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Overview

Four new Walmart stores have recently been proposed to be located in Washington, DC. The two
that are proposed to be located at the intersection of New York Avenue and Bladensburg Road NE,
and at Georgia and Missouri Avenue NW are subject to the District of Columbia’s large tract review
(LTR) process. The other two stores, one proposed at New Jersey Avenue and 1* St. NW, the other
at East Capitol and 58" St. NE, are not subject to this process.

The two proposed Walmarts subject to the District’s LTR process would be “supercenter”-format
stores. Supercenter stores offer a full in-store grocery in addition to a range of general merchandise
items, and in-store services.

Unfortunately, there is very little in the submissions of the two LTR-stores that quantifies or assesses
their likely impact on the District, their host and surrounding neighborhoods, and on the District’s
existing businesses. The two non-LTR Walmarts will reportedly be somewhat smaller than the two
LTR-stores, but are likely to offer a similar selection of in-store grocery items in addition to other
general merchandise.

Although the four proposed Walmarts have different developers, they represent an integrated strategy
by Walmart to enter the District’s grocery and general merchandise market. Altogether, the four
stores would add about 400,000 square feet (or more) of grocery and general merchandise retail
space to the District. Were their grocery departments to average the same as that of the proposed
Georgia Avenue Walmart, they would include about 160,000 square feet of grocery space.

It is anticipated the four Walmarts would open within a short time span of each other, perhaps within
12 to 18 months. Their prospective opening occurs at a time when many District grocers and
retailers have been under sustained pressure from loss of revenue and margin compression due to
the economic downturn. Were all four stores to be approved, about half of the District’s land area,
primarily east-of-the-Park, would be located within the immediate market area of one or more of the
proposed Walmarts.

The opening of even a single Walmart supercenter can be highly consequential for a community and
its existing businesses. Yet, neither of the LTR submissions contain an analysis of their impact on
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existing businesses in the District. A comprehensive assessment of the impact of the cumulative
impact of the four Walmarts on the District’s neighborhoods and existing business establishments
has yet to be accomplished, by either Walmart, the developers of the four stores, or the District. Nor
do the LTR submissions contain a market study that would identify the market shares of grocery and
general merchandise items they expect to draw from the District’s neighborhoods.

The two LTR-subject Walmarts individually, collectively, and cumulatively with the two other
proposed Walmarts, pose serious issues for the District’s neighborhood and community development
policies. These are either not addressed in their official submissions, or are dealt with only

superficially.

These deficiencies are of particular concern as the average impact of the four proposed Walmarts
on the District could well-exceed that of one or two. Were all four stores to open, only a few areas
of the District would fall outside their market areas. Many areas of the District and existing
businesses would fall within the primary market area of at least one, and as many as two or three of
the proposed stores.

Only the LTR for the proposed Georgia Avenue Walmart provides some limited sales and tax
estimates for that location. These limited projections leave the impression that Georgia Avenue
Walmart would be fully additive to the District’s sales and tax collections.

The impact of each of the four proposed stores can also be expected to differ to a greater or lesser
degree based on their unique factors. These include location, traffic volume on nearby streets, store
size, other on-site and nearby development, and their proximity to each other and to existing grocers,
retailers, and wholesalers. An assessment of the impact of these stores on the District would
consider their net impact on income, jobs, wages and taxes, and upon existing District businesses,
cumulatively, and individually based on their expected market shares from District neighborhoods
and residents.

Nationally, and to date, Walmart appears to have opened three supercenter-format stores within the
corporate limits of a highly-urbanized city (one in Chicago and two in Los Angeles). There is no
known instance in the U.S. where four Walmart supercenters opened within a year or so of each
other and within a 30-square mile area.

Were all four stores to open in quick succession the District would be the first urbanized U.S. city
to experience a concentrated exposure of its grocery and general merchandise markets to Walmart’s
supercenters. The lack of precedent for this level of market saturation in such a small land area
underscores the need for a thorough market- and neighborhood-based assessment of the impact of
the two LTR-subject Walmarts on the District, individually, collectively, and cumulatively with the
two other non LTR-subject Walmarts.

This Report attempts to initially identify and quantify some of the prospective impact of these stores
on the District of Columbia. It is hampered somewhat due to the above-noted lack of precedent,
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from the paucity of information in the submissions for the two LTR-subject stores, the lack of
information on the two proposed stores not subject to the District’s LTR process, and the lack of
precedent for four Walmarts opening in such close proximity to each other in rapid succession.

Nevertheless, the proposed Walmarts, and in particular the two that are subject to the District’s LTR
process, will — to a greater or lesser degree — divert a sizable share of their sales, jobs, income,
wages from existing District businesses.

Before turning to the issue of diversion, it is necessary to first address two related questions: 1) is
there a net leakage of grocery dollars from the District to surrounding jurisdictions; and, 2) is the
District under-retailed?

Is There Net Leakage of Grocery Dollars from the District?

A study entitled “When Healthy Food is Out of Reach” commissioned by D.C. Hunger Solutions
(Social Compact, 2010) estimates the District loses a net of $112 million annually of grocery
purchases by District residents to neighboring jurisdictions.

The study obtained this estimate by subtracting expected food purchases by District residents from
the estimated sales of the District’s grocery stores. The balance is taken to represent external
purchases of food for home consumption by Districtresidents. The methodology, however, subtracts
apples (food expenditures) from oranges (sales by grocery stores inclusive of food and non-food
items). However, about 10 to 20 percent of grocery store sales are for non-food items.

When corrected for non-food purchases at grocery stores, the methodology would show no net
leakage. Indeed, it may show a net gain. In either even, there does not appear to be a basis for the
study to have concluded the District has a net leakage of food sales to other jurisdictions.

Is the District Under-Retailed?

The District does have substantially lower per capita retail sales than neighboring jurisdictions.
Neighboring jurisdictions, however, have substantially higher median household incomes (MHI)
than the District. The lower MHI of District households causes its per capita retail sales to be lower.

The District’s lower level of per capita retail sales relative to its neighbors reflects differences in
MHI. 1t is not reflective of under-investment in, or an insufficient supply, of retail space.

The number of retail jobs can be used as a proxy for retail sales to illustrate this point. The District
has .0363 retail jobs per capita. Arlington and Alexandria, Virginia have .051 and .061 retail jobs
per capita, respectively. However, it would be incorrect to infer from this that there is an
insufficient amount of retail space in the District.
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Arlington and Alexandria’s MHI is 67 and 40 percent greater, respectively, than the District’s which
explains why they have more per capita retail sales than the District.

Accordingly, and at the aggregate level, there does not appear to be a significant shortfall, leakage,
or gap in grocery or retail space in the District. While some District neighborhoods are under-
retailed relative to others, income, density, and geography likely explain much of these differences.

As to access to grocery stores, both of the proposed Walmarts subject to the District’s LTR process
are located well within the market area of existing District chain and independently-owned grocery
stores. As will be shown, the continued viability of some of these stores would be at risk were either
of the LTR-subject stores be approved, more so were all four proposed Walmarts to open as planned.

Post-Walmart Diversion and Jobs in Richmond, Virginia

Walmart’s “supercenter”-format stores have been shown to divert substantial sales from existing
grocers and other retailers within their market areas (Stone, 2003)'. Inflation-adjusted taxable
grocery sales have declined from 22 percent to as much as 80 percent in some Virginia host counties
in the years following the opening of a new Walmart supercenter (Siegel, 2010).

Richmond, Virginia’s experience provides some insight into the exposure of a relatively compact
urbanized city at the center of a large MSA to the successive opening of multiple Walmarts.

Although Richmond’s population and density (2010 population 0f 205,000; 3,300 persons per square
mile) is lower than the District’s (2010 population of 600,000; 9,770 persons per square mile). Its
land area is about the same as the District’s (60 and 61.4 square miles, respectively).

Although the City of Richmond was not subject to near-simultaneous openings of multiple Walmarts
within its corporate limits, about ten to a dozen Walmart openings and conversions have occurred
within its MSA (one within its corporate limits), in addition to three Sam’s Clubs, over about a
twenty year period.

By the end of 1997, during which a Walmart supercenter opened in Henrico County about two miles
north of Richmond’s corporate limits, about a half-dozen Walmart supercenters were operating in
Richmond’s suburban counties. In 2000, a Walmart supercenter opened immediately on the City’s
west-side border with Chesterfield County. Atthe end of 2003, by which time there were about nine
Walmarts located in the Richmond MSA, much of the City was within the primary market area of

'Note, Stone’s Mississippi study may have included conversions of existing Walmart
discount-format stores to supercenters in addition to new supercenters. Accordingly, the level of
diversion he observed (expressed as a change in pull factors) by Walmarts in Mississippi may
under-states the level of diversion of a new supercenter (non-coversion or re-location).
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two of these stores.

From 1996 to 2003, total inflation-adjusted taxable sales among Richmond’s chain grocery stores
were off 22 percent (Virginia Department of Taxation). Sales by non-chain grocery stores were off
by 19 percent.

The impact of the Richmond-area Walmarts on the City’s food and beverage sector is also reflected
in this sector’s employment data. These data are presented along with that of Washington, DC, in
Table 1.

Table 1, Food and Beverage and Grocery Employment,
Richmond, VA, and Washington, DC

Food and Beverage Jobs 1998 to
(NAICS 445) 1998 2000 2002 2004 2006 2008 2008
Richmond, Virginia 2,943 2,595 2,400 2,340 2,503 2,119 (824)
Percent change -11.8% -7.5% -2.5% 7.0% -15.3% -28.0%
Washington, DC 5,506 5,259 4,889 5,568 5,285 5,581 75
Percent change -4.5% -7.0% 13.9% -5.1% 5.6% 1.4%
Grocery, excluding convenience 1998 to
(NAICS 44511) 1998 2000 2002 2004 2006 2008 2008
Richmond, VA 2,477 2,305 1,582 1,784 1,946 1,669 (808)
Percent change -6.9%  -31.4% 12.8% 9.1%  -14.2% -32.6%
Washington, DC 3,860 3,539 3,200 3,938 3,546 3,940 80
Percent change -83%  -9.6%  23.1% -10.0% 11.1% 2.0%

Note: food and beverage (NAICS 445) jobs include grocery, convenience, specialty food, meat, fish seafood, and fruit
and vegetable markets, baked and confectionary goods stores, other speciality food stores, and beer and wine stores.
Between 1997 and 2008 about a dozen Walmart supercenters (some having been converted from pre-existing discount-
format stores), along with as many as three Sam’s Club stores, opened in the Richmond MSA.

Source: U.S. Census, County Business Patterns.

As shown in Table 1, from 1998 to 2008 total food and beverage jobs in Richmond fell by 28 percent
and the number of grocery-only (chain and non-chain) jobs in Richmond fell by 33 percent. Three
years following the opening of the Henrico Walmart in 1997, the number of grocery jobs in
Richmond fell 7 percent. Two years after a Walmart opened just inside the City’s corporate limits
in 2000, the number of grocery jobs fell by 31 percent. Thereafter and through 2006, there was some
recovery, only to fall back again in 2008.

The District’s overall experience during this time was markedly different. Although choppy, its food
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and beverage and grocery employment exhibits an overall stable trend from 1998 to 2008.

Compared to Richmond, the District has remained relatively unexposed to large supercenter-format
stores. To date, there are two Walmarts located in closer-in Maryland locations (Clinton and Laurel).
Two others are located on Route 1 (south) in Alexandria, Virginia. There is also a Target in
Wheaton that recently added an in-store grocery department, and another Target opened in the
District’s Columbia Heights neighborhood in March 2008.

As shown in Table 1, the total number of food and beverage jobs in the District fluctuated somewhat
during 1998 to 2008, but remained relatively unchanged overall. The number of grocery jobs was
somewhat more volatile, declining initially from 1998, followed by a strong resurgence between
2002 and 2004.

Despite the year-to-year choppiness, the overall trend in food and beverage jobs in the District has
been one of relative stability, while the overall trend in Richmond has been one of substantial
decline.

Mid-size Independent Grocers

There are about sixteen mid-size independent neighborhood grocery stores in the District. Most are
minority-owned and range in size from about 2,800 square feet to about 10,000 square feet for a total
of about 105,000 square feet of space.

Among the independent grocers (non-convenience), those located closest to the proposed Walmarts,
and those along common arterial routes, are most susceptible to diversion of sales.

The District’s independent neighborhood grocers offer a vital service to the neighborhoods they
serve. These stores provide critical non-auto dependent access to food and other household items
in their market areas. Elderly, disabled and those with limited mobility, in addition to lower income
households who depend upon these stores could be impacted in event of closure or curtailed hours.

The District’s independent grocers enhance the ‘walkability’ of their neighborhoods. Relatedly, the
foot-traffic they generate also helps to support other businesses in the area. Among the District’s
independent groceries are seven “Yes” Organic Markets throughout the District totaling 40,000
square feet.

Diversion of sales from the District’s mid-size independent grocers would cause a loss of proprietor

income, wages, and jobs, that could result in reduced operating hours, poorer selection, and even
closure for some, should diversion be sufficiently severe.

The Impact of Walmart in Chicago (Austin), Ilinois

Public and Environmental Finance Associates
Washington, DC Page -6- (202 237-2455)



Chicago’s Austin Walmart is apparently one of only three currently located within the corporate
limits of a major urbanized City.

A recent study (Davis, 2009) examined the before and after impact of an approximately 140,000
square foot free-standing Walmart “discount”-format store that opened in September 2006 in
Chicago’s west-side Austin neighborhood. [Note, Walmart’s “discount” format stores typically offer
only limited grocery items. The Chicago store was initially announced by Walmart as a “discount”
store, though it may carry more grocery items than typical of discount-format stores].

Using three indicators (sales, employment, and business closures) Loyola University’s Center for
Urban Research and Learning found that virtually all of the sales generated by this store, as well as
its approximately 300 permanent full- and part-time jobs, were diverted from existing businesses in
the immediate and adjacent Chicago neighborhoods.

Accordingly, the Chicago store would have generated zero net gain in employment, income, sales,
and taxes to the City.

The likely reasons for this Walmart’s near-100 percent level of diversion are helpful in
understanding the potential level of impact of the proposed District Walmarts.

The Chicago (Austin) store is located approximately four miles east of the Chicago/Oak Park
municipal border and about five miles north of the Chicago/Cicero municipal border. It is also about
four miles from the nearest interstate highway. The store is accessed primarily by often-congested
local and arterial streets that traverse a neighborhood that is twice the average density of the District.
Racial factors are likely to have also played a role; Chicago’s Austin neighborhood is majority black,
Cicero is majority Hispanic, and Oak Park is majority white.

These factors likely place an effective constraint on this store’s ability to capture external sales from
other incorporated municipalities.

The Austin Walmart’s experience suggests that an urban Walmart’s ability to capture external sales
from neighboring municipalities (and therefore to limit diversion from existing businesses) to be
negatively correlated with density and congestion, and the level of racial stratification.

Potential Impact on the District of Columbia.

The experience of the Walmart in Chicago’s Austin neighborhood, and Richmond’s experience,
indicate the level of diversion by the proposed District Walmarts is likely to be less than occurred
in Chicago’s Austin neighborhood, and equal or greater than Richmond’s experience.

However, there are a number of factors that suggest the level of diversion in the District could
significantly exceed that which occurred in Richmond.
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The LTR for the proposed Georgia Avenue Walmart indicates that it is expected to generate
substantially higher average sales per square foot than the average Virginia Walmart. Sales for the
proposed New York Avenue location are likely to be greater still. Moreover, four successive
openings in a short amount of time, and the inclusion of much of the District within their primary
market areas (particularly east-of-the-Park neighborhoods) would tend to increase and accelerate the

level of diversion.

A 30 percent decline in jobs in the District’s food and beverage sector, as occurred in Richmond,
would represent a loss of 1,674 of the 5,581 jobs at existing food and beverage establishments in the
District (based on 2008 data). These job losses would be distributed among the District’s food and
beverage businesses, although the bulk of the losses would likely be concentrated among chain and
non-chain (independent) grocers, other stores selling beer and wine, and specialty food stores.

At this level of job loss some existing food and beverage establishments in the District are likely to
face closure sometime after the opening of the proposed District Walmarts. Others could curtail
their hours of operation, reduce the number of items they offer, or otherwise provide a lower level
of service. Independent grocers who also own their stores could layoff hourly or salaried employees,
with owners or family members making up the hours without additional recompense.

Although these effects will be felt throughout the District’s existing food and beverage sector,
closures and/or curtailed services are more likely among existing grocery stores serving areas east-of-
the-Park. The primary market areas for both of the LTR-subject Walmarts are located mostly east-

of-the-Park.

Most Vulnerable District Grocery Stores

The four proposed Walmarts form a large triangle defined by the Georgia Avenue, East Capital
Street, and New Jersey Avenue locations with the New York Avenue store located just within the

hypotenuse.

The most vulnerable existing grocery and general merchandise stores are those located within this
triangle, or within up to an approximately ten minute drive from one of the four proposed Walmarts.

This would include the following grocery stores:

. Safeway at 40™ St., NE,

. Safeway at Georgia and Piney Branch, NW,
. Safeway at Hechinger Mall, NE,

. Safeway at Rhode Island Center, NE,

. Giant at the Rhode Island Metro, NE; and,

. Giant at 8" St. NW
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The two non-LTR Walmarts cause the Safeways at 40" St. NE, at Georgia and at Piney Branch, and
one or the other of the Safeway or Giant groceries on Rhode Island Avenue NE to be significantly
more vulnerable to closure.

Both of the LTR-subject Walmarts are at somewhat interior locations in the District along heavily-
trafficked roads commuter arterials. The Georgia Avenue location is about five blocks south of the
Safeway at Georgia Avenue and Piney Branch Road. A recent parking lot survey of this store (April
2011) indicates that about 32 percent of its traffic (inclusive of foot, bicycle, and vehicle) is from
Maryland. Existing Maryland shoppers diverted to the Georgia Avenue (or another in-District)
Walmart do not represent a net increase in sales to the District. They do, however, represent a net
loss to existing businesses.

Walmart’s generate a significant amount of their sales from tax-exempt purchasers that include
resellers, restaurateurs, and public and private institutions. Much of this demand is currently met
by existing wholesalers and distributors at the Florida Avenue market and elsewhere in the vicinity
of the New York Avenue site.

Accordingly, the New York Avenue site is also likely to divert sales from the Florida Avenue
wholesale market (and other wholesalers located in the New York Avenue and Bladensburg Road
corridors) as some resellers, restaurants, and institutional buyers can be expected to shift their
purchases to the nearby Walmart.

Wholesalers and distributors work on very low margins. A loss of only a few percent of their sales
could be critical to their businesses.

Conclusion

Based on the foregoing, there is every reason to anticipate that both Walmarts subject to the
District’s LTR process will cause substantial diversion of sales from existing businesses in their
immediate and nearby neighborhoods, and from elsewhere in the District. Assuming the two non-
LTR stores open, they would greatly increase the chance of closure of two or three of the District’s
existing chain grocery stores.

Richmond Virginia’s experience demonstrates that losses to the District’s food and beverage sector
can be expected to be substantial.

The two LTR-subject Walmart’s impact on the District’s general merchandisers cannot be reliably
estimated at this time. However, the experience of Chicago’s Austin store is not auspicious and
suggests a significant potential for diversion from existing District establishments

The most vulnerable District establishments are existing grocers located near and within the primary
market areas of the proposed Walmarts, and along the major arterials that serve them. Impacts on
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the District’s wholesalers could also occur, and would be concentrated primarily among those at the
Florida Avenue market and elsewhere along the New York Avenue and Bladensburg Road corridors.

The impact on general merchandisers will tend to be more dispersed throughout the District as these
establishments tend, on average, to be smaller and more dispersed than the District’s grocers.?

*Walmart’s experience in the U.S. over the last two decades reflects its likely having
become the largest domestic distribution-platform for imported retail goods. Changes in China
(notably, incipient inflation), exchange rates, and the U.S. and world economy, could cause
Walmart’s future performance to differ from that of the past two decades.
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