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INTRODUCTION 

States and municipalities have long evaluated the impact that large retail development projects 

may have on such things as traffic and the environment.  Some are now adopting policies that 

require that the economic and fiscal impact of these developments be considered as well. 

These policies typically have two key components:  

 They require that an independent study of the economic and fiscal impact of the retail 

development be conducted by a qualified analyst selected by the municipality and paid 

for by a fee assessed to the developer.  

 They establish a standard that the project must meet in order to be approved.  The 

policy may say, for example, that the planning board (or city council or other permitting 

authority) may approve the development only if it concludes, based on the data provided 

by the study and other evidence submitted, that the project will not have an undue 

adverse impact on the community or that the benefits of the development will outweigh 

the costs.  

A growing number of cities and towns are incorporating these types of policies into their zoning 

codes.  At the state level, Vermont has long required a review of the fiscal impact (i.e., the effect 

on local government revenue and costs) of large development projects through its Act 250, 

which became law in 1970.  More recently, Maine adopted the Informed Growth Act, which 

requires a comprehensive economic impact study for proposed retail stores of 75,000 square 

feet or larger, and stipulates that such a development may be approved only if the town 

concludes that it would not have an undue adverse impact.  

The Purpose of this Guidebook 

This guidebook is designed to give municipal officials and concerned citizens an understanding 

of how retail impact studies are conducted and what types of data and analysis they provide.  

Although written in an accessible style, this guide is intended to familiarize readers with the 

process and terminology of economic impact analysis.  As such, it may feel a bit technical at 

times, but should leave readers better equipped to evaluate and use the findings of these 

studies.   

For Maine municipal officials, this guidebook is part of a larger package of resources designed 

to assist towns in implementing the Informed Growth Act and getting the most out of this new 

development review tool.  These resources are available at www.informedgrowthact.com and 

include:  

 Answers to Common Questions about Maine's Informed Growth Act ð A Q&A that 

describes how the law works and addresses common questions about it.  
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 Municipal Forms Package ð A set of sample forms that towns may use, including a 

"Checklist," which guides town officials through the steps and deadlines established by 

the Informed Growth Act, and a  "Municipal Decision Form," which guides officials 

through the process of making findings of fact and determining whether a proposed 

development would have an undue adverse impact.  

Steps in the Process  

Here are the main steps involved a typical impact review for retail development:   

ü 1. A developer files an application for a project large enough to trigger an economic 
impact review. 

The size at which a retail development must undergo an economic impact review varies 

by jurisdiction.  In Maine, projects involving stores of 75,000 square feet or larger trigger 

the provisions of the Informed Growth Act.  Several different types of retailers currently 

develop and operate stores of this scale.  See Appendix A: Large-Scale Retail 

Formats for a description of these store types.  

By the time an application for such a development is filed, the applicant typically will 

have secured a site, evaluated the market demand in the region, and prepared 

preliminary site plans.  In addition, many developers put forth economic and fiscal impact 

numbers for the project.  These values are based on the activity forecast to occur within 

the project, including construction, retail sales, employment, and tax revenue.   

However, these figures provide only a partial picture of the economic and fiscal impact of 

the development.  Those millions of dollars in sales and the associated tax revenue and 

employment do not exist in a vacuum.  The new store will be inserted into an existing 

economic ecosystem, which must be fully understood in order to evaluate the likely 

changes in spending patterns, employment, tax revenue, and public costs the new store 

will bring.   

ü 2.  Municipal officials (i.e., the planning board, city council, or other permitting authority as 

specified by municipal or state statute) retain a qualified consultant to prepare an impact 

analysis for the proposed development 

Cities typically find a consultant through a request-for-proposals process.  In Maine, the 

State Planning Office maintains a list of qualified preparers for municipalities to choose 

from when implementing the Informed Growth Act.  In contracting with the consultant, 

the town should specify the scope of the study, which, in the case of many municipal 

impact review policies, as well as the Informed Growth Act, is defined within the law.  
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ü 3. The consultant conducts the study.  

There are typically four phases in analyzing the economic and fiscal impact of a 

proposed retail development:   

First, in order to evaluate the impact a new large-scale retailer will have on the local and 

regional economy and community, that new retailer itself must be carefully analyzed.  

Large discount stores offer tens of thousands of individual products across multiple lines 

of goods, which may or may not overlap with the inventory of existing local and regional 

businesses and may or may not add diversity in public choice.  The analyst must identify 

the lines of goods to be offered by the new retailer, forecast the sales for each line of 

goods, and estimate the jobs and wages associated with the forecast sales.  

Second, the consultant must gain a thorough understanding of the existing retail activity 

and conditions within the region.  This includes determining the extent of the retail 

market area, quantifying both the demand for and actual retail sales in the market area 

by line of goods, quantifying retail employment in the area, and analyzing other aspects 

of retail activity in the region.  

Third, the analyst must examine how the existing retail economy will likely respond to the 

new retail store.  The primary consideration here is just how much of the retailer's 

projected sales will be drawn from existing merchants and how much will be new to the 

locality.  Analysts often develop this forecast into probable ranges, reflecting the 

medium, or most probable, scenario, as well as the high and low end of the forecast.  

Finally, the analyst projects the impact on retail employment, wages, tax revenue, 

municipal costs, and other factors.  Just as a traffic analysis cannot determine the exact 

number of car trips a development will generate, forecasting economic impacts is not an 

exact science.  However, like a traffic analysis, an economic impact analysis can 

forecast impacts that are reasonably close to the mark and sufficiently reliable to serve 

as a basis for evaluating the overall impact of a retail development proposal.   

ü 4.  After the study is submitted to the town, municipal officials then hold a public hearing, 
providing an opportunity for citizens, the developer, neighboring municipalities, and 
others to offer testimony on the findings of the study and the impact of the proposed 
development.  

ü 5.  Municipal officials review the study and any data and testimony submitted by the 
applicant and others, and make a determination as to whether the development meets the 
standard set forth in the policy. 
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What Follows in this Guide 

The remainder of this guidebook focuses on the third step in the process: how the consultant 

conducts the analysis.  The methodology described here is the approach used by Civic 

Economics.  While other firms and analysts may follow other approaches and call upon other 

data, the fundamental principles should be the same.  That is, any credible analysis must begin 

with an understanding both of the practices of the proposed large-scale retailer and of local 

retail conditions, then proceed to forecast the economic and fiscal impact of inserting that 

retailer into the local and regional economy. 
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1. ANALYSIS OF THE PROPOSED RETAIL STORE 

Identifying the Lines of Goods to be Offered by the Proposed Retailer 

The analyst must first identify the lines of goods to be offered by the proposed retailer. The 

North American Industry Classification System (NAICS) provides a thorough categorization of 

all businesses and a useful system for categorizing the lines of goods sold in a retail store.  The 

broadest classifications are in the two digit range, and increasing specialization is represented 

by additional digits.  Retail 

businesses are found in the 44 and 

45 segments. 

For a typical discount department 

store, the lines of goods in the table 

at right will be represented.  A 

ñsupercenterò retailer will generally 

add a full service grocery to those 

categories.  For some types of large 

format retail, NAICS includes specific 

classifications.  For example, ñhome 

centersò and ñwarehouse clubsò are 

now listed independently. 

Retail Categories Comprising General Retail

NAICS

4413

442

4431

4442

4461

448

451

452

453

LINES OF GOODS

Auto Parts, Accessories, and Tire Stores

Furniture and Home Furnishing Stores

Electronics and Appliance Stores

Lawn and Garden Equipment and Supply Stores

Health and Personal Care Stores

Clothing and Clothing Accessories Stores

Sporting Goods, Hobby, Book, and Music Stores

General Merchandise Stores

Miscellaneous Store Retailers

Source: US Census Bureau, Civic Economics

OVERVIEW: The analysis begins with a careful study of the large-scale retailer proposed 
for the community.  Large discount stores offer tens of thousands of individual products 
across multiple lines of goods, which may or may not overlap with the inventory of existing 
local and regional businesses and may or may not add diversity in public choice.  
Therefore, the analyst will first: 

 Identify the lines of goods to be offered by the proposed retailer. 

 Forecast the sales for each line of goods. 

 Estimate the jobs and wages associated with the forecast sales. 

GLOSSARY: Sales per square foot is a standard measure of a retailerôs performance and 
refers to annual revenue.  General retail, as used here, is a cluster of product segments 
offered by a discount department store. 

DATA SOURCES: Discussions with company officials; ESRI-BIS and/or Claritas; corporate 
annual reports. 
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Forecasting Sales by Line of Goods in the Proposed Store 

Once the composition of the store is identified, the analyst should then proceed to estimate the 

sales of each line of goods to be offered by the proposed retailer.  Methodologies here may 

vary.  The process often involves determining how much space the store will devote to each line 

of goods and what the sales per square foot will be in those categories.  The primary source of 

information is the corporation's Annual Report and the filings required by the Securities 

Exchange Commission (SEC).  In these documents, firms provide an extraordinary range of 

information about business practices.  In addition, investment analysts routinely review the 

business practices of major retailers.  It is from such information that consultants specializing in 

retail impact analysis develop space allocation and average sales per square foot for particular 

retailers. 

The emergence of supercenter retailing has added to the complexity of this task.  Until recently, 

the bulk of grocery sales in a given jurisdiction were easily quantified.  However, an increasing 

share of grocery purchases take place in stores that are reported under other NAICS 

categories.  Corporate average sales per square foot in groceries provide only rough guidance 

because actual values vary widely by locale depending on local market conditions.  This 

variance plays a significant role in the ongoing reshuffling of markets among the major national 

and regional grocery chains and is, in turn, affected by that reshuffling.  One approach some 

economic analysts use is to forecast grocery sales in proposed supercenter retailers by applying 

current sales per square foot in grocery stores for the region to the space to be allocated in the 

supercenter. 

In any case, the goal is to forecast sales in the proposed retail store by line of goods.  There is 

no single methodology or data source for such an analysis.  Indeed, such forecasts reflect hard-

earned, in-house knowledge rather than any formulaic approach to the issue.  The analyst must 

be willing and able to visit examples of the proposed retailer, to procure and review investment 

analyst reports, and to maintain an ongoing knowledge base about the ever-evolving practices 

of large-scale retailers. 

The illustration below represents the proposed space allocation of a hypothetical 66,000 square 

foot retailer.  As you can see, not all 66,000 square feet will be allocated to grocery items as 

13,000 square feet is being dedicated to general merchandise and 9,000 square feet to various 

sales, service, and administrative needs. These square footages are important to note as they 

will affect the analysis in later stages. 
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This table, showing space allocation and sales by line of goods, is from a 1993 impact analysis 

prepared on behalf of the state of Vermont for a proposed retail development in St. Albans.  

 

Estimating Jobs and Wages at the Proposed Store 

The analysis of business practices will provide enough data to estimate jobs, wages, and 

benefits for local workers.  These estimates may vary substantially from those presented by 

project proponents.  The goal here is primarily to determine the share of store revenue that will 

be paid to local workers in the form of wages and benefits. 

The typical retail Annual Report provides a single, broad line item for ñGeneral & Administrativeò 

(G&A), which contains all labor costs and a number of other items, typically enumerated in a 

footnote.  The task of the analyst is to extrapolate from that gross figure the future spending on 

wages and benefits in the proposed new store.  Filings and investment reports and the specific 

expertise of the consultant will often provide additional detail for that task.  However, under all 

but the most unusual circumstances, the analyst should err on the side of allocating spending to 

labor at the retail level, in individual stores.  If portions of the G&A line item cannot be 

reasonably isolated, that should be assumed to occur in the individual markets where the 

company operates stores. 

The estimate of local labor costs will be expressed as a share of total revenue.  In order to lay 

the groundwork for forecasting employment change, these values should also be expressed as 

total jobs (both full-time and part-time) per unit of revenue.  If credible data sources make it 

possible, wage and employment may be further broken down to reflect hourly work and the 

range of job types to be provided. 
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2. ANALYSIS OF EXISTING RETAIL ACTIVITY IN THE REGION 
 

 

Determining the Market Area 

To understand the local retail economy, one must first determine the general boundaries of the 

retail markets served by the community.   

Market area patterns of various communities tend to follow consistent rules.  The most 

fundamental is that larger communities have a stronger retail draw than smaller communities.  

In Maine, for example, Greater Portland and Bangor routinely draw shoppers from a wide 

geographic area, whereas small towns and villages typically attract only those living in the 

immediate vicinity.  To gain an initial understanding of the boundaries of the market area to be 

studied, the analyst maps the interconnections between the host community and surrounding 

communities and applies a formula to each relationship that factors in both distance and size.  

The result is a reasonable approximation of the market area (also known as the "trade area"). 

The analyst then makes adjustments to this based on several factors.  One has to do with the 

lines of goods to be offered by the proposed large retailer.  Market areas for everyday needs, 

such as bread or gasoline, tend to be quite small, as even the smallest communities can provide 

such goods.  For less frequent and more expensive purchases, market areas begin to expand 

OVERVIEW: In the second phase of the study, the analyst develops a thorough 
understanding of the existing retail activity and conditions within the region.  The analyst 
will: 

 Determine the market area (the geographic area to be studied). 

 Quantify both the demand for and actual retail sales in the market area by line of 
goods. 

 Quantify retail employment and wages in the region. 

 Develop a more detailed understanding of the regionôs retail activity through site 
visits and/or surveys. 

GLOSSARY: Some of these terms may have a different meaning in common usage.  
Supply refers to actual retail sales.  Demand refers to expected retail sales based on 
average per capita spending patterns.  Surplus is said to exist where supply exceeds 
demand or where total sales are greater than can be accounted for by residents.  Deficit is 
said to exist where demand exceeds supply.  A deficit indicates leakage, or residents 
making purchases elsewhere. 

DATA SOURCES: ESRI-BIS and/or Claritas; US Census Bureauôs Economic Census. 
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greatly.  A rural resident may drive further for a good deal on a television than for bread, and 

further still for a dishwasher or a vehicle.   

Geographical features, such as mountains or bodies of water, may further alter market areas.  

In a Colorado analysis, for example, the strong boundary created by the winding passes across 

the Continental Divide and various roadless areas altered the market area of a mountain city a 

great deal.  In Alaska, ferry routes brought some very distant communities into the orbit of a 

study community, while nearer communities on paved roads felt little draw.  These boundaries 

are best understood by discussions with local residents and business owners and a review of 

transportation infrastructure in the region. 

Finally, market areas in many regions are impacted by other factors, such as the presence of 

tourists, niche specialization in particular communities, or the location of ñdestination retailò 

outlets.  Upon taking all these considerations into account, the analyst can identify a consensus 

market area for the lines of goods at issue in the analysis.   

Analysts can employ consumer surveying to help determine the extent of market areas, but this 

may be prohibitively expensive in many cases. 

Below are two sample market area maps. 

 

Note that market areas for the study communities are strongly affected by both transportation 

infrastructure and geographic features.  In Gunnison on the left, the market is defined by the 

broad arc of the continental divide to the east and the Black Canyon to the west.  In such a 

setting, there is little the community might offer to entice residents from adjacent market areas.  

In Homer on the right, note in particular the inclusion of roadless areas to the south.  In those 

communities, would-be shoppers must travel on a ferry that delivers them to Homer.   

RETAIL MARKET AREAS: GUNNISON, CO AND HOMER, AK
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In some cases, the area to be considered in the impact analysis is already specified by the 

permitting regulations.  For example, Maine's Informed Growth Act specifies that the 

"comprehensive economic impact area" to be considered "includes the municipality [where the 

store would be located] and its abutting municipalities."  The statutorily defined "impact area" 

and the "market area" will overlap, but may or may not be identical. 

In cases where the area to be analyzed is defined by statute, that impact area should be used 

for the analysis instead of the market area.  Please note, however, that under the Maine statute, 

the impact area "includes" the municipality and abutting municipalities, but does not prohibit the 

addition of other areas so as to evaluate the entire market area.  The terms "market area" and 

"impact area" are used interchangeably below. 

Comparing Demand with Actual Retail Sales in the Market Area by Line of Goods 

Having determined the lines of goods to be sold by the proposed large format retailer and the 

geographic extent of the impact area or market area, the  analyst then quantifies the volume of 

retail sales in the impact area (referred to as the "supply") and compares those figures with the 

amount of retail activity expected based on local population and demographic characteristics.  

This analysis is often referred to as a "retail gap" or "leakage" study.  It is a well-established tool 

of economic analysis and is widely and frequently prepared for communities of all sizes.  The 

purpose of this analysis in this context is to gain an understanding of where new retailers will 

likely reduce leakage and where they will likely redirect retail sales from existing stores in the 

impact area. 

Actual or estimated local sales figures should be established for each line of goods to be 

studied.  Proprietary datasets of sales are available for purchase from various data providers.  

In large communities, these datasets are generally reliable because public data for larger 

markets is less often subject to suppression.  Suppression is the withholding of public data in 

order to protect the privacy of businesses or individuals included in the dataset.  The smaller the 

community, the more likely one is to encounter widespread suppression.  For example, if a 

community has only one car dealership, public data will generally not reveal car sales in that 

jurisdiction.  Private sector data providers correct for suppression by applying various 

methodologies to fill in gaps in the data.  In our experience, these datasets are quite accurate, 

though sales for specific lines of goods in smaller markets may be easily adjusted by the analyst 

based on real world observations. 

Actual sales in the impact area are then compared to expected sales in the area.  Expected 

sales, or ñdemand,ò is based on population and demographic characteristics in the region.  Most 

analysts do not calculate demand in-house, relying instead on proprietary data providers.  

These data providers, moreover, allow potential demand to be estimated within highly 

customized geographic boundaries.  Although these statistical packages, offered by firms such 

as Claritas, have a cost associated with them, the fees are generally small and will not affect the 

cost of such studies in any meaningful way. 
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The next step is to compare supply with demand: for each line of goods, how much do actual 

retail sales exceed or fall short of expected sales?  This analysis involves a rather simple 

process of subtraction.  Actual sales for a given line of goods are compared with potential 

demand in the market area and the difference is expressed as either a surplus (indicating strong 

local sales and attraction of shoppers from outside the area) or a deficit (indicating weak local 

sales and leakage to other jurisdictions).   

Although e-commerce sales can affect retail activity for certain lines of goods, there is no 

reliable data on internet sales by location.  In situations where the presence of internet sales is 

skewing the results in a meaningful way, the analyst may estimate these sales to correct the 

problem or provide some discussion of the issue in the analysis. 

Similar retail surplus/deficit analyses may also be prepared for nearby communities with retail 

market areas.  These analyses will provide very clear indications of where residents in the 

impact area are making various purchases and, conversely, how successful the impact area is 

in attracting nonresident spending.  

The following is an example of a retail surplus/deficit analysis, adapted from an actual rural 

community: 

This is a another example of a retail surplus/deficit analysis, from a 1993 study prepared on 

behalf of the state of Vermont for a proposed retail development in St. Albans.  

 

It should be noted here that, for the typical rural community, deficits or leakage will be the rule 

rather than the exception and leakage, in an of itself, is no cause for alarm.  Even urban areas 

Retail Supply and Demand Analysis

NAICS

4431

448

451
452

445

4461

LINES OF GOODS

Electronics and Appliance Stores

Clothing and Clothing Accessories Stores

Sporting Goods, Hobby, Book, and Music Stores
General Merchandise Stores

Available Deficit in the Market: General Merch.

Food and Beverage Stores

Health and Personal Care Stores
Available Deficit in the Market: Grocery/Drug

Source: ESRI-BIS, Civic Economics

CITY 

SALES

$70,094

$3,711,557

$3,960,259
$2,700,058

$29,566,236

$344,065

TRADE AREA 

DEMAND

$2,784,584

$7,239,125

$4,333,791
$5,238,087

$26,858,876

$3,073,249

SURPLUS /

DEFICIT

$2,714,490

$3,527,568

$373,532
$2,538,029

$9,153,619

$2,707,360

$2,729,184
$21,824
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present measurable leakage to other communities.  Communities with strong tourism sectors or 

particularly appealing retail offerings or districts will demonstrate surplus sales in selected 

categories and deficits in others.  The addition of a strong and appealing large format retailer 

will not reverse all leakage, as the lure of the big city or the novel retailer will always  remain.  

For most communities, strategies to reduce leakage must be balanced with a concern for 

maintaining the strength of those retail segments generating a surplus. 

A Note on Data Sources   

Retail sales data can be procured from three general sources, presented in ascending order of 

preference: 

Public records may be reviewed for a broad snapshot of retail activity in a given municipality.  

Federal and state data sources tend to be reliable in large jurisdictions where suppression is 

unnecessary.  However, these datasets are typically updated infrequently and are subject to 

suppression often enough to yield only the broadest analyses.  They should not be utilized for 

anything more substantial than preliminary reviews for discussion. 

Local government officials may be willing to provide actual sales records for a given 

municipality.  In a small market, the analyst can then conduct a survey of goods offered at 

existing retailers and allocate sales to specific lines of goods.  While this is clearly the most 

accurate method for identifying current retail sales, it presents challenges.  First, in all but the 

smallest communities, it may be prohibitively time-consuming to visit every retailer and identify 

the range of goods offered.  Second, confidentiality requirements may make reporting quite 

difficult because the analysts themselves will be required to suppress any detailed data that 

might reveal sales of a particular business.   

Private, proprietary data providers are the more common source of retail sales numbers for any 

jurisdiction.  In many ways, these datasets are preferred because they provide the analyst with 

the most detailed and current information available.  Using proprietary algorithms and/or rolling 

surveys, these frequently updated datasets fill in the gaps created by data suppression.  

Moreover, relying on a private data provider frees the analyst from the confidentiality constraints 

associated with the use of actual sales tax records.  The amount of detail reported will be limited 

by professional courtesy and client sensitivities rather than strict and legally binding 

agreements.  Moreover, the software associated with these data providers allows a highly 

customized analysis according to a wide variety of geographic or economic parameters.  

Claritas and ESRI are two of the leading providers, and both are widely accepted sources 

among retailers, market analysts, and economic development practitioners. 

Quantifying Retail Employment and Wages in the Region 

The analyst then needs to quantify retail employment and wages in the market area.  One 

source for this data is the U.S. Census Bureau's Economic Census.  This census is conducted 

every five years and typically there is further delay before publication.  This results in outdated 

datasets for most analyses.  However, adjusting these values for inflation in the time since the 
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survey provides a credible estimate of local employment and wages in any given sector.  If the 

community has experienced significant changes in the composition of the retail sector through 

the opening or closing of stores, the analyst should endeavor to adjust employment and wage 

data to reflect these changes. 

Other datasets, including publicly available data from states or cities, can be used if they are 

readily available and suited to the task.  However, these datasets may not have retail sales 

broken out by line of goods or correspond to the geographic area needed for this analysis.  The 

analyst must weigh the trade-offs and select the data source most appropriate for the situation.  

Developing a More Detailed Understanding of the Region's Retail Activity  

The analyst should then endeavor to gain a more specific understanding of local retail 

dynamics.  This can only be done through meaningful ñtime on the ground,ò touring the 

community and visiting as many retail stores as possible.  Such visits will allow the analyst to 

understand local shopping habits, note the availability and cost of a range of goods and 

services, and speak to shopkeepers and local officials about the customer base and community. 

Particular attention should be paid to reviewing the retail economy in the impact area and 

identifying existing merchants facing new competition from the proposed large format retailer.  If 

the proposed development includes grocery inventory, existing grocery stores should be 

included in the evaluation.   

This can be supplemented or replaced with a retailer survey, which may be less expensive and 

is likely to provide better statistical information. 

The analyst may also find it useful to conduct a market basket study, comparing the availability 

and cost of goods in the impact area and nearby communities. Such a price comparison may 

shed light on regional spending patterns.  In addition, the findings are often surprising to 

residents of the study community, highlighting price competitiveness that local lore assumed 

was lacking. 
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3.  FORECAST OF MARKET CHANGES 

Forecasting Changes in Retail Sales in the Market Area 

Any new retail option in a community presents an opportunity to increase total retail activity 

through two outcomes.   

The first is import substitution, in which local residents begin making purchases locally that they 

previously made in other communities.  No community, large or small, is entirely self-sufficient in 

retail activities.  Residents of a town routinely make purchases across jurisdictional boundaries 

for a wide range of reasons, from convenience to preference to cost sensitivity.  In rural Maine, 

for example, it is likely that many consumers incorporate shopping time into trips to Portland, 

Bangor, or Augusta.  A new retailer in oneôs hometown, with new offerings and merchandising 

strategies, might well induce residents to forego some of the shopping they do elsewhere.   

The second is nonresident spending, in which residents of other communities begin making 

purchases in the host community that they previously made elsewhere.  The underlying effect is 

to strengthen or even expand the local retail market area, attracting residents of other 

communities due to the availability of new, more appealing, or cheaper goods.  True 

ñdestination retailersò or vibrant and appealing downtown areas may, in fact, radically alter the 

ability of a given community to draw nonresidents.   

Nonresident spending may also grow through increases in tourist spending.  It should be noted 

that spending by tourists presents analytical challenges.  The values compiled for market area 

demand are based on residents and their anticipated spending habits.  Areas with strong tourist 

activity, however, regularly show substantial surplus retail spending in lines of goods that 

OVERVIEW: In the third phase of the study, the analyst examines how the existing retail 
economy will likely respond to the proposed development.  The analyst will: 

 Forecast how much of the proposed retailerôs projected sales will be new to the 
market area, derived from either import substitution (reduced leakage) or 
nonresident spending, and how much will be drawn from existing merchants. 

 Present this forecast in probable ranges, reflecting the medium, or most probable, 
scenario, as well as the high and low end of the forecast. 

GLOSSARY: Import substitution occurs when residents begin making purchases locally 
that they previously made in other communities.  Nonresident spending refers to retail 
purchases made by people living outside the market area. 

DATA SOURCES: ESRI-BIS and/or Claritas; corporate annual reports. 
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tourists purchase while visiting.  The ability of a new retailer to attract additional tourist spending 

is, therefore, more difficult to estimate.   

Moreover, in some cases, the presence or design of a large format retailer may ultimately 

reduce tourist spending and even nonresident spending by damaging the appeal of the 

downtown or other establish shopping areas.   

A small and short-lived increase in local retail sales may also occur due to induced spending, in 

which consumers make purchases that they previously would not have made.  Only the most 

novel and attractive retailers, though, can induce completely new retail spending.  Moreover, the 

relatively inflexible nature of the typical household budget suggests that such spending will be a 

brief indulgence or will be offset by reduced spending on other items. 

Presenting the Forecast in Probable Ranges 

Humans are a fickle species, never more so than when we act as consumers.  Our tastes 

change with the seasons, fads and trends come and go, and retailers are perpetually reacting to 

those changes.  Indeed, many retailers seek to drive those changes, creating demand where 

there was none.   

As a result, forecasting the impact any proposed retailer may have in a given retail market is not 

an exact science.  However, careful and data-driven analysis can provide public officials with a 

reasonable guide for what they may anticipate.  Often, presenting forecasts within a range from 

a low impact scenario to a high impact scenario can provide decision makers with enough 

information to make their votes from an educated stance. 

It should be noted that, barring truly extraordinary circumstances, a new large-scale retailer will 

not, by its very presence and in the near term, reduce 

total retail sales in the area.1  The basic question for the 

analyst, then, is by what amount the proposed store 

would increase sales.  

New retailers with the least positive impact are those 

that offer goods already widely available and price 

competitive in the impact and market areas.  Those 

with the most positive impact tend to introduce new, 

more attractive, or cheaper goods to the market or to 

merchandise those goods in compelling ways.  These 

impacts will also vary among different lines of goods.  A 

new supercenter, for example, may dramatically 

broaden local offerings in electronics or sporting goods, 

                                                
1 Research by economist Kenneth Stone suggests that, over the long-term, towns that gain large-format stores may 

experience declines in overall retail sales if the surrounding region becomes saturated by similar outlets.  See, for 
example, "The Impact of 'Big-Box' Building Materials Stores on Host Towns and Surrounding Counties in a 
Midwestern State," by Kenneth Stone and Georgeanne M. Artz, Iowa State University, 2001. 

LOW: The new retailer generates 
minimal new sales with more of 
its revenue diverted from existing 
merchants.  

MEDIUM: Most likely mix of new 
and diverted sales. 

HIGH: The new retailer generates 
maximum new sales with less of 
its revenue diverted from existing 
merchants.  

FORECAST RANGE 
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while adding grocery store space quite comparable to existing merchants. 

An economic forecast should begin by creating a ñmedium scenario,ò reflecting the analystsô 

most confident forecast of the ability of the new merchant to reduce leakage through import 

substitution and nonresident spending for each broad line of goods.  In the case of the 

supercenter described above, for example, the increase in electronics offerings may be 

expected to lead to a real increase in local spending on electronics, while new grocery space 

may be expected to primarily divert spending from existing stores.  Although derived from solid 

data and careful analysis, these are forecasts and are best expressed within ranges.   

The base year for the analysis is the most recent 12 months for which credible retail sales data 

is available.  This approach provides a demonstrated and conservative foundation for 

forecasting ñYear 1ò impacts.  If the analysis is to be projected into future years, area forecasts 

of population, demographics, and economics should be drawn from government sources such 

as state data centers and regional planning bodies.  If the community is experiencing or 

expected to experience growth or decline in population and income, associated increases or 

decreases in retail sales should be incorporated into the impact forecast for future years. 

The example below is drawn from an actual study, in which the proposed retailer was forecast 

to increase total retail sales by adding retail offerings that were previously absent in the impact 

area. 

Low Medium High Low Medium High Low Medium High

Variable Sales Diverted from Other Merchants 3% 5% 7% 3% 5% 7% 3% 5% 7%

Sales WITHOUT New Retailer ($ Millions) 22.9 22.9 22.9 23.1 23.1 23.1 23.2 23.2 23.2

Sales WITH New Retailer ($ Millions) 24.3 25.2 26.2 24.4 25.4 26.3 24.1 25.5 26.4

Low Medium High Low Medium High Low Medium High

Variable Sales Diverted from Other Merchants 25% 15% 5% 25% 15% 5% 25% 15% 5%

Sales WITHOUT New Retailer ($ Millions) 10.4 10.4 10.4 10.5 10.5 10.5 10.6 10.6 10.6

Sales WITH New Retailer ($ Millions) 13.8 14.3 14.7 13.9 14.3 14.8 14 14.4 14.9

Low Medium High Low Medium High Low Medium High

Sales WITHOUT New Retailer ($ Millions) 33.3 33.3 33.3 33.6 33.6 33.6 33.8 33.8 33.8

Sales WITH New Retailer ($ Millions) 38.1 39.5 40.9 38.3 39.7 41.1 38.1 39.9 41.3

MARKET SHARE FORECAST

GROCERY

GENERAL MERCHANDISE

TOTAL

Year 10Year 5

Year 1 Year 5 Year 10

Year 1 Year 5 Year 10

Year 1

Sales

Sales

Sales
 

 

The table on the following page, from a 1993 impact analysis prepared on behalf of the state of 

Vermont for a proposed retail development in the town of St. Albans, shows the amount of the 

proposed retailer's projected sales that are forecast to be recaptured retail sales (i.e., reduced 

leakage), nonresident spending from people living outside the county and in Canada, and 

revenue redirected from existing businesses in the county.  
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It may be desirable to aggregate reported values into one value for grocery and one value for 

non-grocery items, as in the first table above.  Indeed, circumstances may call for further 

forecasting by line of goods.  However, greater specificity, particularly in small communities, 

risks publicly forecasting the decline or closure of a specific local business, which should be 

avoided as some retailers can and do successfully restructure their businesses.  

Maine's Informed Growth Act requires the analyst to evaluate the impact of the proposed retailer 

on existing retail operations.  Although the analysis should avoid speculating about the future of 

any particular business, an estimate of the number of business in the impact area likely to see 

their sales affected to a meaningful extent by the proposed retail development could be made 

by determining how many existing businesses carry overlapping lines of goods in categories in 

which the new retailer is forecast to have significant market impact.  The analysis should also 

estimate the total volume of sales the proposed retailers is expected to draw from existing 

merchants. 
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4.  ECONOMIC AND FISCAL IMPACT ANALYSIS 

 

Forecasting Changes in Retail Employment and Wages 

While virtually all proposed large-scale retail developments will increase total retail sales and 

sales in particular lines of goods, employment increases are by no means automatic.  Many of 

the largest retailers achieve employee productivity rates (revenue per employee and per unit of 

labor cost) that are substantially higher than most other retailers.  As a result, a large-scale 

retailer with high worker productivity that creates relatively little new retail activity will likely have 

a negative impact on total retail employment and wages as various studies have shown.2 

The values for comparison here were generated in the second phase of the study.  For the 

forecast of total retail employment in the market area without the proposed store, the analyst will 

bring forward in time (accounting for inflation and changes in the local retail sector) the most 

recent Economic Census data for sales, wages, and jobs in the retail sector.  (See page 13 for a 

discussion of other public data sources.) 

Employment figures for the proposed large-scale retailer are derived from the first phase of the 

study.  In the case of a proposed new store, the most reliable indicator of the total number of 

employees will come from the retailer itself.  Absent a compelling reason to dismiss that 

                                                
2 David Neumark (University of California-Irvine), Junfu Zhang (Clark University), and Stephen Ciccarella (Cornell 

University), "The Effects of Wal-Mart on Local Labor Markets," IZA Discussion Paper No. 2545, Jan. 2007; A͖rindrajit 
Dube, T. William Lester, and Barry Eidlin, "The Impact of Wal-Mart Stores on Retail Wages and Benefits," UC 
Berkeley Center for Labor Research and Education, Dec. 2007. 

OVERVIEW: Up to this point, the study has forecast the change in retail sales activity to be 
expected upon the opening of the proposed large-scale retailer.  The final stage of the 
analysis will: 

 Forecast changes in retail employment and wages. 

 Forecast impacts on municipal revenue and costs. 

 Forecast additional impacts on such factors as the supply of retail space and 
downtown, as specified by municipal directive or state statute. 

GLOSSARY: Economic impacts include such things as employment and wages.  Fiscal 
impact refers to the effect of the development on government revenue and costs. 

DATA SOURCES: ESRI-BIS and/or Claritas; information provided by the retailer; local tax 
records; public data on municipal services costs; interviews with local officials. 
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forecast, it should be used.  However, keep in mind that such forecasts will make no attempt to 

quantify full-time versus part-time workers and may introduce wage and benefit values that do 

not apply across the board.    

To forecast total retail employment in the market area after the opening of the large-scale 

retailer, however, requires recognition of the sales diverted from existing retailers and the 

associated reduction in employment.  For example, if existing grocery stores currently employ 

ten persons per $10X of sales, a loss of $1X in sales will be forecast to result in the loss of one 

local grocery job.  To calculate the net change in employment in the local grocery sector, that 

loss is added into the grocery employment in the new store. 

This chart is drawn from the same study as that on page 17 and shows calculations for changes 

in retail employment:  

Low Medium High Low Medium High Low Medium High

Variable Sales Diverted from Other Merchants 3% 5% 7% 3% 5% 7% 3% 5% 7%

Change in Sales ($ Millions) 1.4 2.3 3.3 1.3 2.3 3.2 0.9 2.3 3.2

Change in Employment -3 2 7 -3 1 6 -4 1 6

Change in Sales Tax Collections ($) 59,708 99,514 139,319 59,708 99,514 139,319 59,708 99,514 139,319

Low Medium High Low Medium High Low Medium High

Variable Sales Diverted from Other Merchants 25% 15% 5% 25% 15% 5% 25% 15% 5%

Change in Sales ($ Millions) 3.4 3.9 4.3 3.4 3.8 4.3 3.4 3.8 4.3

Change in Employment 20 23 26 20 23 26 20 23 26

Low Medium High Low Medium High Low Medium High

Sales WITHOUT New Retailer ($ Millions) 33.3 33.3 33.3 33.6 33.6 33.6 33.8 33.8 33.8

Sales WITH New Retailer ($ Millions) 38.1 39.5 40.9 38.3 39.7 41.1 38.1 39.9 41.3

Change in Sales ($ Millions) 4.8 6.2 7.6 4.7 6.1 7.5 4.3 6.1 7.5

Change in Employment 17 25 33 17 24 32 16 24 32

Impact

ECONOMIC AND FISCAL IMPACTS

GROCERY Year 1 Year 5 Year 10

Year 10

Impact

TOTAL Year 1 Year 5 Year 10

Impact

Sales

GENERAL MERCHANDISE Year 1 Year 5

 

 

This chart is drawn from another study analyzing the impact of a proposal to expand an existing 

discount store into a supercenter with groceries.  
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A related calculation is the change in total retail wages to be expected in the community.  As 

with retail jobs, the baseline value is derived from Economic Census data for the community, 

while the wage contribution of the proposed new store is based on corporate averages identified 

earlier and adjusted for local conditions.  The chart below is drawn from the same study as the 

first chart above.  In this case, the proposed new retailer was expected to offer wages 

comparable to the prevailing local wage. 

 

Forecasting Impacts on Municipal Finances 

The analysis also examines the fiscal impact of the proposed development, meaning its effect 

on public revenue and costs for towns in the market area.  The impact of a large-format retail 

store on public finances varies considerably depending on the particular circumstances and the 

types of taxes that the host municipality relies on.   

Sales Tax Revenue   

Several states, including Maine, have no municipal sales tax.  Sales taxes flow to the state.  At 

the state level, a new retail development is unlikely to have much effect on sales tax revenue as 

its presence cannot induce new spending beyond what the state's population and income levels 

can support.  An exception would be a store that draws significant numbers of shoppers from 

across state lines.  However, this is still unlikely to have more than a slight effect on overall state 

tax revenue.  

In areas where municipalities and counties do rely on sales taxes, they are often of paramount 

importance in financing local government services.  Even seemingly small increases in 

municipal revenue are attractive to officials.  The job of the analyst, of course, is not to weight 

the costs and benefits of employment, wages, and public revenues.  Rather, the analyst should 

present these values with clarity and allow the community to determine the appropriate balance. 

Generally speaking, the calculation for estimating the amount of sales tax gained or lost is an 

easy one. The net change in sales is simply multiplied by the sales tax rate to determine the 

sales tax generated. Cities, counties, states, and other political subdivisions may have different 

sales tax rates that determine the amount of income received by each entity. 

Property Tax Revenue  

Many communities rely quite heavily on property taxes.  That tax base may be, in turn, heavily 

reliant on a healthy retail and commercial sector, on a healthy tourist industry, or on high value 

shoreland and other residential properties.   

WAGES AND

EMPLOYMENT Low Medium High Low Medium High Low Medium High

Net New Employees 17 25 33 17 24 32 16 24 32

Net New Wages 424,507 624,275 824,043 424,507 599,304 799,072 399,536 599,304 799,072

201520102005
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Any new, large-scale retail development will provide local authorities with a similarly scaled 

increase in assessed valuation and property tax payments.  On the other hand, the reduction in 

value in other properties negatively affected by the retail development may offset that increase.    

The analyst must seek to identify any related and offsetting declines in property values in other 

commercial or residential areas. The challenge is to forecast the location, pace, and degree of 

decline in these other areas.  Analysts will want to refer to what has occurred in similar 

circumstances in other areas in the state and country to aid in their projections by analogy; will 

want to project impacts over time; and will want to balance carefully the data indicators to 

provide a reasoned assessment of what degree and type of decline may be anticipated.   

Public Infrastructure and Services 

There has been much discussion across the nation regarding the costs and benefits of large-

scale retail developments with regard to public infrastructure and services.   

Infrastructure demands such as water and sewer are a relatively simple matter for local officials 

and utility providers to estimate and should be used as part of any analysis.  Communities face 

a challenge when a large project would quickly exhaust current excess capacity, thereby forcing 

an earlier than expected investment in capacity increases.  Traffic demands and associated 

public works costs (including initial infrastructure outlays and ongoing costs) are also 

quantifiable by specialist consultants and municipal planners.  It is recommended analysts use 

the estimates supplied by those experts.   

Demands on public services such as police, fire, and rescue present another challenge.  Any 

new development in a community is likely to call upon these services, yet forecasting the degree 

to which demand may increase is difficult. Calls for police and fire intervention are frequently 

reported to be higher at large-scale retail developments than in similarly sized traditional 

commercial districts. A simple method in which to forecast these costs is to calculate the cost of 

these services on a per square foot basis in current retail projects and assume the same relative 

costs with increased square footage in the new development.   

Other Municipal Costs and Benefits  

The analysis should state the amount of any public subsidies, including tax increment financing, 

that the development is slated to receive.  

It should also detail the value of any community benefits negotiated with the developer. 

Municipalities nationwide have increasingly attempted to negotiate terms for the development of 

large-scale retail projects to ensure a net benefit for their communities. These terms may 

include conditions that the developer hire a specified number of employees, provide a minimum 

level of wages and benefits, donate conserved and public land, contribute to extraordinary 

municipal costs caused by the development, and commit to an exit plan in the event of the 

store's closure to ensure there will be no empty large shell made unavailable to others' reuse.  

In many cases, these negotiations result in an incentive package with monetary value.  Such 

incentives must be incorporated into any analysis of costs and benefits. 
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The following table is from an impact study prepared by Planning Decisions on behalf of the city 
of Biddeford, Maine, for a proposed development involving multiple large-format stores.  In this 
case, the projected fiscal impact varied depending on whether the city followed thorough on a 
plan to use tax increment financing ("TIFF") for the project and the effect that would have on the 
state's contribution to local education costs. 

 

Forecasting Additional Impacts 

As mentioned in the introduction, the economy functions much like an ecosystem, and therefore 

a comprehensive impact study must go beyond examining retail sales, employment, and tax 

revenue to adequately assess the impacts of a proposed retail store. Many state and municipal 

statutes call for a number of additional components to be included in the required study.  They 

are discussed below. 

Supply of Retail Space and Downtown Vitality 

The addition of a large-scale retailer can have significant impact on retail vacancies and 

downtown vitality.  The introduction of 75,000 square feet of new retail space into a large market 

area will likely have little measurable impact. However, that same development in a small 

market may dramatically reshape the flow of retail traffic in the region.  An impact analysis 

should provide the municipality with an evaluation of the extent and impacts of such a change. 

For a baseline, the analyst should procure from local officials any current estimates of retail 

square footage.  In addition, local real estate brokers may be able to provide current vacancy 

and rental rates, as well as a sense of how the impact area compares in those measures to 


