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Executive Summary  

This analysis provides estimates of the economic impact on the City of Kalamazoo of adopting local preferences in its 
procurement policy. We examined four options under two types of local procurement preference policies -providing a "second 
chance" bidding opportunity to local business/organizations whose first bids were between 1 to 2 percent of the winning non- 
local bid or paying a 5 or 10 percent premium to local bidders. In the "second chance" scenario, the lowest local qualified bidder 
would be given a chance to match the lowest non-local bid if the business/organization was within 1 or 2 percent of the lowest bid. 
Under the premium option, the lowest local qualified bid would be taken if it were within 5 percent to 10 percent of the lowest 
bid. Unlike the first policy option, the second one would increase the out-of-pocket costs to the city.  

In addition to the above policy options, the economic impact of initiating a local procurement program would also depend on the 
definition of "local." In this report we used three separate definitions: 

1. Business/organization has a city address.  
2. Business/organization must hold documentation that it paid real and/or personal property taxes to the city in the 
previous year .  

  3. Business/organization is located in Kalamazoo County.  
 
Unfortunately, we cannot estimate the city impact of the third option given the limitation of our modeling capabilities. 
However, we do provide countywide estimates of the third option in the report. Our major findings are:  
 

?? The  overall employment impact of the considered changes in the City's procurement policies would be small. Under 
the most generous local government procurement policy -providing a 10 percent premium to local bidders -between 43 to 
67 year-round jobs would have been created in the city during the five-year period.  

?? During the five-year period, 1995 to 2000, total personal income of Kalamazoo City residents would have increased 
by between $176,000 to $835,000.  

?? Under the "second chance" options, the number of awarded contracts to local bidders would have remained small. 
However, if premiums were provided, the number of contracts awarded locally would have increased by 35 to 68.  

?? The City's efforts to target minority-owned (MBE) or woman-owned (WBE) businesses might be hindered by the 
enactment of these policies. The 5 percent premium preference policies would have taken awards from three non-local 
WBE/MBE businesses, which could also lead to a loss of non-local business/organization's participation in bidding.  

?? Although the overall employment impacts of the considered local procurement policies are small, they are cost 
effective when compared to other economic development polices. We estimate that providing a 5 percent premium for 
local bidders would have generated 1 year-round job in the city for every additional $1,900 to $2,000 spent by the city on 
local premiums. The more generous 10 percent premium was found to be less cost effective; to generate 1 job the 10 
percent policy requires an additional $3,200 in extra local procurement spending.  



 

?? The possibility of businesses changing their bidding strategies to "game" the considered local procurement policies 
cannot be ignored. Local businesses would have an incentive to be less exact in their cost estimates, and non-local 
businesses might choose not to participate. Either action could increase the cost to the city of providing public services 
above the added cost of any local premiums.  

 
The estimated employment impact on the City of Kalamazoo of the four policy options under the two location 
definitions are shown in Table 1.1 Overall, few jobs are created under all four of the policy options, although under the 
most generous policy -the paying of a 10 percent premium to city bidders -and using the most liberal definition of 
"local"- having a city address - more than an estimated 65 jobs would have been created from 1995 to 2000.  
 

Table 1 
Total Employment Impact on the City of Kalamazoo 1995 to 2000 

Firms with City Address  Firms paying property taxes 
during previous year  

 

Second Chance if local bidder is within  
1 percent of winning bid      14     14  
 
Second Chance if local bidder is within  
2 percent of winning bid      23    15  

Local bid is awarded if it is within  
5 percent of the lowest bid.      50     31  
 
Local bid is awarded if it is within  
10 percent of the lowest bid      67     43  
 
 
 
The estimated total personal income impact on Kalamazoo City residents is presented in Table 2. It should be noted 
that the total impact on personal income includes more than just the wages and salaries of the new jobs created. It 
also includes the income of existing resident jobholders working longer hours as well as the income of new jobholders 
living in the city but working outside the city. 

 

 I In this report employment estimates are measured in year-round jobs. These jobs can be full-time or part- time. Moreover, a year-roundjob can 
comprise of two or more short-termjobs. For example, 4 90-day



   

   

 



Table 2 
Total Income Earning Impact on City of Kalamazoo's Residents 1995 to 2000 

(thousands of dollars) 
 

Firms with City addresses  Firms paying property taxes during previous year 
 
 Second Chance if local bidder is  
within 1 percent of winning bid    $176      $175 
 
 Second Chance if local bidder is  
within 2 percent of winning bid    $282      $185  
 
Local bid is awarded if it is within  
5 percent of the lowest bid    $611      $389  
 
Local bid is awarded if it is within  
10 percent of the lowest bid    $835     $536  
 
 

The cost effectiveness of these programs is shown below. The "second chance" policies bear no out-of-pocket costs, 
although they would generate additional administrative costs that are not taken under consideration in this analysis. 
Providing a 5 percent premium would have generated 1 job for approximately every $2,000 in paid premiums (again, 
additional administrative costs are not included). The more generous 10 percent premium would generate 1 job for 
every $3,200 in paid premiums.  

 
Current research on economic development suggests that it takes approximately $5,000 annually in tax incentives to generate 1 
permanent job. In other words, if the implementation of preference policy were seen as a tool of economic development instead of 
a procurement practice, then in the realm of economic development tools the addition of preference policy in the City of 
Kalamazoo would be a comparatively inexpensive choice.  

*jobs could be created through a government contract; these 4 jobs would equal to 1 year-round job 

 



 
 

Table 3 
Cost Effectiveness Measurements of the Considered Local Procurement Policies 

 
     Average Annual    Increase of Personal 
     Number of Job s    Income per $1,000 
     Created  Cost Per Job  Premium 
   
City Limit Definition 
1% Second Chance   2.8   $0   $0 
2% Second Chance   4.6   $0   $0 
5% Premium    9.9   $2,078   $6192 
10% Premium    13.4   $3,281   $4,010 
 
Tax Payment Definition 
1% Second Chance   2.8   $0   $0 
2% Second Chance   3.0   $0   $0 
5% Premium    6.3   $1,941   $6,823 
10% Premium    8.7   $3,277   $4,222 
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