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While consumers  have changed the way they shop, bricks -and-mortar retail is  s till vital. Image credit: Neiman Marcus .

 
By BRIELLE JAEKEL

In the face of industry change, it is  not the end for bricks-and-mortar because, despite the number of stores
declining, in-store sales are on the rise.

According to Fung Global Retail & Technology's "What Retail Apocalypse?" report, consumers' interest in
experiential shopping is making a direct impact on retail real estate. Bricks-and-mortar storefronts focused on just
selling apparel have been the basis of the drop in physical store numbers, but malls and shopping destinations that
act as leisure hubs have seen solid occupancy.

"The 'retail apocalypse' narrative has largely been driven by apparel retailers and department stores, whose closures
have tended to most impact selected regional malls," said Deborah Weinswig, managing director at Fung Global
Retail & Technology, New York "Open-air shopping centers and destination malls generally continue to thrive,
supported by sustained demand at nonapparel retailers."

Still alive
The number of stores in the United States dropped for the first time since 2009 last year, driven by the closure of
many apparel-focused retailers.

In response, many shopping centers are looking to incorporate a more robust offering, such as grocery stores and
mixed-use spaces with entertainment venues.
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Shopping amidst palm trees is highly recommended. @fashionvalleyca by @miavetner. #foundatsimon

A post shared by Simon (@shopsimon) on Jan 19, 2018 at 1:18pm PST

While four out of five of the top retail real estate owners claimed a decrease in year-over-year occupancies, bricks-
and-mortar sales saw a 2.5 percent jump in 2017.

Per Fung Gobal's report, store sales are set to accelerate in 2018. This means that sale density is on the rise, and the
absence of excessive bricks-and-mortar locations may be helpful to the industry.

Department stores have had a hard time recently, with mass retail stores such as Macy's, Kmart, JC Penney and Sears
closing a total of 566 stores, a 3.5 percent fall in 2017. Luxury brand boutiques and retailers have not been immune
to store closures either.

LVMH-owned fashion brand Marc Jacobs, for example, announced in early January that it would close its London
boutique on Mount Street in Mayfair, which was opened in 2007. Additional Marc Jacobs stores in Europe are also
slated for closure, but the brand will maintain its wholesale relationships in the market.

The digital takeover has not yet eliminated bricks-and-mortar, as offline sales have accrued 88 percent of sales last
year. Excluding food categories, 84 percent of sales were made in-store.

Malls as a whole saw a decrease in sales, with a 0.7 percent decline in sales per square foot year-over-year. But
superregional malls are seeing significant success as the only segment to actually see a jump in occupancy rates.

Open-air centers are seeing better success with occupancy, and power centers who focus on a few anchor tenants
saw two years of reduction.

This has not deterred department store chain Barneys New York from planning its first store opening at an open-air
shopping destination in Florida.

Barneys recently signed a long-term lease with Bal Harbour Shops for a 53,000-square-foot store, which will anchor
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the mall's upcoming expansion. Scheduled to open in 2023, this retail placement was years in the making, and
shows the retailer's continued investment in bricks-and-mortar (see story).

The top retail real estate owners may have seen a decline in occupancy, but it was only marginal, as they still
maintain a 94.5 percent occupancy rate in 2017 compared to 95.2 percent in 2016.

DDR Corp. runs major retail spaces around the U.S.

Players such as Simon, GGC, Kimco, Brixmor and DDR are the top retail real estate property owners.

Retail and real estate
These changes in the retail industry have made a significant impact on how businesses tackle their bricks-and-
mortar strategy.

For instance, a shareholder of Saks Fifth Avenue parent Hudson's Bay Company is publicly calling for changes in
how the organization uses its building assets.

Land and Buildings Investment Management, which owns almost 5 percent of HBC's outstanding shares, is  pushing
for a plan that includes remodeling parts of Saks Fifth Avenue's New York flagship into condominiums and boutique
space. The investor has met with HBC leadership, but has threatened to call a meeting of shareholders to oust board
members (see more).

As consumer behavior continues to change and online shopping further disrupts the sector, retailers must look to
streamline their real estate presence.

Retailer Hudson's Bay Company, for example, recently entered a global, multi-faceted strategic relationship with
communal workspace network WeWork to sell off some its property. The partnership is one of many similar
strategies in which luxury retailers are scaling back their bricks-and-mortar presence (see more).

"If I can have two, they are these," Ms. Weinswig said. "First, the very biggest retail real-estate owners saw only
relatively soft impacts to overall occupancy levels from closures including bankruptcies: occupancy levels remain
in excess of 96 percent at GGP and are not much lower at retail real estate peers such as Simon and Kimco; second,
despite e-commerce sales increasing rapidly, total in-store retail sales are not falling: we estimate that total offline
sales grew by a solid 2.5 percent in 2017, based on Census Bureau data."
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