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CHAPTZER I

INTRCDUCTION



Shopping centers are a relatively new American industry whose growth
nas been stimulated ty this generation's movement to the suburbs, seeking
the leisure and freedom from congestion that suburktia is said to afford,
Tne American businessman has been quick to respond to this migration of
consumers.

Development cf centers has progressed at en unprecedented vace, This
increased interest in locating in a shopring center is not Limited to any
single type of business, Ffor exarmle, over halt of the new supermarkets
(655 per cert) in 1959 were eiected as part of a shopping cent.er,l and 308
2

of the 3LB rew we Te Grant department stores were shoppirg center unitse

(lain Store Age estimates that about 7)5 billion of retail trade will be

transacted thrcugh shopring centers by the end of 1960.3

Although the shorning center is cne answer to the shift of rcpulation
and has been highly successiul to date, this does not imply that it is the
ansver to every merchant's problems, As a word cf caution, before the
image of the grandeur of the shorring center is instilled into the mere
chant, it would be well for him to evaluate his present business situation,
to question its maximum rotential and to judge if he has fulfilled his

objectives, Tre competition is tourh, the rent is high, anc the restrictions

loracts about lew Super Markets Cpened in 1959," Preliminary heport
Issued by the Super Market Institute, January 11, 1960, p. 7.

2"Shopping Center Locations Stressed," Recbook's Shopring Center
Marchandising, April, 1960. p. 5.

33, 2, Kaylin, "Shopping Centers...-otter Than iver,"” Chain Store Age,
May, 1%0Ce P 27,



ever rresent, It is a questionable tocl of success for the marginal

retailer.

Purvose

There are many problems innerent in any business promotion, especially
one as immense as the development of a shopping center. This study has as
its intent to point out and analyze some cf the major protlems comron to
mary shopping centers., Fully aware of the fact that any single one of
tﬁese proklems could serve as a subject for a complete thesis, the writer!'s
objective is that this study micrt searve as a foundation for a more come

rlete and thorouch study at a later Cote.

Ccope and Yetrod
D i et ——
Analysis of four major problems and the conclusion based upon this
anzlysis will be presented in this studys The probiems being considered
re tne following:

1. Cverexpansion of shorring cernters,

2, Finaneing of shoppiny centers and its rerercussions on the
irderendent operator.

3. The merchant's association and its rart in the center,
4. The surermarket in tlie siopping center.,

I have selected these problems from many that could have been .elected
primarily because of their present relevance to botl develecpers and tenants,
Tre informaticn presented in this study has been obtzined from many

sources with secondary information providing the bulk of the informaticn.

Using the secondary information as a foundation, observations, corresroncence,



and interviews have provided suprriementary data to round out the studye.

"Limjtations
The limited numter cf problems analyzed in this sutdy is the major
limitation, Such problems as zoning, planning the layout of the center,
engineerins, traffie, and varking represent a few of the acdditioral probe
lems whrich have been ignorec, tiiowever, as was irdicated in the introduc-
tion, any one of these problems could serve as the subject of a comrlete
esis, Thus, to furf{iil the objactives of this study, only the four

prcblems indicated will be ccnsidered.



CHAPTER 11

INCEPTION



Tre chorping center mcvement is one of the major changes in cistribu=
tion which is effecting the retail industry. Sociologicazl and economic
changes since the end of World War II have fostered the growth of a sube
urbia arcund our large and micddle-sized citiese Tﬁis grovth has furnished
the retail industry with a new and dynamic outlet for large scale merchane
dising to areas having distinctive living patterns as contrasted witn the
mass market existing within these cities,

Tre crranization of a shopning center rresents many new problems that
downtcwn retail units have never had to face; parking ratios, snow removal,

" etc. Increased awareness of the problems of layout, architectura: design,
financing, and manarcerent all enter into tre planning of a centerse In

the downtown area of a city, the retailer is almost'guaranteeo traffic

sirce it is rre-established that dwellers in the city shop in the downtown
areas, Euﬂ in the shepping center, the developer must ascertain his market,
’since e must sell other retailers on the ccncent that tle center is iceally
located to serve a distinct tyye cof trace trom an ontlined tradine area,

The shovrinr~ center serves the frinre, the new suburtia, noct tie traoe=

establishec downtown,

listory ané lrowth

While shorvare centers have aimost overn:urh:t beccme one of the most
important wnd sirniiicant marketins devices in the co:niry's nistcry, they
are not entirely new. Their history dates back to the year 17207, Tre
Urban land Institute of Wwashingtcn, Le C., credits “dward K. Bouton of

Faitimore with the tirst "shopping center™ idea, Bouton set ur the



Boland Park Co. in his home city in 19¢7, Thas was an architecturally
unigue storea building se' hacis “rom the street; with off=-street pariking
for the carriage trade,

Conversion from grass areas for horses and carriage, to black top
for automot:iles was easy. Jessa Clyde HNichols crecated the Country Club
Plaza, for automobile trade in Kansas City in the early 1920's, and tre
mosara shopping c2nter was on its way.

The "mocern” style of architectire, now co'mon because .f its cilenn

lines and comaratively low cost, was vorn in Huch TPobtter's River ~aks

Jmerping Center in llouston 1in 1925,% Then cane tie Sears and e
“tores, elinssely followsd oy surermarketbs, wno left tiwe crowded, mipgh rent,
dovntown areac in search tor consumer Sollars in locations neore convanie

ent for the surburban shonper.s

~

17e larea chains duscovere?d the benelnts of surermarkets 1n the L[230's

ana cut their merchancisine costy oy erecting hure snores, maxinmizing an

N -

avpealing display of roods and minlimiziang services, In the saxw rerlod,

)

tihe zowntown derartaent stores beran gaviro theought to establishing branches

in toe suburbs to follow the migration of populatlion away from tue city

Zore ared.

Linited States Conjress, Senata, Jeiect lommittee on Smail Busirwss,

The Immact oi Suburban Zrnepping \eﬂte"s on Ind2nendznt -Ptawlers, meport
1T~

e, 1010, 35th Conprec s, lst \eoo;on, TnaoAlngtun. Jovernnent r- "inting
Off.!.(,e, 1960)’ De 50

-
°John Ce, Perivia, "Zhopwinc Ceaters," Rarron's, Vol. XXXV, No. 33,
{4ugust 15, 1955), p. 3.



The shopping center may be considered as being cne of today's most
remarkable retail business evolvements. It is also ona of the first
established ccmmercial building tyres which takes into account the
Amer’can's use of their automobiles as a part of their everyday livinz
rabits.

"The shovping centert's form has evolved from rroto-

t;ves devised earlier to ceal with a spreading conflict

between retail shopping and automobile parkinge It has

prorm out of the firgt moves by astute land dewvelopers

to buiid in outlying areas stores on a lot with places

for customars to park their cars on that lot and off the

street,"6

With the growth of population and the vast urban expansion brought
about in the vigorous economy since VWorld war IT, tne shopping center has
prorressed faster than it otherwise mist.te The waves of residential
buildines censtruction has prompted the erection cof commercial facilities

accessible to the location c¢f purchasing power, mostly in the new suburkban

areas,

Population 5nifts and {rowth cf Suburbia

The shopring center prenomenen is ancvreciated when we urderstand
what is happening in the supporting growth of population, Tre 1550
decennial census showed ctatistically, that the country's population had

changed to an urban predominance. With 6l per cent of the porulation

6"The Evolution of the Shopping Center," Tre Community Euilders

Hangbook, Members fdition, (Washington: Urban Land Institute, 195L),
Pe e




then living in urban areas, the population in and'around cities had
grown two and ons-uall times faster than the country as a wholz,

During each of the past ten years, the American porulation has been
increasing at a rapid mace of about l.7 per cent.7 A continuation of
this current rate of growth will mean a vopulation in the United “ta‘es
in 1970 of 210 million, by the year of 2000 a porulation of 350 millior,
and by the year 21000, a population of 800 million.8

Thouch our big cities have grown during tha decade of the [ifties,
they were far outstrioped by the surrounding suburbs, Smallsr cities
grew at a rats faster than the cities over 100,000 population and many of
th.ese, particulary in the South, outstripped their outlying areases 3ut
in general, the fastest growing metropolitan arsas--includine both cities
and suburbseeyere in the south and the Far West.

Civilian construction, lonr held back by the demands of World War 1T,
boomad in the late LO's and early S50's, Building for retail distribution
was high on the list of new construction, and cuburban locations near the
new teeming population centers were most pooular, The reason for thris is
trat population growth in this country has taken nlace largely on the
fringe of cities, and alert businessmen have taken their retailing operae
~ tions to the places where consumere have chosen to live, The following

chart shows the tremendous population growth that has occurred in the

7George Je Stalnitz, "Our Growing Population, Threat or Boom?"
Bus iness riorizons, (Spring, 1959), pe 37.

8mmat the U, S, Will Be Like 10 Years from Now," U, S. News and
World Rerort, (Novemocer 9, 195%), pe 76.
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suburban areas:

TRENDS IN URBAN GROWTH

Changce in
1950 195¢ 5 Years
In suburbs of 148 metro- Up 9,620,370
politan areas 34,660,700 Lk, 281,000 or.27.57
Tn major cities 19,135,000 51,023,000 Up 1,880,000
or 308%
in other urban areas 23,067,000 51,023,000 Up 1,150,000
or 5%
In rural areis 42,771,000  L1,ik0,000 Novn 831,000
or 1.9%

Total United States  10.9,630,700  161,.,61,000  Up 11,827,300
or 7.7 per cent

It is projected that by 1276, urban areas will contain tiree-tourths
of all the populations If the suburban development continues at its mres=
ant rate, 80 per cent of tie expected L6,5 million increace in urban arecas
will take place in the suburbs.lo In addition it is prejected tict tlere
will be 70,000,000 re;istered passenzer cars by 1965,

With these factors being considercd and other related considerations,
it is estimated that the 4,5(0 centers in operation by trne end of 1960,
will swell to more than 10,0(2 s“::© 'nr centers by the end »f 1965, a mere

. . . . _ . 11
five years from now if no major secorn.ic¢ crisis develops.

It is clear that the shopping canter industry which is enacting tne

9United States Bureau of the Census, Trends in Urban "rowtn, {~zch-
ington: Govermment Printing Office, 19565.

10y¢i1ities and Facilities for New Zesidential Develonment, Technical
Bulletin Noe 27, (washington: Urban Lana Institute, 1355)e

llﬁaylin, ops Cite

—e  c—



moat tremendous success story of the twentieth century, ras come of age

zo7 is taking its plice among the frowing industries of the world,

Tne Girantic New Market

The automobile accounts for suburbia, and suburbia accounts for the
shopping centere Suburbia also enerates the vast new market demznds for
nractically everything from baby carriages to washing machines, In the
suburban market, young married ccu~les with rrowing children are trs 2use
tomers whose chopping and conveniernce reeds rave to be net., Tnis is not
tne only market {or the merchan' to seak out, suburbia is now accommodating
ones entire life cycle.

Moevelopers weind like one Lo live i1 one couvt s &

citildy a two=bedrocm @pertment 25 a rewlyweu; tien a rasc.
e, “inally, when youtre clid snd pray and your cnilaren
ave grattered Lo the Jovr wiriis, rou would rmove tesk tooa

-
h

- .y - . - T "
erve out your toreosa o baby s liter.

(SN

S22t
st to

Suburbia a.forss not cnly wc:e new cushoners but bettrr cusicrirse
cvburbia fanilies are notentially bl rer srencers tren clty lawllizs,
tveraqe incorec is estimated at 3¢,5CC a year, fully 7C nper cent nigrer

v . T . . Cym oy
tran tre avara.e U, O, farily.l? Tie casual do=it=yourscl? liie in
3 N s

suburbie as onered tihc vast market Tor products sucn as rower tools,
svortswear, nursery items, etc, Tre suburban storieeper ras to stock

itoms that ofien would stay on the stclves in clity stores.

12"?rom Tuese (ity Areas Come Tomorrow's Vast Interbian Markets,”
Printers Ink, (April €, 1957), p. 3%

12ngelling to an Age of Flenty," A special report. Business week,
{(May 0. 19%¢;,
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The shopping center developer=owner must be aware of merchandising
because new products and departments in selling may or may not have reper-
cussions on sales volume. Wnere this is the basis on which he is paid
rent; he must be awake to chanres in ways of doing business and to the
types of market which are his customers, However, necw departures in mere
chandisinc are not likely to he so radical as to elininate the newly found
convenience and mode of shopping in the automobile,

The shorping center concent has arrived at a stage tor effectiveness
in retailing, Eut bnildine 2 center and keeping it running profitably are
two different thingse. Location anc site arrancewent, even basad on correct
planning orinciples does not always 'nake up for tre intangibles of c¢pera=-

tion and mercnandising,

Basic Definitions

Before proceeding further, it would be well to define a shiopping center,
“ven thouh shovping centers are widelyv dispersad throu.hout tre country,
the term is often misused, Pasically a shopping center is a group of stores,
not very dit.erent from those of the ancient market nlaces or of tue typical
American business district, liowever, thre ceveloprers of these "antihentic"
mocern retail distribution units tave tuaeir own definition of the term,
Fichard L. Nelson, one of the couniry's most noted real sstate econonists
describes the mocdern shopring center as follows:lh

1, "A tract of land and bnildingss under single ownersiiip or
control, though a center may include an isolated store

lhRichard L. Nelson, The Selection of Retail locations, (New York:
Fo We Dadge Corporation, 1958), p. 17L.
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which owns its land &nd buildines (most lrequerntlr a
department stcre, a gasoline service statiorn, or a
restaurant ),

2. A single bullding or a carefully coordinatec group of

buildings having a variety of tyves of stcres tending
to maximize the cumulative attraction of the unit as
a wholes

3e A facility which includes a large amount of free varkinge

Le A location which is toutlying, ! at least in the sense

th.at it Is not the central business district of a ccmmune-
itye There are some excentions, for e:xamle, the 'down-
town' of Perk Forest, a large Chicapo suburb built by a
sinrgle develorer, with a bus.rness district in the center;
in all other respects Lt follows the definition of a
shopping center and is commonly so termed by the people
in the commnity and in surrounding localities."

As tnhe shorpins center has evolved, three cdistinct tyres have emerced,
each defirite in theipr own function: the reighborhood or corvenience
shopnine center, the community shorning center, and the :rerioral shoprinz
center. Usually the neiritborhood center s wiere peorle ro to tuy their
food, rick up dry cleanins, rave their shices rescled, or pas the car, The
comunity center is one which is built around a variety store or junior
department store as a major terante 3ince sone slep ing goods are avalilable,
the shoprer wants to compare price and style, tnis conplicates sales volume
oredictions and often cprens the community center to the corretition of the
rezional center. It is the rerional cen*er, built around a major department
store as a core, which provides for a vast variety of general m:rchandise,
apparel, furniture and home furnishinge Since the regional center offers
shorving goods in great denth and variety, its drawing rower is based on

its capacity for comparative shopring modified by the factor of time spent

in travel with the least amcunt of irritation to reach the center, This
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size centar comes the closest to rerrodueing the shorping facilities once

available cnly in downtown areas,

4nat Tenant Types Go into a Center?

Whether or not certain tenant t:ves are available for a rarticular
center will depend not only on tre size of the preoject and the quality of
trhe location, but also on merchandising practices anc coasumer buying habits
in the arca under consiceration., nas was previously mentiored, the supcre=
murket is consicered thie main tenant of a neighborhood shopping center
and ‘he department store the prominent regional center tenant., The other
stores in the rarticular center will vary according to "rule of thumb"
metrods which developers and tenants follcwe There is no "ready made”
rule which can assure the cerrect selection of teriants., For examrle, if
the area In which the rroposed shopping center is to be locater contains
an extensive number cf tactory workers as residents, a working mens' store
would surposedly be a cdesirable tenant. A large number of execnutives live
ing in the area would be a critericn fur lccating an airiine office in tie
cernter,

To insure success in the correct selection of tenants, an economic
study ¢f the arez should be taken which would point cut among other factors,
income, home ownership, naticnelity, anc etinic characteristics. 4 study
of this nature, ccupled with the experience of the develcper and tenants,
can aid in determiring the tenant types ol a center ané the size store mest
econcnically feasible for tle terante.

Listed on Table 1 are the indicators for types and sizes in shopring
centers ktased on the writers calculation, as taken from tle various statis-

tics available,
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The shopping center has been a significant ractor in changing many
shopping habitse It affords the public an easier and betiter way of making
its purchases by bringing clcse torether, close to home, and clcse to ade=
guate narkine, those lines of merchandise which have the greatest demande
In addition, it offers an ease for shopping, comrared with downtcwn stores,
tnat will be increasinzly imrortant in our national retailing ricture,
Yowever, as in many sithations there are often misconceptions that arise
among the rublic, developers, and even alert rerchants. There is a rorue
lar misconcention of the infallibility and hupe prolits in the development
ané oreration of shozring centerse Come centcers are profitable, but inci-
cations are that the dewmree cf rrofitzbility is survrisingly lowe. lic
statistics have beer rublished denctirs thie various failures or profite
ability of centers, however, the rate cf return tc the develorer is quite
lowe

"ery few of tie larzer centers will yield better than
8 per cent net, free and clear., Tne ccst of mortsace

money, to incluce both »rinciral and Interest, is now

arproaching the £ ver cent firure, so that very littls

leveragce .s left Zor the eaquity nmoney in this Investe

ment field."15

The fact trat many peorle think shernming certers sre so orofitarle
hurts the business in manv wayse Ore of thece ways is the view taxen Ly
many municiral taxing avthorities throughout the country. Tax authorities
seem to look on shorring center ownership as beinsr equivalent to owrnershir

of a producins o0il well, It is this reason that causes the unrealistic

1sleonard L. Faber, "Keyncue Address," 1959 irnnual Convention Procoed-
inzs, Aprii 5-9, 1359, (International Council of “hoppiny Centers, 1957),
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and unfair tax assessments., wunfair tax assessments, in tnurn, icrzase tie
rental burden cn the merchan®s within the center since many leases stiru-
late nrosressive rent scales which accomosdate real cstate tax increases,
If tie lease dces not call for increases caused by such assessnents, the
develover is burdened witi. the acditicnal orerating ex-ense, tiereby leave
ing hin less funds available for cromotion znd Irrrovemert activities., It
is a situation wihere a merchanl who leases from a nisgcidded develorer can
suffer, that is, if the {ax problem 1s not worked out at the tine <f the

lease sicning.

Coavistence with the Amaleur Imvelorer

Closely allied with those holdine a miseconcertion of shorrine centers
are the meny inexperienced neo; le in the business, which is also acdcding to
ihe overproduction of centers, The situat’on often occurs with a home
builder, settine asicde a tract ¢f land in the center of nis development,
for the nurvose of creating a stopring centers The builder wusually knows
little zbout leasing, rnothins about merchandising, and firurcs nis job is
dore when ne completes the buildins an? turns over the Xeys to ris tenantse

The merchant who leases from ris t:me of center must be very cautious,
Triouch he can coexist with the amaleur develoner, the writer recoamends

that a rrospective tenant, chain or indevendent, review tre follming ouée

1, Determination of the trade area tributary to the snopring
center. Analysis o the area's population chunces, bobth
numerically and in percent:res ror rast, rresant, future
growth, translated into mans ancd figures. analysis of
access, highway patterns or future ones, trafrfic counts
and streat capacities,



2. Purchasing power for »rimary, secondary, and remote trade
areas, [Lisposable income in amounts or percenta;yes after
standard cdeductions for Federal inccme and local taxes,
housing costs in terms of mortrage or rental rayuents,
insarance and savings, and transportation cos%s have been
eliminatec.

3¢ Measurement of commetition--cdiscovnt for co-nosite rull
of other competing retzil outlets,

L. Sales potential, estinsted ner annum velume of business,
operaticnal exrenses, et d

Actuzlly the best criteria for mexing a sonnd judgient is good Judy=
ment itself, Charts, studies, anc varions analvses zve merely btools to
assist in a decision, Crisinal ncsearch will considerably aid a merchant's

projections of the reasinility of entering into a particular snonring center,

- . . . “ - oy . - P R
is tie Sunomnine Center idlirectly Onuilty of verbuildine
—— X - 2 S - ———h

Due to the ra~id expansion of the storping center indiastry since the
and of world war Il, an imrortant question arises; iAre there too many shope
ring centers? In gzeneral the answer is nol Statistics in Chapter %na
have shown that population increases anc¢ crojected income growtn should
absorb and utilize the existing and future centers, iTen asked ii thcre
are too many shouping centers, S. Ues Kaylin, Ltxecutive Iditor of Chain
Store Aze rerlied, that the population is likely to catch u> with any
overexpansions It must be remembered, that the 10 millioun new lamilies
moving into suburban areas from 1960 to 1975, will be srendins &60 billion

in retail stores. To handls this wvelume at an averace ol 3100 worth of

Jo Ross McKeever, Shopping Centers Re-studied, (Technical Bulletin
No. 30, Washingtons Urban Land institute, rebruary, 1957), pe 21.
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sales per square feet of grosé store area wovld require 600 millior sjuare
fzet of building area,l? This will reaguire extansive store ccnstruction
of which sroppins centers will be a significant parte

it has been found, however, that therz are signs «f overerransion of
shooning centers in certain markat areas of the United Otatese any of
these were built because a2 renmutable market analwsis was lackines on the
part of the developer and leasing merctants, The fact remains that there
is just so much srendable incore in any municinality or lecality. 'letlier
trhere are toc many snoonine centers derends on iow thinly they divide the
total available spendable income of tie comnunity.

A real problem cf overbuilding co:icerns the financial status of the
develorer and present tenaants while awaiting for the particular center to
become nrofitable, ZXventually, the develorer will be foreclosed if the
center is his only source of income, w:ile ilie¢ merc:ants or comneting cene
ters will be tempted to "cut each otuers throats,”

Tre only foreseeable solution to the problea of overbuilding is
tichter lending regquirements on the rart of the investors who supply the
capital for the actual constructions In addition, merchants themselves
should evecute better iud-ment tefore enterinz into a center vhich is
lecated in an overdevelop=d shopning area.

Possibly, a shoppin~ center trade association could act as a "goe
botween' among develcpers, filnanciers, and merchants to eliminate some of

the existing harmful cunlication of centers in the future. Financiers,

7Honer Hoyt, "Crangzing Patterns of Urban Growth," Bus!ness iorizons,
(Sum'ller, 1959)’ Pe 3l.
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develorers, and merchants would use tune association as a clearing house
to report their planied nctivites on rarticular sites. If other interests
had plans formulated for a nearby site, the two groups mi;shit compromise or
join forces to build a bigp~er center in order to elininate the possibility
of two competing unprofitable centers,

Triere is one area, in particular, which stands cut as an orportunity
for rotential snopping center u’lding, tiiis being the urban renewval [ro-
cram which is beine undertaken in various comminities throvghiout tre
countrrs There are acrreoximately L0 rrojects wiich have land that may be
suitable tor cnorrine centeérs of tre neirhbor-ood or convrenience tyre,
Ttese would rerresznt new centers ouilt in an old ares which have one
tarou~n the rrocess of urvan renovwtl,

fevelomments such as tne urban rerewal rrojects, ccouplad with t:a

rowing population nas reduced the nrohlem of overbulldingz of centers,

9

"ne

fictiard L, lelson lad tils to say aboub the future ol the Incustry: :
think the orportunities will be a3 rreat in the nevt eleven years, but it
. - 1R
will be much more competitive,”

in reference to the original question, are shopryins certer tenants
assurad success. Ti.e answer is nol

Success for a merchant derends not orly upon nis merchandising ability
which must be exerted just as il he were in a downtown location, tmi in

~

addition, nils success is often dependant urcn the capabllities of thne

developer o the center in which re is a rart., A misinformed, inexperiencad,

i

18R1chard L. Nelson, "Selecting the Ripht Site for a Shopping Center
in Tocay's Zconomy,” 1959 Annual Convention Proceedings, op. cit., p. 17.
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or amateur developer may tend to lessen the success of the centere Cvere
builcing obviously is anotrer factor which may reduce a merchants chance

of successe.

It must be remermbered, tiat shorning centers are not only real estate
ventures, but also a merchancising fuactione when this concept is not
adhered to by tne developer, tre tenan suffers,

There is more likelihood of a rropressive tenant achleving success
in a center if the develoner is "mark:t orientated" and is interested in
nromoting the center as a2 unit, ratrer than as a "gmet rich guick" real

estate venture, which the snonning center industry claims has been the

downfall of many centers,
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"imerica ean no mere survive and crow without by business tran

it can zrow and surviwve withont small Dusiness,.”

Benjamin Franklin
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One of the most serious problems faciny; the shonring center incdustry
at the nresent time is the trend in financing whizh appears to act as a
discrimination against the independent merchant, It seems that many
financial institutions will not lend a develorer funds unless the loan is
secured by leases sirned by a hish nrorortion of chain operators. The
res'ilt of this corld easily initiate the cawnfall ol the inderendent mere
ctiant, Concern was voiced over the situaticn ty a Uniied States Cenata
Subcormittee of the 864: Conpress, which reviewad this problems Tla
writer, in this chapter, will investi-ate the background and im lications

arising from the current trends in snonring center leasing,

»».at are tie “eguireents and Tores of Financing leaded?

There are various factors wnich determine tie extant to wnich satise
factery financin~z can be obtained for a shovwping centere. The more imnore
tan® ones are the follnwing:19

l, location 3. <ILconumic analysis

Ze Tenarts and rents

s

te The develorers investnent
Ti:e favoraoility of the first three factors are cetermined rrimarily by
sound iudgment on the rnart of the many lenders. There arc no set rules,
because eacl. center is radically cifferent in its sizs, scope, trading
area, leases, etcs [Lach must be considered on its own merits anc faultse

waen th.e location, tenants, rents, and economic analysis are favorable and

.

wien the mortgage market is in a healthy condition, it is ~ossible that the

1 ,s . - . o . ,
9Larry Oruen, Victor, and bmith, Znoepine Towns U, I, 4., {llew York:
Reinhold Publishin; Corporation, 190}, pe 5/




developer of a rroject mar obtain 85-100 rer cent of the cost cf tie
project (generally excludins land costs) in the form of a “irst mortgace,
s . C . S . fs 20
at conmpetitive interest and witn suitable repaymnt conditions.
Tre actual typcs of financing for sho“"n center constracticn are
termed mortgare finarcing and ecqulity financing, lortprage financing cencre
ally consists of eitner firsi or second mortrasecs at ilnterest rates which

dapend on tre availability of fmds a: tie ‘n'erest rates current in the
marxete Un the other nand, tie eguity investment may be represented by
owaersnip oif' the lanc and cash Investioonl oo *he cart o0 Nhe fovet ooy of,
in %.e case of cornoriate cwnersnip, mey te renresented by investment in
o . o/ v 2]
preferrec end/or comacn stock,
In addition, beycnd tliese hasic t;res, there are varicus unigue ways
which have been cdeveloped to faciZitate the IJinarncins of sho:rrin: centers,
Trese woulc include, split mertiares by which prosvective morteerecs may
e e CEE————— —— ‘ d t -

loan on vortions of the rroject raticr than on tie rroject as a whole;

narticireticn in a sincle blanket wortvare by more than cre insurance come

P iy

1

pany or cther mortrages; sale and lease back by whicl tie rroperty —z: be

solc teo tne rrocpective investor and leased back to tne develeper; sale

or cround lease of the land, unon which ths cderartment stora and ctier

prineinal tenant is located to such terant; and ccostruction of the bullde

ing or buildings for the use of such rrinciral tenant by tie tenan® limsel”

ratrter than by the develorer; ground leases, by wnhich owners of proverty

2024,

2ltyid,, p. 5.
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lease it to a develoncr on cen”iticrns wuich may remmit tle subordinztion

tl.e ~ortrare o??

3 ~

of the ownecrshin in the land of

Sources of Firnancing

To further present to the reader th- financial workin-s of a shop=
ring center, the sources and oroceedurc for cbtzinins a mortza~e 1will be
brief'ly described,

The major sources of {funds are as follows:

l, Insurance comranies, Man) insiranc= cerranies actuzlly solicit
financizg for shorpin- centers and as a resuli, are tre principal

sourece ¢f funds for shepnirg centers,

2o Persicn fundse Administrztors of pension funds of varicus retail
businesses, industriel co-ranies an! labor unions sho rust inter-
est in the linarcing of shoppin- centers.

3¢ ILducaticnal institutions. Collere and university recserve and
endowments are citen available for real estate proiects,

Le Finarcin~ syndicatszs. This source will oiten take rartial or full
ownershiin of centers and will »nrovide tne equit:r canital as well
as tne knowelhiow resuired for develorment rurmores,

5 leal estate corranies., Trese corporations have shown much intere
est during the last Five or six years in the acquisition and

development of shopningz center properties,

The actual rvrocedure used to arrly ror a mertpage varies as each
institution has its own mertgage anplication form in wlich the bare essene
tials of the rroject have to be stated,s In most cases, hovever, the
developer will te reqnired to nrovide a market study. Tnen too, he will
normally be required to rrovide architectural »lans indicating the locations

of the stores, the dimensions of the rroject, the extent of the rnarking,

221bid,
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of the stores, the dimensions cf tie prcject, the extent of the rarking,
and other factors. Alsc included will he a sched:le of rents indicating
rroposed tenants, amount cf space they will occury, amcunt of guaranteced
rent, and percentare rent termse Another requirement. is an abstract of the
leasing progranm sh.owing the general nature of the lsasing conndtments,
accompanied by the lease document proposed for uwse in tenart necotiatlons,
In acdition, tre develorer will ordinarily be asked to provige a vrofit
and loss estimate indicating tre amount of rent exreccted, torether with
the budret of exrenses for tie project and trhe net income Tiurese Threse
will be vsed by the flnancing instituticn to determine the economic value

LYe nrcject in comrerison with the Institution's own sturces of this
information,

The projected center is always arpraiced by the rotential lending

institvtion, which may apree or cisapree vith tle develoners merket study

and rental estimates. It i3 the arpraisal of the financing institution

(&)

IS

which determinces the decision to rrovide e requested finarcin

To familiarize the reader with tl'e variocus forms used by develorers
and mortgca;e brokers, cepies of typical forms are found in tre arrendix,
Form 101 Avplication for Yortia.ce loan Comnmitment, This fomm sets

the mortuaye terms under w.aicn clients can worke It is tieir

minimim mortra:ce accentances In additicn it sets forth tle
brokers commission arranremenise

Form Hi 102 Mortgace T.oan Arrlicztion.

Form HA 103 and HA 10L u}onn;_ngenter Analvsis anc Tyrical Analwvsis,
Form 103 Js tlie means o Co.wiling &n eConomic ricture ci the
center,

Form 1A 105 Corresrondents glnralsai. A companion to Form 103 setting
T forth tre physical anc economic anpraisal of the center,
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The AAA Stipulation, How L[oes This iffect tre Tenart and tre Teveloper?

Most insurance comnanics «nd cother financial institutiors are inclined
to be hreavily influenced by the amount of snace that is rented to retailers
with strons national credit, on the assumpticon thot such renting will pro=-
vide the maximum vrotection for the amount that is beinr lcaned, The
insictence that a large pronoriion of snace be rentsd to cempanies ¢ hiph
credit rating may have a tendency to straitejacket thre cdeveloper; it
necessitates his rentine to conraries of hizh credst regarcdlass of wietter
local tenartz cr other tenants wita lover credit rating weuld rrovide a
better shonpins atnosphere and a better complement of stop-ing amenities

for the custonmere.

“he financir; of shorring centers with its many stirulations is very

r

complex. The owneredevelerer of a shworring center rust provide ecuity
cauital not only for construction costs but also for the acquisition of
land, architecture anc enrineerin~ fees, finarcing charces, intercst, legal
fees, overhread, etcs, anc finally, thc.e costs associater with the crerae
tion of t.e comrieted center, it has been found that a larcre rer~ertage
of sltiornin: center develorments involve the syndicated tive of operation
in which the landowner, the architect, tie builder, the develorer or rernte
ins arent, anc the attorrey, coniribute thelr services and the land and
hopre to borrow enough money Irom a financinge instituticn to =reclude
their own cash investment.

The exvenses associzted with censtruction costs account ror the largest

share cof the equity funds required for develoy;ing a center. Local banks
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provide shorteterm construction funcs and are usua:ly the first scurce
of funcés, often by mortzare loan. “hen the constructicn is comnleted the
st.ort=term lender is naid .off and the insurance ccmnany or pension fund
holds the first mortgage,

"Tre Institute of iife Insurance states that the aggregata

firancing needs of shorring centers range from anproxirmately

3200,C0C to as much as &L5 million. The average value is

believed to be between .1 million and #2 million."2k
Cnorrinc center firnzncing takes on big dimensions, as indicated by the
rrevious figpures, It is so big that it is aimost a universal rolicy of
the major, permanent lending agencies, that before they grant a lono=
tern. loan on a shoprin7>center, the cdevelcrer must have obtained fixed-
mirimun, cuaranteed rentals frem AA4 tenants {terants with a net vorth
of at least Ol million) to cover amortization of the loan (bot» rrincinal
ay irtere“t}; real estate taxez, Iin-:-ance, anc Irequently creraling

e

exTenses,c-

~

fecordlrgly, this reqairencrt ¢f the rermancnt lenders usuati
amounts, ir a tyrical shoppir-~ center cevelopment, to about 70 rer ec:at of
the tetel space that st be ncvered tr- the fixedeminimum guarantee rentals
ol tenants of roocd national ratinr. The viceepresidernt of one of thre

largest insurance comranies in the country macde a study of 10 ol comvany's

8!, srorring center loans, taker at random. The cases studied ran irom
reng )

23United States Conrress, Cenate, Committee on “mall Business, “horrine
Centers=-1959, 'learines befcre Subcomrittee, 86th Con-ress, 1lst Session,
Trasringtcn: Govermnent Printins Office, 1999), p. 136,
2h. . rea . 5 :
nstitute of Life Insurance, News leleasa on Shopping Centers,
(lew York: Institute of Life Insurance, November 2t, 195%)

25. L. - ~ i
5‘. 3o Uongress, Jcmrittea on Small Zusiness, Shorpirg Centersee1950,
(o) Y C"tAQ De ]Olo

welty  meee



loars of {500,000 to .15 millicns He found that the "name" tensnts proe
vided 60 to Th per cert of tl.e iccme the avera.e of the 10 cases was

70 per cent €

The pelicy cof lendin agencies regarding AiL chain stors tenants is
somewhat flexible, changing from tine to time with crarres in the meney
marke ty with the size and location ¢f proposed centers, and with the
skill and rejutation of the i1ndividual develorers, Various articles indie

cate thzt vilen money is tight, requirements are tighitened un; when much
money is available, usually the requirements are liberaliued, In addition,
it ras been found trhat there is a hisher percenta;e of AAA terants requi ed
in the li.rger center than in the smaller centers and thct an unusually

mco¢ location and a nighly reputable develcrer may rersuzde the mortpagee
to take relatively more terants with less than Asi crecdit, However, no
matter how the situation is maninulated, around 7C per cent of the tenants
must be of the ARA caliber, a rating whicn tihe trrizel rrorressive incdee
vendent merchant is léckinw. It rresents a real nroblem an¢ the read for
good alternative measwures tihat the inderendert can take in order to

irsure his continuaticn in the reta:l fielc,

lease Hestrictions

Liscriminatory practices asainst ixerendent merchants are taking

place in many l:ines of retaiilinge 2ixanrles are on record of food, druc

<

and variety store merclants bein, refused shonping center locations becavs:

they lacked trivle A ratins even thourh in their varticular locality, tr.2
J ! )

29ide, pe 133
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nerchants had rroven tiemselves in merchancisingy argl ownersnir Iunctions.

Lt the Cenate Subconmittee learing cencducted by the elect Tommittes

on Cmall Cusiness in April of 17.vy, variouns merchants voiced treir views
at tne hearings, Jne merchani, an operator of tiiree successfal surermarkets

in 2klahoma Jity testified heow he was denied space 1n siort inge centers

tecause of tle £AA net worth regquirement, 7l.e market owner was a versonal

friend of the developer and in addition, i.is whcolovzl-r oprplicp having
arnual sales of J135L millica and etal assets of over J10 m1ilion agreed

to cocipom the lease. The Jevelorer rad Yo contor: 'n tre derancs of tus

leadiay avency and as a resuit, the 30,000 sguare foot sucermariaet vas

leasad to a national chain, theredby restrictlay the Iurtier expansior of

tre infercadent surcrnarx<at ownsr in thiat clty,

.

The story is similar Ia tue drav iadustrr, sily successful indencne

deat drugstore owners, one Lo marticulur, the owner of 10 ¢ritstores in

tze Washington, Z. Ce arca, tcld of Yis unsuczessful atteirts 12 trvin~ to

sscure sionring centar jocations, In relorring Lo bLre occurancy of a

L

chain store In the new aecern lotatlions, one clzimed

PO S P JE: S, T a1
U is not Lecaase Wz Inteornaadent, looul a8 ”'_.,.vtw SR thl ile

.
e want tiose Jocations, we will ooy buc ouners ore reni ror
tross locations and we will sell as much or mare merchandise
in those locations. Ve can't even et consioeration frow tno
buildars or kvaloners of sthonrin center locationss wny nct?
Fecause w2 <o not have raticnal credit rating, That is our
crive i

-

These dru-cists in parlicular questioned the fature of tihie indeunendsnt

uner thes2 circumstances, Finally, in the variet: store field thers is an
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evamrle in rflorida of an operator or six locally owned varicty siores who
lilad erarated successfully in Jacksonville for &5 vears in direct corinetie
tion witnh nationsl wvariety chrains., e was unabls to obtain leasas in tie
larger shoprin- centers because his corrany is not naticnal in scope, trus
unappealing to the Tinancing organizaticns. Tie operator testified that
the strategsic locations of the new shooping centers are causiay eristing
stores in old estavlished locations to close btheir doors pecause of lack
of cuslomers, "in our area, the avaliable locations or sho:uing centers
will soon be taxken up and the small busiaessman will be frozen ocut ror

ood.”?B

oy

Yinca shopring centers will play an iicreasingiy important rcle in

)

fuvara retaiting, the role of the independant may chance if the »resenc

stipulations on leasiny continue., Toirourhiont the years, particularly in
the fond industry, the independent marchant's volumz versus chain volume
has not vzried by more than one per cent. This fact 1s shown in many of

he grocery tracde putlications suen as the Proressive “irocer, Juper Mariod

terchandising, etc, iiowever, in relation to chain volume cannot remain

steady if the i:dependent is unable to attalia a nesition in the shoroing
center, Independent orerators have the veliicles to nmerchandise food, often
at prices unsurpasced by any tyre operaticn through trelr tuying alffilia=-
ticns with voluntary or cooperative wholesalers, Irice, cuelity, aad
service are o.ten tne keynote of his story, however, if tue independent

marxet is not situated favorably in reiation to his conpetition, 1.is future

28701d., pp. 6162,
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success is questionable,

Wiy Are icher Ients Crarged to Tndc:endents?

In addition to the AAA tenant requirements wt ichi 1nderendent mere
chants are exrosed to, many are sub ject to hirher rental charges if they
do succeed in jretting into a center. The darartment stores and chain

4
stores, knowing the cdeveloner must have them because ¢’ the aAsa tenant
requirement, are in a strorng bargaining position when it comes to negotiae
ting the rercentare terms of tie lcase, The cevelorer, in order to obtain
a denartment or chain store for financing nurroses, will lower the vere
cenhaye for the chain or cerartment store and hope to make it up later by
charging the smaller incerendent mora, 29

The reason i'or the hizher rents charpged indenenden’ts seems to be
traced back to the lending iustitutions, wio arc wvery insistent on the
naticnal crains beiny in the center not only as a gmarantee in atlemiting
to cover the cost of the interest and nrinciral, taxes, insurance, mana.e=
ment and maintenance, but as an citraction ror consumers to shop at thre
center,

In this situation, the devaloper is caught in the mliddle of the
squeeze, lie realizes the need for local merchants to add "personaliity™
to the develonment, however, he is Taced with the situwation of attracting
goo¢ merchants who wiil apree to pay the premium rate of rent which tley

are often charged., The problem should work itself ont when financial

institutions become aware of the fact that uneconomicatr rentals to

29Tbide, pe 2.
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department and chain storvs can jeorardize the financial success of an
entire sl.onring center, Tals siiondd occur on its own accord because
invariably a develorer will be in a financial difficulty if he is cenern=
dent upon the rrolits of the ridiculousLiy low rental contracts that many
developers made in order to ret into tihe shop:in; center business. It
will be a natural occurrence for cevelorers to charge reaiistic rents to
hoth crhain ana inderendent tenants so as to arrive at a favorable bzlance
of each tyre of merchant in rhis centere. 4 developer wio vre-ents a rent
sct.edule to a financiny institution wiiich does not allow tor rrofit will

105t likely be refused assistance,

311 the 4AA Tenant Feouiremants Contribute to the “rowin~ Concentratlion

fad
L

Tetail sSales?

Ry thie end of 1958, there wore 20,00 chain stores oncrating in
shopving centers with an adlitional 6,025 new chain outlets planned for
1959 alone, 30 Tr.is revresents an increase of about 20 per cent in one
vear, II the pradicted growth in porulation takes rlace, it anpears that
tie practest number of new retail store openinss in the years atead will

take nlace in srooping centers, The sicnificance of this rrowth ror ihe

RS

indemendent businessman 13 that wnat misht otlerwise be an era of increased
orportunity for thousands of incdependent tusinessman in a grovine populae
tion and an expand.ng economr, wiil instead, be an era m:rked by furtier

concentration of retall saless The trend is alreacy apparent, In 198,

30 Thidey pe 229, eiting the 27tn inmal Chain Store fge Tanctrusticn end

——

Modarniza'ion Survey.






31

receints of the too 20 retail chain co praniss recvresented 12 per cent of the
consumer srencdin: in all tymes of retail stores.3l

While perhaps these facts ave ciscoura;zing to some, es:eciatly tnose
who feel they are being discriminated arainst, tie nistory of tre inderen=
cent mercnan® incicates tiat even as a tenant in t:e Jownbtown st onpling arca,
tie key tc obtainings a locatlion was not based entirely on ris sxill or
exrericgce as a tusinessman, or even i.1s ability to »nay renw, Hub ratoer
on tiw arbitrary rejuiremant of aet worbi, set unusually bLi; . to meat thc
urisnally conservative deranis of one industry, Iinancinpg _rstitnticrs,

-

Wietler tney will ctanre their ways s doubtful, 4s eustedians tor
otrer peonrle's mﬁn?y; finencial in%titnti;ns are irterestec “gjmarily in
tlie security o the factors of credit, otability, ccntinuaiity, and manage=
ment rerformance of the wvurious tenants in a center, nrojocted in terns
of 20 tc 30 years, woome shoprin - center indusiry men feel tnat the lenders
arz dQin~ a great cdisservice in vein¢ oo strict in placing so much empnasis
on nigh perceatare chain-store leasingsy It as felt that the suceess of a
shopbing certer lies in a goocd rerresentaticn of both chain anc independent
norchants, wallace I, Agnew, vice president of the Walker & Iunlap, IiCe,
mortpage banking firm once made a stitement which should be takea into
consicderation by the lending a;encies:32

"Tne exrerienced, local merchant with adequate financine and

a pood followine, but without an #Aa balance sheect, will con-
siderably out-merchandise the maor cnailn, !is total sales

31"Marketinv--The Ton 20 Zeta lers: 1958 Score," Misiness ‘eek,
(Af‘l‘il ll, l';)SQ)’ Te us,

2., « . . .~ , . .
3 Ue Se Conrress, Committee on Small Eusiness, choppin: Centers~=1959,
OLe Cito,' Le 167.







will be larger rer square foot and l'is rercentzce rental

payments at a hirher rates Ly his followings he will cevelon

traffic and business not oni: for hinself but for the center

as a whole., “ cz-ab_e, successful local merchant is far

from the rarity wnich nost insurance iencins cfficers seenm

to taink he ise e can oe located; he can o2 replaced if

i@ dies or is incapacitated; anc he can ¢o a greet job of

ma%ing a center reatly financially successful instean of

only medestly so."

The rrovlem of the "discriminaticn" toward the independecat will probe
ably work itself out as time ~roes on. Since it appears tiat the days of
the amateur ceveloser are coung to a close, the professional ceveloner,
will no coubt gain the resvect of the lending institutions to the point
that tne cevelorers judgment of tenants will carry considerably more
wvel-ht than it does at the nresent time. _n otier worcs, insteazd of the
mortyace men relyin on the siynature of 7H«f0 per cent AifA terants, more
assurance will rect with tle "rrolfessional' develomer, Tuaus 1n the futare,
the expcrience, reputation, ability, and equity rosition of tie develoner
will become Increasingsly imrortant, [evelopers shonld tiake every possible
measure to insure chienselves of esteem in the eves of the money lencders.

amat easu~es Can Re Talen to Aid the Tnverenaent in His "Crisis,”

m
i
4

The -~roblem of "discrimiration” arainst the inderencdent mercrant in
the shocping center industry can horetuily work itself out over time as
indicated in the rrevious chanter of tiis rerort, or there are nossible
courses of action, taken eittier by vrrivate or governnent activibie;, wt.ich
could altleviate this rroblem. The metnods available, some not cor.doned or
even cnisicdered feasible oy the writer, represent Lhe aiternative solutions
to this current problem ifaciny the incustry, 3Scome possibie solations are

as follows:



le OGovernment providing financinc, ©Cne sugrestisn is that tie
S et B

Govermment oprovide financin; at reusonable- rates as a second charzs o

the cenorr, in proverticn to the spacs rented Yo tenants of norarproved

\

"

crcd:ts  In doing tiis, it is heped that the owners or develcyers ol the
siorring center migcht be inclinecd to rent a somewhat larger sihare of
space to the tenarts who cannot ctiervise pain admittsrice to stonminc
centers, Ttvicrsiy, this met ol ef financine would invelvre Tovernment
intervention, nlus aid that is nct reaily nractical ard neede’, There is

JSinnceing rresently avaclanle for shorpang centers, certainly sete ueans

ctrer than Sovarment fincreines wenldé be fore renlistic.

2. Surpliers cosimn retzller leascs, lUncer thiis syster, fcr exnnmrle,

- g

\

a surer marlet orerzicr desirous o enter a center verld syran—c with one
of I'lc surrliers viio had A5 cualifications fo marantee 115 lease witn
tre develorner. In return, the surer marrvet crerator world than meive ' s
rarcoases Srom Ched su rilere The o) lier o7l conccivably be a wiclee
s«le crocer or ~vern & dairy conyanye

Tnere are various otnor methods uced to ald the reta..or in tie Zorm
of cosirmins of leases, Dne w olesale cocrerative, trhe ‘ssociated lirccers
ol Ceattie, has estetlisied 2 suhsidiary comrany in order to have funds
availatie to puck u» itz nmember sterec vho wish to eater shorrir: center
locations, Tn tre shoe inductry, Shoanterrrise Corre., of Ct. Lovig, wiich

iz a subsidlary of the Internaticnal Z:ioce Cowmrary, baxs a unlove rlaa which

ras undervritten sore €0 inderendent sihee stores that ore now in sheprping



centers,>3

While some individuals vrebLubly vicw this arrangerent as a mears cof
the retalicr losing some of ris indenendence, it must te remembered that
trie retailer is protected by a Federal Trace Commuizsicn ruting wi.ich proe

-itits a manufacturer or vhrolessler from forcins & reta’ier to handle the

underwritine surnliers mercharncise exciusively,
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css invectment ccoararnies,  dncther possible aid te

cua.ified local tenants wor:d ve Lhe vse ¢f the newly created Zmall Fusie

ress Investment Correorationes It is nossible that a 2310 loan could be
mece evailarle under certein circunstances, to aicd a tenent Uy Jendin:

furcds to ray the iest years roent or for an ¢dvancevent lca: purrose vwiidch
orten are recuired Ty cortgsre ten.,  ovever, tle Lmall Tusiness caveshoent

Cerporation was nct created for tids ty e of activit;-, therefore, it is not

consicered too feasible unless it iz a desrcrate situveation,

L Utilization of the .rorman ~ct and the Robinson-rztrman ict,

Under the Sherman Act there have been czses wihiich invelved & merc.ant ceinwe

denied suace in a buildanes used by ois cosmetlition and also beln: owied bty
Lis competitors. Uncer the Jterman ict, tie latent monorolist must Zustily
i ol 3 W -)IJ
the exclusion of a cemetitor I“rem a market wiich he controls.-

¥While the rumter of occurrences of this situation is limited, it may

S

become of imnortance in the future. osSome business firms, such as Feod fair

r

33:bid v3 Po 96.
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Center, a case nmay be esteblishied provin- exciuvsion. In addition, the
vroblem couid oceur between depariment stores and smaller mcrchantss
Denartment stores are becoming significant factors in shopwing center
develorments 1If clothiing merchants or other direct connetitive merchantcs
are denied leases becauze cof exclusion, the above-rzmed acts may e eflec=

tuated, thus siedding new liznt cn tie protlem,

S« Tax aids to beginning busiressmen, Leonard L. arter, presicent
of the International Council of _horrins Centers, is on record as su::est-
ing thet the rovernment mi hit cive a liberal tax exemption to a husinessman
durinc kis first years of business oncrations wien the rressures are
createst and vhen he runs the greatest danpers of failures With this
arranrenent, only the bteginning merchants would be aldec; tihec already
estab.isted mercrrant. would nct te aided in his atterts Lo sain entrarce
irte a shopping center,

Actually, the idea of tax aids to rvegziininc businesses seems inprace

tical and unreniistic, It weuld be =most difficult for tax agencies to

control sch a srstem or to establist the rules to make it function,

6e lease insurance. A lease insurarnce progran, either by a private

insurance corpany or by the Covernrment may be & solutione By lease insure
ance, a: insurance policy could be written to cover the conditions of a
tenants lease for the reriod of tle leases Uncder this program, the finane-

cing institvtions woulc seemingly have the security they seck and there
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would tius te no reed for the AAA tenant requirevcnt. Fossibly, tle devel-
over of a proposed shtopring center ccuid then soliecit prospective tenants
into his center on the kasis of their merchandisine ability rsther than
on treir net worthe

This type of arrangement, while cn the surface arrearin~- as an ifeal
measurement, is mcre on the netww of a surety centrocn, such as a lease
hand, as described in insurance termirolcerys In actvality, it is irmrrace
tical becavre, as voeiced by the Life Insurance &ssoclation cf nnerica,35
Without attepting to examaine ail asrects ol tie vroblen,
rrass the orinion that it weuld not be possible Jor
lif'e insurance companies to ernrare in such a rrogram of

lease insurarce under trelr existin- crarters or under
the repuiatory laws zovernine the coverares ther may issue,"

W o¢oT

7. irace bonds,  The oorety industry for many years ras nad available

lease bonds for business corcerns, .ease bonds are written with the indem=
rnity of the yrinciral, and a firancial minrantee of t'is tyre is renerally

uncerwritten in accerdance witi the financial standin-, business experie
erce, and remitation ol the principal.36 The practice cf tondin:s tie
performance of leases is nct widespread, and most of this type of finune
cing has been feund to have been written in conncction with Federal leases,
lease bonds are nct prominent in the shopring center industry.

{ne thing in particular, lecase bends are usually written for a one=-

vear meriod orly and are subject to close scrutiny on the part of the surety

irdustry. They are not geared to a mass rroduction basis, therefore, it

BS_I‘b‘j;éo, jaly 2140
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is doubtful if they could be utilized by potential desperate tenanls,
Sirnce the surety industry is quite varticuler when writin; lease btornds,
it eppears thzt the person most abie to qualify for such a bond is the
person least likely to need it, thic converse prcbably bein:- true also.
Mary variables enter into a busiress over the years, therefore, lLease
bonds i ich are ror short-term neriods are not too relprful to a tenant

that needs a 10=-20C year coverares

Ce Use of FIA system of insuring rortraces. Tt is felt by the

writer that if some artificial measures are taken to insure the indeperne

csves

der:t mercnarts entrance irto shorring centers, the i7i' t're svstem sntould
be inzuwsurated, Such a rrogram could orerate uvnder thic sawmervision of the

1

Cmal
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usiness Administration wi:o wonuld tave the task of evaluatin: the

—1

abilitics and rotentialities of tie¢ arrlicants, 'r.ile this weuld nrobably
aid the inderendent In his fight for survival in slioppin- certers, tie
cormprlications arisine from the plan rd¢ht not be ercouragin-,

Trere seems to be no barriers lelt to eliminate the overbuiliding of
centers if many merciants who otlierwise wo'ld be ronfinancibie, would ncw
be able to enter intc sihorvins centers as teraits, In turn, the success

of

standine centers and thie number of indenendents airssdy in those centers
wouid be serimsiy jeorarcized, Trerefcre, as a sclution to the inc‘emenw
dents dilemma, it is the writers oninion that nothi-y; be cdenee Time shonld
solve the nroblem. The lending institutions will most likely chan-e their
attitucde in the near future by vermittinc the able local indepencent srace

in the center if he is recemencecd by the "rrefessicnal" wevelorer, as was

previously discussed,







what About the Tnnovetor?

s

Couls it be that the reason why lend’ n~ institutions insist on brin=

ing the cha'ns into the center as simply to prevent them frem coming into

the develored trace aree aftervercs in competition with the shoprine center?

Ho matter what the tenant selsction policies of the shorpirn~ center are,

tiere is always room in “he merchandising world tor the aeressive, norie

conventional, luw margin nass retailer,

If the center 1s succes

2

which is istmune to chan e, new retailiin- forms or concents will
=7

develop outside the ceritere-

center somelow have to compensete tlie shooper for rivir:s un the

[N

ences o Lhe center, Lvidence of tlis
hosses which are sprincing up tiroaglcub the country, of'ten time
cirect competition with a bi:r shorpins center,

Tre "disceunt" innovator heas cisturbed the "status cio"” of

s seen by the various af

Ml in freezing local reteiling into a rmeold

prehably

Tris 1s because tie retailers ouhtside the

conveni

scount

in

meny centers,

At one tine the “igcount orerator was reflused as a terna:t in s:hoprirg cene

ters; now, he is welcamerd. Tossioly in the Mitwre, a rnew tire

institution will zrise, cowupecced of inrovatin: entrereneurs who

restricted from tne traditional sherrins center or vho verld ot

te tie nisl rernt anc c~ntrcls which are inpesed on stor~:ne center merchants,

io

If the new Lyve institniion results in lincreased eflicierncy and

3
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3Torras L. Sueet, "Terant oelcce >
Zenters," Jourral of larketin-, (ioril, 190
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sJbserive

brinrin.

chovaing






merchancise to ti.e censumer at a lower nricey, it most lively will oe
socially desirable anc well ratreonized ty tie consuner, Then ma
marchants will be able to "diseriminate" arninct tre traditieral choin

shepoing center retailer who cesires 1o be a terant in thelr institution,
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A troblem which has beer xn e/Zutenwe s'ore fle Yo Ll 07 the
first shoprins centers and whiclh has incrzasin-~ly nrocressed as a matter

confliict, is that o tis merciiants' assccintions,

=y
[

)

Jince mary lcases wrlitten between tnhe Jevelorer anc tenant sracify
trot additional rent 5hall se pails over the minimin vent wien sales reach
a certala amount, It is well Jor tre aovelorer to be interestad in 7roe

mailonz) devicss te lncreass nis incoms,

TSP Yo~ ~e A A Y e s - B L X 3 G SR SRS SUUNC I B AN ST W
Lo mapchant ool btade Lo Lo snese Lis salzas and vrovits is hishly dasirable
1 meny sinobtlons, it 20 A0S IINTA NeCRESIT LUE T e v oyt De
5 s - - l . - -3 - - e - " M - . - -~ .
nlereited 20 Ueiodine sales vooum? inondar o dusplfy Ui Low pontal lhaoe
- PSS - . . - LS. veya 4 0 -~ et e -~ . - .y N -
a:-reecate T are oltern oriilen i channs woooLend e decart it
4 -
crores,
Trlar, toe Savelomnent of 0o Tooeniare 23 oaith o2 I e nafture
o
i H N B - . - ! ~ - ~ed - AN A 5 e et =L
of o movchans isine venire Shan a rexr ashtato sveoeulniisolet alane with

inereagsed iaterest 1n merchants assoclations, mary

Lepinan A T e o~ -
bhetrecn cevrlone S 'Uua Lenants o Jioeinr the
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tn have @ Mmnclioninc omerciacts associanion, ot
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will searcit Into oone of tiese nroblove ant sucract meantres Lo el allee
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viate o ¢of ther,
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Merohiarts Assoclations,
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hd <A ’ . - . e - ~ . R ~yeals .
In thz early cays of rne shonmning centzars, mary fel'nw mershants car-

ried on achive trade battlaes a-ainst one another at varic s tines, even
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th sl tley were nob aluays directly coqmedin-~ ayainst one ancibor in
trade lies, To compliecate matters, 1- was net uncommen to lear of tle
continued tensions betrean the landlord and nis tenants, Corflicts as to
hours, snov removal, virkin-, acd improverwnnts aul secmed to octur evactly
as it was bvorroved from the retallers and realtor’s reintions on lain
Ttrect, Tre fact ic, in the Iirst few yeirs ¢l larcer centor tistor, a
crooerly financed, wellelecated Jevelorment, cow lod with oo recad acress
wis almoct certain to be assured of svwccesss  t5 imedizte rivalry was
limited and even irternal conflict amon~ the teran's anc landlords vas
insi =i7icant to the shornln canter's succass,

This situation is rg idly chaencsins. s comvetliar centers are Ccohe
styvcted and failures begln Lo arlse anon: Soe centa2rs, there is avidence
of need for better ccoreration betwaran tie tenants and revelolarse .conard

Ze aber, rresident of tie Internztional Couvncil of Hnonring Cerntars core

~

menved a2s folisws on tho issue:

"The center merchants have recsrnized tiat, =23 ¢ Y
a r“"olwt‘o'xvy new Find of erciancising devolopmenf
Innerent interests nmoxe 1t both desirable and nccassa
t"H/ Join force% harmonious’y in common promotional o’forts.

anants, botn large ard suall, nave begun to work toretier
WLtH a spirit of eooneration and corman turposae that chame-
bers ol commerce and dountoin merchants have never bocen able
o acliavs,"

(%4

-+

In 2 rreat many sro-rliar censers, i cne was to ingquire 25 to the
effectivenass of its merchants! azssocizticor, the rerly would no conht, ta

wfavoratle, It is a common rractice of bHoth the develorcr and the tenznts

a. " .r, ~ . . . “
3'uawv°1 “einberr, 'ﬂqt skes Troprin- Centers Tick, {(lzw York:

S . 2
rchild cublicailions, Anc., 19005, fa RN
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to accuse each other of the lack of eflective rlannin- or interests It

is often =oiced by developers, that the main problem of the merchants’

association is thet chains will not conpreorata in e association or center-

wide promelionss liowsvar, it is found that the overrtielming mejority of

chains will go along with a

&

ible, carefully rlanned, budreted vro/ram,

’J)

fevelorers who vork hsard to nrouote sales, axd who are willing to rarticia

rate financially in rromotions, hare no trouhle rettin- cnains to coorcre

ata,*” Western Tirc Suto Stores ctate tha® its most succe.sfui otores are
in centers with the most active mercrant ausociations. Another lzrce

n-

volime chain, the & Te Grant Co. 1s on record as followz: "In tie past,

we veren't sold on merel ants' associaticns in centers, today, we want tlem,

“'g feel everysne snould join a centers' merenants® assoclation.
‘na survsy by a chizin as toc the eflictivencss of existin~ mercrants!

.

azsociations, it was found that sone €0 ner ceat are nob particuiarly
Wl - -~ g . Sy - . o
effective, Some o 4ie reasous ~iven wer: lack of strons leadershir,
Inemities in determinine contributions, urwillingness o a denartment
stora to rarticirate financiaily, lack of interest by the dev-lomer, and
the emmense incurred by double ads by sone of the chain operators wio

alreacy advertise in the -etrorolitan area t.rouah otlier medla, Tihese are

some 0. tha main mercrants! association problems.

Lo..

Ze T Karlin, "Centers in l'irii Cear," Chain 3tore Ace, (May, 1952,
Te :360
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ihat Can “erchants' (ssociations o for the Tenant?

Merchants associations, backed up with enthusiasm znc interest by
poty the zavelooer and tenants can ve one of ithe crcatest ascets trat a
shorpine center can haves It &an create a sense of cohesiveness and ool
will within the cznter trat wiltl sllect all the peoyle in tie area and
i.eln to renerate the cood public relations so vital to a centers A "rere
sona'ity" of the center can be estabiished tironurh tresc neans, len thi
is crected, it wiil rlay an imroriant nart in converilinye tic consurars
st:orning hbabitls in the marticnlar tradin- areas It muot Lo reqwirered,
tiat a center 1lnid cdown in a vacant Iield with beaviifully biill stores
on it, doesn't inoure a suoonins centers success, e consumMers stopring
rettorns mist be inflvenced and cranred In ordar to heur it vrosror,
ZTesijes belinp an arganization Jor rromobtions, tiz erchants' associe
aticns cu:ld be a service to ail une center's stores by tavin- stecific
Lro rams such as sl.onr=1ilting and saleseitraining films available to tlosse
trat want them, It seems reasivie, that a systen could

tha contrcl of bad checxs that mi~ht be rassed amonr tne various stores,

-

Arotrer worthwhile service covld be that of havias cornsaitings services te

”

aid the terant th=t is in need of suct ald or remests Lh1s services Ay
maasures nossible that ecan make a merchant out o & tera.s is hi-hly
desirable,

Sometimes the associatiocn can ve nov2 infiuenticl than tre owner in
secirins favorable treatrment in matters such as nublic transgortaslcon,
street lishitin-, volice protection ancd tie tike. Comuunications, which are

of'ten lackin: betueen terants and cevelopers, could be created giviay each






the opportunity to consult tne otner, and to;ether, corrcct onerational
problens hefore they become a serious obstacle to rrosresss
Tr.e tansible and intan;-ible benefits are too numerous to mention,

Their resnit means rore vrrofit for the aevelorner und the tenant,

Recormendations:

Tn an atte~ct to realizne the full potential wiaich shoprin: center

merchants! associatieons hola, there are a number of susrestions whieh, IF

-~

IR

Jlower, ripnt eliminate tie consrlactiveness and misconcs tinns ornzerne

in- mercharts! ascsociations,

. Yoke ail mempersnip comrulrorte A cempulsory membersiip in a

)

merenants association should ke vart of tre lease terms of every shonping
cenwer apreement, This arpears to e a coercing recomnendation, lhovever,
i% ds feit that if & mercrant cannot arree *  join an asnsociation and
realize the benefits of such an arreement, e may ce a troublemaker later
on as a tenani., 7o have an effective functionins murchants association,
every tenant should rarticirate,

While chains ant deyartment stores ancear on the surface as oflfering
the createst resiiitance to such an arreerment, their history is suen that

they will take vart in a proner share of the associations activitiss and

costs once it is a vart of The agreement.42 The inderendsnt merchant
probably will be the bizgest objector to such corpulsion, 1t is tle indee-

rendent merchant who, from tie vriters observations, has contributed the

lelsori, The Selectiin ¢ Fetail ‘ocations, ope cite, e 283,
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least to the nerchants assoclations in the wer of coureration aad Lwroert,
even thowrn it io ne w0 wsnaliy 15 in .09t neea of tie services wiich the
associaticn can provide, It 1s felt tivt any chain oojection to a compuil-
sory agreenent would be eliminated if tlie develorer ned the by-laws, stirue
lations, and rate of raynent reacy for the tenant to see al the tine tle
lease is signed rather than at a later dates "In 90 rar cent of tne cases,
the assaciations' by=laws aren't reacy wihen leaoes are reasy tc e sined,
a major ctain roints out,."L13

Some develorers may fear that merchanis will s'y away irom such cent2-s

when mercnants' associations are commulsory. lowever, there wvas an exsarils

in Califarnia in wrich a develoncr stated that if the chain dism't join
tre associntion, Lhe caain conld rnot enter Into the center, T.is rarticu-

lar c..nin nas since enterad five si.o~nins centers un'er suen a-creerEnt and

is a most activz member in tre alsccliations,

2s leadershin mush rest wits thc tenantse Tne main coblectinn to mere

3

chants ascociations is that tie promutional sctlivities are conirollas by

the develorsr ratier tran the tesants, Cften tle develorer is ipgrorant <F8
promotional tactics ant tie resuits were disconraringe. Toszibly tre devel-
over may telr orranize u.e a.sociation, r orever, it shouid Le self-cuctaine
ing and self=functioningi. Tevendinr upron the size of the center, the ideal
situation voud be tiat of hirins 2 rrofessicnal merchan-iser to coorrinate

trie association nnd to cirect its rromotional plans,e T8 the cenber is gmajil

sl

“2tariin, "shorpin: Centers--Hotter Than tver, or. cit., r, 130,

\
“laver, ope cit,, po 124,
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a:vica could be utilized on a ccoinsuatis

W

rromc+ion of the ca2nter. Tie ceveloner would tal

44

an a~tiva rart bt
si.oule not nold a leederstin ronition, Tie rercharts thernselves vonlc

rrehably Tut more efort into tie tooceciaticn if tiey werc rot sublect to
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e
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Lhe Teadershit and actlive rartich oo devalcrers.

W K] < ! e m o~ PO - ~ o
3, rmatr contributicr of Minis o Le arrived oty Tae ascessment cf
oo o ol saas I o=
. . . N ~ .- s, P . B -
indivicduel merchants Zor the asseclaticn bucret nas been arrived at by s

variety of ways, ancne tiem; on bLrne tasis of the ratlc of tie Irdividual
stere's rross area to tle total ir tie center;y dollsr velurme to total
cellor volwne s frort feet to total frent feet; voluntary contrlibations;

e o

strolot and avbitrary ascescmentse  Yany of thise met: cds rave beern siute

3ecct to extensive debate amcry mevenants, It 15 ensy 1o see tihal mercrants

)
f
f.J
X
”\
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3
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wenld not want to reveal thedr te thelr “ellow rercrante, ner
surermarict will bhove nicr cales 1y cwes it Jow vsofit marsin in cone
rarison to a sreciality clotiin: stor toat wonld lave lowver cales and

rismer marcir o rrorits,  Tn coraer to te rair, thuc wriler Jeels tratl the

ceontribution stouid be a foroia of so much v or year mer sgnare

feet of saies srace, rlus the [iactors of the nerchants -reofitability and
it is a ccmon occurrerce for tiae owner of tige certer to contiribute

tewards the bucget of the merchants associaticon, While s e curers nay

contribute up to 50 rer cent of tne total budpet of a center, a more

realistic means would be o have the cowner contribute abeat 1/3 anc tie
e
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merchants thomselves, 2/3's. If the owiers -articipaticn is 5C rer ceat

cor over he may tend to dominate the associztions I Iiis contribution is

under 30 per cert, it would arrear to be inadequate and create an unfavere-

wWithout investicating the srecifies of mercrants associations, in
sumrery it can be said that merchants associations can nean extra profits

toth tre ceveloper and tenznts if rremerly coadnctec, The trend
arrears to te favorable for associatlons to riay a sicnificart -art in
stouring centers, Hinacement has become avare thrt certers ere morcharddlse
ing "rentures, not real estate ventures, Tle keyv to success zrrooars to be
ccutlesicn of menhersiin, coupled with rrofaessicnal leadershin fele.abed
by the tenarts tiherrelves. The merchznts ascociaiicn rules must rave testh
ir them and siould cost the merciant sometlinr so that intercot will re
stinnlated, “wch rroclemc as the cuplication of acdvertizin: caneusily
he vorked ot

wWhile it iz diifficult to answer »es or ro tc the queztion c¢f wetbtcer

mercehants? assccictions are rnecessary cr not, mest publicaticns yroint out
J H

ke are desircus c¢f seeirn 100 zer cent

Fe

that tenants and develcrers &aj

rarticinaticn in tle associeticns by both partles in tle future, I would
say, thel tie Ircreasin; comretitive situaticn beln, tformmlated by the

influx of new s:orring centers is makiry merchants' acsociations a mencae

tory factor, 1t arrears that merchants' associatiors are neces:zary,
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Supermarket operators seem to be overwhelmingly enthusiastic about
shopping centerse The Sunermarket Institute, a trade association which
is the spokesman for the supermarket industry, found that more of its
members opened stores in shopping centers than in any other locations dure
ing the past seven years.bs Many were pleased with the results ol being
in such a locations In fact, the same study indicated that tlie highest
salas per suvermarket occurred in stores located in the new large shopping
centers. ©Cne crain in rarticular, the Kroger Company stated that they are
able to do a much batter job in shonping center stores than in mcst oiher
storos.hé
7o thie publiec, shoppring centers and supermarkets sesem to be nut only
synenctous, but also something that will have a lifetime of existence.
levelopsrs, and even some supermarket operators, may agree with this, howe
ever, tihe fulure may hold other ccnsiderations of the role each will play
in the market structure.

In this chapter the writer will relate the supermarket's position in

the shopping center, its problems and alternatives,

¥rat is the Supermarket's Place in the Shopping Center?

wrile supermarket operators have been cne of the most "devoled" shope-
ping centar tenants since the end of World War II, there are various roles

which the supermarket has in the center, it is easily seen that the supere

hSSupemrket. Institute, OpDe _céio’ Pe Te

h6Kaylin, "Trovpping Tenterse-dotter Then “ver," op. cit., pe TLS.
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market ic tre core of any neighbortood center. In fact, the beiow listed

chart indicates that 35 per cent cf the supers opened in 1959 were located

in the s=mz211 shopping centers In such centers there is often Xustification
for two supermarkets, particuiarly when the neilghberlrocd center is located

in a dersely populated residential secticn,

: 6

Types of lecation R e & A
New snall shopping center 35% 26% 20% 302 2
leighborhood 22 23 26 21 29
New large shepping center 20 20 21 17 23
H ghwey 13 23 21 19 16
£1d layrge business center 0 -1 12 13 e

A1) Supermarkets 100% 100¢ 10¢% 100% 1007

The commmnity center is alco considered a favcrstle location for supere
markets, however, as the size of the center incrsases, the superts role

becomes less important, somestimes reacring the degree cf being insignifie

cant, which often occurs in the larger regional center. It is doubtiul
whether the super in a large reglcnal center will achisve as great an impaet
on the tvpical supermsiket trade area as it woulcd being outside or away from
the center. "The regional centers' function is offerirg of snopping goods
in depth and variety, subordinates the role of food items and converience

,
items.‘b' Eecause of this, most regicnal centers inciude but one supermarket

Lb1nsa,

L7McKeever, ope cite, pe 30.
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in ordsr to complete treir image of "one-stop"” shopping., It appears that
the supermarket is very significant in the neighborticod cernter tecause a
center of this type is often situvated in nearby residential areas, tiius
accamodating both automobile and walking traffic. As the size of the center
increases, the time required to reach the center is of'ten extended because
of traffic ccongestion, distarce, etc.

It is important for the supermarket operater to be cognizant of the
fact that nousewives like to buy their groceries near their homes, widch
is one of the reasons supermarkets have been a key factor in neigiborhood
cariters, The perishability of many items on the grocery list 1is one factor
cauxing this, In addition, it has been found that women shoppers rarely
ergage in food and department store shopping at the same time.)"g‘ A Ciffere
ent frame of mind is exhibited bscause shoppers tend to dress more casually
when tiey are shopping for food as contrasted with department store shopping.

while the ideas expressed in this chapter micht infer thet a suvere
market in a regional center encocunters a problem, the opposite is usually
true. Superma.rkets in regional centers have generally been rrofitable vene
tures for their owners. Supermarket overators! seem to locate in the large
shoppinys centers extensively as the previous crart indicated. It shows that
20 per cent of the supers opened in 1959 were in a center of this sizes In
fact, new large shopping center locations averaged the highest sales per

supe rrarket, nearly $.0,000 a weak.l9

ha?einherg, OPe Q._f:., pe 30.

J"9Supex'ma:'luat, Institute, op. cite; pe 8.




Though there arc many reasons given as to why consumers perfer the
neighborhood center for their supermarket shopping, there aprears to te
room in each regional center for at least one supermarket. However,
caution should be exerted when corsicering the number of units economically
sound in the centers Many experts have claimed that one unit was the appro=-
priate number to have in a regiocnal center. This view was expressed by such
develcpers as Food Fair FProperties and Strouse, Greenberg & Co., leading
east coast developers.go Naturaily there are areas where two surermarkets
in a regicnal center have been profitables This is possible, for example,
in ar area with a large cleose-in population for which the suvermarkets act
as neizhborhood stores, or with a widely disversed regional population have
ing few local centers arrealing enough to persuwade the consumer to buy food
supplies nearer home. 2ften a supermarket operator may be enticed into
opening a store in a repicnal center even thourh the rrofitability is quese
tionable., Among them i3 the prestige motives A stcre in a shopping center
can present a "signeboard” effect to the many shoppers which the larger cene
ter attracts, Besides fulfilling institutional advertising ccmaitments, it
is likely to generate enoush sales velume to make the unit profitables
Though it is not advisable to aperate marginal stcres, exceptlons can be
made if the tangible values secem feasible and if the operator can afford

tc operate a marginal store because his other stores are profitable.

What Problems Confront the Supermarket in the Shopping Center?

A controversy which has existed for many years between supermarket

SOFeinberg, Ore cite, po 23




owners and shopping center develcvers is the problem o locatici withiin

the center, There are some operators and developers who are insistent that
the best place for the supermarket is at an end, while others may want a
center location, others near specific establishments, In the west coast
there is a trend toward the supermarkets wanting to get out of the center
of the malle, They have even reached the point where some of them are physi=-
cally relocatinge "They like either their own building at the edge of the
parking lot or their own building at the end of the mall."SI This seeme
ingly would aid in cutting down impulse buying at next door shops, which
may result in more impulse buying in the supermarket,

Actuaily, there coes not aprear to be one best answer to the stiore
location problem, There are success stories of profitable supermarkets
operating in varicus positions within a shopping centers It is recormenced,
however, that the supermarket should not be placed next to derartment stores,
because families generally buy food at different times than they make depart-A
ment store purchases, Another factor to consider is the objections whiek
might arise from the customers of the department stcre, if they are incone
venienced by trucks delivering food into the supermarket.

High rent, long-term lcases, and the restrictions such as the limited
use of identification signs anc window displays, are often imposed oh the
supermarket by the developer., These represent additional problems that the
operator may be confronted with.

It has been noted by the writer that the average length of leases for

51y, s, Tongress, Committee on Small Business, "Shopring Centers 1959,"
ODe citey, Pe 168,
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supers in shopping centers has been approximately 15 yearse This is come
pareble to the length of leases for supermarkets that lease in the convene
ticnal locations. However, the problem of high rents will probably contirmue
especially for those markets in the regional shopping center because of the
leseer role and unfavorable bargaining position which it assumess Few
abuses of hizh rents are voiced by supermarket operatcrs located in the
neighborhood center since the super is the dominant ternant anc therefore

in an ercellent bargaining positicn whea facing issues not only of rent,

but *nose of the previousiy mentioned restrictions.

Trera are other conflicts that many arise between the survermarket
oneratcr and the develorer, ore of them being the "domineering" appreach
that the developer may exhibit, It is & ccmmon occurrence for the develoe
cer to anrroach a prosmective supernmarket tenant by stating the X spot is
vwhere your 30,C00 square foot store will te, These svecific consideraticns
are scmething the experienced operator should help to determine witi: the
developer, The supermarket operatcr usually is more versed in tie scec¢ifie
cations which will yield the most nrofitable return to the store aad the
develorer. The eﬁpense of fixtures and added invertory costs cancre:.tes a
decided hardship on the supermarket operatcr who has to equip a store that
is built to excessive dimensions, The supermarket operator, barticularly
chain owners, through their experience and studies of market arees should
be well versed on their own needs, The experience of both the developer
and tenant should be recognized when planning shopping center stores,

A more positive approach that a supermarket operator can take to exerpt

himself from the various rroblems of shopping centers is to build his own
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centers, Food Fair Properties, a subsidiary of Food Fair Stores of
Pniladelphia, was one of the leaders in this movement. Cbviousiy, the

murber of operators financially capable of developing their own shopping

centers would be very limited.

Tr.e Tiscount House and the Super

It arvears that surermarkets are progressively exranding into none
focd lines to the extent of actually duplicating the merchandise lines of
the discount house, derartrent store, and hardware store. The converse is
seemingly aiso true with the exvansion of the discount house into food
productse The various expansions of these twe types of operations are
developing into a marketing conglomeratiorn which 1s comparable to a wedding
or marriace between them, The marriage is actually completed in some

localities as evicdenced by the operations of such names as Grand way [ise

count Centers, Sav-rair, and Korvette, ThLese omerations acccunt for one
ol today's current innovations in marketinge. Inpressive to sore, tonis nevw
tamz o retailing has brokan the ba;rier of the sophisticated shorping
caater, wi:ich at one time did not recognize the discount house,

It is impossible to determine wnat the future of this combination vene
tur:z will be and the part it will play in tre future of shopping centers,
but it is a market innovation which could play an important role in future

shonving center developnent,

foes the Suvermarkxet Have a Future ig the Shogging Caenter?

>

Many authors state that there is a strong tendency toward bigeer stores

in aill ficlds, This, lLowsver is Questionable, especially in the supermariet



industry, New supermarkets opened in 1958 and 1959 showed a steady Cecline
in total store area.52 This, couplad with thie previously menticned fact
that 35 per cant o the supermarkets opened in 1259 were located in new
small shopping centers, {increase of 8 per cent over 1958) leads tne writer
tc helleve that the greatast future for the supermarket lies in the neizhe
berhood ceater, It seams that consumers want toa shop for groceries at a
nearby shopping center, rather than being subjected to the congestion and
confusion of the larger centors, It would be wise for the supzrmarked
ongrator to investigate his future store planning with these thoughts in
mind,

Besides ihe advantage of consumer preferences, the supermarket in the
neighberliood shopvinge center, as was previously discussed, is the dominating
tenant ance therefore will likely to have a significant voics in that centers
overall operation, This will appeal to the supermarket orerator who une
doubtly will continue to locate extansively in that size center. The future
of the supermarket in the community cenver seamingly is also pood, however,
tie pians of supers in the rekional cantsr are uncertain due to the various
problems wnich are usuaily encountered. Whether the foodediscount type of
overation will occupy the larger cantars, or whether the present trend of
aporoximately 20 per cent of the supermarkels baing in the regionzl center
will continue is unknown., Ths tecision re-ts entirely with the operator
who should ecnnomically Justify the existencs of his store in a location,

whether it be in the shopping center, across from the center in a "satellite"

area, or in a conventional supermearket location.

SZSupermarket Institute, op. cit., p. 8.
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This study has attemnpted to point out and to analyze some of the major
current problems that are facing tenants and develcpers in the sihorping
c-ntar industrye.

T™roughout this report, the history and growth of the industry was

raced down to the rresent time, as were the faectors which have aided in
tte growth of centers. These includaed the incraase in vcopulatinn, stiits
tn the suburbs, and the influence of the automobile., Tne eriteria uvsed
to estaoiish the type of tenants which normally en‘ter into the various
sites of centers were also exanined,

The section Investigating whetner the tenants are assured success in
snoopling centers, pointad ur tae neecd for caution that must be exerted
when dealing with the amateur developers A thorough analysis by tenants
bzfore they enter into a shopping center leccation was recomiended. The
vroolem of overbuilding, which has been the cause of many failures was not
coasidered a real problem by the writer because of tle increasing population
in most markei areas of the country. However, it was recommended that a
trale association might act as a "go-between" among developers, financiers,
arri merchants to eliminate some of the duplication and overbuilding of
centars in the future.

The next problem examined was the financial rejuirements of the indee
pendents and the vossible elimination of the independent from the retaile-
inz world because of ;he remoteness of their being quaiified ag an Atl
tenant in shorping centerses It was shown that the independent will not be
eliminated and that the problem should solve itself in the future by the

recomendations of the professional developer. Devices were listed that
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could aid the independent in his "erisis,™ among them, eosigning of leases,
lsase insurance, and povernment backing. The "innovator” was discussed
as another means that the independent might take to insure his survival,

The need of merchants' associations was established when it was reale
Ired tnat shopping centers are a merchandising venture rather than a real
estute speculations The role that the merchants! association should assume
wasg Ciscussed, in addition, "rules" were prescribed in an effort to realire
e full potential of merchants? associations in shopping centers.

Cne of the most "devoted” tenants of the shopping center, tue superw
marxet, was examined, It was shown that supermarkets are most profitable
and widsly accepted in the neignhborhood center because of the dominaat
part they assume in that particular size center. The writer suggestec that
the future of the surer seems to rest in the neighborhood center, whereas
in the regicnaal center, the suvermarkets! future is not seen as highly
favorable. High rent, restrictions, and consum-r disapproval were thought
to limit the supermarkets® iutura in the regional center, It was suggested
trat possibly the "marriage' of the suvermarket and the discount house may
shed new lignt on the future of shopping centers.

Throuth the evidence presented to the reader throughout this reort,
one should be well aware of the potential which the shopping center holds
cpan Lo merchants in America today. UNever in history have our population
aad retail outle ts seen such an expansion.

Shopping centers appear to bs what many consumers want in the way
of shopping facilities, Therefore, regardless of the nature of the retaile

iag organization one is associated with, he should investigate the




potentialities open to him through this facility,.

The tenant and developer mist realistically face the problens of
shooping centers as they arise, analyze them, and solve them in such a
manner that the industry will live on as long as the consumer demands its
existences An incustry of this magnitude should not only be prepared to

sa%iafy the consumer®s newly created desires, it should inaugurate them,
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ORTGAGE BANKER - SALES - LEASES - FINANCING - SHOPPING CENTERS

NATIONWIDE SERVICE

HYLAND ASSOCIATES
.%éal Galate Consullants

45 BAST PUINAM AVENUE - GREENWICH, CONNEOTIOUT
NOrRMANDY I-8700

APPLICATION FOR MORTGAGE LOAN COMMITMENT

IN CUNSIDERATION of the services to be performed by Hyland Associates
under the terms of this agreement, the undersigned applicant hereby employs
Hyland Associates to procure a commitment for a mortgage loan to be secured as
& first lien on premises known as:

Said commitment shall provide, basically, for a loan in the prinecipal
amount of not less than § , for a term of not less than
yeoars, and with interest not exceeding
per cent per annum but may contain other loan conditions prescribed by Lender.

If Hyland Associates obtains, procures, or issues a commitment of a
Lender ready, willing and able to make & loan on the terms hereinbefore stated
or on such different terms as may hereafter be authoriszed by appiicant, the applie
cant shall pay to liyland Associates for its services a fee equivalent to
per cent of the prineipal amount of the loan committed, due and
payable at the time of delivery of the commitment. In the event applicant for
any reason whatsoever, and with or without the consent of Hyland Associates, fails
to pay such fee when due, applicant authorizes and directs whomever makes settle-
ment for the Lender to pay the same directly to Hyland Assoclates simultaneously
with the disbursement of the proceeds of the mortgage loan.

In the event that the applicant, prior to the date of termination of
this Agreement, fails or neglects to complete the loan commitment as aforesaid
for anv cause or in any manner, the applicant agrees to pay to Hyland Associates
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