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When we buy something we need – whether it’s a shirt, TV, or book - few of us consider the wider implications of that purchase. Instead, three factors dominate our thinking – is it the product I want, how much does it cost, and when will I receive it. Of course, we want the product that best meets our needs, we want it at the lowest price, and we want it now.

In many cases we have a choice of where and how to buy the product. This is increasingly the case with today’s technology. So let’s say I’m interested in buying the latest John Grisham legal thriller. I can go to a local bookstore and buy the book, or I can order it from one of several on-line websites.


But how I purchase my next “Grisham” involves some tradeoffs. Buying from my local bookstore means I can have the book immediately, but I have to make the effort of driving to the store or maybe adding it as another stop on my weekly shopping trip. I save these travel costs by ordering on-line, but I have to pay shipping and wait a couple days to receive the book.


However, there’s more. What if I told you that, beyond these factors and their associated costs, there’s another element that can mean dollars and cents to your wallet or pocketbook. What if I told you that buying the Grisham page-turner from the local bookstore could actually put some money in your pocket that purchasing from the on-line outlet can’t! 

Here’s how. When you purchase something on-line, very little of that purchase goes to local companies. At most, a few pennies might trickle down to the local firm that delivers the package. The vast majority of the purchase price goes to another state, and maybe even another country.

The economics are entirely different for a local purchase. Here the local retailer might keep 15% to as much as 40% of the price, depending on the product. So out of a $10 purchase, between $1.50 and $4 would stay with the local store. Most of this local share goes to pay the rent, pay the light bill, pay employees, and pay taxes – including local property taxes - with only a small amount left-over for profit. But the point is that more of the product’s price goes to local owners and workers when the product is bought from a local retailer than when it is bought from an on-line or out-of-town seller.


And yet the benefit of buying local doesn’t stop here. The local store owner and local employees will re-spend a large part of their portion of the price, and some of this re-spending will go to other local stores and employees. Similarly, that part of the price kept locally and paid to property taxes will result in enhanced spending for local schools, police and fire, and other local public services. 

Economists call this trail of new spending, where local dollars are re-spent in the local economy, the “multiplier effect”. The simple fact is, local spending has a multiplier effect and non-local spending doesn’t. Further, the local multiplier effect can take place over several “rounds” of re-spending. So part of my dollar spent on a Grisham book at a local bookstore goes into an employee’s pocket, who, in turn, spends part of it at a local mall buying shoes, and then the owner of the shoe store takes some of her portion and spends it at a local restaurant and on, and on, and on. This means some people not directly connected with the initial purchase at the bookstore – such as the owner and workers at the restaurant –could see their income increased through my purchase of the Grisham book!


Can we put any numbers on the size of this local multiplier effect? Yes we can. Based on average values for North Carolina, every $100,000 that stays in the hands of a local retailer will create another $50,000 of local spending through the multiplier effect. Also, this $150,000 of total spending will be associated with 2 new jobs and $1300 of local property taxes. These values are averages – they will be higher for retailers who have more channels of connection to other businesses in North Carolina and lower for retailers who have fewer channels.

Does this mean everyone should buy all their products locally? Of course not – all products aren’t available locally. But for products that are here and that carry a competitive price, buying local can be a “win-win” for the retailer and for the economy at large.
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