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OP/ED .

Spend Local

How far does a Lexington dollar go?
By Rob Morris

W

hen we spend a dollar in Lexington,
what, exactly, happens to it?It sounds like
a silly kind of question, but it is actually
essential to our city’s economic vitality.
When we spend money in Lexington, some of
that money is extracted out of the local economy
(going to other parts of the country or of the world),
and some continues to circulate inside the local
economy. Whatever amount stays in Lexington is
available to help fund other purchases, other jobs,
other investments, and other businesses. This is
known as a “local multiplier effect.”
As each dollar reverberates through the local
economy, as it is re-used over and over for other pur-

A study by Civic Economics looked at Austin
bookstores and found that out of every dollar spent
in a national chain’s bookstore, about 85 cents
leaked out of the Austin economy. That 85 cents
“leaves” to pay national and international suppliers
for the books, to distribute profits to owners (shareholders) around the world, to pay federal taxes, and
to pay for support staff — marketing, finance,
administration, etc. — located elsewhere. The
remaining 15 cents stayed in Austin (mainly in the
form of local employee wages, local utilities, and
local taxes). When the study shifted its focus to a
local bookstore, some interesting effects kicked in.
Because the owners were local, more profits stayed

book leaves the local economy pretty quickly.
If we look at businesses which produce
goods or services with even more local content,
then the money spent on those products tends to
circulate through the local economy for much
longer. Here at Lowell’s, we did some back-ofthe-envelope multiplier calculations. Roughly
half of our sales are goods (mainly car parts) and
half are services (the expert labor of our technicians). The parts-side of our business works a lot
like the local bookstore — most of our suppliers
are local parts distributors, but most of their suppliers are national distributors who get parts
from Japan or China. So the money spent on parts
at Lowell’s bounces around the local economy for
a couple of rounds, but much of it eventually
leaves Lexington because our parts are made
overseas.
The services side of Lowell’s, however, is very
different. Because our ‘suppliers’ (employees) are all
local, the majority of each dollar spent on services at
Lowell’s circulates through the local economy for 3
rounds or more, with a little more leaking out of
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We often hear the phrase “Buy Local.” And it often sounds
defensive or protectionist or even a bit naïve. And sometimes it
is.But purchasing goods and services from local providers also
pays hefty benefits for Lexington’s economic health.
chases or investments, its effect becomes larger than
just a dollar. So understanding where money goes
and how much remains in the local economy is
important as we craft a sound economic development strategy for Lexington. And, to a great extent,
how much remains in Lexington depends on where
we spend it.

in Austin. Because they used more local suppliers,
more of that money stayed in Austin, as well. The
support staff was also local. The net effect? Out of
every dollar spent at the local bookstores, 45 cents
remained in Austin — 3 times as much.
If we apply the same rates to Lexington, that
means that $100 spent at, say, locally-owned Morris
Bookshop (no relation to this author, by the
way) turns into $145 as the initial $100 sale
ripples through the local economy, and
other businesses realize an additional $45 in sales. The same $100 spent
at, say, the Barnes and Noble
chain yields only $115 for the
local economy. Are these
numbers absolute? No —
but they do provide a relative measure of the
value of a local purchase. How representative is a
bookstore to
the rest of
the economy? It
depends.
Books
are manufactured
things, and they
tend to be manufactured
‘somewhere else’. That means
that much of the money used to buy a

Lexington in each round. Our rough estimate is that
each dollar spent at spent at Lowell’s turns into at
least 2 dollars for the local economy. And we aren’t
— by any means — the best example of a local multiplier. As the local content of goods or service ramps
up, the multiplier compounds. In some cases, the
local multiplier could reach 5 or more: each dollar
spent results in $5 recirculating through the local
economy. A great example of this compounding is
Good Foods Market, a local co-op, which sells a lot
of locally-produced items. That local produce often
uses local labor and local inputs, and the multiplier
compounds quickly. We often hear the phrase “Buy
Local.” And it often sounds defensive or protectionist or even a bit naïve. And sometimes it is.But purchasing goods and services from local providers also
pays hefty benefits for Lexington’s economic health.
And finding those local providers is relatively easy,
with sites like Kentucky Proud providing useful
directories of local products and services.

B

ecause of the way local purchases supercharge our economy (through the multiplier
effect), prioritizing local business investment
and development should be a cornerstone of
Lexington’s economic development strategy.
Commerce Lexington — our local chamber of commerce — is also commissioned by the LexingtonFayette Urban County Government (LFUCG) to
marshal economic development efforts in our city.
More than any other organization, Commerce
Lexington should understand the economic benefits
of prioritizing local investments over external ones.

OP/ED .
Looking through Commerce Lexington’s
policy statements on economic development, they are filled with booster-speak —
pushing incentives aimed at attracting new
businesses — but we see nothing in those

ing local firm. Instead, CVB missed out on a
chance to leverage local relationships to
create a new logo and contribute to the
community’s economy.
Some observers might (rightly) be con-

Prioritizing local business should be a
cornerstone of Lex’s economic
development strategy.
statements regarding prioritizing local business investment. Other Lexington leadership seems to have overlooked the local
multiplier as well. LFUCG paid Vision
Internet (based in California) $24,000 to
redesign the lexingtonky.gov website.
Rather than injecting $48,000 into the
Lexington economy (assuming a 2x multiplier) and helping sustain a local business, the
city created a multiplier of 0 and drained
$24,000 from the local economy.
And the Lexington Convention and
Visitors Bureau contracted with New York’s
Pentagram to design the CVB’s ‘Big Lex’
logo. Regardless of your feelings about the
logo itself, the CVB missed a big opportunity to contribute to Lexington’s own thriving
branding-and-design community. They
could have created a compelling story by
working with a bigger, award-winning
local firm like Elevation Creative. Or, they
could have partnered with a smaller, grow-

cerned about the effects of nepotism or
cronyism if the government (or their agents)
were to award such contracts to local firms.
The “good ole boy” network is alive and
well throughout the city, but there are ways
to ensure local preference while simultaneously ensuring that taxpayers are not being
fleeced. Several progressive communities
throughout the country have identified and
adopted rules for local government purchasing which do just that if a local bidder is
within, say, five percent of the best non-local
bid. Lexington should explore our options
for implementing similar local-preference
purchasing rules, so that our community
may benefit from the local multiplier.
In any case, Lexington should make
local business development and investment
a cornerstone of its economic development
strategy. ■

The Power of Local
Lexington City elders took a pricey trip to Austin last year (and
Madison, Wisconsin in ‘09) for Inspiration.
No doubt they picked up a big, beautiful Austin Chronicle
while they were in Texas.
The power of buying locally is something that alt-newsweeklies have been hammering since they first took off about 40 years ago. (Ace,
founded in 1989, is a relative youngster.)
This is a gospel Ace has been preaching for two decades — we still have the tote
bags.
It’s a pleasure to see a Buy Local/Locavore movement gathering increasing steam.
(When we first added “Best restaurant for locavores” as a category in the Best of Lex
Readers’ Poll, not everybody knew what it was. Then the word went straight from trendy to
passe when Brooke Shields cooked “a locavore Thanksgiving” on a “very special episode
of Lipstick Jungle” this time last year.
Who cares? Even latecomers are welcome to this bandwagon, and it’s no surprise that
our smart friends over at the Austin Chronicle have done a little of the math on the subject.
Ace intern Michael Porter came across this on their website: “‘if every Chronicle reader this month shifts $100 in holiday spending to a local, independently-owned store, it will
equal more than $40 million to help the Austin economy,” adding “I wonder what that statistic would look like for Lexington.” ■

ACE Weekly November 12, 2009 5

