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The Impact Assessment on Trade Area and the Regulations on
Entry of the Large-scale Store

Cho, Chunhan’, Jung, Gang Ok’, Chung, Hwan", Kim, Juyoung ™~

ABSTRACT

The Distribution Industry Development Act of Korea requires the impact assessment on trade area prior to the
opening of large-scale store. In this paper, we investigate the basic concept of the impact assessment on trade
area, and the relevant regulations and laws of foreign countries are reviewed. Also some suggestions for better
regulations and requirements have been made such as to conduct the impact assessment on trade area in a
reasonable scientific way. Another suggestion is that it needs to change the purpose of regulation from protecting
local merchants to satisfying the interests of consumers and developing revitalization of the region.

Looking at the guidance, regulations and ordinances on the entry of new stores in major foreign countries, it can
be classified into indirect and direct ones. In addition, the purpose of regulation also can be divided into the one
that prevent them from entering the downtown areas of the city and the other that prevent them from going out to
the suburb regions. As each country differs its economic development stage, consumer's economic activities, and
life styles, appropriate regulatory directions are set according to the situations. The recent trend seems to be that
the regulation of large-scale store entry is changing so that large-scale stores will be developed to use for
community development under urban planning or regional revitalization schemes, Following table shows the

summary of regulations of major foreign countries.

<Table 1> Major Country’s Regulations on Large-scale Store Entry and Its Contens

Country Type Law, Ordinance, etc. Contents
Zoning Ordinance, * The local government regulates the opening of large-scale stores by
Comprehensive Plan, utilizing the comprehensive plan and the local council to enact and
USA Indirect Development Moratoria, revise the zoning ordinances aimed at preventing traffic congestion
Economic Impact Analysis, and noise and protecting the environment and also requires

etc. economic impact analysis, etc.
. Planning Policy Guidance 6, | ¢ In the past, the retail plan aimed to open a large-scale store in the
England | Indirect . . . . .

Planning Policy Statement 6, suburbs with deregulation. Retail needs assessments are conducted

* Professor, Department of Business Adminstration, Gyeonggi College of Science and Technology(chcho@gtec.co.kr), First Author
** Professor, Department of Business Administration, Hannam University(gojung@hnu.kr), Co-author
*** Professor of Marketing, Konkuk University(hchung526@konkuk.ac.kr), Co-author
**x% Professor of Marketing, Sogang University(jkimsg@sogang.ac.kr), Corresponding Author
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Country Type Law, Ordinance, etc. Contents
. . . recently for the purpose of preventing the opening of large-scale
National Planning Policy Y PUTpose P & PENg OF fatee
stores in the suburbs in order to promote the revitalization of
Framework
downtown areas.
Royer Law, * For the purpose of protecting small and medium-sized retail stores, it
Direct Raffarin Law, is required to obtain entry permission from the regional zoning board
Economic Modernization in the city. But the size criteria of the regulations on retail stores has
France
Act been eased recently.
. . * Urban planning regulates the location and area of large-scale stores
Indirect Urban Planning Law P . g Tegu . &
for the sustainable development of cities.
* Regulations on large-scale store opening are enforced if it is expected
to seriously reduce sales of major items in existing small and
Retail Ordinance, Building mediums-sized stores within trade area. Although there are some
Germany | Indirect Code, restrictions on store location and size by building code and land
Land Utilization Ordinance utilization ordinance, the entry regulation of large-scale stores is
adjusted or removed to promoting regional revitalization for the
purpose of regional development by local government,
Large-scale Retail Stores ¢ For the purpose of protecting small and medium-sized store, central
Law, government and municipality of Japan have enforced several
Act on the Measures by regulations to large-scale stores such as preliminary assessment
Large-scale Retail Stores for report, store location and size, opening date, business hours, and
Direct Preservation of Living number of closure days since 1959. Central government and
Environment, municipality have changed the directions of large-scale store
Japan Act on Special Measures for regulations has shifted to enhancing the competitiveness of small and
the Adjustment of Retail medium-sized retailers and improving surrounding environments of
Business large-scale stores lately.
. . ¢ In order to measure the problem of innner city decline, restrictions
City Planning Act, . . .
. Lo have been eased by suppressing the opening of large-scale stores in
Indirect Revitalization of Urban . S .
the suburbs while facilitating the opening of large-scale stores as
Centers Act .
special cases by local governments recently.
* In 2004, initial draft on regulations on urban commercial network
Regulations on Urban planning and management was enacted to regulate indiscriminate
Commercial Network openings of large-scale stores. But final version was not released
China Indirect | Planning and Management, until recently. The municipal authority was notified to prepare an

Urban Commercial Network
Planning

urban commercial network planning and it is expected that
regulations on opening large-scale stores will be implemented based
on it.

This paper suggests the direction for improving the impact assessment on trade area by presenting two

examples of studies, one study that measures the effect of entering a new store while including various factors in

advanced quantitative methods, and the other study that attempts to grasp the changes in the consumer's purchase

pattern. In both studies, customers and local stores were classified into groups that considered the distance. Credit

card usage data purchased by each customer group from every local store group were used.
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<Table 2> Impact of Large Retail Store Opening to Trade Area within 10Km

Restaurants Fashion Stores Supermarkets
( SEE.) p-value ( SFE.) p-value ( SFE.) p-value
(number oi“ncustorners) (.600260537) 0.002 (-(())135O 38) 0.044 (-..(())1127(334) 0.152
ey oo | O | oy | % | o |00
N of samples 19,035 11,919 7,780

The first study examined how the store performance of the surrounding trade area changed after the opening of
the large-scale store from the perspective of the retailer-oriented trade area. In order to investigate how the effect
on the surrounding commercial areas of large-scale stores varies depending on the type of business, we
investigated three types of business: restaurants, fashion stores, and supermarkets as shown above <Table 2>.

In this section, a double-difference regression method was used, which has been applied to determine the
impact of before and after policy implementation, and a propensity score-matching method was used to find
similar comparison areas.

In addition, the regression model was estimated using the Feasible Generalized Least Squares Method because
there was heteroscedasticity and autocorrelation due to the characteristics of monthly panel data over a long
period of time as a result of the LM test and Wooldridge test. According to the results, new opening of large retail
store has a wide influence on the surrounding trade areas, and their ranges vary depending on the type of industry.
For example, in the case of restaurants, a change in store performance is seen in the 7.5~10km distance section,
whereas in the case of supermarket, the change is seen only within Skm. In addition, it was found that the effect of
opening a large retail store varies in distance somewhat unexpectedly. For example, a positive change occurs at a
short distance and a negative change occurs at a long distance.

The second study attempted to study consumer trade are from a buyer's point of view, in contrast to the fact
that the traditional trade area study was mainly seller-oriented. ANCOVA was used for each industry to
estimate whether consumers' purchase was changed before and after a large-scale store entry, taking into
account the distance of the store group and the the consumer group. In terms of consumer trade area, it was
possible to find out more precisely the scope of trade area zone by identifying the residential areas of
consumers who purchase from the new large-scale stores, and it was possible to better understand whether
consumers in the area change their purchasing stores for different industries, respectively.

As shown in <Figure 1> below, the results show that the overall purchase volume of local stores has increased
unexpectedly since the entry of large retail stores, and that some industries such as fashion stores have decreased.
The influence was greater in consumers who lived farther than 10km, and it could be interpreted that the effect of
the large-scale store would be greater in the case of fashion product stores. We think the reason why consumers

who purchase fashion items, usually visit by automobile.
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Average Monthly Sales

.ﬁl

Before  After

<Figure 1> Average Monthly Sales

p

After excluding large retailer

It is important, but this study don’t fully take into account the following fact. When a decision is made that a

large-scale store would open, the existing stores is eager to change their menu, assortment, strategy, or even

ownership in advance to compete against the large-scale stores. If relevant data could be obtained or available, it

is necessary to devise a new analytical model and method. In the end, the implications, limitations and future

research directions based on the study results are discussed and suggested.

Keywords : Impact assessment on trade area, Regulations on large-scale store entry, Trade area, Retailer trade

area, Consumer trade area, Double-difference regression method, ANCOVA (Analysis of Covariance)






