Costco and the Matthew Effect: Analyzing Economic Disparities in Retail
Practices

Douglas C. Youvan

doug@youvan.com

August 7, 2024

The Matthew Effect, a term coined by sociologist Robert K. Merton, describes the
phenomenon where "the rich get richer and the poor get poorer." This effect is
evident in various sectors, including retail, where business models can exacerbate
economic disparities. Costco, known for its membership-based bulk purchasing
model, offers significant savings and high-quality products, primarily benefiting
wealthier consumers. This paper explores how Costco's practices exemplify the
Matthew Effect, creating barriers for low-income individuals while providing
greater advantages to those with higher disposable incomes. By examining
Costco's customer demographics, membership structures, and bulk purchasing
requirements, we highlight the inherent economic inequalities and propose
strategies for more inclusive retail practices. Through this analysis, we aim to shed
light on the broader implications of retail models on economic disparities and
suggest potential reforms to mitigate regressive benefits, ensuring that all
consumers can access the advantages offered by modern retail giants like Costco.
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l. Introduction

A. Overview of the Matthew Effect

The Matthew Effect is a sociological phenomenon first described by the
prominent sociologist Robert K. Merton in 1968. The term originates from a
passage in the Gospel of Matthew: "For to everyone who has, more will be given,
and he will have an abundance. But from the one who has not, even what he has
will be taken away" (Matthew 25:29, ESV). This concept encapsulates the idea
that advantages and resources tend to accumulate with those who already
possess them, while those who are disadvantaged often find it increasingly
difficult to catch up.

Historical Context

Early Observations: Merton initially observed this effect in the context of
scientific research, noting that well-known scientists often receive more
credit for their work than lesser-known researchers, even if their
contributions are similar in quality and significance.

Broader Implications: Over time, the Matthew Effect has been recognized
in various domains, illustrating how initial advantages can lead to
cumulative benefits, while initial disadvantages can result in compounding
detriments.

Application in Various Fields

Education: In educational settings, students who perform well early on
often receive more attention, better resources, and greater opportunities,
which in turn enhance their academic achievements. Conversely, struggling
students may receive less support, leading to widening gaps in performance
and opportunities.

Finance: The financial sector exhibits the Matthew Effect through the
accumulation of wealth. Those with existing wealth can invest and grow
their assets more effectively, benefiting from compounding interest and
access to exclusive financial instruments, while those with fewer resources
may struggle to save and invest.



Retail: In retail, the Matthew Effect is evident in bulk buying and
membership models. Consumers with higher disposable incomes can afford
membership fees and bulk purchases, gaining access to lower unit prices
and higher-quality products, while lower-income consumers face barriers to
these savings.

B. Purpose of the Paper

The purpose of this paper is to explore how the Matthew Effect manifests in the
retail sector, with a specific focus on Costco. By examining Costco's business
model, we aim to analyze how wealthier consumers disproportionately benefit
from bulk buying and membership structures, and to understand the economic
barriers faced by lower-income individuals.

Explore the Matthew Effect in Retail

Focus on Costco: Costco is a leading example of a retailer that utilizes a
membership model and bulk purchasing to offer high-quality products at
low prices. This paper will investigate how these business practices align
with the principles of the Matthew Effect.

Economic Disparities: We will delve into the economic disparities that arise
from Costco's business model, highlighting the advantages enjoyed by
wealthier consumers and the challenges faced by those with lower
incomes.

Analyze Disproportionate Benefits

Membership Models: The analysis will cover how the membership fee
structure at Costco creates an economic barrier for lower-income
consumers, while providing long-term savings and benefits for those who
can afford it.

Bulk Buying: We will explore how the ability to buy in bulk allows wealthier
consumers to maximize savings, while lower-income individuals may
struggle with the upfront costs and storage requirements of bulk
purchases.

Through this exploration, the paper aims to shed light on the broader implications
of the Matthew Effect in retail, offering insights into how business practices can



exacerbate economic inequalities and suggesting potential strategies for creating
more inclusive economic models.

Il. The Costco Business Model

A. Membership Fees

Structure and Pricing Costco operates on a membership-only model, which
requires customers to pay an annual fee to shop at its warehouses. The
membership structure is tiered, offering different levels of benefits based on the
fee paid:

Gold Star Membership: The basic membership costs around S60 per year
and grants access to all Costco locations worldwide, along with online
shopping privileges.

Gold Star Executive Membership: Priced at approximately $120 per year,
this tier includes additional benefits such as a 2% annual reward on eligible
purchases, as well as discounts on various Costco services like travel,
insurance, and auto purchases.

Revenue Contribution from Memberships Membership fees are a significant
revenue stream for Costco, contributing to the company's overall profitability:

Stability and Predictability: Membership fees provide a stable and
predictable source of income, helping Costco manage its operating costs
and maintain lower prices for its products.

High Renewal Rates: Costco boasts high membership renewal rates, often
exceeding 90%, which underscores the value members perceive in their
Costco memberships. This recurring revenue is crucial for sustaining
Costco’s business model and enables the company to invest in quality
products and customer service.

B. Bulk Purchasing and Pricing Strategies

Economies of Scale and Cost Savings Costco’s purchasing strategy revolves
around buying products in large quantities directly from manufacturers. This bulk



purchasing approach allows Costco to achieve significant cost savings through
economies of scale:

« Lower Unit Costs: By purchasing in bulk, Costco can negotiate lower prices
per unit, which translates into lower prices for consumers.

» Reduced Overhead: Bulk buying reduces the frequency of restocking,
lowering logistics and inventory management costs. These savings are
passed on to consumers, reinforcing Costco’s reputation for value.

Product Quality and Exclusive Offerings Costco is committed to offering high-
quality products, often under its private label, Kirkland Signature:

« Kirkland Signature: This private label brand is known for its high-quality
standards and competitive pricing. By controlling production and sourcing,
Costco ensures that Kirkland Signature products meet or exceed the quality
of national brands at lower prices.

« Exclusive Deals: Costco often secures exclusive deals with suppliers,
providing members with access to unique and premium products that
aren’t available elsewhere. This exclusivity adds value to the membership
and attracts discerning shoppers.

C. Store Locations and Accessibility

Suburban vs. Urban Placements Costco stores are typically located in suburban
areas, which are strategically chosen for several reasons:

« Space Requirements: Suburban locations offer ample space for large
warehouse stores and extensive parking facilities, which are essential for
accommodating bulk buyers.

« Cost Efficiency: Land and operational costs are generally lower in suburban
areas compared to urban centers, allowing Costco to maintain lower prices.

Impact on Different Demographic Groups The placement of Costco stores has
distinct implications for various demographic groups:

o Wealthier Suburban Residents: Suburban locations are more accessible to
middle and upper-middle-class families who have the means to purchase in



bulk and the space to store large quantities of goods. These consumers
benefit significantly from Costco’s pricing strategies and product offerings.

o Urban and Low-Income Consumers: Urban residents and lower-income
individuals may face challenges in accessing Costco stores due to
transportation barriers and the lack of convenient locations. Additionally,
the need for storage space to accommodate bulk purchases can be a
limiting factor for those living in smaller urban dwellings.

By strategically placing stores in suburban areas and focusing on bulk purchasing,
Costco effectively caters to a demographic that can maximize the benefits of its
business model. However, this strategy also highlights the economic barriers that
prevent lower-income individuals from fully accessing these benefits, thereby
reinforcing the Matthew Effect in retail.

lll. Economic Barriers for Low-Income Consumers
A. Upfront Costs and Membership Fees
Financial Burden of Membership Fees

« Initial Investment: The requirement to pay an annual membership fee,
ranging from $60 to $120, represents a significant upfront cost for low-
income consumers. This fee can be a deterrent, as it demands an
immediate expenditure with the promise of future savings, which might not
be feasible for those living paycheck to paycheck.

o Cost-Benefit Analysis: For low-income individuals, the decision to pay a
membership fee involves careful consideration of whether the savings on
bulk purchases will outweigh the initial cost. This uncertainty can prevent
them from joining, thereby missing out on potential long-term savings.

Comparison with Other Retail Models

« Traditional Retailers: In contrast to Costco, traditional retailers do not
charge membership fees, allowing consumers to shop without any upfront
financial commitment. This model is more accessible for low-income
individuals who cannot afford the initial expense of a membership.



Discount Stores: Stores like Walmart and Dollar General offer low prices
without membership requirements, attracting budget-conscious shoppers
who need immediate, low-cost options without the barrier of an entry fee.

B. Bulk Purchases and Initial Outlay

Larger Financial Commitment for Bulk Items

High Initial Costs: Buying in bulk often requires a substantial initial outlay,
as products are sold in larger quantities at higher per-transaction costs. For
low-income families, this can be a significant financial burden, making it
difficult to take advantage of the lower unit prices offered by Costco.

Budget Constraints: Families on tight budgets may not have the flexibility
to allocate a large sum of money for bulk purchases, even if it results in
long-term savings. They often need to prioritize immediate necessities over
future savings, leading them to buy smaller quantities at higher per-unit
costs from other retailers.

Challenges for Low-Income Families

Cash Flow Issues: The need to manage limited cash flow means that low-
income families may not have the liquidity to make bulk purchases. This
restricts their ability to benefit from the cost savings associated with buying
in larger quantities.

Risk of Waste: Bulk purchases can lead to waste if the products, especially
perishable items, cannot be consumed before their expiration dates. Low-
income families might avoid bulk buying to prevent the risk of wasting food
and other items, even though it would be cheaper per unit.

C. Storage Space and Transportation

Need for Adequate Storage Space

Space Constraints: Low-income households often live in smaller homes or
apartments with limited storage space, making it impractical to buy and
store large quantities of goods. This spatial limitation is a significant barrier
to taking advantage of bulk buying.



Storage Solutions: Wealthier households typically have larger living spaces,
including basements, garages, and additional storage areas, allowing them
to store bulk items conveniently. In contrast, low-income families may
struggle to find space for bulk purchases, limiting their ability to save
through this method.

Accessibility Issues for Urban and Rural Populations

Urban Accessibility: Costco stores are predominantly located in suburban

areas, which can be difficult to access for urban residents who may rely on
public transportation. The inconvenience and cost of traveling to suburban
locations can deter low-income urban consumers from shopping at Costco.

Rural Challenges: Similarly, rural populations may face long travel distances
to reach the nearest Costco, making frequent trips impractical. The cost of
transportation and the time required to travel can be prohibitive for low-
income rural residents.

Transportation Costs: For those without personal vehicles, the cost of
transportation, whether through public transit, ride-sharing, or other
means, adds to the overall expense of shopping at Costco. This further
limits the accessibility of Costco’s bulk purchasing benefits for low-income
consumers.

By examining these economic barriers, it becomes clear that while Costco’s
business model offers substantial savings and high-quality products, the structure
inherently favors wealthier consumers who can overcome these barriers. Low-
income individuals face significant challenges related to upfront costs, bulk
purchase requirements, and logistical issues, which prevent them from fully
accessing the benefits offered by Costco, thereby reinforcing the Matthew Effect
in retail.



IV. Benefits for Wealthier Consumers

A. Greater Disposable Income

Ability to Afford Membership and Bulk Purchases

Disposable Income: Wealthier consumers generally have more disposable
income, which allows them to easily afford the annual membership fees
required by Costco. The upfront cost, which might be prohibitive for low-
income individuals, is @ minor expense for those with higher incomes.

Bulk Purchase Capacity: With greater financial resources, wealthier
consumers can afford to buy products in bulk, which requires a larger initial
outlay of money. This financial capability enables them to take full
advantage of Costco’s lower unit prices, leading to significant savings over
time.

Cost Per Unit Savings Over Time

Long-Term Savings: By purchasing in bulk, wealthier consumers can reduce
the cost per unit of many household items. These savings accumulate over
time, allowing them to spend less on necessities in the long run compared
to buying smaller quantities at higher per-unit prices.

Investment in Quality: Wealthier individuals can also afford to invest in
higher-quality products that may have a higher upfront cost but offer
better value and longevity. This can further enhance their overall savings
and satisfaction with their purchases.

B. Storage Capacity and Home Size

More Space to Store Bulk Items

Larger Homes: Wealthier consumers often live in larger homes with ample
storage space, such as pantries, basements, garages, and additional closets.
This extra space makes it convenient to store bulk purchases, enabling
them to buy and keep larger quantities of goods without worrying about
space constraints.

Efficient Use of Space: The ability to organize and store bulk items
efficiently means that wealthier households can keep a well-stocked



inventory of essentials, reducing the need for frequent shopping trips and
further optimizing their time and resources.

Convenience of Larger Living Spaces

Ease of Access: In larger homes, it is easier to manage and access bulk-
purchased items. This convenience adds to the overall value proposition of
shopping at Costco, making it a practical and beneficial choice for wealthier
consumers.

Reduced Shopping Frequency: With adequate storage, wealthier families
can reduce the frequency of their shopping trips, saving time and effort.
This convenience is particularly valuable for busy households that prioritize
efficiency and time management.

C. Access to Credit and Payment Options

Use of Credit Cards and Other Payment Methods

Credit Card Benefits: Wealthier consumers often have access to credit
cards with higher limits and beneficial terms, such as rewards programs,
cashback offers, and low-interest rates. These benefits can make bulk
purchases even more attractive and financially advantageous.

Payment Flexibility: The ability to use credit cards allows wealthier
consumers to manage their cash flow more effectively, spreading the cost
of bulk purchases over time if needed. This flexibility makes it easier to take
advantage of Costco’s bulk pricing without immediate financial strain.

Financial Flexibility for Higher-Income Households

Buffer Against Uncertainty: Higher-income households generally have a
financial buffer that allows them to absorb unexpected expenses and take
advantage of purchasing opportunities as they arise. This financial security
means they can shop more opportunistically, maximizing their savings.

Strategic Purchasing: Wealthier consumers can strategically plan their
purchases to align with sales, promotions, and other cost-saving
opportunities. Their financial flexibility allows them to buy in bulk when
prices are lowest, further enhancing their savings.
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By leveraging their greater disposable income, ample storage capacity, and access
to favorable credit and payment options, wealthier consumers can fully capitalize
on the benefits offered by Costco. This ability to maximize savings and
convenience underscores the economic advantages enjoyed by higher-income
individuals, reinforcing the Matthew Effect and highlighting the disparities in
access to cost-saving opportunities between different income groups.

V. Case Study: Costco's Customer Base

A. Demographic Analysis

Income Levels and Shopping Patterns

Income Levels: Costco's customer base tends to skew towards middle and
upper-middle-income individuals. Research indicates that a significant
portion of Costco members have household incomes above the national
median, often exceeding $75,000 per year. This demographic is better
positioned to afford the membership fees and bulk purchase costs.

Shopping Patterns: Wealthier customers at Costco are likely to make
larger, less frequent shopping trips, purchasing bulk quantities of items to
maximize their savings. These shopping patterns align with the benefits of
buying in bulk, allowing for efficient stocking of household essentials and
minimizing the need for frequent visits.

Geographic Distribution of Costco Members

Suburban Dominance: Costco stores are predominantly located in
suburban areas where households typically have more space and higher
incomes. These locations cater to families who can store bulk items and
benefit from the membership model.

Urban Accessibility: While there are Costco locations in urban areas, they
are less prevalent. Urban residents, especially those without access to a
vehicle, may find it challenging to reach suburban Costco stores. This
geographic distribution reflects and reinforces the socioeconomic profile of
Costco's primary customer base.
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B. Specific Examples of Regressive Benefits

Product Pricing and Bulk Discounts

Lower Unit Prices: Costco’s model of bulk selling allows for lower unit
prices on a wide range of products. While this benefits all members, those
with the means to buy in bulk save more over time, a classic example of the
Matthew Effect in retail.

High-Quality Products: Costco offers high-quality products, often under its
private label, Kirkland Signature. These products are priced competitively
against name brands but require an initial bulk purchase, which wealthier
consumers can afford more easily.

Membership Perks and Exclusive Offers

Executive Membership Rewards: Higher-tier memberships, such as the
Executive Membership, come with additional perks like a 2% annual reward
on eligible purchases, access to discounted services, and exclusive deals.
These benefits are more accessible to those who can afford the higher
membership fee, enhancing the overall value received.

Exclusive Product Access: Costco often provides exclusive access to certain
products and limited-time offers. Members with higher disposable incomes
can take advantage of these opportunities, reinforcing the economic divide
between different consumer groups.

C. Community and Strategic Efforts

Shared Memberships Among Families and Friends

Cost Sharing: To mitigate the financial burden of membership fees, some
low-income individuals share memberships with family or friends. This
practice allows multiple households to benefit from Costco’s pricing
without each having to pay the full membership fee.

Pooling Resources: Shared memberships also enable collective purchasing,
where families or friends pool their resources to buy bulk items together,
thus accessing the cost savings associated with bulk purchasing.
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Community Programs Facilitating Access for Low-Income Families

o Nonprofit Partnerships: In some regions, community organizations and
nonprofits partner with Costco to provide access to bulk purchasing for
low-income families. These programs might involve subsidized
memberships or organized shopping trips to help disadvantaged individuals
benefit from Costco’s lower prices.

« Local Initiatives: Some local governments and community groups create
initiatives that facilitate access to Costco for low-income residents. These
might include transportation assistance, financial education on bulk buying,
or collective buying groups that distribute bulk purchases among members.

By examining Costco's customer base, it becomes clear that the company's
business model predominantly benefits wealthier consumers who can afford the
upfront costs and have the resources to maximize bulk purchasing savings. The
demographic analysis, examples of regressive benefits, and community efforts
highlight the disparities in access and benefits among different income groups,
reinforcing the Matthew Effect in retail. While there are efforts to make Costco’s
benefits more accessible to low-income families, significant barriers remain,
emphasizing the need for more inclusive economic models and strategies to
address these inequalities.

VI. Broader Implications and Comparisons
A. Economic Inequality in Retail
How Retail Models Can Exacerbate Economic Disparities

« Membership Fees and Upfront Costs: Retail models that require upfront
membership fees, like Costco’s, inherently favor those with disposable
income. These fees can be a significant barrier for low-income individuals,
preventing them from accessing the cost savings and benefits associated
with bulk purchasing.

o Bulk Purchasing Requirements: The need to buy in bulk to achieve lower
unit prices means that those with less financial flexibility cannot take
advantage of these savings. This model disproportionately benefits
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wealthier consumers who can afford to purchase larger quantities at once,
while low-income shoppers must buy smaller quantities at higher per-unit
costs.

Geographic Accessibility: Retail stores located primarily in suburban areas
are less accessible to urban and rural low-income populations. These
groups may face additional transportation costs and logistical challenges,
making it harder for them to benefit from the lower prices offered by stores
like Costco.

Product Exclusivity and Premium Offerings: Retailers that offer exclusive
products and services to higher-tier members create a tiered system of
access, further widening the gap between different socioeconomic groups.
Those who can afford premium memberships receive greater benefits,
while lower-income members receive fewer advantages.

B. Structural Inequality in Other Sectors

Comparisons with Education

Resource Allocation: In education, wealthier students often attend better-
funded schools with more resources, experienced teachers, and
extracurricular opportunities. This creates a disparity in educational
outcomes between affluent and low-income students.

Access to Higher Education: Wealthier families can afford to send their
children to prestigious universities, where the benefits of a high-quality
education and powerful alumni networks further increase their
socioeconomic advantages.

Comparisons with Healthcare

Quality of Care: Those with higher incomes can afford better healthcare,
including access to top-tier medical facilities, specialists, and elective
procedures. Conversely, low-income individuals may have limited access to
quality healthcare, leading to worse health outcomes.

Insurance Coverage: Wealthier individuals often have comprehensive
health insurance that covers a wide range of treatments and services, while
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low-income individuals may be underinsured or uninsured, facing
significant barriers to receiving necessary care.

Comparisons with Finance

Investment Opportunities: Higher-income individuals have more access to
investment opportunities, financial advisors, and high-yield savings options.
This allows them to grow their wealth more effectively compared to low-
income individuals, who may not have the same access or financial literacy.

Credit Access: Wealthier individuals typically have better credit scores and
access to favorable loan terms, while those with lower incomes may face
higher interest rates and less favorable borrowing conditions, exacerbating
financial inequalities.

C. Policy Recommendations

Strategies to Mitigate Regressive Benefits

Subsidized Membership Programs: Implement programs that offer
subsidized or tiered membership fees based on income, allowing low-
income individuals to access the benefits of bulk purchasing without the
financial barrier of a high membership fee.

Community Partnerships: Develop partnerships between retail stores and
community organizations to provide transportation, financial education,
and bulk buying clubs that distribute goods among low-income members,
making it easier for them to take advantage of cost savings.

Mobile and Pop-Up Stores: Introduce mobile or pop-up versions of bulk
retailers in urban and rural areas to improve geographic accessibility and
reduce transportation barriers for low-income populations.

Potential Reforms in Retail Practices

Flexible Purchasing Options: Offer more flexible purchasing options, such
as smaller bulk packs or mixed bulk packs, which allow low-income
consumers to benefit from bulk pricing without needing to buy large
guantities at once.

15



« Sliding Scale Membership Fees: Implement a sliding scale for membership
fees based on income levels, making it more affordable for low-income
individuals to join and benefit from membership-based retail models.

« Inclusive Product Offerings: Ensure that exclusive product offerings and
membership perks are accessible to a broader range of members,
potentially through rotating access or special promotions aimed at lower-
income members.

By addressing these broader implications and implementing targeted policy
recommendations, it is possible to mitigate the regressive benefits inherent in
current retail models. These strategies aim to create a more inclusive retail
environment that allows all consumers, regardless of income level, to benefit
from cost savings and quality products, ultimately working towards reducing
economic disparities.

VII. Conclusion
A. Summary of Findings
Recap of How the Matthew Effect Manifests in Costco’s Business Model

o Membership Fees: Costco’s requirement for an annual membership fee
creates a financial barrier for low-income consumers, while wealthier
individuals can easily afford this cost, gaining access to significant savings
and exclusive benefits.

o Bulk Purchasing: The need to buy products in bulk to achieve lower unit
prices means that those with higher disposable incomes can take full
advantage of these savings. In contrast, low-income consumers, who may
not have the financial flexibility or storage space to purchase and store
large quantities, miss out on these benefits.

» Geographic Accessibility: The predominance of Costco stores in suburban
areas makes them less accessible to urban and rural low-income
populations, who may face additional transportation costs and logistical
challenges in accessing these stores.
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Exclusive Offerings: Higher-tier memberships and exclusive product
offerings provide additional advantages to wealthier consumers, reinforcing
economic disparities as those who can afford higher memberships receive
more substantial benefits.

Key Insights from the Demographic Analysis

Income Levels: Costco’s customer base largely consists of middle and
upper-middle-income individuals who can afford the membership fees and
bulk purchasing requirements.

Shopping Patterns: Wealthier customers tend to make larger, less frequent
shopping trips, allowing them to maximize the savings associated with bulk
purchases.

Geographic Distribution: The location of Costco stores in suburban areas
aligns with the socioeconomic profile of their primary customers, who
typically have more space and higher incomes, making it convenient for
them to benefit from the bulk buying model.

B. Final Thoughts

The Need for More Inclusive Economic Models

Accessibility and Affordability: There is a pressing need for retail models
that are more accessible and affordable for low-income consumers. This
includes rethinking membership fee structures, offering more flexible
purchasing options, and improving the geographic accessibility of retail
stores.

Economic Inclusion: Inclusive economic models can help bridge the gap
between different income groups, ensuring that all consumers have the
opportunity to benefit from cost savings and high-quality products. This can
contribute to reducing economic disparities and promoting social equity.

The Role of Policymakers and Businesses in Addressing Economic Disparities

Policy Interventions: Policymakers can play a crucial role in addressing
economic disparities by implementing regulations and incentives that
encourage retailers to adopt more inclusive practices. This can include
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subsidies for low-income memberships, tax incentives for community
partnerships, and support for mobile retail initiatives.

« Corporate Responsibility: Businesses, particularly large retailers like
Costco, have a responsibility to consider the broader societal impact of
their business models. By adopting more inclusive practices, such as sliding
scale membership fees and flexible bulk purchasing options, businesses can
contribute to reducing economic inequalities.

« Collaborative Efforts: Collaboration between businesses, policymakers, and
community organizations is essential for creating more equitable retail
environments. Joint efforts can help develop innovative solutions that
address the needs of low-income consumers while maintaining the
economic viability of retail businesses.

In conclusion, while Costco’s business model offers substantial benefits to its
members, it also exemplifies the Matthew Effect, where wealthier consumers
disproportionately benefit from the advantages of bulk buying and membership
models. By recognizing and addressing the economic barriers faced by low-
income individuals, policymakers and businesses can work together to create
more inclusive and equitable retail practices, ultimately contributing to a fairer
and more just society.
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