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PROCUREMENT MATTERS: THE ECONOMIC IMPACT OF LOCAL SUPPLIERS

Civic Economics is pleased to present this analysis of the economic impact of office products
procurement from a locally-owned supplier compared to procurement from a national supplier

with local operations.
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STUDY BEACKGROUND

Over the past five years, Civic Economics has developed, applied, and refined a methodology
for measuring the true local economic impact of businesses of all sizes. While this expertise
has been applied in conventional economic development situations, measuring the impact of a
proposed development or policy change, it has also facilitated a unique series of studies
comparing the economic impact of local businesses and their chain competitors.

The first application of this methodology evaluated the impact of a publicly subsidized chain
retailer of books and music relative to existing local merchants at the same intersection. In that
study, known as the Liveable City study of 2002, the local merchants were demonstrated to
generate more than three times the local economic activity relative to revenue. A broader study
in Chicago, the Andersonville Study of Retail Economics, evaluated comparative impacts across
several lines of goods. That study, too, demonstrated that local retailers, restaurants, and
service providers generated dramatically greater economic activity than their chain competitors.
The firm continues to add to the knowledge base with a comprehensive study underway in
Grand Rapids, Michigan which will include retailers, restaurants, and banks.

In each case above, the enhanced economic impact of locally-owned firms was driven by four

factors:

1. Labor costs, which directly inject money into the local economy through payments of
wages and benefits to local residents;

2. Profits, which remain in the community in proportion to local ownership;

3. Procurement of local goods and services for resale and operations; and

4. Charitable giving, when local firms contribute a greater share of revenue to local causes.

The impact of each factor has varied significantly from one line of goods or services to the next
and among individual businesses, but in all cases studied to date, local firms have heen found
to recirculate substantially larger amounts in all four categories.

Though previous studies focused on retail activities, it became increasingly clear that public and
institutional procurement presented a significant area of opportunity if an appropriate case study
presented itself. Procurement decisions attract little attention outside of those competing for
contracts, but they involve exponentially greater values than the retail trade in goods and
services. Large contracts move quantities of goods and services as great as thousands of

consumer fransactions. However, given the significant differences between contract suppliers
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and retail operations, it has been unknown up to now whether local suppliers did, in fact,

generate greater local economic impact.

Civic Economics jumped at the opportunity to evaluate the relative economic impacts of Wist
Office Products and the contract division of Office Max. The procurement of office supplies and
equipment for public and private institutional customers involves vast sums, measured in the
hundreds of millions of dollars in Arizona alone. Historically, metropolitan areas have been
served by a number of wholesalers of varying sizes and specialties, nearly all of which were
locally or regionally based. However, in recent years, large national retailers such as Staples,
Office Max, and Office Depot have moved into the contract supply business on a massive scale.
In the case of Office Max, these operations are a largely independent business unit called Office
Max Contract with a separate distribution network.

In determining the national firm to use for comparison purposes, all three major national retailers
with such operations were considered. Office Max Contract was selected for this study because
it maintains one of its 52 distribution centers in the Phoenix area. If the comparison were made
with a firm with no Arizona warehouse, such as Staples, the differences would be far more
pronounced. Indeed, Staples revenue recirculation in Arizona would be comparable to that of
any online retailer, limited to delivery services in the local area. In order to provide useful data,
then, this study focused instead on the national firm with the greatest local presence.

As a matter of full disclosure, it should be noted that funding for this study was provided by Wist
Office Products. However, the scope of work was determined by Civic Economics and included
broad requirements for data to be provided by Wist. Moreover, contract terms expressly provide
Wist with no right to reject the study or refuse payment based on findings. In an ideal research
environment, of course, fully independent funding would support studies of this type. For now,
though, Civic Economics works diligently to structure objective and comprehensive analyses.

About Wist

Wist Office Products has been serving Arizona businesses since 1955. As the largest
independently owned office supply company in the southwest, Wist offers a solution to reducing
the cost of business products while exceeding service expectations. Wist operates its
headquarters office and warehouse in Tempe.

Learn more at www. Wist.com.
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About Civic Economics

Civic Economics is an economic analysis and strategic planning consultancy with offices in
Austin and Chicago. Since establishing the firm in 2002, partners Matt Cunningham and Dan
Houston have provided a wide range of services from coast to coast. A particular area of focus
has been the economics of regional retail and service provision.

Learn more about the firm at www. CivicEconomics.com.
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STUDY GOALS AND METHODOLOGY

The goal of this analysis is to quantify the economic impact of both Wist and Office Max
Contract in the state of Arizona as a proportion of revenue. Outcomes will allow procurement
officials and policymakers to determine if local preferences are justified.

A Note on Confidentiality

As in all previous studies, Civic Economics promises its private sector clients a great deal of
privacy. For all firms, business practices are a matter of great competitive importance. This
analysis, for example, required Wist to provide the firm with a great deal of financial
information that is closely guarded in business. The worksheet completed by company
officials reveals such things as wage rates, profitability, the cost of goods and services, and
a range of other, admittedly intrusive items. Due to the sensitivity of such information, data
reporting in this document is limited to aggregated values for all categories of revenue and
expenses expressed as a share of revenue.

The following section describes in detail the methodology for determining the amount of money
Wist Office Products (Wist) and Office Max Contract (Office Max) recirculate in the local
economy. As described previously, Office Max does have a physical presence in the Greater
Phoenix area as a contract supplier of office supplies. Therefore, the impacts that Office Max
have on the local economy would be much greater than that of, for example, Staples which
merely delivers products stored, sorted, and administered elsewhere. This Is an important
distinction to make, as essentially Wist is being compared to the one national chain that keeps
the greatest amount of money in the local economy.

Methodology

The methodology to calculate the money kept locally for a contract supplier is very similar to that
of a retailer. The four main components used to calculate money kept locally for both local
retailers and chains remain the same as our previous reports: labor, profit, procurement, and
charity. For each of the categories officials with Wist Office Products completed a survey that
was supplemented with a phone interview for further clarification. The text box below describes
the process that was undertaken to estimate the results for Office Max. Although our
confidentiality agreement with Wist Office Products prevents us from divulging answers to
specific questions, the following paragraphs describe the major differences between Wist and

Office Max for each category.
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