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Schumpeter Is Right, Brandeis Is Wrong: 
Large Retailers Benefit the Economy  
More Than Small Retailers  
TRELYSA LONG AND AURELIEN PORTUESE  |  APRIL 2023 

Large retail companies are more productive than small retailers. That is why they can offer better 
prices to consumers, pay higher wages to their employees, and contribute more to the overall 
economy—which puts the lie to the neo-Brandeisian argument that “big is bad.”  

KEY TAKEAWAYS 
 
 Retail firms are getting larger. Driven by scale economies and Schumpeterian “creative 

destruction,” they grew from an average of 13.4 employees in 1978 to 27.3 employees 
in 2019. That is good for the economy in several respects. 

 There is a correlation (0.35) between the share of a retail industry comprised of large 
firms and the industry’s labor productivity: Industries with higher percentages of large 
firms are more productive than those with fewer large firms.  

 Retail firms with more than 1,000 workers also pay better wages than small retail firms: 
High school-educated workers earn 15 percent more, and workers with more than a high 
school degree earn 25 percent more. 

 And because they are more productive, large retail firms also restrain producer prices 
more than small firms.  

 Aggressive antitrust actions to protect small retailers and penalize large retailers therefore 
would harm both consumers and U.S. economic growth. 
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INTRODUCTION 
Antitrust rules governing the economy have been affected by proponents of several antitrust 
schools in recent years.1 The neo-Schumpeterian and neo-Brandeisian schools of thought are 
now at battle—and while both schools agree that the Chicago school’s goal of generating static 
consumer surplus is no longer adequate, their opinions vary on all the other issues. Specifically, 
they have diverging views about whether it is large or small enterprises that benefit society and 
the economy more. 

The neo-Brandeisians advocate for Justice Louis Brandeis’s traditions, which call for “a 
democratic distribution of power and opportunity in the political economy.”2 Neo-Brandeisians 
prefer smaller businesses to larger ones because they believe that small businesses are less likely 
to wield any political power. However, empirical evidence does not support this view. Large 
businesses “spend less on lobbying per dollar of revenue,” and small businesses “wield 
significant political power through trade associations.”3 Moreover, this view fails to account for 
the dynamic structure of an economy, which encourages innovation. Neo-Schumpeterians favor 
large firms because large firms with market power spend more on research and development and 
are more innovative.4 However, the dominant firm’s market power is not entrenched because 
“new goods and services, firms, and industries compete with existing ones in the marketplace, 
taking customers by offering lower prices, better performance, new features, and catchier 
styling.”5  

Trends in the U.S. retail industry show how the neo-Schumpeterian view of the economy is more 
accurate. Schumpeter’s process of creative destruction in the economy is played out in the 
transition to larger, more productive retailers and has resulted in larger retail enterprises, faster 
productivity growth, higher incomes, and lower pricing. Instead of promoting small, less-efficient 
merchants while punishing giant retailers, governments should take a position of size neutrality. 
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SCHUMPETER THEORY IN THE RETAIL SECTOR 
The evolution of the retail sector towards large firms shows how Schumpeterian theory plays out 
in the economy. The shift to larger firms in recent decades is not new. The historical evolution of 
the retail sector is one in which the size of retailers has become increasingly larger owing to 
economies of scale. In the mid-to the late-1800s, the department store carrying multiple lines of 
products replaced small specialty stores with their efficiency and low prices.6 Despite 
department stores’ capacity to fill multiple floors with merchandise for consumers, the next stage 
of the retailing evolution shifted to an even larger and more efficient retailing format: the chain 
store.7 Early chain stores, such as A&P, did not hold an enormous quantity of merchandise in a 
single location as in early department stores. However, they were generally larger than 
department stores due to their multiple establishments.8  

The shift toward large retailers did not conclude with chain stores. In the next stage of the 
retailing evolution, big-box stores adopted the large, efficient department store and chain store 
model to become retailers selling extensive lines of products at multiple large-scale 
establishments.9 In other words, they were larger than department and chain stores. The most 
recent stage of the retailing evolution has shifted toward online platforms that can scale even 
further because space does not constrain them.10 Although all these types of retailers continue to 
exist, consumers have shifted toward shopping at larger retailers. The trend toward huge stores 
demonstrates how this sector exemplifies Schumpeter’s notion of creative destruction.  

The process of creative destruction in a dynamically evolving retail sector shows how, increasingly, 
larger retailers are more efficient and how they benefit the economy with lower prices.  

At each step in the growth of retailing, these ever-larger retailers have become more efficient. For 
instance, department shops eliminated wholesale intermediaries, thereby decreasing the input 
costs required to purchase merchandise.11 Chain stores then adopted these methods. Yet, they 
also centralized their marketing and purchasing functions, further increasing their efficiency.12 In 
the next stage, big-box stores adopted new technologies while reducing overhead costs, 
becoming even more efficient than chain stores.13 Finally, online platforms used a combination 
of technologies to sell virtually any product online and deliver products efficiently to busy 
consumers, becoming even more efficient than big-box stores.14 Moreover, each of these retailers 
reduced costs because of their increased efficiency, which they then passed on to consumers at 
lower prices.15 In other words, the process of creative destruction in a dynamically evolving retail 
sector shows how, increasingly, larger retailers are more efficient and how they benefit the 
economy with lower prices.  

Moreover, the process of creative destruction, resulting in a shift toward larger retailers, 
also has driven productivity growth for the sector. Consider, for example, the case of 
Walmart. According to McKinsey & Company, a large portion of productivity growth since 
1995 has been attributed to innovative technological processes that have increased the 
firm’s efficiency.16 In the general-merchandise retailing industry, “productivity growth 
more than tripled after 1995 because competitors started more rapidly adopting Wal-
Mart’s innovations—including the large-scale (‘big-box’) format.”17 Due to Walmart’s 
innovations, “competitors increased their productivity by 28 percent from 1995 to 1999, 
while Wal-Mart … [increased] their productivity by an additional 22 percent.”18 This 
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productivity growth happened only because the process of creative destruction shifted the 
sector from chain stores to big-box stores.  

The shift to larger retailers has also resulted in higher wages for workers. The National Bureau of 
Economic Research has found that “wage rates in the retail sector increase markedly with firm 
and establishment sizes. By holding a constant set of standard control variables, pay is 15 
percent higher in large firms (1,000-plus workers) than in small firms (less than ten workers) for 
the high school educated. For those with some college education or a degree, pay is 25 percent 
higher in large than small firms.”19 The creative destruction process, shifting the sector toward 
larger retailers, plays a role in higher wages for the sector.  

The Schumpeterian process of creative destruction has shifted the retail sector toward larger, more 
productive firms. 

Despite the shift toward large retail firms, the majority of retail industries are still competitive. 
According to Ali Hortacsu and Chad Syverson (2015), the concentration ratio of the four largest 
firms (CR4) in the retail sector rose from 7.9 percent in 1997 to 12.3 percent in 2007.20 
However, a CR4 of the overall retail sector does not show the actual environment of the retail 
market because lumping all retail industries into a single sector implies that, for example, car 
dealers are competing with supermarkets for customers. Moreover, even if retail concentration 
could be measured as a sector, a CR4 of 12.3 percent is still competitive. The concentration of 
industries provides a clearer picture of the retail market’s competitive environment. Data shows 
that the majority of retail industries did not shift from a competitive to a highly concentrated 
market from 2002 to 2017 despite the shift toward larger retail firms.21  

The Schumpeterian process of creative destruction has shifted the retail sector toward larger, 
more productive firms. As a result, the sector’s productivity has increased, retail employees are 
paid higher wages, and consumers pay lower prices. In other words, the trend toward large retail 
firms has been economically beneficial.  

The following sections utilize economic data to demonstrate how the retail sector has 
transitioned toward more productive, bigger enterprises. In addition, the data indicates that this 
change has resulted in increased retail productivity, increased wages, and decreased prices. 
Unless otherwise specified, “large firms” refers to companies with more than 500 employees, 
and small firms to those with fewer than 20 employees. 

RETAIL FIRM SIZE AND PRODUCTIVITY 
Large firms are generally more productive than small firms. The Organization for Economic 
Development claims that “large firms are on average more productive than smaller ones … 
[because] of increasing returns to scale through capital-intensive production.”22 The retail sector 
is not different. The creative destruction process shows that retail firms have become 
increasingly larger at each stage of the retail evolution, from department stores to online 
marketplaces. Foster, Haltiwanger, and Krizan (2006) explain that the sector is shifting toward 
larger firms because retailers belonging to larger firms, such as national chains, are more 
productive, displacing less-productive retailers belonging to single-unit establishment firms.23  
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A study using the Longitudinal Business Database and Census of Retail Trade finds that, in 
2007, the productivity levels of national chains (described as firms with multiple establishments 
operating in 18 or more states) were approximately 0.08 greater than the industry’s average 
employment-weighted productivity levels, which is measured as the log of total sales over total 
employment.24 In contrast, the productivity levels of single-establishment retail firms were 
approximately 0.12 below the industry’s mean productivity level.25 Although the figures vary over 
time, the productivity level of national chains was consistently higher than the industry average, 
whereas those of single-establishment firms have been below average since 1977.26 (See figure 
1.) In other words, the productivity levels of large firms, such as national chains, tend to be 
higher than smaller single-unit retail firms.  

Figure 1: Employment-weighted mean firm-level productivity by chain size27 

 

Large retail firms are still associated with higher productivity. A correlation between the share of 
large firms in 26 4-digit retail NAICS industries and their respective sectoral output per hour 
worked—a measure of productivity—in 2019 resulted in a coefficient of 0.35, meaning that 
industries with a higher share of large firms also had higher productivity levels.28 In contrast, the 
same correlation for small firms found a coefficient of -0.32, meaning that industries with a 
larger share of small firms tend to have lower output per hour.29 (See figure 2.) 
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Figure 2: Retail industries’ productivity vs. number of large firms, 201930 

 

The Role of Technology in Large Firm Productivity 
The high productivity of large firms can be partially attributed to their better usage of information 
technology. An analysis of large and small firms in the 1990s from Doms, Jarmin, and Klimek 
(2003) finds that “coefficients on the IT share variable are positive and significant for the large 
firm sample and negative and insignificant for the small firm sample … this result is suggestive 
that large firms were more able to exploit IT investments to improve productivity.”31 Large retail 
firms are more capable of using technology to increase their output without changing their inputs 
than small retail firms.  

Online shopping and mail-order houses are one of the better industries to look at for determining 
whether large retail organizations are more capable of leveraging technology to boost their 
productivity, as measured by sales per worker. Retail industries with brick-and-mortar stores may 
employ technology to increase productivity; however, other factors impacting sales per worker, 
such as in-store customer service, might obscure whether greater technology use is essential to 
large enterprises’ increased productivity. In contrast, the shopping experience and subsequent 
revenues in Internet shopping and mail-order businesses depend heavily on technology 
deployment. As a result, quantifying the influence of technology on productivity, or sales per 
worker, of large and small businesses in this industry is less complicated. 

Large retail firms in the online shopping and mail-order houses industry are more productive than 
their smaller counterparts. In 2017, the average sales per worker of large firms in this industry 
was $1.3 million.32 By contrast, the average sales per worker for small firms in this industry was 
$425,000.33 (See figure 3.) Although sales per worker is not a perfect measure of productivity, 
the difference between large and small firms’ average sales per worker shows that large firms are 
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generally better at implementing technology to increase their productivity than are small firms. 
Consequently, large retail firms have higher productivity than do their small counterparts.  

Figure 3: Online shopping and mail-order house sales per worker by firm size34 

 

RETAIL FIRM SIZE TRENDS 
Retail firms are becoming larger in order to benefit from scale economies. A National Bureau of 
Economic Research study finds that, from 1958 to 2000, “all the growth in the number of retail 
outlets and most of the growth in retail employment [came] from retail firms that operate 
multiple establishments.”35 The growing number of stores and employees in the retail sector has 
resulted in increasingly larger firms. Moreover, the study finds that employment growth exceeded 
that of retail establishments, meaning the average size of stores also increased.36 In other words, 
consumers prefer to shop at large chain stores more today than they did 40 years ago, and retail 
firms are responding to this preference.37   

Whereas less-productive, smaller retail firms and their respective establishments exited the market, 
the more-productive larger retail firms remained while increasing their establishments in order to 
benefit from scale economies. 

Retail firm and establishment sizes have continued to grow. The Bureau of Labor Statistics 
describes an “establishment” as a “single physical location where one predominant activity 
occurs.”38 A “firm” is described as “an establishment or a combination of establishments” and 
can “operate in one or multiple industries.”39 From 1978 to 2019, the average number of 
employees per firm more than doubled from 13.4 to 27.3.40 Moreover, retail firms have 
increased their establishment size. From 1978 to 2019, the average establishment size rose 
from 9.9 employees to 16.1 employees.41 In other words, the retail sector shifted toward larger 
firms and stores. (See figure 4.) 
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The average firm size grew faster than the average establishment size because firms shut faster 
than establishments. From 1978 to 2019, the number of retail firms declined by 21 percent, 
whereas that of establishments declined by only 1 percent.42 Meanwhile, the number of 
employees has increased, growing by 60 percent during that same period.43 In other words, 
whereas less-productive, smaller retail firms and their respective establishments exited the 
market, the more productive larger retail firms remained while increasing their establishments in 
order to benefit from scale economies. 

Figure 4: Average number of employees per retail firm and establishment, 1978–201944 

 

According to Hortacsu and Syverson (2015), the shift toward larger firms in the retail sector is 
due to the “increasing importance of network economies.… For example, economies of scale in 
procurement, logistics, or brand, would all encourage a larger scale of operations, at least at the 
firm level.”45 Disaggregating the above statistics provides indirect evidence that the shift toward 
larger retail firms is partially attributed to economies of scale. From 1978 to 2019, the share of 
large firms’ establishments rose from 15.6 percent to 33.9 percent due to the benefits from 
scale economies in areas such as logistics.46 Due to the rapid growth in the number of 
establishments, the number of employees for large firms has also increased. As a result, the 
average size of large retail firms rose by 143.1 percent during that period.47 By contrast, the 
share of establishments belonging to small firms declined from 71.2 percent to 54.1 percent.48 
(See figure 5.) Small firms’ average number of employees decreased by 3.8 percent from 1978 
to 2019.49 Large firms grew at a higher rate because they benefited more from economies of 
scale than did small firms.  
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Figure 5: Change in average employees per retail firm 1978–201950 

 

RETAIL FIRM SIZE AND PRODUCTIVITY GROWTH 
Retail sector productivity has grown as the sector has shifted to more productive, larger retailers. 
From 1990 to 2019, the retail sector’s productivity grew at an annual average of 3.1 percent 
compared with the nonfarm sector’s annual average of 2 percent.51 The retail sector’s 
productivity grew by 142 percent during this period, almost double the nonfarm business 
sector’s growth of 76 percent.52 In other words, the retail sector’s productivity grew faster than 
did the average sector’s during its shift toward larger retailers, meaning large firms played a 
partial role in the sector’s productivity growth. (See figure 6.)  

Figure 6: Retail sector versus nonfarm business sector productivity change 1990–201953 
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The study by Foster, Haltiwanger, and Krizan (2006) showed that the shift toward larger retailers 
played a role in the sector’s productivity growth.54 The authors found that “all of the labor 
productivity growth in the retail sector is accounted for by more productive entering 
establishments displacing less productive exiting establishments … entering high-productivity 
establishments from large, national chains play a disproportionate role.”55 Large retail firms play 
a significant role in the sector’s productivity growth because of the investment and adoption of 
information technology.56  

Large firms also continue to play a role in boosting the retail sector’s productivity growth. A 
correlation between the share of large firms in 2009 and labor productivity percentage change 
from 2009 to 2019 resulted in a coefficient of 0.31, meaning industries with a higher share of 
large firms tend to have higher labor productivity growth in the subsequent 10 years.57 By 
contrast, the same analysis for small firms resulted in a correlation coefficient of -0.04, 
signifying that industries with larger shares of small firms are associated with lower or no 
productivity growth.58 Taken together, retail industries with a higher share of large firms tend to 
have higher productivity growth in the following decade, driving growth in the overall sector. (See 
figure 7.)  

Large retail firms play a significant role in the sector’s productivity growth because of the investment 
and adoption of information technology.  

Figure 7: Retail industries’ productivity growth vs. number of large firms59 
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RETAIL FIRM SIZE AND WAGES 
Large retailers pay their workers more than do small retailers. A 2015 study analyzing data from 
the Current Population Survey (CPS) from 1996 to 2013 finds that large retail firms with more 
than 1,000 workers compensate their employees with some college education 25 percent more 
than do small retail firms with fewer than 10 workers.60 Large retail firms also pay high-school-
educated workers 15 percent more than do small firms.61 One likely explanation for this pay 
premium in the retail sector is “that employees in larger firms are more productive on average … 
and that they are compensated for their increased productivity.”62  

Large firms continue to be associated with higher wages than small firms. A correlation between 
the share of large retail firms at the 4-digit NAICS level and hourly wages in 2019 resulted in a 
coefficient of 0.36, meaning industries with a higher share of large firms also had higher 
wages.63 A similar correlation for small firms finds that industries with a higher share of small 
firms were associated with a lower hourly wage, with a coefficient of -0.47.64 In other words, 
workers are better off in large retail firms than in small firms. (See figure 8.) Moreover, according 
to the Washington Center for Equitable Growth, a shift toward large retailers may also increase 
wages in the sector.65 

One likely explanation for this pay premium in the retail sector is “that employees in larger firms are 
more productive on average … and that they are compensated for their increased productivity.” 

Figure 8: Hourly wages vs. number of large firms in 4-digit NAICS retail industries66 
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RETAIL FIRM SIZE AND PRICES 
The shift to larger retailers has also lowered consumer prices. According to Giroldo and 
Hollenbeck (2020), multi-store firms set prices significantly lower than do single-store firms for 
the same product.67 For example, the average price difference in 2017 between large and small 
firms was $0.36, a 5 percent difference when the median retail price was $6.65.68 Moreover, 
multi-store firms “do not simply pass their lower costs along to consumers but also charge 
significantly lower margins” than do single-unit retail firms.69 One reason for this lower price and 
margin is economies of scale result in lower wholesale prices.70 Plus, large firms are more 
productive than small firms. Bagwell, Ramey, and Spulber (1997) found that “low price firms 
anticipate a growing sales volume, so they also find large investments in cost reduction more 
attractive.”71 These technological investments cut costs and eliminate the “middleman” that 
increases margins, leading to more efficient processes and lower prices.72  

Large retail firms are more likely to be deflationary than small ones are. A correlation between 
the percentage change in the producer price index from January 2007 to January 2017 and the 
sales per worker share of large firms in 2017 for 28 retail industries resulted in a correlation 
coefficient of -0.18, meaning that industries with a higher share of large firms in 2017 
experienced fewer price increases in the previous decade.73 (See figure 9.) The same analysis for 
small firms in the same 28 retail industries with available data resulted in a correlation 
coefficient of 0.10, indicating that industries with a higher share of small firms experience more 
price increases.74 In other words, large firms play a role in minimizing price increases, 
benefitting consumers. 

Figure 9: Change in producer price index vs. number of large firms75 
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RETAIL CONCENTRATION  
Despite the shift toward large retail firms, the majority of retail industries are not highly 
concentrated. A market is highly concentrated if the concentration ratio of CR4 is greater than 
50 percent.76 In 2017, the CR4 for 46 of 64 retail industries with available data was below 50 
percent.77 In other words, the majority of retail industries are not concentrated despite the 
growing preference and continual shift toward larger retailers.  

From 2002 to 2017, the CR4 of only 6 of 58 retail industries with available data rose from below to 
more than 50 percent, meaning only 6 retail industries went from competitive to concentrated. 

Moreover, the shift toward larger retailers has not led to growing concentration in retail 
industries. From 2002 to 2017, the CR4 of only 6 of 58 retail industries with available data rose 
from below to over 50 percent, meaning only 6 retail industries went from competitive to 
concentrated despite the shift toward larger firms in the overall retail sector.78 In other words, 
the competitive retail industries stayed competitive, and those concentrated stayed concentrated. 
(See figure 10.) The shift toward more productive, large retail firms did not create a more 
concentrated market for the majority of retail industries.  

Figure 10: CR4 in retail industries, 2017 vs. 200279 
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market capitalization and would reduce the productivity of large online retail firms.80 In other 
words, bills such as the AICOA would reduce economic productivity. Moreover, this intervention 
in large online retail firms’ business practices would hurt workers who rely on their higher wages 
and consumers who depend on their lower prices. 

At the same time, policymakers should not revive the Robinson-Patman Act, which seeks to 
intervene in the efficient buying practices of large retail firms. Named after former senator 
Joseph Robinson (D-AR) and representative Wright Patman (D-TX), the act prohibits buyers from 
receiving lower prices regardless of the “efficiencies firms generate that come with scale, as well 
as how lower prices at the wholesale level can lead to lower prices for consumers.”81 For 
example, the American Economic Liberties Project has asserted that large retailers “like Walmart 
and Amazon … extract discriminatory prices and other favorable terms from all the sellers;” 
however, they do not consider the “price differences between [buyers were often due to] service 
costs, selling costs, purchase volumes, [and] wholesale functions performed by the buyer.”82 
Price differences, in other words, often reflected phenomena that led to high firm productivity or 
economies of scale.”83 As a result, heeding Federal Trade Commission (FTC) chair Khan and 
commissioner Bedoya’s calls to revive the Robinson-Patman Act would hurt the efficiency of 
large retailers and shift market shares to smaller, less-efficient ones. The shift in market share 
would only hurt consumers and the economy with lower productivity and higher prices.  

Bills such as the AICOA would reduce economic productivity. Moreover, intervention in large online 
retail firms’ business practices would hurt workers who rely on their higher wages and consumers who 
depend on their lower prices. 

In general, policymakers should take a neo-Schumpeterian perspective toward general antitrust 
measures. The retail industry exemplifies how creative destruction improves innovative 
efficiency; in this example, it results in a greater variety of stores, which helps the economy. As a 
result, the neo-Schumpeterian approach is the most accurate representation of how the economy 
runs, and gives insights into how to boost its prosperity. 

CONCLUSION 
Over the past several decades, the trend toward larger, more-productive retail firms has played a 
significant role in enhancing the sector’s productivity and wages while also helping to reduce 
inflation. Despite this, neo-Brandeisians continue to hold an ideological animus toward large 
retailers specifically and large firms overall, believing that small retailers are not really business 
owners, but a form of victimized proletariat. Policymakers should not fall for this rhetoric and 
instead should adopt a position of size neutrality. 

In addition, the trend toward enormous stores has demonstrated that these businesses contribute 
positively to the economy and that this movement itself results from the Schumpeterian process 
of creative destruction. To put it another way, the trend toward enormous stores demonstrates 
that neo-Schumpeterian theories provide a more accurate depiction of the economy. Therefore, 
antitrust and economic policymakers must adopt a neo-Schumpeterian perspective.84 
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