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Description


CHAPTER 8: SITE SELECTION INSTRUCTOR NOTES



ANNOTATED OUTLINE I. Evaluating Specific Areas for Locations •



Retail site selection is a very strategic decision. Once a location is chosen, a retailer must live with it for many years. Even if a retailer finds the "right" neighborhood, the wrong site can spell disaster.



•



Areas that retailers consider for locating stores might be countries, areas within a country such as a province or state, particular cities or areas within a city.



•



In the United States, retailers often focus their analysis on a Metropolitan Statistical Area (MSA) because consumers tend to shop within an MSA.



•



An MSA is a core urban area with 50,000 or more inhabitants or an urbanized area of at least 50,000 inhabitants and a total MSA population of at least 100,000 (75,000 in New England).



•



A micropolitan statistical area is a smaller unit of analysis with only 10,000 inhabitants in its core urban area.
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See PPT 8-4 and 8-5



A. Economic Conditions •



It is important to examine an area’s level and growth of population and employment Under what circumstances is it desirable for because locations involve a commitment of retailers to establish stores in sparsely populated resources over a long time horizon. areas? Is it ever a good idea?



•



A large, fully employed population means high purchasing power and high levels of retail sales.



•



Retail location analysis must also consider how long growth will take place and how it will affect demand for merchandise sold in the area’s stores.



•



Most retailers prefer to locate in areas where the population is large and growing. However, other retailers adopt the strategy of moving into newly developing areas, counting on developing suburbs to bring future growth.



B. Competition •



The level of competition in an area also affects demand for a retailer’s merchandise. The level of competition can be defined as saturated, understored, or overstored.



•



A saturated trade area offers customers a good selection of goods and services, while allowing competing retailers to make a good profit.



•



An understored trade area is one that has too few stores selling a specific good or service to satisfy the needs of the population.



•



An overstored trade area is an area that has so many stores selling a specific good or service that some stores will fail.
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Ask students where they would want to locate: saturated, understored, or overstored areas?



See PPT 8-6



See PPT 8-7



C. Strategic Fit •



In addition to population level, growth and competition, the area needs to have consumers who are in the retailer’s target market, those who are attracted to the retailer’s offering and interested in patronizing its stores.



•



The area must have the right demographic and lifestyle profile. See PPT 8-8



D. Operating Costs •



Costs of operating stores dramatically across areas.



•



Operating costs may be affected by the population of the area, the proximity of the area to other areas in which the retailer operates stores or distribution centers, and also the local and state regulatory environments.



can



vary



See PPT 8-9



II. Number of Stores in an Area •



Retailers must consider the trade-offs between lower operating costs and potential sales cannibalization from having multiple stores in an area.



A. Economies of Scale from Multiple Stores •



Since retail chains plan to go into an area with a network of stores, they attempt to achieve promotion and distribution economies of scale for all the multiple locations.



•



Multiple stores in an area are needed to justify the cost of building a new distribution center.



•



While there are scale economies gained from opening multiple locations in an area, there also are diminishing returns associated with locating too many additional stores in an area due to cannibalization (one store taking sales
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Ask students for examples of retail chains with multiple locations within, say, a 20-mile radius.



away from another). •



Because a primary retailing objective is to maximize profits for the entire chain, retailers should continue to open stores only as long as profits continue to increase.



•



In this case, the retailer would continue to open stores as long as the marginal revenues achieved by opening a new store are greater than the marginal costs.



•



For franchise operations, each individual franchise owner wants to maximize his or her profits. Some franchisors (owners of the franchise) grant their franchisees (owners of the individual stores) an exclusive geographical territory so that other stores under the same franchise do not compete directly with them.



E. Span of Managerial Control •



Some retailers focus on certain geographic regions or trade areas.



•



One advantage of having a regional orientation is that the company can maintain a loyal customer base. It has excellent visibility and is well known throughout the area.



•



Merchandising, pricing and promotional strategies specifically target the needs of a regional market rather than a national market.



III. Evaluating a Site for Locating a Retail Store



See PPT 8-10 and 8-11 for a summary of characteristics used to evaluate retail sites.



A. Traffic Flow and Accessibility •



•



See PPT 8-12 One of the most important factors affecting store sales is the number of vehicles and pedestrians that pass by the store, or the traffic flow. When the traffic is greater, more consumers are likely to stop in and shop at
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Pick sites with of various levels of attractiveness. Then go through the issues involved in macro and micro analyses.



the store. •



Traffic counts are particularly important for retailers offering merchandise and services bought on impulse, but less important for destination retailers.



•



The accessibility of a site is the ease with which a customer can get into and out of it. The accessibility analysis has two stages; a macro analysis followed by a micro analysis.



•



Natural barriers, such as rivers or mountains, and artificial barriers, such as railroad tracks, major highways or parks, may also affect accessibility.



See PPT 8-13



See PPT 8-14



B. Location Characteristics •



The amount and quality of parking facilities are critical to a shopping center’s overall accessibility. It’s hard to assess how many parking spaces are enough, although location analysts use parking ratios as a starting point.



•



Congestion can refer to the amount of crowding of either cars or people. Too much congestion can make shopping slow, irritate customers, and generally discourage sales. On the other hand, a relatively high level of activity in a shopping center creates excitement and can stimulate sales.



•



Visibility refers to customers' ability to see the store and enter the parking lot safely. Good visibility is less important for stores with established and loyal customers and for stores with limited market areas because customers know where the store is.



•



Locations with complementary, as well as competing, adjacent retailers have the potential to build traffic. Complementary retailers target the same market but with non-competing merchandise.
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See PPT 8-15 and 8-16 PPT 8-16 illustrates a sample grouping of retailers in an enclosed mall.



See PPT 8-17



C. Restrictions and Costs •



Some locations may place restrictions on the type of retail tenants that are allowed in a shopping center in their lease agreements. These restrictions may work in favor of the retailer, by restricting competing retailers from the location for example. The restrictions may also work to the disadvantage of the retailer by limiting their efforts to create visibility with signs and other external features.
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D. Locations Within a Center •



Since the better locations cost more, retailers must consider their importance.



•



In a strip shopping center, the better locations are closest to the supermarket. A liquor store or a flower shop that may attract impulse buyers should thus be close to the supermarket.



•



In a regional multilevel shopping center, shopping goods stores like American Eagle Outfitters or Wet Seal may be clustered in the more expensive locations near a department store.



•



Another consideration is to locate stores that appeal to similar target markets close together. This is based on the principle of cumulative attraction in which a cluster of similar and complementary retailing activities will generally have greater drawing power than isolated stores that engage in the same retailing activities. This principle applies to both stores that sell complementary merchandise and those that compete directly with one another.



Ask students, given cost considerations, where would you locate a florist or a shoe repair shop in a neighborhood shopping center.



Ask students why stores in antique malls seem to be more successful than antique stores surrounded by other types of stores.



IV. Trade Area Characteristics •



See PPT 8-18 Retailers estimate the demand for a new location by defining its trade area and then estimating how much people within the trade area will spend.



A. Trade Area Definition •



A trade area is a contiguous geographic area which accounts for the majority of a store’s sales and customers. Trade areas can be divided into two or three zones called polygons.



•



The primary zone is the geographic area from which the store or shopping center derives 60 to 65 percent of its customers.



•



The secondary zone is the geographic area
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See PPT 8-19 and 8-20 Pick a store or shopping center and have students define the trade area. Point out all the factors that shape the trade area. (These are listed below) Why isn’t it round? After they’ve defined the general boundaries, then get them to explain how they would determine the primary and secondary zones.



of secondary importance in terms of customer sales, generating about 20 percent of a store’s sales. •



The tertiary zone (the outermost ring) includes customers who occasionally shop at the store or shopping center. There are several reasons for the tertiary zone including a lack of adequate retail facilities closer to home, and excellent highway systems to the store or center, the store may be on the way to or from work, and the store or center is in or near a tourist area.



B. Factors Affecting the Size of the Trade Area See PPT 8-21



•



The actual boundaries of a trade area are determined by the store’s accessibility, natural and physical barriers, type of shopping area, type of store, and competition.



•



Trade area size is also influenced by the type of store or shopping area. The difference is due to the nature of the merchandise sold and the total size of the assortment offered.



•



Another way of looking at how the type of store influences the size of a trade area is whether or not it is a destination or a parasite store.



•



A destination store is one in which the merchandise, selection, presentation, pricing or other unique features act as a magnet for customers. In general, destination stores have larger trade areas than parasite stores.



•



A parasite store is one that does not create its own traffic and whose trade area is determined by the dominant retailer in the shopping center or retail area.



•



The level of competition also affects the size and shape of a trade area for a particular store. Trade areas may shrink for retailers offering identical merchandise to others, and expand for retailers offering complementary goods to those carried by other retailers.



C. Measuring the Trade Area for a Retail Site
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See PPT 8-22 and 8-23



•



The purpose of the customer spotting technique is to spot, or locate, the residences of the customers for a store or shopping center.



•



This can be accomplished in a number of ways - credit card or check purchases, customer loyalty programs, or manually as part of the checkout process.



•



Another method is to record automobile license plates in the parking lot and trace them to the owner by purchasing the information from state governments or private research companies. This method is thought to be less accurate and is illegal in some states.



D. Sources of Information about the Trade Area •



Retailers use Decennial Census of the United States, demographic and GIS (geographical information system) data to describe their potential customer in an attempt to assess how much they will buy in the proposed trade area.



•



The Decennial Census of the United States is a complete source of information for making location decisions.



•



However, since the Census is taken only once every 10 years, it's often out of date and requires supplementary reports and updates by government agencies and private firms.



•



Census information includes: number of persons per household, household relationships, sex, race, age, and marital status. Additionally, a report on each building identifies the number of housing units at the address, the status of plumbing facilities, the number of rooms, whether the dwelling is owner-occupied, the housing value, the rent, and the vacancy status.



•



The decennial census is available in many formats, including for areas as small as a
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See PPT 8-24



city block or as large as the entire country. •



Geographic Information Systems (GIS) computerized systems that enable analysts to visualize information about their customers’ demographics, buying behavior, and other data in a map format.



•



Using GIS, analysts can identify the boundaries of a trade area and isolate target customers groups.



•



Major GIS firms (such as ESRI) offer a wide range of tools that are useful for assessing consumer demand in an area.



•



ESRI and other GIS suppliers have developed schemes for classifying geographical areas in the United States by combining census and survey data about people’s lifestyles and purchasing behavior with the mapping capabilities of GIS.



•



The spending power index (SPI) compares the average expenditure in a particular area for a product to the amount spent on that product nationally.



See PPT 8-25 through 8-29 for a review and application of a GIS. Ask students why they would use a demographic data or GIS vendor when the Census information is free.



See PPT 8-31 and 8-32



E. Competition in the Trade Area •



One of the powerful methods of measuring competition is over the Internet.



•



A more traditional method of accessing competitive information is through the Yellow Pages of the telephone book, also available on CD-ROM.



•



Other sources of competitive information are: directories published by trade association, chambers of commerce, Chain Store Guide, International Council of Shopping Centers, Urban Land Institute, local newspaper advertising departments, municipal and county governments, specialized trade magazines, and list brokers.



•



A relatively easy way of determining level of competition is to calculate total square
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footage of retail space devoted to a type of store per household. The higher the ratio, the higher the level of competition. •



Competitive analyses are easiest for large chains selling commodity-type merchandise such as grocery stores.



•



These analyses are generally more difficult for retailers with few outlets that carry exclusive merchandise.



V. Estimating Potential Sales for a Store Site •



See PPT 8-33



A number of complementary analytical methods are used to measure the sales potential of trade areas. Three methods include Huff’s Gravity Model, regression analysis and the analog method, all described below.



A. Huff Gravity Model •



This model, following Newton’s law of gravity, is based on the premise that the probability that a given customer will shop in a particular store or shopping center becomes larger as the size of the store or center grows and the distance or travel time from customers to the store or center shrinks.



•



The objective of Huff’s approach is to determine the probability that a customer residing in a particular area will shop at a particular store or shopping center.



•



To forecast sales, the location analyst multiplies the probability that the customer will shop at a particular place by an estimate of the customer’s expenses. Then, all the estimated expenditures in an area are aggregated to estimate sales from the area.



See PPT 8-34 through 8-37 for an application of the Huff Gravity Model Pick two shopping centers, one big and one small. Draw them on the board, and put an X in the middle. Ask students if the two centers were equidistant from where they lived, where would they shop and why. They would hopefully say they would shop at the bigger center because it has a bigger assortment. Now move the X closer to the smaller center and re-ask the question. As the X gets closer to the smaller center, the propensity of the students to shop at the smaller center will get larger. Now ask them if a close location is more important for convenience goods or specialty goods. Of course, it is more important for convenience goods. This explains the exponent.



B. Regression Analysis •



Regression analysis is a common method of defining retail trade area potential for
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See PPT 8-38 and 8-39 for a Regression Analysis application



retail chains with greater than 20 stores. Although multiple regression analysis uses logic similar to that of the analog approach, it uses statistics rather than judgement to predict sales for a new store. •



The first two steps in multiple regression analysis are the same as those in the analog approach. But then, a mathematical equation is derived.



•



Using “canned” statistical packages, three steps are followed to develop the multiple regression equation: 1. Select appropriate measures of performance, such as per capita sales or market share. 2. Select a set of variables that may be useful in predicting performance. 3. Solve the regression equation and use it to project performance for future sites.



•



Regression analysis does have limitations. To be reliable, a large database is required. The analyst must be properly trained and must adhere to strict statistical procedures. Finally, since regression is an averaging technique, it seldom identifies extremely good or extremely poor potential locations.



C. Analog Approach •



The analog approach could just as easily be called the similar store approach. This is divided into three steps.



•



First, the current trade area is determined by using a technique known as customer spotting, described in an earlier section.



•



Second, based on the density of customers from the store, the primary, secondary, and tertiary trade area zones are defined.



•



Finally, the characteristics of a current store are matched with potential new store locations to determine the best site.
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VI. Illustration of Site Selection: Edward Beiner Optical •



Edward Beiner Optical is a South Miami, Florida store specializing in upper-end, high-fashion eyewear. It has one store in a Main Street location.



•



Edward Beiner finds its Main Street location attractive with lower rent than a shopping mall and good pedestrian traffic and competition is not intense.



•



Edward Beiner would like to find a new location whose trade area has similar characteristics.



•



Using the analog approach, Edward Beiner takes four steps as follows.



•



Step One: Competitive analysis is conducted on 4 potential sites, indicating site B as most preferred based on high trade area potential and relatively low competition.



•



Step Two: Definition of the trade area comes next through the customer spotting technique.



•



Step Three: Trade area characteristics were studied through reports generated by ESRI GIS.



•



Step Four: Characteristics of the present trade area are matched with potential sites to find the best option.



PPTs 8-40 through 8-44 support the Edward Beiner illustration.



VII. Negotiating a Lease A. Types of Leases •



See PPT 7-45 Most retailers lease store sites. There are two basic types of leases: percentage lease and fixed-rate lease. See PPT 8-46



1. Percentage lease •



Rent is based on a percentage of sales. Rents go up and down with sales and
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inflation. Percentage lease with specified maximum/minimum •



Maximum-Retailer pays percentage of sales up to a maximum point.



•



Minimum-Retailer pays minimum amount no matter how low sales are. Sliding scale



•



Percentage/sale amount decreases in specified dollar amount intervals as sales go up (e.g., 4% for first $200,000, 3% for sales >$200,000) See PPT 8-47



B. Fixed-Rate Lease •



Commonly used by community and neighborhood centers and not as popular as % based leases. Retailer pays fixed monthly rent for the life of the lease. Graduated lease



•



Changing fixed rent payments (i.e. first 3 years-$1,000 per month, next 5 years$1,250 per month.) Maintenance-increaselease



•



recoupment



May be used with any of the above leases where landlord may increase rent if expenses increase beyond a certain point. Net lease



•



May be used with any of the above leases where retailer pays all maintenance and utilities.



C. Terms of the lease •



Lease terms may often be slanted in favor of lessor. It is up to lessee (retailer) to make sure that its needs are accounted for.
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•



A prohibited use clause limits the landlord from leasing to tenants that take up parking but do not bring shoppers such as a bowling alley. Also, restricts against leasing to certain kinds of tenants such as bars, pornography retailers, etc.



•



An exclusive use clause prohibits the landlord from leasing to retailers selling competing products. A discount store for example, may not want another discounter leasing in the same center.



•



Some retailers may want to prohibit outparcels such as a bank or fast food establishment from being in the parking lot of the center although it is not physically attached to it. This is to prevent outparcels from limiting the view of the retailer from the street.



•



Retailers may specify in its lease that if a complimentary retailer leaves the shopping center, it has the option of canceling the lease.



•



An escape clause allows the retailer to terminate its lease if sale don’t reach a certain level after a specified number of years and/or a specific co-tenant in the center terminates its lease.



•



Clauses may also be inserted to protect retailers from legal actions taken against the landlord.



VIII. Summary
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See PPT 8-48



See PPT 8-49



ANSWERS TO DISCUSSION QUESTIONS AND PROBLEMS 1.



What factors do retailers consider when evaluating an area of the country to locate stores? How do retailers determine the trade area for a store? The best areas for locating stores are those that generate the highest long-term profits for a retailer. Some of these factors include: (1) economic conditions, (2) competition, (3) strategic fit of the area’s population with the retailer’s target market, and (4) the costs of operating the stores. Retailers determine trade area by identifying primary, secondary and tertiary trade zones. The primary trading area is the area from which the shopping center or store derives 50-70 percent of its customers. The secondary trading area is the area generating 20-30 percent of its customers and the tertiary trading area includes remaining customers who shop at the site but come from far away. The appropriate definition of the three zones should be based on customer’s driving time. Some retailers use distance rather than driving time for this determination as it is easier to collect this information.



2.



When measuring trade areas, why is the analog approach not a good choice for a retailer with several hundred outlets? The analog approach could just as easily be called the similar store approach. This is divided into three steps. First, the current trade area is determined by using a technique known as customer spotting in which customers are identified and their locations are plotted on a map. Second, based on the density of customers from the store, the primary, secondary, and tertiary trade area zones are defined. Finally, the characteristics of a current store are matched with potential new store locations to determine the best site. The common method of defining retail trade area potential for retail chains with greater than 20 stores is multiple regression analysis. Although multiple regression analysis uses logic similar to that of the analog approach, it uses statistics rather than judgment to predict sales for a new store. The first two steps in multiple regression analysis are the same as those in the analog approach. But then, a mathematical equation is derived. Using “canned” statistical packages, three steps are followed to develop the multiple regression equation: 1. Select appropriate measures of performance, such as per capita sales or market share. 2.



Select a set of variables that may be useful in predicting performance.



3.



Solve the regression equation and use it to project performance for future sites.



Since the analog approach is “manual,” rather than using computer-aided statistics, it is cumbersome to use when the retailer has more than 20 or so stores.



3.



True Value Hardware Stores plans to open a new store. Two sites are available, both in middle-income neighborhood centers . One neighborhood is 20 years old and has been well maintained. The other has recently been built in a newly planned community. Which site is preferable for True Value? Why? Due to the high cost of home maintenance, middle-income neighborhoods are good candidates for a store such as True Value. The neighborhood that is 20 years old is a good choice, because the homes there will need repairs and continual maintenance. Since
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the homes in this neighborhood have been well maintained, the indication is that the homeowners do need supplies that True Value carries on a regular basis. The newly planned community may also be a good location, since new homes also will require regular maintenance. In addition, True Value will carry supplies that new homeowners need, such as picture hangers and other similar items. A new community also has the advantage of having a customer base that is not already loyal to any particular store. Thus, being the first hardware store may help them to develop a longterm customer base.



4.



Trade areas are often described as concentric circles emanating from a store or shopping center. Why is this practice used? Suggest an alternative method. Which would you use if you owned a store in need of a trade area analysis? In general, consumers would prefer to shop within their area(s) of primary residence so as to minimize travel and other times. The more a consumer has to travel to obtain a product, the more the actual physical and opportunity costs (of time) for the consumersomething the consumer would do only for lower priced products or for unique merchandise. Due to these shopping behaviors of most consumers, trading area polygons assume that a majority of the consumers would come to a store or center from areas closest to it, while number of consumers arriving at a store or center would decrease as with increasing distance from the store or center. The idea of concentric circles makes sense since consumers may arrive from any direction. An alternate method could be to use city blocks especially in well-laid, planned or newer cities. Here, city squares could be used, since the major streets traversed run north-south and east-west. Depending on the trade area being considered, either method could be used, but adapted to the specific region by considering the major roadways, travel conditions, natural and artificial barriers as well as the type of store for which the analysis is being done.



5.



Under what circumstances would a retailer use the analog approach for estimating demand for a new store? What about regression? The analog approach is also called the similar store approach since it attempts to match the current store's trading area characteristics with potential new areas having similar characteristics. Retailers would use this approach when it is indeed possible to identify trading areas with similar characteristics. Also, the analog approach works best when a retailer has a relatively small number of outlets (say, 20 or fewer). As the number of stores increases, it becomes more difficult to organize the data in a meaningful way. The regression approach is best when there are multiple variables expected to explain sales, since it is difficult to keep track of multiple predictor variables when using a manual system like the analog approach. However, more number of data points (i.e., prior stores) are needed for the regression results to be reliable. Also, proper training is needed to run regression analysis and interpret the results. In general, the analog approach may provide a better qualitative assessment of good or poor potential locations, while the regression approach provides a quantitative average of potential in an area.
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6.



Some specialty stores prefer to locate next to or close to an anchor store. But, Little Caesars, a take out pizza retailer typically found in strip centers, wants to be at the end of the center away from the supermarket anchor. Why? Little Caesar’s prefers to locate away from the supermarket anchor for several reasons. In terms of parking, spaces in front of supermarkets are quite often the first places to be taken. By locating away from the anchor, Little Caesar’s assures its customers of convenient parking. Locations at the end of the center also are usually close, convenient and visible to the street. Visibility from the street is also important to Little Caesar’s.



7.



Retailers have a choice of locating on a mall’s main floor or second or third level. Typically, the main floor offers the best, but most expensive locations. Why would specialty stores such as Radio Shack and Foot Locker choose the second or third floor? These two stores are destination stores with a national reputation. When people are in the market for an electronic “doohickey” or athletic shoes, they will search out the stores that carry them. As such, the customer will be willing to walk to a second or third floor. Stores like these do not necessarily need to be in a highly visible area {with the highest rent).



8.



What retail locations are best for department stores, consumer electronics category killers, specialty apparel stores, and warehouse stores? Discuss your rationale. Department stores often occupy anchor positions in traditional shopping centers offering them good pedestrian traffic and other incentives. Their location in shopping centers provides a number of nearby complementary retailers to offer added convenience and variety to shoppers. Consumer electronics category killers are considered destination stores. This enables them to take advantage of a number of benefits such as increased parking and convenience for customers and lower rents. Given their need for space and their position as destination stores with good attraction capabilities, warehouse stores often choose to locate on freestanding sites with ample parking.



9.



If you were considering the ownership of a Taco Bell franchise, what would you want to know about the location in terms of traffic, population, income, employment, and competition? What else would need to be researched about a potential location? Several factors should be considered in learning about a potential franchise location. In terms of traffic, the potential franchisee should learn how much vehicle (or in a food court, pedestrian) traffic passes the site and at what times of day. In terms of population, the potential franchisee need to know both the actual population figures and projections of growth. Is the area growing, stagnating or decreasing in terms of population? In terms of income and employment, the potential franchisee should consider the level of employment and incomes within its expected trade areas. In terms of competition, the potential franchisee should look at the number and type of similar retailers in the immediate area to be certain the area is not over-stored. In addition, the prospective franchisee should consider whether the location is considered part of an exclusive territory (no other Taco Bells in the immediate area) and how large the exclusive trade area will be.
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10.



P.F. Chang’s China Bistro, Inc. will launch a new Japanese restaurant concept in the first quarter of 2006. The restaurant will have higher prices than P.F. Chang’s China Bistro. What locations should be considered for the Japanese restaurant concept to attract the desired target audience and avoid cannibalizing sales from the China Bistro? In selecting sites for the new Japanese restaurant, P.F. Chang’s should carefully consider trade area characteristics. With a higher priced offering, the restaurants would seem a better fit for higher income areas. The firm should also consider economic conditions of the area, competing restaurants and food retailers, strategic fit between the target market for the new concept and the area, and operating costs of acquiring locations in the areas. Cannibalization, taking sales away from existing China Bistro locations, may not be a significant issue here as the company is attempting a new venture aimed at a new target market. To the extent that the new locations are projected to increase overall company revenues, the chains may locate in the same areas. In fact, this level of market presence should act as a deterrent to competing restaurants who may be considering locating in the same areas.



11.



Consider the merger of Sears and Kmart stores. Company executives are considering converting hundreds of Kmarts into Sears stores. This strategy would move Sears stores out of malls and into freestanding or strip center locations. What are the pros and cons of this decision? How would this move impact a consumer shopping for appliances, tools or apparel? This planned strategy will move Sears stores out of their traditional role as mall anchors and into the freestanding and strip centers location more frequently occupied by category killers and discounters. Pros of this approach are the ability to provide more direct access for customers seeking large items such as appliances, and the ability to compete more directly with the category killers and discounters selling similar hard goods merchandise. Consumers who typically shop for tools or appliances at Home Depot may be more willing to patronize a Sears store operating in a very similar retail format. Cons of this approach are the risk of consumer confusion which may result from relocating a timetested retailer like Sears and also the potential damage to soft goods and fashion merchandise consumers would more likely expect to find in traditional mall locations.
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12.



A drugstore is considering opening a new location at shopping center A, with hopes of capturing sales from a new neighborhood under construction. Two other shopping centers located nearby, B and C, will provide competition. Using the following information and Huff's probability model, determine the probability that residents of the new neighborhood will shop at shopping center A. Shopping center



Size (000 Sq. Ft.)



A B C



3,500 1,500 300



Distance from new Neighborhood (miles 4 5 3



Assume that b = 2 and NNR = New Neighborhood Resident P(NNR/A) =



P(NNR/A) =



P(NNR/A) =



3,500 ÷ 4 2 (3,500 ÷ 4 2 ) + ( 1,500 ÷ 5 2) + (300 ÷ 32) 218.75 218.75 + 60 + 33.33 .70 OR 70% probability that a resident of the new neighborhood will purchase drugstore products at a drugstore in Shopping Center “A.”
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