THE FUTURE OF RETAIL
What it means for local revenue
What it means for the land use environment

The Backstory – General Retail
• The advent of online retailing has dramatically
changed the retail environment (Amazon
changed the world of US retailing)

• Now niche businesses are copying Amazon’s
model
• Other savvy retailers watched Amazon and
created good websites and upped their online
game quickly

The Backstory – General Retail
• In some instances development was spurred by competition
between cities and public financing incentives were used to
create development that might otherwise may not have
happened
• Retailers in many categories built stores that local markets
often couldn’t support because population growth didn’t
support the square footage being built
• Decisions to build a new store were often rooted in a market
assumption that a portion of the sales could be “stolen” from
competition instead of market growth

The Backstory – General Retail
• Similar retail concepts proliferated in various categories all
selling the same things:
– Small appliances and soft goods (Bed Bath & Beyond, Home Goods, Linen &
Things)
– Electronics (Best Buy, Circuit City, Ultimate Electronics, HH Gregg)
– Books & music (Barnes & Noble, Borders)
– Home Improvements (Home Depot, Lowe’s, Home Quarters, Builders Square)
– Apparel (Gap, A&E, Limited and others “in the wings”)

• Result was too many retailers serving a given market
• The US has more retail square footage per capita than any other
developed country (by a wide margin)
These are gone; These are on life support

The Backstory – General Retail
• The development community called these niche retailers
“category killers” but “cannibals” might have been a more
appropriate name
• They all thought they could differentiate themselves from each
other
• They were really the same (and Wal-Mart, Target, and Amazon
were selling many of the same things)

• The developers would build if the retailers would sign leases and
banks would lend

The Backstory – General Retail
• A tectonic shift in consumers’ lifestyles and the way consumer
shopping has occurred – The number of malls are national
problem
The evolution of mall development is amazing

Mall traffic for
2016 down by
13% over 2015

Source: Smithsonian Magazine

The Backstory - Restaurants
• These changing consumer habits are not limited
to impacts on retailers – chain restaurants are
also in trouble
• They also suffer from too many in a market and
people’s eating habits are changing
• Restaurants that have local connection, unique &
popular menu items, and are destinations (local
microbreweries for example) are typically doing
fine
• Certain fast food and fast casual are also doing
well and growth in prepared foods from the
grocery deli counter has been surprising

The Backstory - Grocery
• The proliferation of grocery store venues will result in the same
type of overbuilding that has negatively impacted other retailers
– Lucky’s, Trader Joes, Fresh Thyme, Whole Foods, 365, Ruler, were nonentities to most people 5 years ago
– Wal-Mart’s Neighborhood Market is a recognition that, on average, 58%
of the sales from their Super Centers is from the grocery store side of a
120-150,000 sq. ft. building
– The other side of their 120K sq. ft. store is primarily selling merchandise
that doesn’t represent the same level of repeat shopping or represents
merchandise that people are buying online (we believe these stores will
get smaller)

The Backstory – Other Trends
• Some other stores may go away as a result of mergers and
acquisitions (the list keeps growing daily)
• The Bass Pro buyout of Cabela’s may have contributed to
Gander’s Mountain’s second bankruptcy
• Staples wanted to buy the Office Depot/Office Max entity (itself
a merger) but Staples is now looking for a buyer
• These have and/or will result in store closures
• In metro markets, Sam’s and Costco capture sales from many
other niche retailers, particularly in the upper income
demographics that can afford a $200 or $300 trip through their
cash registers

The Backstory– Other Trends
• Don’t forget the outlet malls – these are presently popular
because people think they are getting a deal (particularly on
high end goods normally found in department stores)
• Much of the merchandise sold in these stores is not overstock
merchandise and, in many instances, are items of reduced
quality or features (particularly with clothing) made specifically
for these stores
• Even some of the high-end retailers (i.e., Ralph Lauren, Michael
Kohrs) who had largely survived the “sales crater” are closing
stores (both “outlet” and mainline type facilities)

The Fallout
• Only the strong and nimble (and online-savvy) will
survive

• The surge in online retailing and overbuilt markets
has meant that the demand for “brick and mortar”
stores is rapidly decreasing

The Fallout
• The retailers’ costs of operating and maintaining stores
(often because there are too many in a given market) is
creating losses (including those related to debt load)
• This has impacted the mall and
strip center owners with propertybased debt
• They are just giving the properties
to the lenders
Example: Chesterfield Mall – returned to the
lender $140M debt; owner CBL has given a
total of $340M back to the lenders

The Fallout
• Changing demographics and shopper trends have rendered
some types of development and some types of stores no longer
relevant; i.e.:
– The enclosed mall
– Strip centers anchored by big boxes and junior anchors
– Gordman’s and maybe Big Lots and others selling close out or
manufacturer excess inventory thanks to Overstock.com
– Furniture stores may be impacted by online retailers such as
Wayfair

• Regional malls and strip centers often fuel retail development a
mile in either direction of their location
• The loss of these big stores which drive traffic can have a major
ripple effect within a retail corridor

The Fallout
• Crestwood Plaza offers a great example of how the
presence of major retail fuels other retail development
As the anchors at the mall
closed, vacancies occurred up
and down the corridor

1984 Expansion of the mall caused
new retail to locate along this entire
corridor of about 2 miles

The Fallout
• Mall and strip center owners are often left “holding the bag”
from the retailer closures and bankruptcies; therefore, the loan
default rate on developments continues to rise (mall owners
such as CBL and Westfield have ceded nearly $500 million in
property (and the associated loans) back to the lenders)

• The top 10 retail loan delinquencies across the US as of the end
of 2016 total nearly $1.2B
• For example, in terms of MSA markets, St. Louis ranks 19th in
size but had nearly 17% of retail loans 60 days or more
delinquent ranking it 5th among the top 50 markets
• A look at current retailer stock prices provide an indicator of
those that are in trouble

The Fallout
• The bankruptcies and closures aren’t over with some of the
major retailers on life support or in denial (Sears and K-Mart)
• Credit Suisse predicts retailers will close 8,600 locations this
year.
• Some of the typical mall retailers are also failing (bebe, Payless,
The Limited, Wet Seal, Crocs, Rue 21, etc.)
• A review of current stock prices will provide an insight to the
current state of some of the retailers
• Vacant spaces will be difficult to fill (particularly in malls)

The Fallout
• Replacement uses probably won’t produce revenues at the same
level (or in the case of institutional uses such as medical uses
and schools and universities) won’t produce direct revenue at
all)
• Some high-end retailers that had demonstrated immunity are
now finding that the wealthy want deals (WSJ, April 17)
• Now there are online retailers (Farfetch.com,
Matchesfashion.com) that are competing in high-end
merchandise along with shops run by individual brands
• For example, Coach, Ralph Lauren stores (particularly at outlet
malls) are competitors to Neiman, Saks, Nordstrom, etc.

The Future
• Retail stores won’t go away but they often won’t be as big or
carry the full line of merchandise
– A sign at the display or rack will say “additional styles (or colors, sizes, etc.) are
available on our website at storename.com and can be delivered to your home or our
store; see an associate for assistance” (Some are already doing this; Wal-Mart will
give you a 10% discount for delivery to the store)
– The store will be more like a showroom carrying less inventory on site and
therefore needing less space

• Bricks and mortar stores will not go away
–
–
–
–

People will not buy some things online
Seeing and feeling certain things is critical to the purchase
It’s no accident that Amazon is opening stores
Some off price retailers (i.e. TJ Maxx, Marshalls) are doing well (shoppers come
back because the merchandise is always changing)

The Future
• One of the leading retail real estate brokerages (RKF) supports
this position.
• Wal-Mart and Target both discount items bought online and
delivered to a store instead of your home (they have trucks
already coming to the stores and this brings people into the
stores)
• Grocery stores are becoming “grocerants” where in addition to a
deli department, there are restaurants, dining areas, wine bars,
and even microbreweries within the store*
• In-store dining and prepared food takeout has increased nearly
30% since 2008 (total market for 2016 estimated at $29 B)*
* Heartland Real Estate, May 2017

The Future
• Retail uses will be a component of mixed-use developments
where restaurant and entertainment uses will be a larger
component
• Within a given region or metro area, the number of locations of
a particular retailer will be fewer
• Stores will be smaller
• Outlet malls will remain popular
• We aren’t seeing a retail apocalypse but the shift will be
monumental, over an extended period, and not look like it does
today

What Should Local Governments Do?
• Ask the State for the sales taxes paid for the most recent 12
months for the retailers in all your major retail developments or
areas. Why?
• You can convert this to sales per sq. ft. based on your store size

• Compare your results to the retailers published data average
sales per square foot data (often in their online financial
reports)
• If the store in your market is performing at well below average
levels, it may be a closure target

What Should Local Governments Do?
• Be proactive, don’t wait till there is an announcement or you see
your retailer on a list
• Compile a list of your retailers (you may already have this
information via business licenses)
• Compile a “watch list” to be aware of those on the overall list
who:
– Are known to be in trouble (bankruptcy, widespread store closings)
– Industry sources indicate they are on life support (Sears, K-Mart)
– Other published financial data shows declining sales year over year or where
credit ratings are low or have been downgraded
– Have other locations within your community or the most immediate market area
(2.5 – 5 miles ±)

What Should Local Governments Do?
• Where can I get the “financial health” information for my
retailers?
• Not from the local store or mall manager
(They either can’t give you that information or they will lie and tell you things are wonderful)

• There are many sources both online and in print that you
should read regularly (some may require subscriptions):
–
–
–
–

Shopping Center Business (www.shoppingcenterbusiness.com)
The Wall Street Journal
Business Insider (www.businessinsider.com/retail)
Your browser home page (yahoo, msn, etc.) look for items discussing retailers or
retail trends

What Should Local Governments Do?
Shopping Center Business publishes useful data monthly

What Should Local Governments Do?
Shopping Center Business publishes useful data monthly

What Should Local Governments Do?
Shopping Center Business publishes useful data monthly

What Should Local Governments Do?
Heartland Real Estate Business (www.rebusinessonline.com)

What Should Local Governments Do?

The Wall Street Journal

What Should Local Governments Do?
• Estimate what your financial “hit” would be if closures were to
occur from those who you identify in your “watch list” (and keep
it updated)
• Conduct a land use analysis of what alternative uses might be
• Talk with the property owner; do they have a game plan for
reuse/repositioning of the property?
• The owner may have already gone into panic mode and may
have rushed to city hall to ask for a public financial incentive
(TIF, Tax Abatement, etc.)
• Don’t be too quick to offer up assistance

What Should Local Governments Do?
• Consider the appropriateness and timing considerations for
using financial incentives based on:
– Understanding what the property owner might envision for
reuse/redevelopment
– If the owner doesn’t have a clue as to reuse or redevelopment options then you
shouldn’t give them an incentive for an unknown
– Some tools like TIF, if put in place too soon, can result in a revenue base that will
drop when property is reassessed and the sales tax ceases

• You really should do an assessment of your own of the land use
and market potential of the development
(i.e. converting a closed K-Mart to a church may allow the property owner to unload
the asset but won’t provide any benefit to other onsite or nearby existing retail)

Property Reuse and Redevelopment
• Be prepared for the fact that it may be necessary to clear the
entire site either because the development/building
configuration is obsolete and/or because the market will not
support the amount of existing space built for retail use

Crestwood Plaza

Property Reuse and Redevelopment

Kenrick Plaza/Kenrick Center

Property Reuse and Redevelopment

Kenrick Plaza/Kenrick Center

Property Reuse and Redevelopment
• Not-for-profit uses (except churches) can be beneficial if they
are of the type that bring in people every day (i.e. colleges,
satellite hospital facilities or medical clinics) although this may
cause a loss of property taxes as well
• Office uses can also be complimentary (particularly if they are
the type that generate a large number of employees such as call
centers
• High-density residential components (not subsidized housing
run by local agencies or not-for-profits); can be condos or
apartments

Property Reuse and Redevelopment

Northwest Plaza

What Should Local Governments Do?

• Call, email, snail mail every state and
Federal representative to lobby for a
requirement that taxes internet sales and
that recognizes the specific location of the
buyer
• Now call your state representatives and be
sure you understand what they will be
doing with their new-found Amazon sales
tax dollars

What Should Local Governments Do?
• Yes, Amazon will be collecting state sales taxes but
what will the yield be to the city?
• What about the other online retailers who may not
have a presence in your city?

• Unfortunately in many instances, sales tax revenues
are a major source of revenue for cities
• The shift in shopping sources has upended this
revenue picture and now the further evolution of this
trend is the closure of stores

Understand the Financial Impacts of Revenue Losses
• Your prior analysis (previously suggested) should give you an
idea of what revenues might be lost as a result of retail closures
• You need to determine how your revenues may be impacted
• Do you have development bonds outstanding backed by retail
development revenues? Do any of the bonds carry a GO backup?
• What development is backing those revenues and is it healthy?
• Are revenues making bond payments?

• What might happen if retailers x, y, or z closed?

Understand the Financial Impacts of Revenue Losses
• Even if there are no development bonds backed by these
revenues, what could retail closures do to the City’s finances?
• Retail closures typically create losses from a variety of sources of
other revenue types (i.e. business licenses, utility taxes, etc.)
• The bigger the retail space and retailer type involved the more
extensive these will be
• Big vacancies tend to last longer and redevelopment in today’s
environment will likely not generate equivalent revenue

Understand the Financial Impacts of Revenue Losses
• Could budget cuts or tax increases be needed to offset the
revenue losses?
• Could the city’s credit rating be affected?
• Remember that the closures don’t have to be related to a mall
development
• Many of the currently suffering retailers (and some chain
restaurants) are in strip centers

Summary
• Don’t assume this trend will end soon

• Understand your retail base, the associated properties, and the
revenue streams
• Think about development or redevelopment options

• Don’t assume that the property owner knows what they are
doing
• Don’t be too quick to provide financial incentives without
analyzing all of the components of any property owner or
developer proposal
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