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DELINEATING THE RETAIL TRADING AREA

The convenience goods retailer has two problems in evaluating
a proposed site:

A.

B.

First he must evaluate the site on the basis of its prof-
itability as an individoal site.

Then he must relate a store at that site to his overall
pattern of market structure.

Both. problems depend on analysis of the trading area,

However, the first problem is defining how big the trading area
will be and the market penetration in the area, Obviously
these companion problems are more difficult for a prpposed

site than for an existing site.

Defining the trading area is basically an attempt to establish
perdmeters for consumer space peeference. These reardmeters are
gffected by many factors,

A.

The level and thoroughness of these pEXINEXRXERX analysis of
these pdrameters will vary with the pnupose, cost, and soph-
istication of the retailer,

There are two basic approaches to defining retail trade area:

l. The empirical approach-which depdds on primary dat4 and
is therefore more costly,

2. Or the gravitational approaech which relies on secondary
data and may well be less costly.

The empirical approach may rel;n on pramary data collected at the
site or at the projected trading area,

A,

A cusémmer intewview at the store takes place after the cust-
omer has compleged purchasing, using a quota sample or a strat-
ified sample. The principle adwantage of the customer inter-
view is its flexibility in providing information in addition

to that which defimes the trading area. The main desadvantage
is eas%x cost, Interview data is spotted on mapa to define
trading area and intensity of penetration. A qupta sample of

one interview per $100 in sales per week means a cost of $100
to $150 per store.

A second method would be to record auto license plates (other
than employees ! autos)., License reported are recorded by time
of day or by the day itself. The license plates are then used
to obtain names and addresses from the Btate Motor Vehicle

Department., These addresses are then plotted on th
define the trading, P ¢ map to
as

Information,€an be obtained quickl and f iti
1ocationq§§§// d y or competitiveximmxa

i wel}, However, it is eRrensive when talking about
& regional shopping center and unless it is fallowed with a

mail questionaire nothing is known about '
Place of purchase, the size, type, or

Prize contests are a way of obtaining the name and a#ldress of
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customers, Addresses on registration forms are plotted on

the trade afera map, However th8 results are distorted to the
degree that business increases during the coméest and to the
degree that the praze list appeals to one segment of customers
more than another.

A store can analsﬁsﬂ check cashing or credit records. This
techniquegis simple and inexpensive but is distorted zmd unless
a high ratio of s3les involves checks, payroll check cashing,
or credit sales and a homogeneous ethnic, incomg age,group,

Home interviewing for an area survey can be done using a prob-
abilitiy sample. Field interveéwws are made regarding shopping
habits, attitudes, and the results are expanded to cover the
entire area to estimate potentiad business buying. The homne
interview approach is the most accurate and useful techniqae
but is high in cost. For a proposed site the total cost would
be a small percentage of the tddal capital cost.

A telephone interview study by trained personel using a stand-
ardized interview guide is cheaper than the home intervéew.
However it is possible to ask fewer questions ambd experience
more partially complet@d interviews than under the other method.

The gravitational appraeeash is basedupon the aers concept of comp-
arative advantages which states that customers direct their patton-
age to the retail site where maximum utility returndé?per dollar

and pEx time unit may be obtained, Assuming addquate market
knowledge of the consumer,

A.

C.

The Bravititional approach is basedbon the famous law of
William Reilly, who was concerned with the pulling power of
competing sities, whéch stated:

1. Under normal conditions two cities draw refail trade from
a smaller intermediate city or town in direct proportion
to some power of the population of these power of the
distance of each of the cities from the smaller inter-
mediate city.

The original formula was:

Ba/Bb = (Pa/Pb)J (Db/Da)J

Where -Ba - Business which City A draws from intermediate

Town T,
-Bb -~ Business which £ity B draws from intermediate
Town T.
-Pa = Population of City A.
-Pb = Population of City B.
-Da = D?stance of City A from Intermediate Town T.
~-Db - Distance of City B from Intermediate Town T.

A man named Paul Converse then simplifi i

I ied
by assuming Ba equals Bb to det : bront: eoo) formula
for trade flow:

ermine the break even point
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Breaking Point between
A and B, miles from B -~ DBistance between A and B

Population of Town B
1 - population of Town B

Converse also tried to predict the amount of fashion goods
business that could be retained in any town, His formmla
was:

Ba/Bb = (Pa/Hb) (4/d)2

Where -Ba = Proportion of trade going to the outside town,

-Bb = Proportion of trade retained by the home town,
-Pa =~ Population of the outside town.,'®

-Hb = Population of the home town,

-~ d = Distance to the outside town.

- 4 - Inertia factor,

(The inertia factor was based on empirical research by
€onverse in Illinois.)

Converse suggested the following factors to meadure the
frection of trade flow:

The attraction of a shopping district may be measured by

the population of the town, the volume of sales, or the
square footage in fashion goods stores, The time and

expense factor may be represented by car or bus fare and time
when public carriers are used.

James Rouse was the first to suggest that Reilly's law could
ve adapted to retail clusters by substituting square feet of
retail area for the size of the city and distance to a
driving~time distance, Said Rouse:

Retail shopping centers and districts in a metropolitan

area attract trade from the neighborhoods and cammunities
comprising the area in direct proportion to the shopping goods
presentation at the district or center and in inverse propor-
tion to the square of the driving time distance betwwem the
retail districts and centers and neighborhoods and communities.

Another approach to retail gravitation has been put forward
by one Harry Casey and his formula looks as follows:

Fa
Bla = TDIETZ x Bl

ra 9 Fb 9 ¥c 9 ¥d o Fe 2
DTa) Ioy“ ToIcy Idy 1Iey”, etc.

Where -Bl = Buying power of neighborhodd 1,
Bla = Purchases made by residents of Neighborhood 1 in
the Shopping Cenéer A.
Fa, ¥b, Fc, etc. = The square feet of retail space in the
Shopping Centers A, B, C, etc.
Dla, Dlb, Dlc, etc. = Driving time distances betwaen Neighbor-

hood 1 and other retail centers,




VI,

-4

The traditional market potential proceduee uses distance as an
independent variable which it is not. Probably a sustomer would
be influenced by a number of factors such as:

A. Distance to alternative sources of supply

B. Range of products at each alternative supply source

C. Prices and price structure at alternative sources of supply
D

. One measure of the variety of product offerings is the number
of square feet of selling area within the indizF21 retail unit,
]
E. Another indication of product variety is growing indications
of consumer preference for one-stop shopping.

F. Professor La Londe of the University of Colorado has sugg-
ested that store size be used as the independent variable.
In addition he argues that a store complex should be anal-
¥zed as to relative drawing power and per captia sales of
retail clusters to analyzeé importance of rent deéefferentials
or scale on revenues., It may be possible to fit a small
store to a thin market.

G. Professor La Londe worked with Krogers with a study to answer
the following questions:

1. What relationship does store size have to the distance
traveled by the customer for food-purchasing purposes?

2, What relationship does store complex have to the distance
traveled by the customer for food-purchasing purposes?

3. What influence does store size have on the per capita
sales of a supermarket?

4., What influence does store complex have on the per capita
sales of a supermarket?

H., His two specific hypothesis were:

1. As the size of store (as measured by square feet of sell-

ing area) increases, drawing power of the supermarket in-
creases,

2. As the size of store (as measured by square feet of sell-

;ng area) increases, per capita sales of the supermarket
increase,

The research design hadtthree basic problems including definition
9f suryey.store claasification, including selection criteria,
interviewing procedure at the store, and then methods of analysis,

A. Basically he degines six store types including ¥rban strip
store, urban cluster store, small town store, regional shopping
center, community shopping center, and neighborhood shopping
center, The last three were Planned shopping areas, thrlefirst

threee UfPjanned but located where population was 7500 People
Per square mile,
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Most of the criteria are not imppotant here other than the
fact that only the newee stores were surveyed as sales tend
to fall as stores grow older. 1In addition the interviews
were conducted within a year's period and without seasonal
distootion, mostly in 1960,

The customer inkerviewing per store was set at one interview
per $100 sales per week, with sales as the average of four
weeks praor to the interview date,

Customer's home addresses were then spptted on a map of a
survey area to determéme drawing power and per capita sales
within areas,

1. Drewing power was defined as the mean average distance
traveled by a fixed percentage of customers. Only a
percentage of customers is used because some shoppers
may be "accidental shoppers", i.&.ynot regudar patrons.
Ninety per cent of the customers cdosé¥ to the site
were used to calculate basic drawing power and as a
measure of concentration mean average distances were
also calcudated at the seventy per cent customer level.

2. With a customer spptting map &8 a base, a tranpparent
overlay with circles scaled to one-eighth of a mile and
quadrants were used to measure th e distance interval
for each spotting for each one-eighth of a mile interval,

3. The main average distance was then calculated:

M,y = FM

o o
Where - Mj; = The mean distance
- F = Number of customers falling within distance
interval

- M = Mid-point of distance interval
(e.g., .0675 for 1/8 of a mile interval;
.1875 for 1/4 mile interval, etc.)
- N = Number of customers

Per capita sales within an area or distaqce from the center
is a measure of market penetration, To calculate three types
of data must be available.

1. Segment of market must be clearly defined so both popul-
ation total and siles may be gathered on the same basis,

2. Accurate population data must be available as a basis for
the per capita element,

3. Sgles figures must be available over a relatively short
time span so sales and population are based on the same

paint in time. The 1960 study waited for 1960 Population
data .
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The prodedure can e demonstrated aw follows.

1,

Interviews represented one per $100 sales per week.
Distribution of addresses also means a distribution
of sales developed. 1If in one half square mile area
ten customer sppttings are made, then it assumed that
there were $1000 in sales per week in that area. If
populgion weee 1000, then per capita sales are $1.00
a weé@aor $52.00 annually.

. w2
Thus the maroundaries was defined by the first
part of the dy according to concentric circles,

The following formula was used to calculate per capita
sales:

Ca x 100
Sq4 =
Ia
Where - Sa — Per capita sales in Area A
~ C, = Customer spotting in Area A
- Pa = Population of Area A
Sa = 65 x 100 - 6,500 - 1,08

The total number of interviews for the study was 5,300.



