercenter proposal would increase retail sales and sales tax revenues in Houston by

any significant amount.

Wal-Mart projects $870,000 in sales taxes to be collected at the store, but it makes no
attempt to quantify how much, if any, of that revenue would be new to the city rather
than diverted from the abundance of competitors in the area. The same can be said of
the 300 jobs projected. If sales are simply diverted from other stores in the market, a
comparable number of jobs will be lost elsewhere. In fact, if those losses are incurred by
locally-owned merchants, the net change in jobs in the city will likely be negative.

We therefore believe any development incentives provided would represent lost

revenues, money the city would otherwise receive with or without this project.

If the city wishes to provide incentives for the redevelopment of this key site pursuant to
a Section 380 Agreement, it should require that the project provide something quite
different from what is currently contemplated.

Finally, if the city wishes to provide incentives for an expansion of discount store
alternatives to meet the needs of the underserved and relatively poorer sections of the
city, it should consider sites to the south and southeast of downtown. These sections

are clearly visible on Map 3.
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About Responsible Urban
Development for Houston

RUDH is a community organization
devoted to preserving the character,
traditions, and appearance of the
Heights and West End
neighborhoods in Houston. Its goal
to represent neighbors before local
government, and to educate the
community about the potential
impacts of real estate development
on our infrastructure, environment,
taxpayer-funded public services,
and quality of life.

For more information about the
organization, please visit

www.rudh.org.
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About Civic Economics

Since its establishment in 2002, Civic
Economics has earned a national
reputation for its understanding of the
economics of regional retail and
service provision. Landmark studies
in Austin, Chicago, San Francisco,
Grand Rapids, Phoenix, and New
Orleans, and related analyses in other
communities, have provided the firm
with a strong understanding of how
various retail developments impact
local economies. In addition, the firm
has conducted a broad economic
analysis and strategic planning
practice, serving government
agencies, businesses, and non-profit

organizations in many sectors.

For more information about the firm
and to download a number of relevant
studies, please visit us online at

www.CivicEconomics.com.
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MAP APPENDIX

All maps were prepared by Civic Economics using the ArcGIS suite of products from
ESRI. Business locations were provided by OneSource and, for proposed stores, by

RUDH. Drive times were calculated by ArcMap and include all routes to and from each
central point.



MAP 1:
PROPOSED SUPERCENTER WITH DRIVE TIMES AND COMPETITOR/COMPARABLE STORES
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MAP 2
HOUSTON AREA WAL-MART STORES WITH DRIVE TIMES
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