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Business Location and Clustering Strategy

There is an old adage in real estate:  “There are only three reasons for success in retailing – location, location, location.”  Today’s retailer has a multitude of location choices.  The strip center, the freestanding building, the enclosed mall, and a variety of small shopping centers all compete with the downtown commercial district for tenants.

In order to attract retail tenants, the downtown manager should understand three specific elements of the retail site selection process:

· A review of how retail businesses use market data to select sites

· A review of the information required to differentiate the downtown commercial district from its competition

· A summary of techniques used to identify retail location clusters

How Businesses Use Market Data

The first step in the site selection process is to develop a customer profile for the business.  Before considering site criteria differences such as traffic, visibility or cost, a business will first look at the market to identify potential areas in which to locate.  Every retail business has its own unique customer profile.  Even convenience stores, which offer similar products, have different customers.

Retail businesses rely on market comparisons to identify potential areas for expansion.  Stores try to duplicate the success of their existing stores by locating in areas with similar market profiles.  Obviously, chain store operations will have more detailed market profiles than mom-and-pop stores.  The demographic information typically used to develop this comparative profile includes:

· Age

· Family size

· Household and personal (per capita) income

· Customer buying habits and points of origin

· Employment patterns

· Housing characteristics

The type of information, and the level of detail required, will vary by business.  Some businesses require unique demographic information to make their site selection decisions.

A downtown manager can influence a retailer’s site choice by understanding the business’s unique market criteria.  The program manager can also use this information to develop appropriate marketing and leasing materials for the business.  Downtown retail prospects are often lost because of a failure to present pertinent information.

Additional market information is required for the final site selection, but the following examples illustrate how market information needs vary by business:

Food Stores

· Total population (identify subgroups that could distort data, i.e. group quarters, military)

· Household income

Discount Stores

· Population characteristics (primarily the blue-collar portion of the local/regional population)

· Occupation

· Household size

· Household and personal income

Home improvement centers

· Population characteristics (primarily aimed at middle-income population)

· Housing characteristics (age and ownership)

Apparel

· Population (lifestyle analysis)

· Household and personal income

Toy store

· Household composition

· Age cohorts

· Household income of parents or grandparents

Restaurants

· Resident population (exclusive of motel, interstate or tourist population)

· Daytime employment

Differentiating Downtown from the Competition

Successful leasing agents know how to successfully differentiate their projects from the competition.  This ability is particularly important in a "soft” market, when there is an abundance of commercial space available in the market area at low prices.  A leasing agent differentiates his or her project from other projects by identifying advantages or selling points.  In order to attract tenants, the downtown commercial district must also be differentiated from the competition.  This will help the downtown solidify its position in the marketplace and facilitate leasing.  The program manager must understand the inventory and leasing characteristics of both the competition’s and the downtown’s real estate.

Asset inventory and retail mix analysis are two essential elements of a successful downtown leasing strategy.

Asset Inventory: Program managers help lease downtown space by facilitating the development of marketing and leasing plans.  These plans build on strengths and compensate for leasing weaknesses.

An asset inventory is a useful way to assess real estate.  The inventory helps to identify downtown’s competitive advantages.  The inventory is conducted for both the downtown and the competition.

The competition is identified through consumer surveys, interviews, and fieldwork.  Once the competition is identified, the following information should be obtained for each competitor:

· Location

· Physical characteristics

· Amenities

· Owner/leasing agent

· Leasing terms

In addition to assessing the competition, the downtown management program should also evaluate downtown real estate.  The program should gather the following information about downtown properties:

· Ownership

· Tenants

· Leasing/sales terms

· Property maintenance

· Amenities

· Surrounding conditions

Retail Mix Analysis: A successful leasing program requires that the downtown management organization develop a marketing position that is distinct from the downtown’s competition.  This position is partially determined by the existing retail base.  Classifying these businesses by type of goods and services sold helps determine the appropriate retail mix.  The appropriate mix of goods and services will help enable the downtown to generate the maximum retail sales possible.  This is accomplished either by increasing the purchases of existing customers or by attracting new customers to the downtown.

Retail mix information, used in conjunction with a market analysis, provides a framework for a retail-leasing plan.  Retail businesses are classified in the following way:

· Convenience goods and services are goods and services that consumers buy frequently and are of a standard price and quality.  Examples of convenience goods stores include: building material stores (hardware, paint and glass, garden, etc.); food dealers (grocery, delicatessen, bakery, meat and fish); eating and drinking establishments; specialty goods (florists, liquor, drug); personal services (laundry, photo, hair salon, shoe repair).

· Shoppers goods are also known as department store type merchandise.  Stores that carry these goods are usually found in regional shopping centers.  Examples of shoppers goods stores include: general merchandise (department stores, discount stores, variety); apparel stores (clothing, shoes); furniture (home furnishing and accessories, radio and TV, music); specialty stores (sporting goods, books, stationary, jewelry, hobby, toy, gift, novelty, antiques, arts and crafts). 

· Non-retail is a generic category used to describe non-retail business.  A retail store is one that keeps regular hours, is open to walk-in traffic and has a cash register.  Examples of non-retail businesses include: service businesses (accountants, finance officers, lawyers, real estate agents); offices (corporations); warehouses (showrooms, wholesalers, storage).

Retail Cluster Identification

Location is very important to a retailer’s success.  Good merchandising and advertising can minimize – but never eliminate – the adverse effect of a bad location.  Specialty retailers with limited markets are particularly vulnerable to poor locations.

While the elements that make one site more desirable than another vary according to the business, the objective is always the same: a good location is one that maximizes sales and generates a profit for the business.

In retail centers, a good location often means locating near stores that generate similar customer traffic.  The more traffic, the more sales that can potentially be generated.  This concept of locating stores to maximize traffic is called clustering.  Clustering enables a group of businesses to attract more customers and repeat business by developing a critical mass.  This critical mass generates a greater amount of traffic than any single store.

Shopping centers have long used the principles of cluster analysis to place individual stores in their facilities.  Although downtown retail centers do not have leasing controls such as they do in malls, building on existing retail clusters and creating new ones through solid, long-term management and effective incentive programs can strengthen the downtown’s overall retail performance.

There are many different kinds of retail clusters in the marketplace – specialty, high-end, outlet centers, hobby centers, etc.  New concepts are constantly being tried as developers search for ways to attract customers to their projects.  Some of the most common types of retail clusters are:

· Customer compatible clusters.  These retail businesses share a particular market characteristic.  The stores sell different products, but the customers have similar habits or preferences.  Often called vertical market clusters, these clusters vary according to age, sex, income, etc.  Examples of customer compatible markets are:

· Businesses serving low-income customers – pawn shops, rent-to-own stores, thrift stores, big-lot grocery stores

· Businesses serving elderly customers – drug stores, medical equipment stores, cafeterias, hair salons, bookstores

· Businesses serving rural customers – feed-and-grain stores, fabric stores, western wear, music stores

· Business serving discount oriented customers – outlet stores

· Customer complementary clusters.  Also called companion clusters, these clusters are similar to customer compatible clusters because the businesses share the same market characteristics.  The products sold by these businesses complement one another, however, unlike the compatible cluster businesses whose goods and services are unrelated.  Complementary cluster businesses carry goods and services that are used in conjunction with one another.  Examples of customer complementary clusters include:

· Department store type goods cluster – jewelry store, women and men’s clothing, children’s store, linen and bath, restaurant

· Auto care cluster – tires, car wash, body shop, insurance

· Women’s apparel – clothing, jewelry, shoes, accessories, hair salon

· Competitive clusters.  These businesses sell the same or similar products.  They can appeal to the same or different market characteristics.  This type of cluster is also referred to as the comparison cluster because the customer is able to compare goods for price and style.  Examples of competitive cluster businesses include:

· Restaurant row

· Furniture stores

· Auto dealers

· Banks or financial centers

· Shoe stores

· Jewelry stores
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