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executive summary

2017 saw the closure of at least 7,066 brick-and-mortar stores across the
United States, an all-time record; more stores were closed last year than during 
the depths of the Great Recession. 2018 promises to surpass 2017 in terms of 
closures, with 3,889 retail closures announced year-to-date.  A long list of
once-successful retailers, from American Apparel to The Bon-Ton to Toys “R” 
Us, have declared bankruptcy, and many surviving retailers have closed stores 
and laid off workers in order to cut costs. U.S. department stores, for example, 
lost almost 90,000 workers between October 2016 and April 2017, adding to an 
on-going trend which began in 2012. Overall, U.S. department store
employment has declined by over 260,000 jobs between 2012 and 2017, a trend 
which will continue until 2020 when total department store job losses are expect-
ed to reach 325,000. In a period of overall economic growth, brick-and-mortar 
retail is stagnant at best and still facing recession-era struggles at worse.

At the same time, newer forms of retail such as e-commerce continue to grow and take over 
more and more retail sectors. Amazon, the largest online retailer, began with books and has 
since expanded to almost every type of consumer product, from movies to clothes to gro-
ceries; Amazon continues to expand as its stock price continues to climb. E-commerce can in 
some cases completely destroy an existing category of brick-and-mortar retail. Video rental 
stores, once a staple at strip malls and shopping centers across the country, have been
almost completely replaced by Netflix and other services.

Technology is the most obvious factor, as more powerful computers, the
internet, smartphones and other developments have allowed for completely new busi-
ness models that have in some cases almost completely superseded older models, as 
in the case of digital media services replacing brick-and-mortar music and video rental 
stores. 

Source: Fung Global Retail Tech; Coresight Research

2017 Major US Store Closures

Total: 7,066 Announced Store Closures

1,6001,4001,2001,0008006004002000

 Radio Shack 1,470
 Payless 700
 Ascena Retail 400
 rue21 400
 Sears and Kmart 358
 Gymboree 330
 The Limited 250
 hhgregg 220
 GameStop 190
 Bebe Stores 180
 Wet Seal 171
 Crocs 160
 JC Penney 138
 Vitamin World 124
 BCBG 118
 American Apparel 110
 Michael Kors 100
 Charming Charlie 97
 GNC 90
 Genesco 81
 Aerosoles 74
 Dollar Tree 74
 Aaron’s 70
 CVS 70
 Staples 70
 Gap 70
 Macy’s 70
 MC Sports 68
 Perfumania 65
 Alfred Angelo 61
 Guess 60
 Styles For Less 55
 Chico’s 50
 Gordmans Stores 48
 Book World 45
 Lucy Activewear 44
 J. Crew 40
 lululemon athletica 40
 Abercrombie & Fitch 39
 Papaya Clothing 37
 Eastern Outfitters 36
 Gander Mountain 32
 Benny’s 31
 True Religion 27
 Ralph Lauren 23
 The Children’s Place 21
 Walmart 19
 Neiman Marcus 10
 Urban Outfitters 8
 Pirch 6
 Rothman Furniture 6
 Giggle 6
 H&M 4
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executive summary

ThiS   report  identifieS  several    major    causes   of   the   struggles   
in   brick-and-mortar  retail: 

Younger generations are also shaping the current retail environment through their
consumer tastes, which are often very different than those of older
generations. The common observation that millennials prefer spending on
“experiences” instead of physical products becomes increasingly important.

Finally, the United States is simply oversupplied with retail space; analysts agree that it 
has significantly more retail space per capita than any other country (See Figure 1)

Several   factors   mean  that  this  'retail apocalypse'  could   have
a   disproportionately  strong   impact  on   orange  county:

Second, retail sales tax revenue is a major source of funding for local city and county 
governments. California Proposition 13 (1978) limits the amount of property tax that 
municipal governments can collect, encouraging cities and counties to raise sales tax 
revenue by “fiscalizing land use,”i.e., prioritizing commercial retail development over
other land uses. Within Orange County, for example, sales tax accounts for 72.9
percent of La Habra’s General Fund revenue, 47.2 percent of Costa Mesa’s, and 43.9 
percent of Rancho Santa Margarita’s.

Finally, retail is important to Orange County in a way that goes beyond
statistics – it plays a major role in the county’s reputation as a world-class
tourist destination. Alongside Disneyland and 42 miles of coastline, South Coast Plaza, 
Fashion Island and other destination malls attract visitors from around the world and 
help shape the national and international perception of Orange County. 

First, retail is one of the county’s most important employers, accounting for around 
one in ten county workers. In 2017, Orange County retail employed approximately 
162,500 workers and took in $21.2 billion in revenue. Retail jobs tend to be entry-level 
positions that help young workers develop the key skills necessary for career
advancement; the loss of many of these jobs would mean the loss of an important 
rung on the career ladder. 

Source: ICSC, Planet Retail, Knight Frank Research. As of 2015.

Figure 1: Retailing Across the World
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executive summary

The  ongoing  retail  transformation   will  create  several
important  opportunities  for  Orange County:

Repurposing excess retail space, for example, can be a possible solution to one of 
the most pressing problems facing Orange County: the lack of workforce housing. A 
major trend in both Orange County and across the country is the conversion of
shopping malls into mixed-use developments that combine housing, retail, dining 
and entertainment. Local examples of this shift include Bella Terra in Huntington 
Beach and the Platinum Triangle in Anaheim. Mixed-use developments offering the 
amenities of a traditional downtown have a particular appeal to millennials. 

Finally, retail industry changes – driven by changing consumer preferences – offer 
a rare opportunity to rethink public space. The history of Orange County retail, as 
explored in a section of this report, has consistently involved efforts to give cities a 
public, community and cultural resource.

Local stakeholder and policymakers need to understand the rapidly evolving retail sector in 
order to take proactive steps to mitigate the potential negative impacts of further retail
industry struggles. At the same time, an exclusively negative view of the industry’s current 
changes, however, can blind all involved to the significant opportunities being created.  A 
major theme running throughout the history of retail in the United States is constant trans-
formation, recovery from “apocalyptic” paradigm shifts through new ways to offer value to 
consumers. After World War II, for instance, the “rush to the suburbs” had a double-edged 
effect on retail: both hurting established department stores and creating new opportunities 
for developers who catered to new tastes with suburban shopping malls.

First, as mentioned before, current struggles in the retail industry have created
significant potential for reinvestment, mixed use, and reuse of excess retail space 
across the county. This, in turn, poses an important question to local policymakers and 
stakeholders – what to do with all that space? Using Geographic Information
System (GIS) data, this report analyzes the reuse, refill, and infill potential of land
parcels across the county. While Orange County is largely “built out,” with less than 
one percent of its land area still vacant, it has thousands of acres of potentially
reusable excess retail space; analyses in this report estmate this space at between 7.2 
and 10.5 percent of the county’s total land area. This space offers a wide variety of 
redevelopment opportunities, transforming underperforming assets into higher and 
better uses. 

A major theme running 
throughout the history of 
retail in the United States 
is constant transformation, 
recovery from ‘apocalyptic’ 

paradigm shifts through 
new ways to offer value to 

consumers.
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Apocalypse   or   E-volution?
Examining   the   TransformationaL   Influences 
of   E-Commerce    on    Orange County's    Retail   Industry

The headlines are pervasive: there’s a seismic shift shaking the retail industry. The 
e-commerce revolution is dramatically transforming the way Americans shop. The 
result is major disruption of the brick-and-mortar storefront; we read nearly daily of 
once-iconic American retailers closing hundreds of stores or closing their doors
altogether and filing for bankruptcy. 

The transformation of the U.S. retail industry, driven by growing consumer preferences 
for e-commerce shopping over traditional brick-and-mortar stores, will impact Orange 
County — perhaps profoundly — in a variety of important ways that can no longer be 
ignored, but must be understood and planned for. Indeed, the transformation of the 
Southern California retail industry will present complex challenges and opportunities 
that have the potential to forever alter the region’s built environment.

It is important to begin our understanding of the evolving retail landscape by knowing what to call it. 
One term, the “retail apocalypse,” has surfaced as the way to describe what is occurring in the
brick-and-mortar retail space. Popularized by Derek Thompson in an April 2017 Atlantic article,  
”retail apocalypse” is now the preferred cliché in media reporting of the transformation. Indeed, as 
seen in the following page from CB Insights, the term’s abundant use has even spawned a Wikipedia 
page  describing it, and is featured in hundreds of headlines reporting on the e-commerce
phenomenon. January 2018 alone saw the following headlines:

BBC News (U.S. and Canada) asked “Who will the ‘retail apocalypse’ claim in 2018?” 

Forbes pondered “The Upside of a Retail Apocalypse.” 
 

The Motley Fool described a recent downturn in Dave & Buster’s
Entertainment stock prices as “Retail Apocalypse 1, Dave & Buster’s 0” 

The Wall Street Journal posited a “Retail Apocalypse Delayed” by
unexpectedly strong holiday sales.

Business Insider highlighted apparel retailers that “made big moves to defy the retail
apocalypse” and 15 growing retailers “defying the retail apocalypse and opening hundreds 
of new stores.”

chapter one
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The use of “retail apocalypse” suggests, however, the death of retail as we know it. As Kantar Vice 
President of Research and Analytics Ray Gaul puts it: “It’s all doom and gloom, if that’s the only thing 
you’re looking for.”  And those looking for doom and gloom do not have to travel far to find it. In 
2017, for instance, the following dour headlines suggested as much:
  

Despite these significant issues, retail is not dying, only changing, evolving, transforming, and Or-
ange County — like all metropolitan centers built around traditional brick-and-mortar retail — needs 
to leverage these changes in order to thrive in the new commercial landscape.

This is nothing new.  In reality, the United States retail industry, as discussed in a later section of this 
report, has been undergoing almost constant transformation since the birth of the general store in 
the 19th century on almost every Main Street in towns and cities throughout the country.  The
sector has consistently shown resiliency by weathering and adapting to periodic challenges
throughout history, demonstrating the ability to bounce back from previous “apocalyptic” events.

The waning profile of the brick-and-mortar storefront is not a symptom exclusively attributable to the 
advent of e-commerce. Nor is it globally universal.

Instead of signaling an inevitable, universal shift from physical stores to e-commerce, brick-and-mortar 
retail’s recent struggles are the products of very specific circumstances. Indeed, as U.S. malls struggle 
and begin contemplating adaptive reuse, Mexico is actually experiencing a boom in shopping mall 
construction and traditional retail remains robust due to several factors. Shopping center saturation 
remains low in Mexico, as does e-commerce penetration.  Uniquely, in Mexico retail malls serve as 
safe venues for family and community gatherings in a country with a serious violent crime problem.  
Conversely, in the U.S. the erosion of physical retail is a symptom of several long-term trends. Among 
them, an oversaturation of retail space, high e-commerce penetration, changing tastes among
younger generations of consumers, and an overall shift in consumer spending from “stuff” to 
“experiences.”

The downside to a singular negative focus on retail’s “impending demise” meme is the failure to
recognize opportunity. It’s important that county policymakers and stakeholders recognize and take 
advantage of the opportunities created by the industry’s ongoing transformation.  “Instead of thinking 
of it as the end of the world,” writes futurist Blake Morgan in Forbes, “we should really be looking at 
this as the natural evolution of life and business.”   

The Limited, Wet Seal, RadioShack, Payless, Gymboree, Toys “R” Us and 
other major retailers declared bankruptcy

Approximately 7,000 stores closed, an all-time record

The retail industry lost around 36,000 jobs in a period of overall
employment growth
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Dead and dying retailers and aging shopping 
malls, as Morgan notes, are dead and dying 
because they no longer offer a strong value 
proposition to customers and have not
benefitted from reinvestment. The
conventional shopping mall, she argues,
“represents everything that is wrong with the
modern customer experience” including
disaffected employees, impersonal customer 
service, and irrelevant products.  Morgan’s 
comments, as well as those of many other
observers, suggest that the current retail 
transformation offers a unique opportunity – 
indeed, an imperative – to rethink the retail 
experience. 

“Experiential retail” has become a buzzword 
for good reason. The conveniences of
e-commerce — nearly unlimited production se-
lection, same-day delivery, etc. — have raised 
consumer experience expectations when they 
do visit a commercial-retail destination. This 
isn’t to say that retail as an experience is a 
new phenomenon. It isn’t; it’s been around as 
long as the industry itself, as seen in a section 
of this report on the industry’s history. Indeed, 
experiential retail has played a particularly 
important role in the history of retail in Orange 
County. Since Walt Disney opened Disneyland 
in 1955, the county’s most successful 
commercial real estate developers — from the 

Irvine Company to the Segerstrom family to 
Shaheen Sadeghi’s LAB Holding to the
Diamond Development Group — have all 
focused on providing a unique experience 
in a retail setting. In all cases, a major part 
of this experience has been the creation of a 
community gathering place where friends and 
family members can meet. In the midst of this 
next-phase evolution in retail it’s important that 
Orange County stakeholders rethink what retail 
spaces can be and consider ways to transform 
the county’s many neighborhood shopping 
centers into true community “experiential” 
spaces, with all that that entails.

Retail’s current metamorphosis also presents 
opportunities for county policymakers and 
stakeholders to address another long-term 
retail-related issue: antiquated land uses. Every 
relevant study has concluded that the United 
States, with much more retail space per capita 
than any other country, is simply oversupplied 
with retail. As stores and even entire shopping 
malls continue to close, municipalities across 
the country have important decisions to make 
about how to use the vacated space.

University of Toronto professor Richard Florida, 
also the cofounder and editor-at-large of
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CityLab, argues that this abandoned space
“creates real opportunities that cities and
suburbs can take advantage of.” In a Wall Street
Journal article, Prof. Florida and Prof. Ellen 
Durham Jones, director of the Urban Design 
Program at Georgia Tech, provide several
examples of repurposed vacant shopping malls.  
Antioch, Tennessee’s Hickory Hollow Mall, for 
instance, closed in 2011 and is now the site of 
a Nashville State Community College satellite 
campus and a practice rink for the NHL’s
Nashville Predators.  The former Highland Mall 
in East Austin, Texas is now home to a growing 
extension of Austin Community College, while 
a closed Lakewood, Colorado mall was
redeveloped into a mixed-use space “already 

Despite  these  significanT  issues,  retaiL  iS  not  dying,
only  changing,  evolving,  transforming,  and  Orange  County

-   like  all  metropolitan  centers  built  around  traditional 
brick-and-mortar  retail   -  needs  to  leverage these  changes 

in  order  to  thrive  in  the  new  commercial  landscape.

"

generating four times the tax revenue that the 
old mall did.”

Converting vacant retail space to other uses 
could be an especially powerful tool for
Orange County, which faces a chronic shortage 
of workforce housing. Prof. Florida concludes a 
CityLab article on reusing retail space by
noting that the examples he gives are just the 
tip of the iceberg. Dunham-Jones and
Williamson estimate that there are as many as 
650 mall retrofits in some phase of
development across the country. From
megachurches to indoor paintball parks,
former malls and retail spaces are being
converted to all manner of uses that better

reflect the way we live. Instead of lamenting 
the so-called death of retail, we should
embrace efforts to turn old shopping centers 
and chain storefronts into more viable and
productive community assets.

The “retail apocalypse” is not the end of the 
world. Despite all the arising challenges, it also 
creates new opportunities.  Mixed-use
development, new community spaces, shared 
workspaces, workforce housing and a wide
variety of other uses relevant to the lifestyle 
preferences and habits of today’s population 
are emerging to replace sprawling brick-and-
mortar retail centers. As these new uses
unfold, retailers are presented with unique

the size, type and location of now outdated 
retail centers? And how will the continued
proliferation of e-commerce change the way 
we plan for future retail space? These are 
important questions to consider, discuss and 
answer. The fundamental goal of this research 
study is to begin answering them: 

What does the e-commerce 
revolution mean for Orange 
County? 

How will it transform
traditional retail land uses
in Orange County?

What are the land-use,
planning and economic
implications of the retail
industry’s transformation 
that the county, cities and 
the private sector must
consider and respond to?

The answers to these and other important 
questions will provide useful clues to
understanding the influence of the retail
revolution on economic development,
municipal finances, retail employment, housing 
policy, and General Plan land use elements. 
OCBC’s report offers data analytics, advice, 
and strategies for the region and local
communities regarding how to stay relevant in 
the constantly evolving world of retail. By
better understanding the issue, Orange
County can set itself up to thrive in this
changing environment. 

chances to reinvent the retail experience from 
the ground up; to create experiential
environments that are more community-
oriented, more diverse, and more personally
satisfying than the out dated, impersonal, mass 
consumerism experience of mega malls and 
over branded chain stores. Orange County 
retailers, developers, planners and other
stakeholders have a unique chance in this
transformation to create new, exciting places 
that are responsive to the experiential retails 
preferences of local communities and
consumers.

But what will these new places look like? How 
will new directions in land use be influenced by 
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A  BRIEF  HISTORY  OF  ORANGE  COUNTY'S  RETAIL  INDUSTRY

The relative youth of Orange County’s retail 
industry means that it has not always followed 
the general pattern of retail at the national 
level.  Unlike their counterparts in other
areas, county retailers and real estate
developers have generally not had to compete 
with well-established downtown commercial 
districts. Instead, the advent of the county’s 
world-class destination shopping malls (South 
Coast Plaza, Fashion Island, etc.) were the 

county’s retail pioneers, built on former
ranchlands and lima bean fields in anticipation 
of markets that did not fully exist, but were 
based on keen foresight and understanding 
that emerged through thoughtful market study, 
planning and investment.

This sense of building on a blank slate has 
shaped the discussion around county retail. 
From the 1960’s to the present, land

developers and the local media have
constantly framed retail development — and 
redevelopment — as a way to finally give
Orange County a community gathering space, 
a downtown. A March 1967 Los Angeles Times 
article on the opening of South Coast Plaza, 
for example, notes that, with the exception of 
Santa Ana, none of “the five rapidly
expanding cities” served by the shopping
center had an established downtown. South 
Coast Plaza, then, would “become the 

downtown trading area for a 1970 projected 
population of more than one million.”  A few 
months later, Los Angeles Times Real Estate 
Editor Dick Turpin described the then-newly 
opened Fashion Island as intended “to serve 
as a town square for surrounding communities 
as well as becoming a major tourist attraction,”
noting the presence of “a completely 
equipped community facility, Island House, 
available for luncheons and meetings of social, 
civic and professional groups.”
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"AT THE TIME, ORANGE COUNTY
WAS A BEAUTIFUL AGRICULTURAL AREA.

OUR FAMILY WAS A FARMING FAMILY
AND WE WERE VERY MUCH TIED TO

THE LAND."

|     ANTON SEGERSTROM     |

|     WALT  DISNEY     |

In 1992, Costa Mesa’s Triangle Square
developer Richard Shapiro predicted that the 
property’s upper level would become “a town 
square up there” with “outdoor dining on the 
square, musicians, places to hold blood drives 
or Little League sign-ups.”  Two years later, 
Shaheen Sadeghi described his first
property, The LAB Anti-Mall in Costa Mesa, as 
“raw, soulful, and comfortable…a place where 
you can sip coffee, play chess or read a book;”  
his largest development to  date, the Anaheim 
Packing District, bills itself as “a new
communal gathering place in the heart of 
downtown.”

In the recent past, Irvine Co. Retail Properties 
president Dave Moore described the still-on-
going makeover of Woodbridge Village Center 
as “transforming it into even more of a
community gathering place with new
amenities and updated features,”  while the 
currently stalled conversion of the Laguna Hills 
Mall into the “urban village” of Five Lagunas is 
intended to “give the feel of a Main Street in a

central business district.”  This theme of
creating retail developments as a new town 
center, a constant for more than 50 years, 
reflects the beginnings of modern brick-and-
mortar retail in post-World War II Orange 
County. With the exception of a few “old 
towns” in Orange and other cities, county 
communities have generally lacked a
community gathering place, a gap that
developers have sought to fill since Walt 
Disney and the University of California put 
Orange County on the map in the postwar 
period.

While today’s Orange County is a case study 
of the post-war suburbanization of the United 
States, it is more prominently recognized as 
the incubator of the modern master planned 
community movement of the 1960s.

A hallmark of this new era in urban planning 
was the regional shopping mall — an island of 
dense commercial-retail structures surrounded 

by a sea of asphalt parking centrally
located amid the sprawl of Orange
County’s mid-century suburbs and the
burgeoning master-planned communities of 
Irvine and Mission Viejo. This synergy between 
the master-planned community and a regional 
shopping hub was more important to Orange 
County’s development than perhaps anywhere 
else in the country.  As Ryan Reft writes in an 
article for KCET’s Intersections series, “few 
regions contributed as much” to the
development of the suburban shopping mall 
as Southern California. South Coast Plaza and 
Fashion Island, which both celebrated their 
50th anniversaries in 2017, are perhaps best 
appreciated in the context of two other am-
bitious projects built from scratch on former 
orange groves and cattle pastures in Orange 
County: Disneyland and the “University City” 
of Irvine. 

Like these projects, Orange County’s two 
destination shopping centers were built from 
the ground up, not as organic extensions of 
existing retail districts, but as self-contained 
centers that themselves would become the 
hub of future, outward retail development.  
South Coast Plaza, the older of the two by six 
months, emerged beginning in 1962 from the 
lima bean fields of C.J. Segerstrom Family 
despite the advice imparted to its visionary, 
Henry Segerstrom, “that a shopping center 
would never survive in a place with such a 
small population.”

South Coast Plaza opened in May 1967 with 
its trademark carousel and more than 70 stores 
(a number that rose to 250 in 2017), including 
anchors Sears and May Co., Wet Seal, Lane 
Bryant, F.W. Woolworth and Singer Sewing 
Machine Center.

"I  SAW  THE  SITE  FOR  DISNEYLAND
BACK   IN 1953.   IN  THOSE  DAYS,  IT WAS

ALL  FLAT  LAND - NO  RIVERS,
NO  MOUNTAINS, NO  CASTLES,

NO  ROCKET SHIPS - JUST  ORANGE
GROVES, AND  A  FEW  ACRES  OF

WALNUT  TREES.  ANAHAEIM
WAS  A  TOWN  OF  14,000  THEN."
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“From its earliest days,” notes an Orange 
County Register article on the center’s 50th
anniversary, “no one was allowed to call the 
South Coast Plaza a mall.”

Segerstrom’s ambition was to create
something much more than a mall — a
Disneyland of shopping.  When South Coast 
Plaza opened, he told the Los Angeles Times 
that the development’s almost unprecedented 
size and complexity would not “dehumanize” 
the shopping experience; instead, he had 
“done everything possible to make it more 
pleasant, comfortable, and efficient.” Professor 
Jim Doti, the Donald Bren Distinguished Chair 
of Business and Economics at Chapman
University, has described South Coast Plaza as 
“almost like a theme park, an adult

Disneyland… Henry had an incredible vision to
do it different than others.”

Fashion Island, which opened in September 
1967, was built on Irvine Ranch land that was 
famously the site of the 1953 Boy Scout 
Jamboree. Owned by the Irvine Company, 
Fashion Island opened with four department 
store anchor tenants and two restaurants.   
While South Coast Plaza and Fashion Island 
were not the first shopping centers in Orange 
County (Santa Ana Fashion Square, now the 
site of MainPlace Santa Ana, preceded them 
by almost a decade), they did establish and 
position destination retail as a major part of 
the county’s growing tourism industry. Like 
Disneyland, they gave — and continue to 
give — visitors the chance to visit an enclosed, 
self-contained shopping and entertainment 
experience set apart from ordinary daily life. 

Rapid  Growth
1971 - 1995
By December 1971, when Irvine incorporated 
as a city with just over 10,000 residents, the 
efforts of Segerstrom, the Irvine Company 
and others meant that Orange County was no 
longer a blank slate. New retail developers 
had established incumbents to compete with. 
In addition to South Coast Plaza and Fashion 
Island, the county was also home to the
aforementioned Fashion Square, the
Huntington Center (opened in 1965 and now 
Bella Terra) and the City Shopping Center 
(opened in 1970, now the Outlets at Orange). 
County retail development over the next 25 
years occupied two general categories: further 
expansion with differentiation of existing
destination malls and the construction of

smaller, more locally oriented convenience 
shopping centers to “fill in the gaps.”

Under Henry Segerstrom’s leadership, South 
Coast Plaza blossomed into an international 
shopping destination during the 1970s.
Beginning with the Japanese market, 
Segerstrom and the South Coast Plaza’s
executive director of domestic and
international departments, Werner Escher, 
began promoting the mall as a luxurious tourist 
destination for travelers from around the world.  
“We opened our first international boutiques 
— Courreges and Yves Saint Laurent,”
remembers Henry’s son Anton, a current
partner in South Coast Plaza, “which was the
beginning of our ascent to become a global 
destination. Based on the successful
performance of these stores,

FASHION    ISLAND 1967
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"When  Tour  buses  start  coming,
you  know  you  have  arriveD."

|     WERNER  ESCHER     |

we were able to attract other luxury and
designer brands, many of which opened
boutiques that were the first in Southern
California or the West Coast. As the number of 
stores grew, so did South Coast Plaza’s
reputation worldwide.”

The Irvine Company tried to keep pace 
throughout the 70s and 80s, often using jazz 
and classical ‘pop’ concerts to drive foot
traffic during summer.  A 1985 Los Angeles 
Times article on Atrium Court, Fashion Island’s

major expansion during this period, identifies 
the new structure as the reason why “Fashion 
Island is suddenly giving South Coast Plaza a 
new run for the retail dollar.”  Fashion Island 
evolved even more under the leadership
Donald Bren, who gained majority interest in 
the Irvine Company in 1989. Fashion Island 
added additional retail space, a multi-level 
parking structure, a movie theater, the Island 
Terrace food court and, in 1996, Orange
County’s first Bloomingdale’s.

Other, smaller shopping centers
consistently popped up as the county’s two 
destination malls continued to expand:

Huntington Center (Huntington Beach) 
in 1965, now Bella Terra

The City Shopping Center (Orange) in 
1970, now The Outlets at Orange

MainPlace Santa Ana in 1970 (replacing 
the previous Santa Ana Fashion Square)

The Village at Orange in 1971

Laguna Hills Mall in 1973

Westminster Mall in 1974

Brea Mall in 1977

The Shops at Mission Viejo in 1979

Tustin Marketplace in 1988

Costa Mesa’s Triangle Square in 1992

This proliferation of malls throughout Orange 
County forced developers to differentiate their 
new offerings. Irvine Spectrum, for example, 
opened in 1995 with a focus on entertainment 
options instead of department stores, while 
The LAB — as mentioned previously —
cemented Shaheen Sadeghi’s LAB Holdings as 
a developer of hip, unconventional retail
spaces. This trend would only accelerate in the 
new Millennium.

FASHION    ISLAND IRVINE  SPECTRUM

anaheim  packing  house
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Struggle, transformation,
differentiation
1995 - Present

By 2000, Orange County’s retail market had become saturated. Commercial property 
developers and retailers faced enormous competitive pressures.  Anaheim
GardenWalk, for instance, opened in 2008 but has consistently struggled for lack of a
compelling value proposition that would lure customers. Others have had their
challenges as well:

Costa Mesa’s Triangle Square has been 
called “The Bermuda Triangle” due to 
the tendency of its tenants to disappear. 
Retail analyst Greg Stoffel has cited the 
center’s lack of street-level parking as a 
major reason for its struggles.

Mission Viejo’s Kaleidoscope, described 
by the Orange County Register as
having a “troubled history,” has had 
multiple owners since it opened in the 
late 1990’s.  It suffered a 50 percent 
vacancy rate in 2010, during the depths 
of the Great Recession, and sold for $33 
million less than its original construction 
cost.  Westport Capital Partners,
Kaleidoscope’s new owners, is
implementing new strategies to
generate foot traffic, including the
addition of a Union Market food hall.

Meanwhile, other major shopping malls have 
lost key department store anchors:

Macy’s at Irvine Spectrum closed in 2016. 
The Irvine Company’s process of
transforming the empty building – at the 
cost of $200 million – into a
complex of smaller shops featuring 
a Hello Kitty-themed café, Afters Ice 
Cream, BLKdot Coffee, the Denim Lab 
and other tenants. 

Nordstrom at MainPlace Mall in Santa 
Ana, an anchor tenant for almost thirty 
years, closed in 2017. 

JCPenney at The Village in Orange closed 
in 2017. 

"We  exist  to  give  the  consumer
a  taste  of  asia.  And  Since  Irvine  has

changed  to   be  so  much  like  asia,
we're  meeting  the  need."

|     DR.   ALETHEA   HSU  |
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The Walt Disney Company, which deepend 
their entry into the retail arena in 2001 with 
the opening of Downtown Disney, leveraged 
major brand strengths to make its new mall 
a success. Apart from carrying the Disney 
name, Downtown Disney flourished thanks to 
its proximity to the Disneyland and California 
Adventure theme parks (and their foot traffic), 
and in fact is seen as an “extension” of each in 
terms of design, entertainment amenities, and 
overall visitor experience.
 
Several other new retail developments found 
success by appealing to specific markets. LAB 
Holding opened Costa Mesa’s The Camp in 
2002 and the Anaheim Packing House in 2014. 
LAB Holding’s founder Shaheen Sadeghi and 
his approach to creating “experiential retail” 
environments are profiled previously in this 
report.

Physician/medical administrator/part-time
retail developer Dr. Alethea Hsu opened 
Irvine’s Diamond Jamboree in 2008, in the 
midst of the Great Recession. Diamond
Jamboree was designed to appeal to and 
serve Irvine’s surging Asian population.
Anchored by a grocery store rather than a 
department store, Diamond Jamboree has 
become one of the busiest shopping centers 
in Orange County with its wide variety of Asian 
dining options, and has become a hotspot 
for county residents, especially UCI students. 
James Zarsadiaz, an assistant professor of 
history at the University of San Francisco who 
researches urbanization and suburbia, has
described it as a gathering place for Irvine. 
“It’s now solidly on the map for communities 
of Asians to venture to because it’s set up to 
offer them everything.”

It’s important to note that none of these
successful 21st Century centers are anchored 
by a department store.  All of them emphasize 
dining and entertainment — in short,

"It's  No  Longer
About  Taking  the

shopping  cart  and 
throwing  stuff  in   it. 

people   are  looking for 
content  in  their  lives."

|     shaheen sedeghi     |

retail — far more than their older counterparts. 
They are, however, the latest in a long
tradition of experiential, communal retail
spaces in Orange County. Walt Disney, for 
instance, famously described his original intent 
for Disneyland to be a place “where parents 
and children could have fun together.”

Disneyland, along with South Coast Plaza 
and Fashion Island, has grown into something 
much more than what Walt Disney originally 
conceived — an international tourist

destination and a powerful economic engine 
that drives the economic prosperity of the 
surrounding community. The decades-long 
success of these three pioneering destinations, 
combined with emergent, successful
destination developments such as the LAB, the 
Anaheim Packing House and Diamond
Jamboree, proves that compelling environ-
ments where family and friends can have fun 
together is still a winning business model.

Finally, for retail centers born before the 
e-commerce revolution, there are appealing 
opportunities to provide this kind of experi-
ence by smart, creative rethinking, repurpos-
ing, reinvesting — and ultimately reinventing              
— themselves to meet the needs of the local 
communities they serve. 

The recent $30 million transformation of the Woodbridge Village Center in Irvine — which originally 
opened in 1979 — is a good example of how that repurposing process can extend the functionality 
and viability of older commercial-retail centers throughout Orange County.

This report also explores possible opportunities to reuse surplus existing retail land for potential 
transformations that address other emerging community needs such as workforce housing. 
Specifically, Chapter 3 examines future potential infill and refill opportunities for mixed use and
workforce housing in Orange County.

For more than fifty years, developers, journalists and civic leaders have all looked to Orange County 
retail developments as potential gathering places for the communities that surround them. In 2018, 
the county’s most successful shopping centers seem to be the ones that best provide this kind of 
space.  

The Irvine Company’s
$30 million transformation of 

the Woodbridge Village
Center introduced a new out-

door experience, extending 
the functionality and
viability of the nearly

40-year-old center.
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THE CHANGING STOREFRONT

chapter TWO

E-COMMERCE   IS  transforming
the  orange  county  RETAIL  LANDSCAPE 

Traditional  regional and neighborhood
shopping centers are undergoing a
transformation attributable to shifting
demographics, economic trends in housing, 
generational preferences, and evolving
technologies. These various dynamics have 
reshaped shopping trends which, in turn, have 
impacted the performance of traditional
shopping centers.   Shopping center owners 
have to rethink the use of space, configuration 
and tenant mix of their properties in order to 
survive in this new retail environment.

Traditionally, shopping centers were seen as 
shopping destinations that customers would 
visit with the purpose of purchasing a specif-
ic item. In the past, brick-and-mortar centers 
were seen as shopping destinations that

customers would visit with the purpose of
purchasing a specific item. Relevance in
today’s retail environment means brick-and-
mortar centers that understand consumer
preferences for an “experience” when
shopping. That means providing an array of 
interesting products and services as well as 
venues for entertainment and dining
experiences. Signs are everywhere that this
transformation has already begun to take 
place. Neighborhood centers and regional 
malls alike are repurposing obsolete spaces 
and inefficient parking lots into experiential 
destinations with a mix of shopping,
community gathering spaces, recreational 
amenities, dining and entertainment.

The reconfiguration of the American shopping 
center is significantly transforming the lives of 
consumers. Rather than having the “errand” of 
visiting several different shopping venues for 
various products, then traveling to a restaurant 
or movie theater before driving back home, 
consumers are increasingly drawn to
repurposed mixed-use developments where 
they can live, shop, dine and be entertained all 
in the same development.

Illustrating this shift in shopping habits, the 
graph on the following page from the St. Louis 
Federal Reserve Economic Research Division 
provides Retail Sales (excluding Food Services) 
compared to sales at Food Services and Drink-
ing Places, indexed at January 1992. It shows 
that in the wake of the Great Recession, retail 
sales growth at Food Services and Drinking 
Places has overtaken and surpassed overall 
Retail Sales growth, a trend leading to retail

properties being increasingly oriented to con-
sumer preferences for entertainment and ex-
periential developments which are discussed 
in other sections of this report.

Store closings are accelerating across the
nation. At the end of April 2018, CNBC
reported that the amount of retail space going 
dark in 2018 is on pace to break the previous 
record set in 2017.  By April 2018, CoStar 
estimates showed that more than 90 million 
square feet of space is expected to be vacat-
ed, on track to surpass the record 105 million 
square feet vacated in 2017, following the 
vacancy of 76 million square feet in 2016.  To 
provide some context, 87 million square feet
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of space was shuttered in 2008 during the 
depths of the Great Recession.

Retailers shuttered approximately 7,066
locations in 2017, double the total number of 
closures for all of 2016 and just exceeding the 
6,900 closures in 2008; so far, an additional 
3,335 store closures have been announced 
year-to-date in 2018. Of the 7,066 closures in 

Retail Sales Excluding Food Services Index vs. Food Services 
and Drinking Places Index, January 1992 = 100
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2017, apparel chains made up the majority. 
Department store closures represented more 
than 43 million square feet of retail space,
reflecting at least in part the ongoing shift in 
retail from “mainstream” to “unique
boutique.”

On the supply side, according to recent
analysis by Green Street Advisors (GSA), new 
retail space is expected to remain flat to
minimal for the foreseeable future as existing 
centers are repurposed or demolished in the 

wake of the trends discussed earlier. To
determine how these trends may affect certain 
markets, GSA created a framework to measure 
overall retail demand, taking into account
e-commerce penetration, aggregate spending 
power, and retail space per capita.
E-commerce penetration is measured through 
population densities and median household 
income, which are both positively correlated 

SOURCE: St. Louis Federal Reserve Economic Data
with increased use of e-commerce; the higher 
the density and household income, the higher 
likelihood that e-commerce will deeply
penetrate those markets. Using these
measures, GSA found that Orange County has 
above-average e-commerce penetration along 
side markets such as Boston, San Francisco 
and San Jose. Markets such as the Inland
Empire, Phoenix and Orlando have below
average e-commerce penetration.

Aggregate spending power in Orange County 
was measured by GSA at approximately $40 
billion. 

Black Friday 2016 marked a turning point for retail – the first Black Friday in history when more
Americans shopped online (108.5 million) than in stores (99 million). Online sales totaled $3.34
billion, a 21.6 percent increase over the previous year, with more than $1 billion coming from mobile 
sales. During the previous Black Friday, by contrast, about the same number of consumers shopped 
online as in stores, and brick-and-mortar has dominated Black Friday sales until the very recent past. 
(Black Friday e-commerce sales passed $5 billion in 2017 with an estimated $19.62 billion in online 
sales between Thanksgiving and Cyber Monday.)
 
“History Is No Match for Amazon in the Battle for Black Friday,” the title of a November 2016 Wall 
Street Journal article about that Black Friday weekend, sums up the transformative effect that 
Amazon and other online retailers have had on the shopping holiday. E-commerce has gone from 
promoting Cyber Monday as an online alternative to Black Friday, to taking over Black Friday itself, 
to transforming Black Friday from an American tradition to an increasingly global one. In the article, 
Stephen Wilmot notes that Amazon “is widely credited with bringing the shopping day to the U.K.” 
since it began marketing Black Friday deals to the British market in 2010. Amazon brought Black 
Friday to France in 2016 and brick-and-mortar retailers in both countries have responded with Black 
Friday-themed deals of their own, such as Carrefour’s “Les Jours Discount;” Amazon has since
expanded its European Black Friday campaign to Germany and Italy. 

Nine months later, another new shopping-related day — Amazon Prime Day, July 11 — saw Ama-
zon’s biggest sales day of all time with 60 percent more sales than Amazon Prime Day 2016. While
Amazon does not release sales figures to the public, the fact that its Prime Day sales exceeded Black 
Friday and Cyber Monday records suggests a further transformation of the United States’ shopping 
calendar.
 
Taken together, the e-commerce industry’s popularization of Amazon Prime Day and Cyber Monday 
and domination of Black Friday reflect its ability to conquer much of the space that formerly
belonged to brick-and-mortar retail. Sometimes this space is literal, as when Amazon bought Whole 
Foods in 2017; news of the purchase sent grocery chain stock prices tumbling as investors feared 
that Amazon could now complete with brick-and-mortar grocers at their own game. More often, 
however, this space is metaphorical, in the form of mindshare. Cyber Monday and Amazon Prime 
Day, for example, demonstrate online retailer’s ability to almost instantly create new shopping
habits, and the same can be said for Amazon’s popularization of Black Friday in the U.K. In the
United States, the popularity of e-commerce has enabled online retailers to beat brick-and-mortar 
stores “on their own turf,” on what has historically been the most successful, most popular, and most 
iconic mall shopping day of the year. 

Retailers and commercial real estate developers, then, have a pressing question to answer — with 
e-commerce taking over much of what used to be the exclusive territory of brick-and-mortar, what 
kind of value propositions can physical stores (and only physical stores) offer consumers? 
 

black  FRIDAY  2016
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Finally, GSA measures Orange County’s
spending power at approximately $266 per 
square foot of retail space, a slightly
over-retailed condition. Orange County ranks 
16th out of the top 50 markets in the United 
States. Memphis is the nation’s most
over-retailed market and San Francisco is its 
least over-retailed. This suggests that while 
Orange County does have excess retail space, 
it is better able to weather the “retail
apocalypse” than other markets.

On top of understanding what Orange
County’s retail landscape looks like, it is
important to understand retail’s overall
evolution in the county. Orange County retail 
square footage has grown rapidly over the 
last 50 years as a result of population growth, 
employment growth, increased wages and 
personal income, and most notably,
municipal reliance on taxable sales as the
principal source of General Fund revenues.

Per capita incomes increased dramatically 
over the last 36 years, from $13,236 in 1980 to 
$62,071 in 2016 in current dollars. The county’s 
per-capita income growth has been
staggering, ballooning more than 160
percent from 1970 to 1980, 88 percent from 
1980 to 1990 and 51 percent from 1990 to 
2000. This significant increase in per capita 
income, combined with the county’s large
population increase, were important catalysts 
of the retail construction boom during the 
1980s and 1990s.

While increasing per capita incomes, 
population, and employment provided a
significant tail wind behind retail construction 
during the 1980s and 1990s, the “fiscalization 
of land use” was likely the largest driving force.

Another potentially telling measure - Market 
Occupancy Cost Ratios (OCRs), which
highlights an area’s ability to push rents
higher - suggests that Orange County has a 
much lower rent growth potential, indicating 
the retail market may have peaked and will 
experience a downturn over time. 

HOW PROP 13 'FISCALIZED' LAND 
USE DECISIONS TO DRIVE SALES TAX

THE GHOST OF JARVIS

Because Proposition 13 dramatically reduced 
property tax revenues generated from industry, 
commercial and residential properties, local 
jurisdictions shifted more attention to the fiscal 
outcomes of land use decisions. In particular, 
land uses that generated new sales tax
revenues, in addition to property taxes,
became more important due to California’s tax 
system that incentivized cities to pursue retail 
land uses that generated sales tax.
Local governments receive sales taxes based 
on two formulas. The principal method, which 
originated in the Bradley-Burns Sales and Use 
Tax Act of 1995, generates sales tax revenue 
as a function of the dollar volume of sales that 
occurs in a specific jurisdiction. Under the Act, 
for every dollar of sales that occurs, the local 
government jurisdiction in which the sale took 
place receives one cent. Those revenues flow 
to the jurisdiction’s General Fund. 

Not surprisingly, jurisdictions seeking to
maximize sales tax revenues encouraged retail 
(sales tax generating) land uses over residential 
land uses, resulting in common over-zoning for 
retail.  Many cities were zoned for upwards of 
200 square feet of retail per household, when 
there was generally market support for 80 to 
100 square feet of retail per household based 
on market support by household spending.

Orange County retail deliveries peaked in 
the 1980s, driven by population growth and 
the fiscalization of land use, and experienced 
another surge in the mid-1990s, according to 
data from CoStar. But in more recent years

retail deliveries have tapered off and are well 
below previous averages, which interestingly 
coincides with a shift from greenfield
development for new retail to the repurposing 
and redevelopment of existing retail that has 
become much more prevalent as uncertainly in 
the retail landscape persists. The graph below
highlights overall retail deliveries in the area 
from 1982 to 2017.

"Orange   County   Retail   Deliveries
peaked   in   the   1980s ,  driven   by

population   growth   and   the  
fiscalization   of   land   use..."

Historical Deliveries, 1982 – 2017
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Fueled by rapid population growth and wage increases, Orange County’s brick-and-mortar retail 
portfolio grew dramatically. Not surprisingly, the demographic and socio-economic diversity of 
Orange County’s population translated into a more diverse inventory of retail establishments, from 
high-end luxury products and services to discount wholesale products. That diversity further
increased the amount of retail deliveries.

In the early phases of Orange County’s retail development boom, retail deliveries skyrocketed and
single-family homes were built with little thought to the impacts of future population growth and
density on these early land uses. Three decades later, it is now clear that many cities  back then 
failed to take into account future demand for Orange County housing. And, in particular, most if not 
all could not have envisioned how e-commerce would radically transform the retail sector, consumer 
preferences and commercial land uses, particularly the transformative effects e-commerce has had 
on physical retail locations.

Monthly Change in National Retail Employment, 2014 – 2017
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The shifts highlighted above have deeply impacted retail employment. The graph above shows 
monthly changes in national retail employment beginning in January 2014. After more than 35,000 
hires in that month, retail employment recorded consistent declines for much of 2017 that cannot be 
fully accounted for by seasonal employment trends. E-commerce, emerging technologies such as 
self-checkout kiosks and other factors likely played and will continue to play a role in future retail job 
losses.

As more large retailers face financial challenges and work to shore up profits by integrating
e-commerce platforms into their business models, retail jobs are expected to continue declining. As 
referenced earlier, established technologies such as self-check-out kiosks and emerging
technologies being tested by Amazon and Wal-Mart in grocery stores that could eliminate check-
out stands altogether will continue to erode demand for retail labor. Retail labor market and hiring 
trends will be explored in more detail in a later section of this report.

A combination of factors — shifting generational preferences, evolving technologies, and the
accumulation of debt — has made the future of brick-and-mortar retail uncertain. The rising number 
of store closures will lead to more vacant retail space. In turn, property owners, local policymakers 
and community stakeholders will need to begin thinking about and implementing new use strategies 
for these spaces. The timing of this shift – and the corresponding rethinking of how to use potentially 
obsolete retail space – could be a blessing in disguise as Orange County grapples with an
unprecedented workforce housing availability, and resulting affordability, crisis, with no end in sight.

The conversion of excess retail space into alternate land uses such as housing would also accelerate 
the transformation of conventional shopping malls to mixed-use communities. Generational
preferences for “experiential” retail environments are creating the market basis for the
redevelopment of outdated commercial properties into destinations combining shopping with
dining and entertainment in a community-like setting, including on-site residential land uses. 

The decline of large department stores and the expanding success of “experiential” retailers has led 
many developers to rethink how best to design their retail properties to serve these evolving
preferences. Transitioning to mixed-use developments combining a number of retail amenities,
community elements and social activities is clearly the emerging strategy.

The growing popularity of these “experiential” communities mirrors the preferences of the millennial 
generation for social engagement and interaction in highly “amenitized” urban settings that feature 
dining, entertainment and shopping opportunities. It also corresponds with millennial preferences for 
higher-density infill housing located within walking or biking distance of destination retail instead of 
the traditional single-family detached neighborhoods of Southern California’s post-war suburbs.

Millennial preferences for urban settings have been well documented in recent literature on
demographics, and likely necessarily demand smaller units in high-density communities. Indeed, the
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average square footage of rental apartments has steadily declined over the last decade. 
Subsequently, as dwelling units decreased in size, residents began to appreciate community
gathering spaces within these mixed-use projects where they can gather and socialize with neighbors 
and friends.

In addition to workforce housing shortages forcing local policymakers to rethink how best to 
redevelop retail properties, declining sales per square foot in the retail industry are driving property 
owners and developers to explore ways to repurpose their properties to remain relevant in the
marketplace.

While total retail sales have continually increased at both the local and national levels, average sales 
have declined from $375 per square foot in 2000 to $325 per square foot in 2016 and are expected 
to continue to fall for the foreseeable future. The emergent e-commerce ecosystem combined with 
the rapid expansion of store space between 2000 and 2008 (an average of 160 million square feet 
per year) and fueled by pre-Recession economic growth contributed to the erosion. Post-Recession, 
new retail construction has dropped dramatically, reaching a low of 35 million square feet in 2011. 
And, although 60 million square feet of retail space was added in 2016, that number was still 100 
million square feet below pre-Recession highs.

The previously discussed decline in average brick-and-mortar sales per square foot through 2016 has 
impacted retailer productivity, sales tax revenues and tenant mix strategies. The main catalyst of de-
clining brick-and-mortar sales, however, is the ever greater market share being captured by e-com-
merce.  Brick-and-mortar continues to account for the vast majority of retail sales, but the
rapidity of e-commerce growth, while still under 10 percent, is expected to gain speed and
consumer  market share.

Average Square Footage of Rental Apartments in the U.S., 2006 – 2016
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Nationwide, CoStar estimates that in order for brick-and-mortar sales per square foot rebound to
historic averages, 10 percent of existing retail space — approximately 1 billion square feet — will 
require rationalization and repurposing to higher and better uses due to declining sales per square 
foot.

E-commerce Retail Sales as a Percent of 
Total Sales in the U.S., Q4 1999 – Q4 2017
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RETAIL HIGHLIGHTS FROM
BEHIND THE ORANGE CURTAIN

In 2017, Orange County had 8,797 retail 
businesses generating $21.2 billion in revenue 
and employing 162,478 people. The county’s 
largest retail employers by segment included 
Beer, Wine and Liquor (36,128 employees) and 
Other General Merchandise (24,582
employees), which includes apparel,
automotive parts, dry goods, hardware and 
groceries. Auto parts and accessories
generated the highest revenues,
approximately $8.073 billion. The graph on the 
opposite page shows employment and
revenue across all county retail sectors.

Orange County’s retail sector employed
approximately 151,326 individuals in 2017 with 
average earnings of $42,868. Slightly less
concentrated than the national average, the 
county’s retail trade industry had a 2017
location quotient of 0.88, with a total of 8,865 
retail businesses. The sector has experienced

significant fluctuations since 2001.  The Great 
Recession caused the most volatility, reducing 
the number of Retail Trade employees from a 
high of 161,267 in 2007 to a low of 140,842 
in 2010. While Retail Trade employment has 
recovered somewhat, it remains only slightly 
above employment totals measured in 2001.

ORANGE COUNTY'S RETAIL SECTOR
EMPLOYED APPROXIMATELY 151,326
INDIVIDUALS IN 2017 WITH AVERAGE

EARNINGS OF $42,868.

Some Retail Trade sectors have performed far 
better than others during the period.
According to Emsi, for example, employment 
at Food and Beverage stores has consistently 
trended upwards. General Merchandise stores, 
despite a slight dip in 2017, have displayed 
the strongest employment growth of any

sector, growing from 20,722 in 2001 to 29,174 
in 2017. Nearly every other retail sector,
however, employs fewer workers than they did 
before the Great Recession. These declines in 
employment are due to a number of factors, 
most prominently technological advances that 
have displaced workers and the growth of
e-commerce as an alternative to
brick-and-mortar retail.

Orange County Retail Sector Employment, 2017
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Orange County Retail Employment Trend, 2001 – 2017
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As of 2017, the largest retail sector by
employment in Orange County was the Food 
and Beverage Store sector with 30,277
employees, followed by the General
Merchandise sector with 29,174 employees 
and the Motor Vehicle and Parts sector with 
18,708 employees. Those sectors
provided average wages of $35,762, $34,034 
and $70,387, respectively. While Non-store
Retailers employed only 4,643 individuals in 
2017, it provided the highest overall average 
earnings at $71,256.

SOURCE: Emsi

Orange County Retail Employment by Sector, 2001 – 2017
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Looking forward, Emsi estimates that Orange 
County’s Retail Trade sector will continue to 
expand by 0.4 percent annually, reaching 
158,045 jobs by 2027. This represents an
overall growth of 6,719 Retail jobs, or 4.4
percent. Long-term trends will likely persist, 
with much of the growth in the next decade 
coming from General Merchandise Stores 
(+4,269 employees) and Food and Beverage 
Stores (+2,877 employees). The table below 
highlights the expected growth by sector.

Orange County Retail Employment Trends
2001 – 2017 2017 – 2027 2001 – 2027

Absolute 
Growth

Percent 
Growth

Absolute 
Growth

Percent 
Growth

Absolute 
Growth

Percent 
Growth

Motor Vehicle/Parts Dealers (68) -0.4% 1,972 10.5% 1,903 10.1%

Furniture/Home Furnishings (1,070) -16.1% 45 0.8% (1,025) -15.4%

Electronics/Appliance (5,420) -45.7% (2,149) -33.3% (7,569) -63.7%

Building Material/Garden Equipment (1,282) -10.8% (273) -2.6% (1,555) -13.1%

Food/Beverage 4,908 19.3% 2,877 9.5% 7,785 30.7%

Health/Personal Care 1,587 16.2% 1,431 12.5% 3,018 30.7%

Gasoline Stations 712 18.1% 613 13.2% 1,324 33.7%

Clothing/Clothing Accessories (1,770) -10.1% (1,008) -6.4% (2,777) -15.9%

Sporting Goods, Hobby, Music/Books (1,648) -21.4% (890) -14.7% (2,538) -33.0%

General Merchandise 8,453 40.8% 4,269 14.6% 12,722 61.4%

Miscellaneous (3,359) -29.2% (865) -10.6% (4,224) -36.7%

Nonstore Retailers (692) -13.0% 697 15.0% 5 0.1%

Total 351 0.2% 6,719 4.4% 7,070 4.7%

As of 2017, the  largest  retail
sector  by  employment in

orange  county  was  the 
food  and  beverage  storE  sector

with  30,277  employees.

SOURCE: Emsi
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today's orange county
retail Landscape
and what lies ahead

Looking more specifically at real estate occupied by retail businesses, the chart to the right
highlights Orange County’s current retail sector by gross leasable square feet and vacant space
distribution. It breaks down the county’s total leasable area and vacancy rates by sector. Despite 
retail’s national struggles highlighted in the previous chapter, in general, despite scattered closings 
throughout the county, the Orange County retail leasing market largely appears healthy in terms of 
current vacancy and leasing rates. For example, CBRE Research maintains that Southern California, 
especially Orange County, remains a premier destination for major retailers due to the size of the 
market, strong tourism (an important, enduring key positive factor for brick-and-mortar retailers) and 
the potential for population growth.

As of year-end 2017, Orange County’s retail sector is largely dominated by Shopping Centers,
including community centers, neighborhood centers and strip centers. Shopping Centers comprise  
47.6 percent of retail space, followed by General Retail (free-standing, single use properties), which 
makes up 30.2 percent of retail space and Malls, which includes Lifestyle Centers, Regional Malls and 
Super Regional Malls, which make up 11.7 percent of Orange County’s retail space.

Orange County Gross Leasable Area and 
Vacant Space Distribution by Sector, Q4 2017
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In the fourth quarter of 2017, Orange
County’s gross leasable retail space grew to 
144,292,862 square feet, with two new
buildings totaling 57,890 square feet
completed in the region and an additional 
596,565 square feet still under construction. 
Net absorption was measured at 199,187 
square feet in Q4 2017, pushing vacancy down 
to 4.0 percent from 4.1 percent in Q3 2017. 
With decreased vacancy, rental rates increased 
slightly from $25.74 per square foot in Q3 
2017 to $25.89 per square foot in Q4 2017.

Average rents for all county properties have 
consistently trended upward since 2012.
Vacancies have generally decreased,
stabilizing at about 4 percent since 2015.
Wages and incomes have grown in recent 
years, providing some respite to
individuals and families struggling with
skyrocketing housing costs. Increasing wages 
have also driven growth in some retail sectors 
through additional discretionary spending. As 
e-commerce continues to take sales away from 
large brick-and-mortar retailers, smaller
retailers and restaurants have been better able 
to weather the storm due to their more
expensive nich products and “experiences” 
that appeal to millennials and Gen Z. This is 
part of a larger important trend in retail termed 

Orange County Total Retail Market Trends, 2008 – Q4 2017
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Orange County Total Retail Average Quoted Lease Rates, 2008 – Q4 2017
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Orange County Retail Construction, Deliveries 
and Net Absorption, 2010 – Q4 2017
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...Orange  county's  Retail
Market  saw  stable  and

persistent  demanD  for  quality
spaces  through  the  end  of  2017,

helping  to  push  vacancy  rates
lower  and  average 
Lease  rates  higher.

“the riches are in the niches” as consumer 
preferences for “unique” and “bespoke” is 
one key to survival for traditional brick-and-
mortar retail.

CBRE Research details how Orange County’s 
retail market saw stable and persistent
demand for quality spaces through the end of 
2017, helping to push vacancy rates lower and 
average lease rates higher. There has been an 
increase in retail mergers as organizations look 
to bolster their Omnichannel strategies, enter 
new markets or expand product offerings. As 
highlighted above, big-box retail has
experienced several bankruptcies in recent 
months, dramatically contributing to rising 
vacancies in many centers. The chart below 
highlights the gross leasable area (GLA) in 
malls and overall retail sales growth by retail 
use in the United States. Department Stores 
have a significant portion of mall GLA but have 
seen negative retail sales growth. Meanwhile, 
retail uses such as Restaurants and Health & 
Personal Care Stores, each representing less 
than 5 percent of total mall GLA, experienced 
more than 20 percent growth in retail sales 
from 2011 to 2016.

Thanks to recent health trends, gyms and
fitness centers have provided a viable

replacement for department stores, serving to 
attract many visitors and becoming regarded 
as some of the most desirable new tenants in 
major properties. Additionally, according to 
CBRE and the U.S. Census Bureau, the online 
or e-commerce stores with the highest
e-commerce sales and share of total retail sales 
are those which have replaced the traditional 
department store. Electronics and Appliance 
Stores registered $20.4 billion in e-commerce 
sales in 2015 representing 19.5 percent of their 
total sales.  Clothing and Clothing Accessories 
Stores registered $24.2 billion in e-commerce 
sales, representing 9.5 percent of their total 
sales.

While Orange County has a uniquely strong 
retail atmosphere driven by above-average 
local wages, a robust tourism industry and a 
consistently growing population, the trends 
highlighted above could disrupt this
traditionally strong industry sector if not given 
careful thought and a strategic response to 
mitigate their potential impacts.

SOURCE: CBRE Research

Department   Stores   Have
a   significant   portion   of   mall

GLA   but   have   seen
negative   retaiL   sales   growth.
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Orange County
Retail Market
Forecast

SOURCE: CBRE Research SOURCE: CBRE Research

Orange County added approximately 611,000 square feet of new retail space in the past 12 months 
In 2018, however, new retail space is expected to dip 33 percent to less than 500,00 square feet, 
and even lower in 2019. More new retail developments are expected to come online between 2020 
and 2022, adding more than 1.2 million square feet in 2020, approximately 1.5 million in 2021,  and 
1.7 million in 2022. In general, these new developments will be mixed-use properties consisting 
of ground floor stores and restaurants with upper-story apartments and offices. Conventional retail 
models such as strip malls will become increasingly rare.

Net market absorption was fairly flat in 2017 at 158,000 square feet compared to the historical
average of 1,013,000 square feet yet should grow by approximately 485,000 square feet in 2018. 
Absorption is expected to dwarf overall deliveries in 2019, hitting close to 900,000 square feet. From 
2020 to 2022, net absorption will remain fairly stable at approximately 1,000,000 square feet even 
as deliveries increase through 2022. The high level of absorption in 2019 will drive the vacancy rate 
below 2016 lows, but will return to around 4.3 percent by 2020 as deliveries begin to outpace overall 
absorption.

County rents for both apartments and retail space are increasing as landlords focus on appealing to 
millennials with live/work/play mixed-use developments. As demand continues to grow for luxury 
apartments in popular submarkets, rents are expected to grow by 2 percent overall in 2017 before 
slightly retreating in 2018 as a glut of new units are delivered to the market. Rent growth will return 
in 2019 at around 1 percent before slightly increasing and remaining stable at just under a 2 percent 
annual growth rate from 2020 to 2022.
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Sixty years ago, Southern California was the 
stage for an unprecedented residential and 
retail development boom fueled by a surge 
in jobs and population. Sprawling residential 
neighborhoods were developed separate from 
regional shopping malls and neighborhood 
centers, and were connected by a vast network 
of freeways and arterial highways. The entire 
planning model reflected how consumers
purchased goods and services: by getting in 
their cars and driving to the mall or a local 
store.

The e-commerce phenomenon — fueled by 
technology and new consumer preferences — 
is turning that mid-century planning and
development model on its head. As more 
consumers purchase and receive their goods 
at home, malls and neighborhood
commercial spaces become increasingly
outdated and under-utilized. The challenge for 
property owners, urban planners, architects 
and cities is to cooperatively develop a
comprehensive strategy for repurposing
obsolete commercial centers into mixed-used 
centers that provide in-fill housing, services, 
experiential retail, dining and entertainment.

Particularly in Orange County — where a
daunting housing supply crisis persists —
reuse of outdated retail properties provides a 
unique opportunity to address the region’s lack 
of workforce housing. This strategy is already 
evident in a number of retail properties
highlighted in this report that have been
redeveloped into integrated mixed-use living 
spaces. A continued focus on higher density 
housing developed near experiential shopping 
centers may provide a comprehensive solution 
to the county’s need for housing and the need 
of commercial property owners and cities to 
redevelop obsolete properties so that they 
remain viable businesses and tax generators.

SUMMING  UP
THE FUTURE OF
OC RETAIL CENTERS
The trends discussed above trace the type of 
development projects occurring in the county.
Developers are planning and building more 
projects geared to millennial preferences and 
experiential uses such as unique restaurant 
concepts. Orange County is a leading market 
for unique dining and entertainment uses as 
seen at the Anaheim Packing House, 4th Street 
Market, and The OC Mix Mart.

Local retailers and developers are adapting to 
nationwide retail trends. Shopping centers, for 
example, have initiated major reconfigurations 
to their layout, overall environment and tenant 
mix. No longer product driven places,

strategy that seeks to shelter their portfolio 
from e-commerce by tuning its tenant mix to 
emphasize internet resistant, off-price retailers 
such as TJ Maxx and Burlington Stores,
grocers such as Giant Food, home
improvement outlets such as Home Depot 
and warehouse clubs such as Costco. They’re 
also incorporating lifestyle tenants such as LA 
Fitness, as well as medical service, dining and 
personal care tenants.

In its 2016 annual report, General Growth 
Properties (GGP), another major retail REIT, 
acknowledged the tectonic shifts in retail and 
initiated a major strategy to completely
reconfigure department store buildings. Since 
2012, the company reported that it has
acquired nearly 30 Sears and Macy’s stores. 
GGP’s strategy is to redevelop these old
department stores into mini-malls with smaller 
tenants emphasizing dining and
entertainment.

shopping centers are increasingly
“experiential” destinations for entertainment, 
dining, socializing and other activities. These 
trends can be seen in the redevelopment of 
Huntington Beach’s Bella Terra and Anaheim’s 
Platinum Triangle. All have been repurposed to 
create mixed-used communities offering
apartment housing, retail, dining and
entertainment for local residents and visitors.

Repurposing obsolete or underperforming 
shopping centers is a growing strategy among 
some of the largest Real Estate Investment 
Trust (REITs) in the nation. Kimco Realty, one of 
the largest retail REITs, is implementing a



52 53

chapter Three

RETHINKING   LAND   USE

E-COMMERCE   AND   CHANGING   CONSUMPTION   PATTERNS
PRESENT   OPPORTUNITIES   TO   REPURPOSE  
RETAIL   LAND   USES   IN   ORANGE   COUNTY

E-commerce, changing consumption patterns 
of the millennial generation, and other forces 
are transforming the suitability of decades 
old land-use patterns in Orange County and 
Southern California which drove the 
development of neighborhood commercial-
retail centers and regional shopping malls for 
more than 60 years. The emerging
obsolescence and waning economic
performance of these land uses are driving 
retailers, land developers, planners and others 
to think about ways to repurpose these land 
uses as the continued growth of e-commerce 
continues to undermine the relevance of
brick-and-mortar retail. In other words, the 
intersection of the decline of some types of 
retail centers, such as aging strip malls, with 
emerging retail forces such as e-commerce 
and ever faster on-demand delivery, provides 
a valuable opportunity to rethink and
reimagine conventional wisdom about retail 
land use.

Orange County’s population passed 3 million 
people in 2009. While county retail sector
employment steadily increased during the 
early 2000s, the global financial crisis led to 
roughly 20,000 retail job losses in Orange 
County. Despite an improving economy since 
2010, it has taken several years for retail to 
rebound. Indeed, the retail sector has yet to 
return to its pre-recession peak. Orange
County retail sales have followed a similar
trajectory, rebounding since 2010 but still
falling short of mid-2000s highs.

At the same time, e-commerce has consumed 
an ever greater share of aggregate US retail 
sales. E-commerce captured 2 percent of sales 
in 2004 while in 2017, it exceeded 9 percent 
of sales. And while the global financial
crisis did contribute to a marginal reduction in 
e-commerce sales in 2009, brick-and-mortar 
retail sales experienced much larger declines 
than e-commerce.  
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The advent and explosive growth of
e-commerce is reflected in the growth of 
Amazon, the leading e-commerce retailer. The 
share price of the company’s stock has grown 
exponentially since 2010, from less than $200 
per share to more than $1,000 per share.

While e-commerce is most often pointed to as 
the catalyst fueling the transformation of the 
retail industry, consumer spending
statistics shown in Figure 1 indicate this is part 
of a much deeper historical trend since the 
1960s where, despite consistent consumer 

low-price mega stores. These concerns over 
the future of small, boutique retail (and
increasingly big-box stores as well) are now
intensifying as e-commerce grows. These 
trends have ushered in a new era of concern 
for retailers in every category — including
groceries — and are forcing retailers, land
developers, city planners and other
stakeholders to assess the future of retail land 
uses in much of Southern California. This is 
particularly true with the loss of long-term
anchor tenants such as Macy’s, Sears, and 
JCPenney in the region’s large shopping malls. 
While vacant retail space leads to temporary 
declines in sales tax revenue, it can also
present an opportunity for local planners to 
repurpose and adapt this rapidly evolving land 
use category through new General Plan
policies and zoning ordinances that better 
reflect the new economy of the future.

The Southern California Association of
Governments (SCAG) maintains a
comprehensive database of the six-county 
region’s roughly five million land parcels by 
zoning, land use, and other characteristics. 
With a focus on Orange County, this section of 
the report uses this parcel-level Geographic
Information System (GIS) database and
develops a methodology for identifying land 
parcels that may be suitable for infill
development orredevelopment. In particular, 
the research team developed criteria for
labeling land which is truly vacant (without a 
current productive use), termed in this report 
as “infill,” as well as underperforming or
underutilized land with potential for higher
priority future use, which our methodology 
calls “refill.”

After summarizing the GIS methodology and 
analysis used to identify and analyze infill and 
refill retail land, this section will provide an 
overview of retail/commercial land use by use
type, age of buildings and level of access to

public transportation. This section then
identifies particular types of retail uses that 
have significant potential for reuse, such as
“mid-block retail,” larger parcels suitable for 
reuse, and opportunities to assemble or
aggregate smaller retail sites.  

After providing illustrative maps and
descriptive statistics for retail parcels in
Orange County, the section concludes with an 
examination of three case studies of infill
potential and infill development near
retail-heavy centers in Orange County.

methodology: identifying
infill  and   refill   opportunities

In 2006, the State of California Business,
Transportation and Housing Agency
commissioned “The Future of Infill Housing in 
California: Opportunities, Potential, Feasibility, 
and Demand,” a research study that provided 
the first statewide assessment of infill
development potential for California
communities. The report was prepared by a 
team of researchers led by John Landis and 
Heather Hood at the Institute of Urban and 
Regional Development (IURD) at UC Berkeley.

Their methodology used county tax assessor 
records and other GIS and secondary source 
data to develop estimates of infill potential in 
California at the city, county, and state levels. 
The methodology then identified the number, 
land area, average size, and spatial
distribution of vacant and potentially
re-developable parcels and used the data and 
various corresponding filtering criteria to
estimate aggregate infill potential at various 
geographical levels and under various
scenarios.

Figure 1: Local and Regional Indicators

Orange County Population (millions) Orange County: Retail Employment

Orange County: Retail Sales (real, million $) US E-commerce Sales (real)
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spending increases, a decreasing share of 
those sales have been on goods as opposed 
to services.  This is consistent with today’s fo-
cus on “consumer experiences” and growth in 
the service sector more generally. 

The emergence of e-commerce is exacerbating 
concerns about the evolution of physical retail. 
Before the Amazon effect, discussion centered 
on the on-going viability of small, “Mom and 
Pop” retail as big-box stores, national chains 
and category killers shifted consumer demand 
away from higher cost boutique stores to 
high-volume,
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This study updates, adapts, and enhances that site selection methodology developed by IURD in 
2006.  Their statewide approach identified infill land using county assessors’ parcel data, defining
vacant parcels as those which are privately-owned and without any inhabitable structures of
significant size or value. Refill parcels were identified using an improvement-to-land value ratio (“I:L 
Ratio”) of below 1.0 for commercial and multifamily properties and 0.5 for single-family properties. 

Since the validity of these cutoffs may vary depending on a number of factors at the site,
community, or city level, this report considers the analytical results reported throughout  as
identification of the overall potential for “infill” and “refill” sites, rather than recommendations or 
conclusions about the actual potential for any individual site or parcel. Also, in this exploration,
modified improvement-to-value ratios of 1.1 or 1.25 are also considered to increase the universe of 
potential infill sites. This study preserves these site selection criteria with some additional parcel
exclusion criteria such that they are consistent with SCAG’s parcel land use data.

"While  e-commerce  is  most often   pointed  to  as  the catalyst  fueling 
the  transformation  of  the  retail  industry,  consumer  spending

statistics  indicate  this  is  part  of  A  much  deeper trend..."

Table 1A: All Refill and Infill in Orange County, 2016

All Uses

Parcels % of County Acres % of County

County Total 685,354 449,852

Vacant Parcels 5.903 0.9% 2,346 0.5%

Refill Parcels (I:L*<1.0) 92,419 13.5% 32,170 7.2%

Refill Parcels (I:L<1.1) 112,407 16.4% 39,093 8.7%

Refill Parcels (I:L<1.25) 139,088 20.3% 47,089 10.5%

*I:L refers to the improvement-to-land value ratio cutoff used for identifying refill

Table 1B: Commercial/Retail (C/R) Refill and Infill in Orange County, 2016

Commercial/Retail Uses

Parcels % C/R out of All Uses Acres % C/R out of All Uses

County Total 15,796 2.3% 17,186 3.8%

Vacant Parcels 744 12.6% 349 14.9%

Refill Parcels (I:L*<1.0) 7,749 8.4% 6,814 21.2%

Refill Parcels (I:L<1.1) 8,197 7.3% 7,407 18.9%

Refill Parcels (I:L<1.25) 8,812 6.3% 8,165 17.3%

*I:L refers to the improvement-to-land value ratio cutoff used for identifying refill

infill  and  refill
potential  in
the  scag  region

commercial  and  retail  land  use  in  orange  county

Table 1 below provides a summary of all
parcels and infill/refill parcels in Orange
County compared to potential commercial/re-
tail land use infill/refill parcels.

Table 1A indicates that only 0.9 percent of the

county’s parcels and 0.5 percent of the
county’s total land area are vacant. This is
consistent with generalized acknowledgement 
that the county is largely “built-out” with
limited greenfield opportunities, and suggests 
that future new development and the
reshaping of future land use patterns will
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mostly occur on “refill” land.  At the strictest 
I:L ratio threshold of 1.0, 13.5 percent of the 
county’s parcels and 7.2 percent of its land 
area are considered “refill.”  Changing this
ratio to 1.25 identifies 20.3 percent of the 
county’s parcels and 10.5 percent of its land 
area as having potential for reuse.

Table 1B on the previous page isolates only 
infill/refill parcels which are identified as
having (or having had) a commercial or retail 
use. 15,796 out of 685,354 parcels in Orange 
County (2.3 percent) are currently zoned and 
developed for commercial or retail use.   How-
ever, despite commercial/retail’s underrepre-
sentation overall, our infill/refill methodology
demonstrates that it is substantially
overrepresented in terms of its reuse potential.

For example, 8.4 percent of Orange County 
potential infill/refill parcels are existing
commercial/retail land uses (including vacant 
retail parcels), meaning that commercial/retail 
parcels are almost four times more likely to 
have potential for redevelopment than other 
land uses.  In terms of acreage, the percentage 
of commercial/retail acreage flagged as having 
infill/refill potential is even a greater share of 
overall infill/refill acreage in Orange County.  
Representing only 3.8 percent of overall
Orange County land use acreage, 21.2 percent 
of commercial/retail has infill/refill potential, 
well over five times the reuse potential than 
other land uses.  
 
Therefore, using our methodology, a
significantly high share of vacant parcels are in 
the commercial/retail category (12.6%).
Depending on which I:L ratio threshold is 
used, there are between 6,800 and 8,200 acres 
of potential refill development available in 
Orange County.

Commercial/retail designations considered in 
the study include these SCAG land use codes:

1200: Commercial and Services

1220: Retail stores and commercial
services

1221: Regional shopping centers

1222: Regional centers, non-strip with 
contiguous interconnected off-street 
parking

1223: Retail strip development

1600: Mixed residential and commercial 
services

...21.2   percent  of
commercial/retail  has

infill/refill  potential,  well
over  five  times  the  reuse  potential

than  other  land  uses.

Using the standard 1.0 I:L ratio, Figure 2A 
highlights how the vast majority of infill/refill is 
actually non-commercial refill (73.5%).  Figure 
2b further delineates the 19.7% of infill/refill 
parcels that are commercial/retail based on 
their specific land-use code.  Only a very small 
share of this land area consists of regional 
shopping centers (3.2%) or strip development 
(5.9%).   The largest share which has uniformly 
identifiable characteristics — other than the
fairly broad 1220 retail/commercial code — is 
composed of retail centers with large off-street 
lots and deep setbacks, which are common 
along most major arterial roads in Orange 
County.  

Figure 2: Infill area, (A) Total and (B), Commercial/Retail

Total Refill/Infill Parcel 
Area (percent)
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Orange  county  infill  opportunities  by  parcel

The size and arrangement of infill candidate sites plays a large part in determining what kinds of 
future development might be suitable.  Small slivers of land surrounded by incompatible uses might 
be poor candidates for certain kinds of development. Larger parcels, on the other hand, may be
expensive or located far from major transportation infrastructure or complementary land uses.

Table 2A indicates that the median infill/refill parcel is 0.16 acres — roughly the size of a standard 
single-family lot in Orange County.  Commercial/retail refill parcels tend to be slightly larger, with a 
median size of 0.38 acres. 

Table 2A: Infill/Refill Land Size by Parcel Size

Parcels Total 
Acres

1st 
Quartile Median Mean 3rd 

Quartile

All infill/refill parcels 98,322 34,517 0.14 0.16 0.35 0.19

Vacant infill parcels 5,903 2,346 0.08 0.14 0.40 0.24

Commercial/retail refill parcels) 7,749 6,814 0.17 0.38 0.88 0.77

Table 2B: Infill/Refill Land Size by Parcels, Parcels Over 4 Acres Only

Parcels Total 
Acres

1st 
Quartile Median Mean 3rd 

Quartile

All infill/refill parcels 1,167 10,221 4.92 6.66 8.76 9.99

Vacant infill parcels 63 758 5.14 6.59 12.04 12.59

Commercial/retail refill parcels (I:L<1.0)) 314 2,578 4.86 6.60 8.21 9.93

Commercial/retail refill parcels (I:L<1.1)) 331 2,744 4.87 6.66 8.29 9.99

Commercial/retail refill parcels (I:L<1.25)) 374 3,076 4.87 6.60 8.23 9.99

Table 2C: Infill/Refill - Contiguous Parcels Adding Up To 4 Or More Acres*

Parcels Total 
Acres

1st 
Quartile Median Mean 3rd 

Quartile

Vacant, Commercial/retail refill (I:L<1.0) 421 3,893 5.14 7.02 9.25 10.93

Vacant, Commercial/retail refill (I:L<1.1) 458 4,319 5.23 7.19 9.43 11.42

Vacant, Commercial/retail refill (I:L<1.25) 513 4,911 5.42 7.47 9.57 11.46

*Table 2C includes land that, when combined with adjacent land with the same classification, 
adds up to 4 or more acres of contiguous, developable land.

Realistically, the small size of the typical infill/refill parcel limits its potential redevelopment options.  
Table 2B examines only parcels 4 acres or larger, which significantly restricts the quantity of infill/refill 
land from 34,517 acres to 10,221 acres.  In fact, there are only 63 vacant parcels in Orange
County above 4 acres.  However, increasing the I:L ratio increases the quantity of commercial/retail 
refill parcels.

While this size constraint is restrictive, adjacent parcels can be assembled to a larger development 
footprint.  Table 2C dissolves adjacent infill/refill parcels and again applies the 4-acre minimum.  At 
the most lenient I:L ratio of 1.25, there are 4,911 acres of commercial/retail infill potential in Orange 
County.  Furthermore, since this analysis only considers parcels that are directly adjacent, it may
undercount the quantity of infill if eligible sites can be combined across alleys or streets to form
project areas.

Orange  county  infill  opportunities  by  building  age

An important consideration, particularly when analyzing refill and adaptive reuse capacity, is to 
consider the age of existing structures.  Housing filtering theory suggests that as buildings age they 
tend to decrease in value, which facilitates decreased rent for commercial or residential occupants 
and generally changes a neighborhood’s character.  This process, however, is not linear as
construction technologies and standards — as well as the style of buildings constructed — change 
to fit the needs of particular times and to suit evolving needs.  For example, masonry-frame build-
ings that pre-date World War II may be far older but might be more suitable to adaptation due to 
their build quality. The graph below displays commercial/retail refill land delineated by the decade in 
which the existing structure on the parcel was built.   
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The number above each bar indicates the percentage of all the existing commercial/retail
constructed during the delineated decades that have reuse potential (using an improvement-to-land 
value ratio of 1.0).  

Clearly there is little refill potential among structures built prior to 1950; the majority of commercial/
retail infill buildings were constructed during the 1960s and 1970s.  While there are roughly 350 
acres of infill land comprised of structures built during the 1950s, this represents a very small share of 
1950s-era commercial/retail inventory at 5.5 percent.  Conversely, 1980s commercial/retail appears 
to have less longevity; despite being newer, roughly one-third of commercial/infill from the eighties 
is potential infill.  This could be due to lower build quality relative to the desirability of the location. 
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Figure 4 displays all infill/refill land area by year built, and delineates HTQA versus non-HQTA
locations. Overall, 60.8 percent of the identified infill/refill is in an HQTA, a percentage higher than 
envisioned for growth in SCAG’s 2040 plan horizon.  However, the dispersion of HQTAs is closely 
correlated to building age. Older structures are typically located in older, more central parts of
Orange County with historically higher levels of commuter rail and bus service usage. As such, a far 
higher share of older infill-potential structures are within HQTAs (e.g. 77.1 percent of 1950s infill but 
only 51.2 percent of 1980s infill is in an HQTA).

Figure 5 breaks down the HQTA status of commercial/retail infill by specific land use type.  57.7per-
cent of the refill land which is currently occupied by a regional shopping center (code 1221) is in an 
HQTA and 53.7 percent of the refill land which is currently an off-street retail center is in an HQTA.  
However, a much lower share of code 1223, representing strip retail, is in an HQTA (35.3 percent). 

SCAG’s 2016-2040 Regional Transportation Plan/Sustainable Communities Strategy (RTP/SCS)
defines High-Quality Transit Areas (HQTAs) as land within one-half mile from a rail station or
high-frequency bus station.  SCAG’s plan envisions that 46 percent of future housing growth and 55
percent of employment growth will occur in HQTAs to improve regional connectivity, reduce vehicle 
travel, and lower greenhouse gas emission. Beyond these region-wide benefits, transit accessibility 
also benefits retailers.  By adding transit as an additional travel mode by which potential customers 
can arrive, locating in an HQTA effectively increases a store’s trade area.
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core infill criteria do not take this specific characteristic into account, the research team developed a 
GIS routine using street data to classify intersections by type.  Potential commercial/retail refill
parcels were identified based on whether their nearest intersection was the meeting of two major 
arterial roads, or if it involved only one major street — constituting it “mid-block retail” under this 
classification criteria. Of the 8,477 parcels (7,163 acres) of commercial/retail infill in Orange County, 
2,349 parcels (32.8 percent) are considered “mid-block,” which corresponds to 1,755 acres (24.5 
percent) of the total commercial/retail infill land area in the county.  Four examples are shown below 
from Fullerton, Huntington Beach, Orange, and San Juan Capistrano.

Orange  county  Mid-Block  Retail  Infill  Opportunities

A parcel’s proximity to major intersections is another important criterion for judging its infill/refill 
potential. Many corridors were planned and developed in a different retail era.  From the 1940s to 
the 1960s, many retail stores simply required a location along a busy arterial with
signage and an entrance for ingress and egress.

Therefore, many of Orange County’s transportation corridors were built before the advent of
regional and super-regional malls, surrounded by parking and located near major intersections and 
freeway exits, which became the dominant form of retail starting in the mid-1960s. Older retail space 
along corridors, especially mid-block not proximate to major intersections, became functionally 
obsolete.  These malls made many older retail spaces away from intersections obsolete.  What to do 
with these underperforming mid-block retail spaces such as strip malls remains an important
challenge to address throughout Southern California.

Some infill developers target aging mid-block retail locations — especially retail strip malls — for
conversion to housing, mixed-use development, or other reuses.  Retail parcels that are not on major 
intersections have lower visibility and are typically less desirable for potential reuse.  Although our

Mid-Block Retail: Fullerton, Commonwealth Ave.

Figure 6
Prepared by SCAG, 2018
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Mid-Block Retail: Orange, Chapman Ave.
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In some cases where a large retail center consists of multiple parcels (parcels located on the
outer perimeter of a ring road, for example) the rear-facing parcels further from the main streets have 
also been counted as mid-block retail, even if the main retail center is on a major intersection. Our 
research method left this classification intact since, in our estimation, these parcels appear distinct 
from the more desirable, high-frontage parcels in the same retail center.  This is particularly
noticeable in the larger regional shopping malls of South Orange County such as the Laguna Hills 
Mall and Fashion Island; future analyses may refine this measure.  

Mid-Block Retail: San Juan Capistrano, Camino Capistrano

Prepared by SCAG, 2018
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Mid-Block Retail: Huntington Beach, Beach Blvd.

Figure 9
Prepared by SCAG, 2018
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measuring  infilL  capacity  in
orange  county  cities

Infill  capacity  of  individual  orange  county  cities

Table 3 provides an overview of Orange County cities and census designated places (CDPs) based 
on their infill capacity, and is accompanied by the maps below. 

The older cities in north Orange County including Santa Ana and Anaheim generally have more infill 
capacity as well as commercial/retail refill capacity.  The final column of Table 3 indicates the share of 
each city’s commercial/retail base that is potential infill/refill.  While Santa Ana leads the way in this 
category (61.3 percent), several other cities that do not have as much overall refill/infill have more 
than 50 percent of their commercial/retail designated as such. They are Tustin, Fountain Valley, Aliso 
Viejo, Laguna Hills, and Stanton.  Note that this information is based on the income-to-land value 
ratios
discussed earlier and conditions at the site, community, and city level may vary. Therefore these
city-level figures are for illustrative purposes only.

  
Orange County Cities by Commercial/Retail Infill

Table 3: Infill Totals by City/Census Place*

City or Census 
Designated Place

Total Infill/Refill 
(acres)

Total Infill/Refill 
(parcels)

Total 
Commercial/
Retail (acres)

Commercial/
Retail Refill 

(acres)**

Percent of city’s 
total Comm/Ret 
acres which are 
potential refill

Santa Ana 5067.9 16,790 1,476 904.6 61.3%

Anaheim 4844.6 12,081 1,655 774.7 46.8%

Orange 1941.3 5,148 918 409.2 44.5%

Huntington Beach 2158.3 6,993 981 384.6 39.2%

Irvine 1792.2 995 1,204 380.0 31.6%

Garden Grove 2495.0 8,702 788 370.2 47.0%

Costa Mesa 1691.6 4,805 882 361.4 41.0%

Fullerton 2065.8 6,210 789 325.1 41.2%

Buena Park 1518.6 5,239 631 313.6 49.7%

Tustin 1001.2 1,390 541 308.7 57.1%

Newport Beach 975.0 4,980 1,003 294.1 29.3%

Westminster 1176.6 3,691 564 215.8 38.2%

Fountain Valley 523.1 564 406 213.4 52.6%

Brea 712.8 947 537 200.6 37.4%

Lake Forest 633.4 537 443 194.7 43.9%

Mission Viejo 297.7 295 554 193.0 34.8%

La Habra 864.6 3,179 413 172.5 41.8%

Laguna Hills 303.7 204 307 159.2 51.9%

Laguna Niguel 230.1 125 376 131.6 35.0%

Aliso Viejo 261.8 386 222 115.3 52.0%

Stanton 627.8 1,875 200 102.6 51.3%

San Juan Capistrano 347.7 416 423 87.7 20.7%

Cypress 417.5 1,353 401 85.1 21.2%

San Clemente 486.4 2,593 198 78.1 39.5%

Yorba Linda 264.4 320 249 73.2 29.4%

Placentia 435.2 955 186 69.8 37.5%

Rancho Santa Margarita 156.5 88 179 64.4 35.9%

Dana Point 267.2 1431 186 56.7 30.5%

Laguna Beach 324.2 2,733 126 51.2 40.5%

Seal Beach 142.6 901 182 46.5 25.6%

Los Alamitos 220.9 534 149 36.9 24.8%

Laguna Woods 381.4 80 88 29.9 34.0%

La Palma 70.8 127 60 19.2 31.9%

Midway City 167.1 581 37 18.1 49.3%

Ladera Ranch 9.8 7 60 3.8 6.5%

Rossmoor 5.4 54 12 2.6 22.1%

North Tustin 47.7 181 11 1.0 8.9%

Coto de Caza 1.6 1 - 0.0 NA

Villa Park 0.6 2 9 0.0 0.0%

Las Flores 0.0 0 - 0.0 NA

Sunset Beach 0.0 0 8 0.0 0.0%

*The information in this table is subject to change based on the outcome of SCAG’s Bottom-Up Local Input and Envisioning Process, which provides local jurisdictions the 
opportunity to make updates to 2016 base year land use classifications until Fall 2018. Furthermore, as discussed in this Report, infill/refill methodologies are subject to 
interpretation and likely vary based on site, community, and city conditions. Please contact the authors for details. **Table sorted by decreasing Commercial/Retail Refill (acres)
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versus their sales tax receipts.  The plot below 
shows a very strong correlation between these 
two characteristics. Anaheim is the leader in 
retail land use and is second in taxable sales, 
while a number of cities such as Villa Park and 
Los Alamitos are relatively low in both mea-
sures.  

Costa Mesa can be seen as an
“overperformer” in that its retail sales are 
far above the level predicted by its quantity 
of retail land use.  This suggests one way of 
interpreting the data is in the context of retail 
land use efficiency: that is, the ratio of retail 
land use to sales tax receipts. Costa Mesa 
has extremely high retail land use efficiency 
stemming, at least in part, from the presence 
of South Coast Plaza. Retail concentration 
per acre is likely a factor, as is the trade area 
“draw” or catchment area of retail shoppers 
for particular shopping malls such as South 
Coast Plaza, which draws retail spending from 
not only the Orange County region, but from 
outside the county and increasingly from visit-
ing international tourists.  San Juan Capistrano, 
Garden Grove, and Fullerton fall below the 
trend line, indicating they receive less sales tax 
revenue per unit of retail land. 
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chapter  FOUR

THE  NEW  REVENUE  REALITY
MUNICIPAL  AND  PUBLIC  AGENCY  REVENUES
FACE  NEW  CHALLENGES  IN  THE  E-COMMERCE  AGE 

“The epic closures of the brick-and-mortar stores is troubling 
news for state and local government sales-tax collections.”

      Lucy Dadayan | Senior Researcher
    Nelson A. Rockefeller Institute of Government

Stores in shopping malls depend on department store anchor tenants for foot traffic. A struggling 
or shuttered anchor tenant often places drags on overall mall performance and, on a larger scale, a 
struggling mall can have a similar economic drag effects on the surrounding community. 

It’s a phenomenon already being witnessed in many parts of the U.S. The decline of retail in Elmira, 
New York, for example, has led to a dramatic drop in sales tax revenues. In turn, the city has made 
cuts to essential services such as police in response to lagging sales tax revenues. Several Ohio 
counties, which depend on sales tax revenues to fund a majority of their budgets, have seen major 
declines in retail sales and corresponding losses in sales tax revenues and jobs. This creates a
“vicious cycle of less and less revenue” for local governments in these counties.
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Many of these retail closures, as Alana
Semuels writes in The Atlantic, “are affecting 
regions that have already had their fair share of
economic problems. These are places where 
many factories and businesses have already 
shut down, and where customers have less 
money to spend than they used to.” 
Fortunately, Orange County is not a Rust Belt 
area with a dying manufacturing industry. 
Nonetheless, the importance of the county’s 
retail industry — for employment, tax revenue, 
and overall economic health — means that lo-
cal stakeholders and policymakers must keep a 
close watch on its health and create strategies 
to mitigate any further downturns in the
industry.

E-commerce  related  declines
and  other  trends  affecting  sales tax

revenue...could  materially  impact
county  and  municipal  finances.

Sales taxes are a significant source of revenue 
for California counties and cities. E-commerce 
related declines and other trends affecting 
sales tax revenue, as consumers shifting from 
taxable goods to non-taxable services could 
materially impact county and municipal
finances. Understanding the composition of 
taxable retail transactions (the major retail 
subgroups that contribute the most and least 
to overall retail transactions) is important in 
estimating the potential for future shifts in 
overall sales tax revenues. Considering how 
generational preferences and shopping trends 
are changing, certain retail subsectors may 
see dramatic shifts in revenue levels driven by 
emerging shopping trends and shifting
product preferences. These dynamics, in turn, 
will impact the level of sales tax revenue
collected by Orange County and its cities.

Several recent news stories illustrate just how 
much local cities and regional agencies
depend on sales tax revenue for their survival. 
As Kathleen Pender reports in the San
Francisco Chronicle, 2017 saw “a record
number of voter-approved local sales tax in-
creases” across seven California counties.  66 
of 88 proposed sales tax increases — also a 
record — succeeded on the ballot.

Closer to home, three Orange County cities 
passed sales tax increases in November 2017: 
Fountain Valley, La Palma, and Westminster. 
The one percent increases brings the rate to 
8.75 percent in the three cities, compared to 
7.75 percent in most of the county. Previously, 
Stanton and La Habra imposed sales tax hikes 
of 1.5 percent in 2014 and 2009, respectively.

Seeking to balance its budget with the 2017 
sales tax increase, Westminster has struggled 
financially since 2011 when the state
government dissolved its redevelopment 
agencies; the loss of this funding, as Thy Vo 
reports in a Voice of OC article, forced the 
city to draw on its reserve fund at a rate which 
would empty it by the 2018-2019 fiscal year.

Commenting on the possible impacts of the 
significant number of brick-and-mortar retail 
store closures on municipal tax revenue in his 
2017 article “Will store closings smack city hall 
in the wallet, too?” Orange County
Register reporter Jonathan Lansner argues 
that:
 “California sales tax collections exceed
 $50 billion a year, a cash flow that is
 especially critical to the budgets of local
 cities and regional agencies….For far
 too long, California’s cities and other
 local entities have spent too much
 time focusing on upping the sales tax
 collected within their borders.“ 
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vulnerable to further downturns in brick-and-
mortar retail. Orange County leaders will need 
to be proactive in order to build a strong
foundation for future financial stability.
Understanding the multiple ways that retail 
affects surrounding communities, from sales 
tax revenue to land use, will be a major part of 
this process. 

taking  account:   california  regional  sales  tax  comparisons

Lansner proposes “a total reshuffling of how 
the state collects all taxes and redistributes 
them at the local level.” While he
acknowledges this proposal might be
infeasible, the fact that cities — both in
OrangeCounty and across the state —
continue to lean on sales tax to make up
budget shortfalls means that they will be

Sales Tax Regional Comparison
Region Q3 2016 Q3 2017 Absolute Change Percent Change

Southern California $912,790,441 $944,688,473 $31,898,032 3.49%

Los Angeles $390,819,835 $404,852,056 $14,032,221 3.59%

Orange $160,189,148 $164,547,233 $4,358,086 2.72%

San Diego $142,494,302 $146,288,776 $3,794,474 2.66%

San Bernardino $92,544,530 $97,484,090 $4,939,559 5.34%

Riverside $84,790,083 $90,134,500 $5,344,417 6.30%

Ventura $35,705,999 $35,219,259 ($486,740) -1.36%

Imperial $6,246,545 $6,162,560 ($83,985) -1.34%

Bay Area $378,677,356 $392,980,151 $14,302,795 3.78%

San Joaquin Valley $154,322,154 $165,991,442 $11,669,288 7.56%

Sacramento Region $103,991,155 $110,919,930 $6,928,775 6.66%

Central Coast $60,809,997 $63,994,080 $3,184,084 5.24%

Far North $39,713,733 $41,342,417 $1,628,684 4.10%

Sierras $6,532,069 $6,898,095 $366,026 5.60%

California Total $1,656,836,905 $1,726,814,588 $69,977,683 3.49%

Source: HdL Companies - Sales Tax - Regional Growth Comparison Report

Retail sales taxes in California are a key source of revenue for state and local governments.
California residents pay between 7.5 percent and 10 percent on retail purchases, depending on 
which county and city they live in. Sales tax has two main components:

Sales tax on retailers, which are typically passed on to 
consumers

Sales tax on buyers; which typically covers internet sales 
and purchases by out-of-state consumers

The majority of sales tax revenue goes to California’s General Fund, which pays for a variety of
programs including K-12 and higher education, health programs, infrastructure, criminal justice and 
others. Sales taxes are the General Fund’s second largest source of revenue after personal income 
tax, accounting for nearly one-fifth of total revenue. 

HdL Companies reports that California generated approximately $1.72 billion in sales taxes in Q3 
2017, a year-over-year increase of 3.5 percent or almost $70 million. Southern California generates 
much more sales tax revenue ($944 million) than any other region in the state. The Bay Area, gener-
ating $392 million, is the second highest sales tax generation region. The following chart shows sales 
tax revenue by region in California. In Southern California, Los Angeles County generated a 42.8
percent ($404 million) of the region’s sales tax revenue, followed by Orange County’s $164 million or 
17.4 percent of the region’s sales tax revenue. 
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Orange County Taxable Transactions - All Outlets, 1997 – 2016

IN  THE  ORANGE:  TAXABLE  RETAIL  SALES  IN  ORANGE  COUNTY

A key consideration for Orange County cities and government agencies is the potential impact of 
shifting retail trends on overall retail sales and, subsequently, retail sales tax collection;  retail sales 
provide most cities with a significant share of their General Fund revenue. To determine how
potential changes in sales tax revenue will impact Orange County cities, it is important to
understand and quantify the changing trajectories of current drivers of sales tax revenues, retail sales 
as a percent of all General Funds, major taxable retail sales spending categories, and how

CONTINUED ON PAGE 76
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Amazon  and  whole  foods  are  reshaping  the  grocery  business

Amazon’s $13.7 billion acquisition also had 
an immediate impact on the stock market, 
sending shares of Costco, Dollar General and 
Kroger down by more than six percent an 
hour after the announcement.  In the following 
months, Amazon proved analysts correct by, 
in Thompson’s words, doing “all of the above 
– cutting prices and leveraging Whole Foods’ 
locations to build an on-demand food delivery 
service.”  As before, Thompson sees the
rollout of two hour Whole Foods delivery in 
four markets as a step towards a “single
membership program” for “every possible 
commercial need.” While the full impacts of 
this acquisition will probably not be felt for 
years, Amazon’s purchase of Whole Foods
exemplifies one major development in retail, 
the blending of e-commerce and brick-and-
mortar. The e-commerce vs. brick-and-mortar 
media narrative does not take the increasingly 
blurry boundaries between these categories 
into account. Whole Foods, for example, is

“Amazon did not just buy Whole Foods
grocery stores,” tweeted Wall Street Journal 
financial editor Dennis Berman. “It bought 
431 upper-income, prime-location distribution 
nodes for everything it does.”  The
e-commerce giant’s purchase of Whole Foods 
in June 2017, by far the largest acquisition in 
its history, sparked a flurry of speculation from 
industry analysts about what the move might 
mean for the future of retail.
 
Forbes writer Jeffrey Dorfman, for example, 
argued that the  purchase “may create a whole 
new way to buy groceries,” an e-commerce/
brick and mortar hybrid that “combines the 
best of Whole Foods (high quality selection 
and goods that people like to peruse and buy 
only after seeing them) with the best of
Amazon (low prices from its volume buying 
power.)”  The Atlantic writer Derek Thompson

speculated that Whole Foods would play a 
major part in Amazon’s home delivery of
groceries, as part of a “‘life bundle,’
particularly for affluent Americans.”

The synergy between Amazon Prime and 
Whole Foods, according to Thompson, could 
enable the company to take up a large
percentage of this demographic’s discretionary 
spending  by allowing them to offer “an annual 
subscription to a fleet of diverse services” that 
creates “a dependable revenue stream and a 
growing, devoted customer base.”  Wall Street 
Journal reporters Laura Stevens and Annie 
Gasparo also focused on possible synergies, 
citing analysts who “said they expect Amazon 
to promote private-label products, integrate 
and grow its artificial intelligence-powered 
Echo speakers, boost Prime membership and 
entice more customers into the fold.”

not Amazon’s only move into physical retail; 
the company has opened up multiple
Amazon-branded retail stores in select
markets, including an automated, cashier-less 
Amazon Go store in Seattle.  While the United 
States’ largest e-commerce retailers has
expanded into brick-and-mortar, its largest 
brick-and-mortar retailer, Wal-Mart, has moved 
in the opposite direction, buying online
retailers Jet.com (for $3.3 billion in August 
2016), Boxed and Thrive Market. 

The current retail industry transformation, 
then, is not simply the replacement of
brick-and-mortar stores by more convenient 
online alternatives. Instead, it can be better 
seen as a convergence of multiple new
business models — including e-commerce,
subscription-based services, experimental
retail, upscale health-oriented grocery stores 
and others — that threatens to leave more
conventional businesses behind. 
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municipalities may be impacted by shifting brick-and-mortar retail trends. Moreover, planning for 
these contingencies will first require understanding prevailing retail trends related to changing con-
sumer preferences and the proliferation of e-commerce.

According to the California Department of Tax and Fee Administration, taxable sales in Orange 
County reached $62.5 billion in 2016, with Anaheim providing the highest overall taxable revenue at 
$6.7 billion.  Overall, taxable sales in Orange County increased by $1.2 billion or 1.9 percent
between 2015 and 2016.

The graph below highlights the year-over-year growth in Orange County taxable transactions in 
Orange County from 1998 to 2016, which increased by $25.4 billion or by 68.5 percent during that 
time period. Orange County taxable transactions increased by an average of 3.3 percent per year 
since 1997. Motor Vehicle and Parts Dealers have consistently generated the most tax revenue of 
any retail group. Taxable transactions in this group have increased by an average of 4.1 percent per 
year since 1999.

Pe
rc

en
t C

ha
ng

e

15%

10%

5%

0%

-5%

-15%

-10%

-20%

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

Source: California Department of Tax and Fee Administration

Orange County Taxable Transactions Year-Over-Year Growth - 
All Outlets, 1998 – 2016

Overall taxable sales, as might be imagined, fell dramatically during the Great Recession -  by 6.7 
percent in 2008 and 14.7 percent in 2009. 2010 saw the beginning of a recovery, with taxable sales 
increasing by 4.3 percent. The next two years saw a robust recovery that gradually slowed down
between 2013 and 2016. The period from 2012-2016, then, was one of steady growth.

However, it is also illustrative to track the variability of sales tax trends by Orange County city during 
the last two decades, as sales tax trajectories for individual cities have varied a great deal over this 

CONTINUED ON PAGE 80

period. From 1999-2006, Orange County cities had a median 5.6 percent CAGR (compound annual 
growth rate), with one city experiencing 11.2 percent growth. Only one Orange County city
experienced a decline in sales tax revenue over this period. 

Then the Great Recession hit, and had an immediate, dramatic impact.  From 2006-2016, Orange 
County cities had a median CAGR of just 0.3 percent annual growth, with fourteen cities
experiencing actual declines. The highest growth rate was 3.1 percent, while one city had an
average -6.3 percent CAGR over that period.  This time period, of course, includes the devastating 
years of 2008 and 2009 at the trough of the recession, when retail sales declined precipitously. 
However, this range also includes the strong recovery years of 2011 and 2012, when retail sales 
surged, albeit off of a much lower base.

To get a picture of a somewhat “steady state” growth rate for Orange County, 2012-2016 is a good 
time period to examine.  2012 was still a year of strong recovery, but retail taxable sales growth 
has declined since then. While the median growth rate for Orange County cities during this time 
period was 2.2 percent CAGR, individual city sales tax growth rates varied significantly in terms of 
outcomes, variation in sales tax outcomes, from a high of 7.7 percent growth for one city to a low of 
-16.3 percent decline for another.

...taxable  sales  in  orange  county  reached  $62.5  billion
in  2016,  with  anaheim  providing  the  highest  overall taxable

revenue  at  $6.7  billion.

Understanding the composition of taxable retail transactions, (the major retail subgroups that
contribute the most and least to overall retail transactions) is important in estimating the potential 
for future shifts in overall sales tax revenues. Considering how generational preferences and
shopping trends are changing, certain retail subsectors may see dramatic shifts in revenue levels 
driven by emerging shopping trends and shifting product preferences. These dynamics, in turn, will 
impact the level of sales tax revenue collected by Orange County and its cities.

Annual changes in taxable transactions by major retail sector provide another perspective
regarding trends over time. Home furnishings and appliances, for example, saw a massive jump in 
2009, spurred by individuals focusing on improving their homes. As the Great Recession took hold, 
the Other Retail group, which includes health and personal care stores, non-store retailers and gift, 
novelty and souvenir stores, saw dramatic decreases, as many individuals cut discretionary spending. 
Similar trends can be seen within the motor vehicle and parts sectors, where individuals put off large 
ticket purchases due to economic uncertainty. The decrease in taxable transactions from gasoline 
stations is attributable to the significant decrease in the price of gasoline in California, which peaked 
in mid-2008 at an average of $4.63 per gallon for all formulations, dropping to an average of $1.79 
per gallon at the beginning of 2009. 
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follow  th e  money:  how  online  sales  and   use  taxes  are  allocated

Guidelines for Allocation of Local Tax - Online and In-Store

Place of Sale Location of Goods 
at the Time of Sale

How Customer 
Receives Goods Allocation of Tax

Online - Order is placed 
or downloaded outside 

California
California Fulfillment Center Shipped to 

California Customer

Local tax is allocated to the 
jurisdiction in which the fulfillment 

center is located

Online - Order is placed or 
downloaded in California California Fulfillment Center Shipped to 

California Customer

Per CDTFA Regulation 1802 
local tax is allocated to the jurisdiction 

where the order is placed

Online Out of State 
Fulfillment Center

Shipped to 
California Customer

Local tax is allocated to the countywide 
pool based on point of delivery

Online Out of State 
Fulfillment Center

Picked Up In-Store 
(Click & Collect)

Local tax is allocated to the countywide 
pool based on point of delivery

Online
California Fulfillment Center 

Owned and Operated by 
Third Party Vendor

Drop-Shipped to 
California Customer

Local tax is allocated to the countywide 
pool based on point of delivery

Online In-Store (Goods withdrawn 
from store inventory)

Shipped to 
California Customer

Local tax is allocated to the jurisdiction 
where the store is located

Online In-Store (Goods withdrawn 
from store inventory)

Picked Up In-Store 
(Click & Collect)

Local tax is allocated to the jurisdiction 
where the store is located

In-Store In-Store (Goods withdrawn 
from store inventory) Over the Counter Local tax is allocated to the jurisdiction 

where the store is located

Source: HdL Companies

The spread of e-commerce throughout the 
retail sector means that state and local
governments need to find efficient ways to tax 
online purchases, a problem that has become 
more complicated as new business models 
such as Omnichannel and unified commerce 
(discussed in a later section of the report) have 
broken down the barriers between
e-commerce and brick-and-mortar. 

Additionally, the application of California
Revenue and Taxation Code related to online 

sales is complicated, depends on a number of 
factors, and is not currently uniform in its
application.  The matrix and flow chart below 
of state guidelines illustrates that complexity.

In some cases, cities will receive the full one 
percent of the taxable sale (online or in-store), 
while in others each the city only receives its 
proportionate share from the countywide use 
tax pool. Sometimes the city and county where 
the goods were delivered do not receive
anything, the entire one percent going to the 
city where the fulfillment center was located.

An online retailer’s local presence (i.e., a
brick-and-mortar location) means that the city 
receives one percent of the taxable online 
sale if the goods were pulled from the in-store 
inventory. The city usually receives a smaller 
share of the tax revenue from the countywide 
use tax pool — or, in some situations, no tax 
revenue at all — if those same goods were 
bought online and shipped from out of state.

Understanding the changing nature of
e-commerce, collection and distribution of 
sales tax when dealing with online purchases, 
and how they are both shifting is crucial to
estimating and tracking overall sales tax
revenue, especially in a constantly changing, 
increasingly digital environment. For example, 
one of the more complex factors when
estimating e-commerce sales tax revenues is 
the physical presence of a retailer in the state 
of California, where a physical presence can 
be normal retail stores, warehouses, fulfillment 
centers and office locations. Another
determinant in the collection of e-commerce 
sales tax is the location of the product’s source 
and shipping origin.

For example, HdL cites “the growing
competition among retailers to provide
customers with a seamless shopping
experience whether purchases are made 
online from a desktop or mobile device, by 
telephone or in a store. The number of options 
that consumers now have in how they select, 
pay and take possession of merchandise has 
created new challenges in properly allocating 
local sales and/or use tax.” To further illustrate
the complex nature of online tax collection and
distribution in the Omnichannel era is

in  some  cases,  cities  will  receive  the  full  one  percent
of  the  taxable  sale  (online  or  in-store),  while  in  others  each  city

only  receives  its  proportionate  share  from  the  countywide  use-tax  pool.

“drop-shipping” by a third party vendor, an 
increasingly common tool for online retailers 
where the manufacturer or wholesaler
maintains the inventory and ships the goods 
directly to the customer for the retailer who 
takes the order. According to HdL, if the
retailer collects the tax when the order is 
taken, the tax is allocated via the county pools. 
If the drop‐shipper collects the tax as part of 

the service, the tax goes to the jurisdiction 
where the stock of goods is held.

In general, individual cities in Orange County 
generate more sales tax revenue from
brick-and-mortar than from e-commerce and
generate more revenue from e-commerce 
when a warehouse or fulfillment center is 
located in the city, demonstrating that cities 
can offset declining brick-and-mortar sales tax 
revenues by maximizing e-commerce sales tax 
through the presence of physical logistics
facilities that support e-commerce.
Unfortunately, Orange County’s real estate 
prices and high cost of living have harmed the 
county’s viability as a major e-commerce
fulfillment center. The nearby Inland Empire,
however, will see its eleventh and twelfth
Amazon fulfillment facilities open this year. 
Dr. John Husing, the chief economist for the 
Inland Empire Economic Partnership, estimates 
that Amazon has created at least 16,000 jobs 
in the region between 2012 and 2017. 
Beyond being a robust source of new jobs, 
these facilities generate significant
e-commerce sales tax revenues for Riverside 
and San Bernardino counties and cities.
Ironically, much of these e-commerce sales 
originate from Orange and Los Angeles
County consumers. 
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Orange County Taxable Transactions - Growth Rates 2006 – 2016 
(Year-Over-Year Growth)

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 (1999 – 2016)

Motor Vehicle & 
Parts Dealers -7.2% -21.2% -15.5% 7.0% 10.2% 13.4% 9.1% 8.6% 7.6% 3.5% 81.3%

Home Furnishings & 
Appliance Stores -5.6% -8.6% 48.9% 3.5% 10.3% 8.4% 1.1% -5.6% -10.3% 2.9% 126.9%

Bldg. Materials & Garden 
Equip./Supplies -7.6% -15.3% -13.9% 3.6% 7.3% 3.7% 9.8% 3.1% 7.8% 3.1% 60.7%

Food & Beverage Stores 1.9% -3.8% 8.5% 0.9% 4.2% 3.3% 2.6% 3.1% 13.1% -5.9% 61.2%

Gasoline Stations 3.0% 12.8% -26.9% 12.4% 27.0% 4.9% -7.1% -0.7% -19.4% -7.4% 94.0%

Clothing & Clothing 
Accessories Stores 3.0% 5.5% 17.2% 6.6% 8.2% 10.9% 7.2% 4.7% 3.0% 2.7% 244.5%

General Merchandise 
Stores -6.8% -6.8% -12.2% 3.5% 5.4% 5.4% 2.8% 0.7% -8.3% -1.1% 16.0%

Food Services & 
Drinking Places 4.9% -1.0% -4.2% 1.7% 6.6% 7.4% 5.7% 7.3% 8.1% 5.4% 132.9%

Other Retail Group 10.6% -15.2% -41.2% 0.6% 2.9% 8.4% 8.1% 1.3% 5.1% 3.7% 5.2%

Total Retail & 
Food Services -0.2% -8.3% -12.9% 4.5% 9.3% 7.8% 4.3% 3.2% 0.7% 1.6% 70.5%

All Other Outlets 1.3% -2.1% -3.1% 3.9% 6.8% 4.4% 4.2% 7.1% 5.1% 2.4% 54.1%

Total All Outlets 0.2% -6.4% -14.7% 4.3% 8.5% 6.8% 4.3% 4.4% 2.1% 1.9% 54.9%

Retail sectors in Orange County that have struggled in recent years are Gasoline Stations, Home 
Furnishings and Appliance Stores, and General Merchandise Stores. The graph below highlights 
the total taxable transactions by major retail sector in Orange County from 1997 to 2016. The graph 
shows how the Great Recession impacted different retail sectors. While the majority of sectors have 
subsequently returned to pre-recession highs, some sectors, including Gasoline Stores, Other Retail 
Groups, and General Merchandise Stores, still remain well below previous highs.

Gasoline taxable sales have fallen faster than any other category in recent years due to significant 
drops in fuel prices at the pump. Taxable sales in Home Furnishings and Appliances, the second
fastest growing sector since 1999, fell sharply in 2014-2015 but recovered slightly in 2016. The
Automobiles and Parts category, which struggled during the Recession, has accounted for
impressive growth in recent years, while Food Services has seen consistent growth in taxable sales 
during the post-Recession recovery. Finally, Clothing and Accessories — by far the highest growing 
sector since 1999 in terms of taxable sales — has recently begun to decline due in part to
competition from e-commerce.

SOURCE: California Department of Tax and Fee Administration

Orange County Taxable Transactions - Growth Rates 2006 – 2016 
(Year-Over-Year Growth)

CAGR 
(1999 – 2016)

CAGR 
(1999 – 2006)

CAGR 
(2006 – 2016)

CAGR 
(2012 – 2016)

Motor Vehicle & Parts Dealers 3.56% 7.54% 0.87% 7.19%

Home Furnishings & Appliance Stores 4.94% 7.15% 3.42% -3.14%

Building Materials & Garden Equipment/Supplies 2.83% 7.36% -0.23% 5.93%

Food & Beverage Stores 2.85% 3.12% 2.66% 3.00%

Gasoline Stations 3.97% 12.02% -1.31% -8.89%

Clothing & Clothing Accessories Stores 7.55% 8.56% 6.84% 4.42%

General Merchandise Stores 0.88% 5.05% -1.94% -1.57%

Food Services & Drinking Places 5.10% 6.52% 4.12% 6.61%

Other Retail Group 0.30% 5.18% -2.98% 4.52%

Total Retail & Food Services 3.19% 6.72% 0.79% 2.45%

All Other Outlets 2.58% 2.05% 2.95% 4.68%

Total All Outlets 2.61% 5.11% 0.89% 3.14%

Source: California Department of Tax and Fee Administration

Orange County Taxable Transactions by Major Retail Sector, 
Year-Over-Year Growth, 1999 – 2016
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Orange County Taxable Transactions by Major Retail Sector, 1999 – 2016
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The Clothing and Clothing Accessories sector has experienced the largest growth with a compound 
annual growth rate (CAGR) of 7.5 percent between 1999 and 2016, followed by Food Services and 
Drinking Places at 5.1 percent and Home Furnishings and Appliance Stores at 4.9 percent for the 
same time period.

In 2016, the largest Orange County retail groups by taxable transactions included the Motor Vehicle 
and Parts Dealer group with $8.6 billion, an increase of 3.5 percent over 2015. Food Services and 
Drinking Places followed with $7.6 billion in taxable transactions, an increase of 5.4 percent over 
2015. The Other Retail Group turned in $5.3 billion in taxable transactions in 2016, 3.7 percent over 
2015.

CAGR

Total All Outlets
Other Retail Group

Food Services and Drinking Places
General Merchandise Stores

Clothing and Clothing Accessories Stores
Gasoline Stations

Food and Beverage Stores
Bldg. Mtrl. and Garden Equip. and Supplies

Home Furnishings and Appliance Stores
Motor Vehicle and Parts Dealers

Source: California Department of Tax and Fee Administration

Orange County Taxable Transactions Compound Annual Growth Rate 
(CAGR) by Major Retail Sector, 1999 – 2016
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2.6%

0.3%

5.1%

0.9%

7.5%
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2.8%

2.8%

4.9%

3.6%

Source: California Department of Tax and Fee Administration

Orange County Taxable Transactions by Major Retail Sector,  2016 
($ in Thousands)

Motor Vehicle and Parts Dealers
Other Retail Group
Clothing and Clothing Accessories Stores
Home Furnishings and Appliance Stores
Food and Beverage Stores

Food Services and Drinking Places
General Merchandise Stores
Gasoline Stations
Bldg. Mtrl. and Garden Equip. and Supplies

$5,318,826

$7,561,709

$8,648,763

$4,719,159

$4,173,147

$3,489,276

$3,082,463

$2,961,129

$2,315,300
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sales  tax  revenues:  how  orange  county  cities  stack  up

Orange County’s retail landscape varies by city. Sales tax revenue, for instance, accounted for 72.9 
percent of La Habra’s General Fund revenue. In Laguna Beach, however, sales tax revenues account 
for just 10 percent of General Fund revenues. This implies that the loss of brick-and-mortar retail 
space would have a more pronounced effect on La Habra’s General Fund than in Laguna Beach, 
which is more dependent on property taxes. Orange County cities that depend the most on sales tax 
include:

La Habra (72.9 percent of General Fund 
revenue)

Costa Mesa (47.2 percent of General 
Fund revenue)

Rancho Santa Margarita (43.9 percent of 
General Fund revenue)

Conversely, cities with the least dependence on sales tax revenue include:

Villa Park (7.3 percent of General Fund 
revenue)

Laguna Beach (9.9 percent of General 
Fund revenue)

Dana Point (13.2 percent of General 
Fund revenue)

Orange County City Sales Tax Revenue as a Percent of General 
Fund Government Revenue, 2016 – 2017
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On average, sales tax accounts for 27.3 percent of General Fund revenue in Orange County cities. 
The following two graphs illustrate the sales tax revenue and sales tax as a percentage of General 
Fund profiles of Orange County cities. As retail continues to evolve, the shift from taxable product 
sales to services, food, “experiences” and e-commerce will affect some cities more than others.

Orange County cities with the highest levels of taxable transactions in 2016 include Anaheim ($6.7 
billion in taxable sales; growth of 1.5 percent over 2105), Irvine ($5.3 billion in taxable sales, a slight 
decline); and Costa Mesa ($4.8 billion in taxable sales; growth of 1.7 percent since 2015). Different 
retail sectors drove revenue growth in these cities:

Anaheim: Food Services and Drinking 
Places, Motor Vehicles and Parts Dealers,
Building Materials, and Garden
Equipment and Supplies led Anaheim’s 
retail sales

Costa Mesa: Clothing and Clothing
Accessories, Motor Vehicles and Parks 
Dealers, and Food Service and Drinking 
Places led Costa Mesa’s retail sales

Irvine: Motor Vehicles and Parts Dealers, 
Food Services and Drinking Places and 
Other Retail Group (Health and Personal 
Care, Nonstore Retailers and Gifts,
Novelty and Souvenir Stores) led Irvine’s 
retail sales

Sales Tax Revenue by Orange County City, 2016 – 2017
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These cities exemplify the unique retail strengths of certain Orange County cities and may provide 
insight into how shifting retail trends and uses could impact portions of Orange County in different 
ways.

In addition to the changing preferences and shifting shopping habits of consumers, a reduction in 
overall retail square footage may also impact sales tax revenue. As land developers and commercial 
property owners rationalize retail space in Orange County, it is important to consider which cities 
may be most affected. E-commerce, which has become increasingly popular, still accounts for less 
than 10 percent of total retail sales as of Q4 2017. This is clear evidence that physical retail spaces 
are still viable. But as e-commerce continues to take market share from brick-and-mortar storefronts, 
retail space will become increasingly obsolete. Repurposing existing retail space with residential 
units, with the resulting property tax, will be an important offset to any lost sales tax base.

Orange County City Property Tax Revenue as a Percent of General 
Fund Government Revenue, 2016 – 2017
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Between 1999 and 2016, the cities which had the highest taxable transaction CAGR in Orange 
County included Seal Beach at 5.0 percent followed by San Clemente at 4.6 percent and Lake Forest 
at 4.1 percent. While smaller than some of Orange County’s largest cities, the unique locations of 
these cities in the county may provide clues for their robust taxable sales growth. Seal Beach with its 
coastal location is on the border between Orange County and Long Beach and likely benefits from 
commuters traveling between Orange County and Los Angeles County. Similarly, San Clemente is a 
beachside town located on the border between Orange County and San Diego County and benefits 
from commuters between these two major counties. Food Service and Drinking Places, which
depends on foot and automobile traffic, is the largest retail sector by taxable transactions in both 
Seal Beach and San Clemente.

CAGR

Yorba Linda
Westminster

Villa Park
Tustin

Stanton
Seal Beach
Santa Ana

San Juan Capistrano
San Clemente

Rancho Santa Margarita**
Placentia

Orange
Newport Beach

Mission Viejo
Los Alamitos
Lake Forest

Laguna Woods
Laguna Niguel

Laguna Hills
Laguna Beach

La Palma
La Habra

Irvine
Huntington Beach

Garden Grove
Fullerton

Fountain Valley
Dana Point

Cypress
Costa Mesa
Buena Park

Brea
Anaheim

Aliso Viejo*

*CAGR for Aliso Viejo measured between 2002 (earliest year for which data is available) and 2016.
**CAGR for Rancho Santa Margartia measured between 2001 (earliest year for which data is available) and 2016.
Source: California Department of Tax and Fee Administration

Taxable Transaction Compound Annual Growth Rate (CAGR) 
by Orange County City, 1999 – 2016
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local  transportation  infrastructure's   reliance  on  sales  tax

Sales tax revenues contribute to the funding of major regional projects such as infrastructure
projects. The Measure M and Measure M2 Transportation Investment Plans, for example, depend on 
revenue from a half-cent sales tax. General Retail, as seen in the graph below, made up a large
percentage of total Measure M and Measure M2 sales tax revenue between 2004 and 2016. Mea-
sure M2 sales tax revenue totaled $304 million in 2016, with 30.9 percent of that total coming from 
General Retail (which includes Apparel Stores, Department Stores, Furniture/Appliances, Drug 
Stores, Recreation Products, Florist/Nursery and Misc. Retail).

Measure M and Measure M2 Sales Tax 
Revenue and Forecast, 2004 – 2016
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Measure M2 sales tax revenue is predicted to rise, increasing by approximately 3.1 percent per year 
to reach a total of $365 million in 2023. The graph below highlights the forecasted sales tax revenue 
and annual percent change between 2004 and 2023. MuniServices made a few key assumptions in 
creating these forecasts for OCTA: 

While physical stores will see increased competition from e-comerce, direct allocation from 
district taxes will be able to offset the reduction in sales tax revenues

Food Products will continue to see robust growth

Rising fuel prices will lead to higher tax revenue from Transportation

Construction tax revenue will remain steady

Business-to-Business sales tax revenues will decline

Measure M2 Tax Revenue Collection by Sector, 2016
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Changes in retail, therefore, can impact region-wide projects as well as local General Fund
revenues. Policymakers and stakeholders will need to assess the strengths, weaknesses, and
potential revenue impacts of specific retail sectors.
 
The shifting face of retail will therefore not only impact sales tax revenue for local and regional
municipalities, but also organizations such as OCTA, which rely on sales tax contributions to fund 
transportation and infrastructure projects crucial to local mobility and goods movement. 

With major department stores facing bankruptcies and store closings, and product-driven mall
properties becoming less relevant, assessing which retail sectors may provide less sales tax revenue 
contributions will help policymakers and stakeholders determine if potential funding shortfalls may 
exist. With e-commerce increasingly replacing traditional in-store retail purchases, many
municipalities are increasingly concerned about the reliability of sales tax revenues going forward.

General  retail  made  up  a  large   percentage  of
measure  m   and  measure  m2  sales  tax  revenue 

between  2004  and  2016,

Services Prices Have Grown Four Times More Than Goods Prices
Total Percentage Change Since 1980
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Taxable Sales as a Share of Personal Income Has Declined Since 1979
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Tortoise  and  Hare:   Price  of  Non-Taxable  Services  Growing
Faster  than  price  of  taxable  goods

A 2013 California Legislative Analyst’s Office study found that consumer spending on taxable goods 
has fallen significantly over the last four decades. Consumers spent 53 percent of their income on 
taxable goods in 1979. Today, it’s less than 35 percent. Over the same period, the price of
non-taxable services has grown four times faster than the price of taxable goods as technological
developments have made consumer goods cheaper to manufacture. In the meantime, services such 
as Healthcare have experienced skyrocketing demand and prices. These trends, which the LAO
expects to continue, have the potential to exacerbate the impact of retail transformation on city
budgets as non-taxable services consume a higher percentage of household incomes.

The LAO expects these trends to persist. The top chart on the opposite page highlights the
forecasted percentage increases in prices for goods and services from 2012 to 2023. The price of 
services is expected to increase by nearly 30 percent from 2012 to 2023 while the prices of goods 
are expected to stay relatively flat over the same time period, suggesting that the sales tax revenue 
levels will not be able to keep pace with economic activity.  
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Tidal  Change:  OC  Cities  retain  RetaiL  Surplus  while  otherS  Ebb
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Source: ESRI, ESRI Retail Marketplace

Retail Surplus or Leakage by Orange County City, 2017
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Esri, a world leader in providing of
geographic information systems software and 
data, measures retail leakage and surplus 
within their Retail Marketplace data group. 
A retail surplus exists where supply exceeds 
the area’s demand and retailers are therefore 
attracting shoppers from outside their trade 
area. Leakage, on the other hand, exists when 
a market’s demand is greater than its supply 
and residents have to go outside of the area to 
meet their retail needs. A score of 0 represents 
a perfect balance between retail supply and 
retail demand.

Villa Park, Laguna Woods and Yorba Linda, 
as seen in the graph below, have the highest 
trade leakage of all Orange County cities, 
indicating that residents of those cities are not 
well served by local retailers. Cities with higher 
levels of retail trade leakage could potentially 
benefit from expanded retail opportunities. 

The majority of smaller Orange County cities 
suffer from retail leakage as residents rely on 
larger cities such as Anaheim and Costa Mesa 
for their retail needs. Many of these cities are 
located on the county’s perimeter and are
primarily composed of more expensive
single-family homes in neighborhoods that 
tend to resist new developments. 

Conversely, Costa Mesa, Brea and Buena Park 
have Orange County’s highest trade
surpluses. These cities tend to be in the
center of the county, near major intersections 
or transportation hubs. Unsurprisingly, cities 
with retail surpluses tend to be home to
destination shopping centers such as South 
Coast Plaza, which draws customers from 
around the county and around the world due 
to its reputation as a premier shopping
destination noted for its luxury retail tenants.

Overall retail employment in the Elmira area 
fell by 12.5 percent in the decade between 
2008 and 2017, while e-commerce sales grew 
faster in the area than state or national
averages. Elmira sales tax fell by 20 percent 
between 2015 and 2017, forcing the city to 
lay off police officers and turn over road and 
building maintenance projects to the
county. Sales tax accounted for 19 percent of 
the city budget and approximately 25 percent 
of Chemung County’s budget. Dan Mandell, 
the city’s mayor, cited declining sales tax 
receipts as the reason for a $4 million decline 
in the city budget between 2013 and 2015, 
telling the Journal that “here we sit thinking, 
‘How do we get the retail back? The tax
revenue back?’ I don’t know the answers, I 
truly don’t.” 

Orange County real estate developers, city 
planners, elected officials and policymakers, 
and other stakeholders will have to be
proactive in order to shield the county and its 
cities from potential further drop in sales tax 
revenue. Understanding the multiple ways in 
which retail affects the surrounding communi-
ty – sales tax revenue for cities, employment, 
land use, infrastructure funding and develop-
ment – will be the foundation of any progress 
in this direction.  

The fact that sales tax accounts for more than 
a quarter of the average Orange County city’s 
General Fund means that a general, sustained 
decline in local brick-and-mortar retail — and 
related sales tax revenue — could have a
major impact on city budgets and, by
extension, public agencies’ ability to build
infrastructure and provide vital services. 

The city of Elmira in Chemung County, New 
York is an example of how a struggling retail 
industry can drag an entire city down with it. 
Elmira retail sales peaked in 2011, driven by 
a strong customer base in the then-boom-
ing natural gas industry. Its largest mall had 3 
million square feet of retail space.  “Today,” as 
Wall Street Journal reporter Valerie Bauerlein 
writes,

     “The ailing property is a sprawling relic.
       Many of the mall’s storefronts are empty,
       some papered over with artwork from
       local students to hide gated vacant space.
       Macy’s locked its doors for good last year.
       Bankrupt Aeropostale, which caters to
       teens, shut its store soon thereafter. So
       did Friendly’s, a food court fixture
       since 1980.”

in  a  nutshell:    Proactive  strategies  needed  to  protect  tax   base
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The  Future  Of 
The  Retail  Workforce

chapter  five

Retail has long been a significant jobs source in the labor market and 
currently accounts for one in 10 Orange County workers, illustrating its 
importance to the overall labor market.  In addition to its large share 
of overall current employment, the industry has been the principal 
source of entry-level jobs for both high school and college graduates. 
The sector has also been one of the main industries offering potentially 
well-paying career paths for workers without a college degree. 

The “retail apocalypse” has had an immediately visible impact on the
employment opportunities in this sector.  This section highlights key 
workforce trends and important traits, characteristics, and attributes for 
current jobseekers and students to be familiar with —  both in terms of 
challenges and opportunities- regarding this rapidly changing sector.

Retail-sector employment is both shrinking and changing. Its
percentage of the national job market has fallen by 1.2 percent since 
2014, with 2016 potentially representing the nadir of the “retail
apocalypse” decline. Despite a slight uptick in retail hiring in 2017, this 
represents more than 1 million retail jobs lost nationwide since 2014.  

E-Commerce  is  profoundly  influencing
orange  county's retail  workforce

Retail Openings Share of Total Openings, Nationwide USA

2014 2015 2016 2017

13.5%

11.7%
11.9%

12.3%

Source: Burning Glass Labor Insights
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While 2016 served as a low-water mark for retail employment declines in recent years, 2017 
seemed to mark a turning point. Retailers utilizing successful business models that are coming to the 
fore and being emulated by others,  such as Amazon, Best Buy, Target and others, surpassed
conventional retailers such as JCPenney and Toys “R” US, which have seen shrinking sales and foot 
traffic, mass store closings, and, in some cases, bankruptcy. In 2014, “vulnerable” retailers opened 2 
jobs for every job opened by the “emergers” or “disruptors” who are disrupting retail; this ratio has 
changed to 5:4 in 2017 and “emergers” will begin to account for the plurality of industry job
openings in the near future.

“Emergers” are a group of retail companies including The Home Depot Incorporated, Amazon.com, 
Best Buy, Target, Whole Foods Market, Inc., TJX Companies, Inc. and Walmart/Sam’s Club. These 
companies all possess business models that, based on extensive research of the retail industry, 
are perceived as representing winning strategies. These companies all report stock prices that are 
healthier than the industry average. The “vulnerable” segment, which includes Nordstrom, Toys “R” 
Us, Sears, JCPenney, Kmart, Macy’s, Payless, Staples, Gap/Old Navy, and GameStop, represent retail 
companies that possess failing or inadequate business models according to retail industry research, 
and which all have only average or below average stock performance.

Stores that dominated American retail during the 20th century have experienced stagnating or 
falling job growth, while “emergers” continue to surge ahead. Some “vulnerable” stores such as 
JCPenney and Nordstrom, however, have increased hiring in an attempt to fix their problems, while 
Amazon and other innovative retailers have seen inconsistent job growth.

Data sourced from Burning Glass Labor Insights

Moment of Intersection

0 50,000 100,000 150,000 200,000 250,000 300,000 350,000 400,000

2017

2016

2015

2014

EmergersVulnerable

Next-generation  retail  job  growth  starts  to  emergeCalifornia  Regional  Comparison:  Oc  In  Context

Source: Burning Glass Labor Insights

California Counties by Retail % of Total Jobs

0%            11%            22%

CONCENTRATION OF 
RETAIL  JOB OPENINGS

The concentration of retail job openings in 
certain cities within Orange County reflects 
broader regional trends, as seen in the
following graph. San Francisco, for instance, 
has seen disproportionate job growth in this 
industry. The rapid change in retail hiring rates 
over the past few years suggests that the 
industry is experiencing significant, long-term 
changes, as emerging, disruptive companies 
reshape the physical landscape of retail. 

Some counties’ job markets depend much 
more on retail than others, as illustrated 
above. For some counties, retail accounts for 
one out of every five new jobs, while for others 
it makes up less than ten percent of job
openings. The higher percentage of retail
hiring in Riverside County, for example,
likely reflects the county’s ability to support 
new form of retail due to recent population 
growth.

San Francisco County, one of the main

Source: Burning Glass Labor Insights

Change in Retail Openings as a % of Total Openings for Each County
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locations for e-commerce development, is 
experiencing substantial increases in retail 
employment growth. None of the retail hiring 
growth rates are increasing at the same pace 
as their respective job markets.

Source: Burning Glass Labor Insights

Educational Requirements for Retail Jobs - Peer Counties
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The openings in San Francisco County are
mainly concentrated in high quality jobs that
require a Bachelor’s Degree or higher. Fifty
percent of job openings require a Bachelor’s 
Degree, making the county unique in the
American retail landscape. 

Source: Burning Glass Labor Insights
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Borders, the United States’ second largest 
retail chain at the time of its 2011 bankruptcy, 
began as a Ann Arbor, Michigan store founded 
in 1971 by brothers and University of Michigan 
students Tom and Louis Borders. CNN writer 
Todd Leopold describes the original Borders 
as:
 “...a place where employees were
 devoted to their jobs. They prided
 themselves on their knowledge of
 their assigned sections – and
 everybody else’s. It was a gathering
 place and community center, just
 up the street from the university’s
 main campus.” 

Borders embarked on an expansion during the 
1980’s and 1990’s fueled by Louis Borders’
development of an innovative computerized 
inventory tracking system, growing to 21 stores 
by 1992. “At its peak,” Peter Osnos writes in 
The Atlantic, Borders “had all the attributes 
of good book-selling — extensive selections, 
browsing space, coffee bars, and outreach 
programs to surrounding communities;” Osnos 
describes the Philadelphia Borders as “a
model for how a store could become a venue 
for public engagement and customer loyalty.”

In 1992 the Borders brothers sold the chain to 
Kmart, who spun it out into a publically owned 
company in 1995. Multiple commentators have 
cited these two developments as the reasons 
for the company’s eventual downfall, as they 
pushed Borders to become something very 
different than a quirky college bookstore.
Borders made two important decisions that 

eventually sealed their fate. First, they simply 
over expanded, becoming a global chain with 
more than 1,200 stores from the United King-
dom to Singapore. Second, as Josh Sanburn 
writes in Time, the bookstore chain “morphed 
into a multipurpose entertainment retailer;” 
its heavy investment in CD sales became a 
serious liability with the rise of digital music.  
This shift away from its roots even affected the 
original Borders in Ann Arbor. Leopold quotes 
University of Michigan professor and local his-
torian Jonathan Marwil, who contrasts the old 
Borders, “chockablock with books,” with its 
new “pretty grim”incarnation “selling 
children’s dolls on the front counter.”  

Borders, in an ironic twist, began life as just 
the kind of quirky independent bookstore that 
it and Barnes and Noble would later put out 
of business. While Borders CEO Mike Edwards 
blamed e-readers and the Great Recession 
for the company’s bankruptcy,  it seems like 
the company’s moves away from their brand 
identity were equally important factors. At the 
same time, as Sanburn and others observe, 
Borders could have potentially saved itself 
by investing time and energy in new forms of 
bookselling, such as e-commerce and e-books.  
Brick-and-mortar retail is currently undergoing 
a period of transition not unlike the shift from 
physical to digital books, music, and movies 
that lead to the demise of Borders,
Blockbuster, Hollywood Video and other 
once-thriving retailers. Borders’ story suggests 
today’s retail will need to strike a balance be-
tween innovation and staying true to their core 
identity.

Orange  CountY   Retail Trends:  Some gain, others lag

Orange County’s Retail Trade sector has been 
a major driver of the county’s economic activity 
for decades. Along with the Disneyland Resort, 
Knott’s Berry Farm, and other world-class
tourism assets, the county’s major shopping 
centers — South Coast Plaza, Fashion Island, 
Irvine Spectrum, and others — attract not only 
local residents, but visitors from around the 
world. Retail employment in Orange County, 
however, has still not returned to pre-Recession 
levels and some sub-sectors continue to
decline.

Orange County has seen a substantial 
decline in hiring for sales jobs, as well as 
changes in what kind of job openings are 
being listed by employers

Orange County has seen a significant 
shift in hiring in terms of locational
concentration by municipality, with a few 
cities accounting for a larger percentage 
of countywide hires

While similar changes have occurred in 
regions throughout the state, there have 
also been major shifts in the
macro-regional concentration of retail
hiring. San Francisco, for example, has 
seen massive increases in retail job 
openings and retail as a share of total 
job openings. Most other counties in the 
state have seen declines of varying
magnitude.

The type of retail employer that posts job 
openings is changing. Hiring is shifting 
within retail, as emerging and innovative 
companies have begun to represent a 
larger share of new job openings than
established companies. New arrivals and 

champions who utilize business
models perceived by investors as safe 
from technological disruption are starting 
to represent a larger share of hiring than 
yesterday’s champions.

Source: QCEW Quarterly Data via Emsi

Figure 1 - Retail’s Percentage of Orange County’s Job Growth 2014– 2017

Retail Trade, 3,666, 4%

Total, 92,061

Overall Orange County retail hiring has
stagnated since 2014. While the last four years 
have generally been a positive period for the 
county’s labor market, with almost 100,000 net 
jobs added, retail has grown much more slowly 
than other industries; the county’s retail
employment grew by only two percent since 
2014, compared to seven percent for the
county labor market as a whole. Retail
accounted for only 3.8 percent of the county’s 
job growth, despite employing around ten 
percent of its labor force. The industry grew 
faster in previous years, as seen in the following 
chart:

Table 1: Comparing Retail Hiring in Orange County Across 4-Year Periods

Period Total Labor Market 
Change for Period

Retail Labor Market 
Change for Period

Difference between 
Total and Retail

2001– 2004 3% 2% -1%

2005– 2008 0% -2% -2%

2009– 2012 2% 1% -1%

2014– 2017 7% 2% -5%

2018– 2021 (projected) 4% 1% -3%

Source: QCEW Quarterly Data via Emsi
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Compared to previous four-year periods, the recent retail slowdown is clearly a new, anomalous 
trend. Despite being one of the county’s largest employers, the industry barely contributed to the 
otherwise substantial growth in county employment. While the industry’s growth rate is predicted to 
slightly increase in the near future, it will fall farther behind other sectors such as Professional Services 
and Administrative and Support Services in terms of percentage growth and percentage of overall 
employment. 

The industry employed 151,326 workers in 2017, approximately 10,000 less than during its peak in 
2007. After a steep drop-off in retail employment during the Recession, the subsequent gradual
recovery continued through 2016 and 2017 and will grow slowly, by 0.4 percent per year, through 2027 
(Emsi). This much slower recovery in retail employment than the overall job market is attributable to 
long-term structural changes in retail itself; e-commerce and other new business models have already 
taken significant market share from traditional brick-and-mortar retailers, a trend that will likely
continue. While some retail subsectors have shown more resilience than others, this trend of retail
disruption has shown no signs of slowing down.

ORANGE  COUNTY  RETAIL  TRADE  EMPLOYMENT  
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Orange County Retail “Stable” Subsector Employment, 2001 – 2027f

Food and Beverage Stores
Health & Personal Care Stores

Grocery Stores
General Merchandise Stores

While Motor Vehicle & Parts Dealers and Building Material & Garden Equipment Stores have not yet 
rebounded from their large declines in employment during the Great Recession, they have
added jobs in recent years.  Orange County vehicle sales dropped by 42 percent from 2007 to 2009 
and Building Material & Garden Equipment Stores had a similar trajectory. Combined, these two
subsectors saw their employment totals peak in 2006 at 32,741; employment fell by
approximately 24 percent over the next three years during the recession. Looking forward, Emsi
projects that combined employment in these two sectors will grow by 0.6 percent annually. While 
both of these sectors are recovering, higher levels of growth are expected for the Motor Vehicle & 
Parts Dealer subsector.

Both the Motor Vehicle & Parts Dealers and Building Material & Garden Equipment Stores
subsectors have been categorized as “recovering” due to recent job gains that surpass both overall 
industry growth and that of the previously mentioned “stable” subsectors. Employment growth in
“recovering” subsectors grew by an average of 2.7 percent between 2015 and 2017, compared to 0.8 
percent growth in “stable” subsectors over the same period. In addition, the high level of sales tax 
collected on these subsectors’ products has had a major impact on overall regional tax revenue.  
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Orange County Retail “Recovering” Subsector Employment, 2001 – 2027f

Motor Vehicle and Parts Dealers Building Material & Garden Equipment Stores

Despite slow overall growth in retail, several “stable” subsectors have surpassed pre-recession
totals and continue to grow: 

Overall, the “stable” retail sectors highlighted above accounted for 97,978 Orange County jobs in 
2017. Employment is expected to increase by approximately 11.7 percent over the next decade, 
reaching a total of almost 110,000 in 2027. In absolute terms, General Merchandise stores are
expected to add the most new jobs between 2017 and 2027, followed by Grocery Stores and Food 
& Beverage Stores.

Food and Beverage Stores

Grocery Stores

Health and Personal Care Stores

General Merchandise Stores
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retail   Trade  employment:    the  "recovering"  subsectors
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Orange County Retail “Shrinking” Subsector Employment, 2001 – 2027f

Clothing and Clothing Accessories Stores

Finally, two retail industry subsectors continue to experience employment declines. After peaking in 
2007, employment in the Clothing & Clothing Accessories and Sporting Goods, Hobby, Book & Music 
Stores subsectors has decreased by an annual average of 774 since 2008, reaching lows not seen 
since the early 1990’s.

While the Sporting Goods subsector has seen overall employment levels decline, the majority of
employment losses stemmed from the Clothing & Clothing Accessories subsector. Both of these 
sectors are especially vulnerable to competition from e-commerce, as seen in the recent closing of 
hundreds of stores by clothing retailers such as Ascena Retail Group (Ann Taylor, Lane Bryant, the 
Loft, Dress Barn), The Limited, and American Apparel. Apparel-focused department stores such as 
Macy’s and JCPenney have also suffered.  Emsi projects that both of these sectors will continue to see 
employment decreases over the next decade. Overall, employment in these two sectors will decrease 
from its 2017 total of 21,742 to 19,845 by 2027, a loss of 8.7 percent. 
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Sizing  up  retail  industry  subsector trends

Growth Rates of Top 5 Retail Trade Sub-Sectors in Orange County

Industry Sub-Sector 2014 
Employment

2017 
Employment Change % Change

Used Merchandise Stores 1,021 1,193 172 17%

Health and Personal Care Stores 10,198 11,409 1,211 12%

Electronic Shopping and Mail-Order Houses 3,154 3,488 334 11%

Automobile Dealers 12,361 13,627 1,266 10%

Shoe Stores 1,732 1,912 180 10%

Source: QCEW Quarterly Data via Emsi

Growth Rates of Bottom 5 Retail Trade Sub-Sectors in Orange County

Industry Sub-Sector 2014 
Employment

2017 
Employment Change % Change

Furniture Stores 2.051 2.025 -26 -1%

Department Stores 15,520 14,312 -1,208 -8%

Electronics and Appliance Stores 7,096 6,453 -643 -9%

Office Supplies, Stationery, and Gift Stores 3,413 3,117 -296 -9%

Sporting Goods, Hobby & Musical Instrument Stores 6,274 5,260 -1,014 -16%

Source: QCEW Quarterly Data via Emsi

Employment and hiring trends in retail
represent as good an indicator as any of the 
various trajectories of retail sub-sectors, and 
correlate highly with taxable sales trends in 
these same sub-sectors.

The net slowdown in retail hiring was driven by 
dramatic loss of employment for struggling

retail locations, especially department stores, 
electronics stores, sporting goods and hobby 
stores, and office supplies stores. Together, 
these categories lost 10 percent of their total 
jobs between 2014 and 2017. On the other 
hand, other sub-sectors have seen significant 
increase in hiring, such as warehouse clubs and

and supercenters. Automobile dealers, health 
and personal care stores, electronic shopping 
and mail-order houses, shoe stores and used 
merchandise stores all experienced
employment growth of 10 percent or more 
during this time.

Overall growth numbers, which seem to show

only stagnation, mask the dynamic change 
occurring in the industry. Orange County retail 
hiring is shifting away from traditional retail 
models such as department stores, which are 
increasingly vulnerable in the current economic 
climate. Conversely, other forms of retail are 
seeing significant growth. 

Source: Burning Glass Labor Insights

Comparison of Regional Concentration of Retail Trade Jobs in Orange 
County, 2014 – 2017

2014 2017

Top 10 Cities in Orange County Share of Retail Jobs

Remaining Cities’ Share of Retail Jobs

45% 37.4%

55% 62.6%

Percent Change in Top 10 Cities 
Retail Trade Volume 2014 – 2017

City Increase

Costa Mesa 38.7%

Anaheim 31.1%

Tustin 23.0%

Brea 16.6%

Irvine 12.5%

Huntington Beach 7.0%

Mission Viejo -0.6%

Newport Beach -3.6%

Santa Ana -4.5%

Orange -16.8%

Source: Burning Glass Labor Insights

As total retail job openings continue to
decline, the remaining openings are becoming 
increasingly concentrated in Orange County’s 
largest retail-oriented cities. These cities have 
seen job openings increase by 25 percent 
since 2014, compared to a growth of only 9 
percent at the county level. The county’s ten 
largest cities now account for 62.6 percent of 
total job openings, compared to 43 percent in 
2014. Despite this overall trend, individual
cities have seen varying outcomes.
Fullerton and Costa Mesa, for example, have 
seen massive increases in retail openings,
while Newport Beach and Orange have 
stagnated.  The following graphs show retail 
employment growth in Orange County’s ten 
largest cities.

Where  the  jobs  are:  retail  employment  concentration
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Overall, retail hiring in Orange County has 
evolved over the past four years, shifting from 
lower paying front-line jobs to higher-paying 
positions concentrated in the county’s
largest cities. There is a measurable shift in 
hiring among new competitive “emerger”
retailers that offer an alternative value
proposition and a different business model. At 
the same time, many of these firms still open a 
large volume of positions, which makes them 
an important source of employment for the 
county. The vulnerability of their business
models, and the fact that many have
responded by opening fewer jobs since 2014, 
poses significant challenges for the retail trade 
labor market. 

help  wanted:
Trends  in  online
job  postings

The online job market in Orange County has 
seen significant growth since 2014, with more 
than 300,000 job openings in 2016 and just 
under 250,000 in 2017. Retail job openings, 
however, lagged behind the rest of the
county. The industry opened around 1,600 
fewer jobs in 2017 than in 2014, and has 
shrunk as a percentage of the total job market. 
However, Orange County’s retail industry may 
be gaining in quality what it is losing in
quantity, as relatively higher paying jobs are
accounting for a higher percentage of overall 
job openings. Low-paying sales jobs in
particular are seeing the bulk of the hiring 
slowdown. 

Percent Change in Top 10 Cities 
Retail Trade Volume 2014 – 2017

City Increase

Costa Mesa 38.7%

Anaheim 31.1%

Tustin 23.0%

Brea 16.6%

Irvine 12.5%

Huntington Beach 7.0%

Mission Viejo -0.6%

Newport Beach -3.6%

Santa Ana -4.5%

Orange -16.8%

Source: Burning Glass Labor InsightsSource: Burning Glass Labor Insights

Retail Openings Share of Total Openings, Orange County

2014 2015 2016 2017

12.2%
10.4%11.1% 10.7%

Top Employers, Number of Unique 
Job Postings in Orange County 

from 2014 – 2017

Employer

Number of 
Unique Job 
Postings, 

2014 – 2017

CVS Health Corporation 21,430

The Home Depot, Inc. 15,431

Target Corporation 15,261

Petsmart, Inc. 13,762

Amazon.com, Inc. 11,265

Macy’s, Inc. 9,448

Costco Wholesale Corporation 9,393

Best Buy Co., Inc. 8,534

Nordstrom, Inc. 8,259

Sears Holdings Corporation 8,209

Toys “R” Us, Inc. 7,805

Lowe’s Companies, Inc. 7,651

Michaels Stores, Inc. 7,327

Petco, Inc. 7,201

Staples, Inc. 6,014

Ulta Salon, Cosmetics & Fragrance, Inc. 5,848

Source: Job Posting Data via Emsi

The top 15 employers in the retail industry 
by job posting accounted for slightly over 30 
percent of all retail job postings since 2014. In 
2017, the concentration of openings in the top 
15 was slightly higher at 33 percent.
Traditionally significant retail employers such 
as Macy’s and Sears saw drops of 9 and 7
places in ranking, respectively,  when
comparing the cumulative total for 2014-2017 
to 2017 in isolation. Nordstrom, which opened 
the eighth most job postings during this
period, was not even among the top 15 in 
2017.

Since 2014, the rate of increase in the 
number of job openings for the retail 
industry was 12 percent slower than the 
growth in the number of job openings 
for the county as a whole.

Retail’s percentage of overall job
openings has steadly declined, from 12.2 
percent in 2014 to 10.7 percent in 2017. 
This trend has also been observed
statewide and nationwide.

In other words, many traditional large retail 
companies have opened progressively
fewer positions since 2014. Conversely, the 
fact that Amazon is among the top hirers in 
terms of quantity is noteworthy, considering 
that its average wages and skill requirements 
are substantially higher than the average for 
retail trade. Amazon was the fifth largest open-
er of positions during the four year period, 
and the fourth largest in 2017. 

The  online  job  market
in  orange  county  has  seen

significant  growth  since 2014,
with   more  than  300,000 job

openings  in  2016...
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Employment
OpportunitY trends
aT  oc's  big  three

Source: Burning Glass Labor Insights

Yearly Job Openings for South Coast Plaza, 
Irvine Spectrum and Fashion Island

2014 2015 2016 2017

2097

2947

2454
2807

Source: Burning Glass Labor Insights

Amazon Openings in Irvine

2014 2015 2016 2017

476

552

360

531

Despite a 33 percent increase in over-
all job openings since 2014, openings 
in the Sales family fell to just over 100 
openings. In 2017, there were 46 fewer 
retail sales associate openings, 42 fewer 
retail supervisor openings and 40 fewer 
cashier openings.

In 2017, Nordstrom, Macy’s and 
Bloomingdale’s were by far the largest 
job creaters by volume for these
shopping centers. Job openings have 
increased 8 percent since 2014.
However, the number of job openings 
at Nordstrom fell by slightly less than 30 
percent, while Macy’s and
Bloomingdale’s saw 50 percent or larger 
increases in open jobs volume.

The skills composition in Sales Family 
openings has changed noticeably since 
2014. People-skill related requirements 
such as General Sales, Customer Service, 
and cognitive skills such as
Mathematics saw increases in 2017. 
Meanwhile, knowledge of Company 
Product and Service declined
significantly as a listed requirement.

Amazon job openings reflect a very dif-
ferent kind of retail employment oppor-
tunity. Of the 531 open jobs last year, 
340 were information technology posi-
tions. Open job titles included Software 
Engineer, Quality Assurance Engineer 
and User Experience Designer.

Automobile dealers were one of the fastest 
growing sub-sectors in Anaheim, which was 
one of the fastest growing Orange County 
cities for retail job openings.

Data sourced from Burning Glass Labor Insights

Openings from Automobile Dealers in Anaheim

2014 2015 2016 2017

62

298

223

150

Customer service is king. More than 68 
percent of the openings for jobs in this 
Anaheim subsector required customer 
and client spport skills.

113 of the 150 job openings in this
subsector required only a high school 
diploma

Anaheim  Auto  Dealers
In  hiring  mood

Source: Burning Glass Labor Insights

Top Declining Employment Categories in Retail Since 2014
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Sales positions have been the primary
casualty of the changing retail industry in 
Orange County; there are 11.4 percent fewer 
openings for retail sales positions than in 2014. 
Sales-position share of retail job openings 
slipped from 43.8 percent to 41.1 percent over 
that time period.

Retail is experiencing significant stagnation in 
sales and related occupations. These jobs have 
made up the majority of industry employment 
and tend to be relatively low-paying. Other 
retail occupations, however, such as technical, 
management, and business and financial
operations occupations have experienced
substantial increases. The chart breaks down
retail occupations by employment,
employment growth, wages, and education 
and training.

Sales  jobs  take  biggest
hit in changing retail sector

Table 4: Retail Trade Occupational Families that Employ 1,000 or More in OC

Occupational 
Family

Employed in 
Retail Trade 

(2014)

Employed in 
Retail Trade 

(2017)

Change 
(2014 – 2017)

% Change 
(2014 – 2017)

Percentage 
of all Retail 

Industry 
Occupations

Hourly Wages

Sales and Related Occupations 77,871 79,150 1,279 2% 52.3% $14.98

Office and Administrative 
Support Occupations 28,469 29,094 625 2% 19.2% $17.92

Transportation and Material 
Moving Occupations 9,868 10,297 429 4% 6.8% $12.85

Installation, Maintenance, and 
Repair Occupations 5,207 5,338 131 3% 3.5% $22.51

Healthcare Practitioners and 
Technical Occupations 4,907 5,327 420 9% 3.5% $36.84

Management Occupations 4,889 5,119 230 5% 3.4% $54.50

Food Preparation and Serving 
Related Occupations 4,063 4,210 147 4% 2.8% $10.99

Production Occupations 3,953 4,088 135 3% 2.7% $14.39

Business and Financial 
Operations Occupations 2,029 2,151 122 6% 1.4% $34.31

Arts, Design, Entertainment, 
Sports, and Media Occupations 1,721 1,688 -33 -2% 1.1% $22.89
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Looking
forward

Overall, retail hiring in Orange County, as in most regions, has undergone a tremendous
transformation over the past decade. That transformation has placed the industry under significant 
pressure as retailer after retailer, from RadioShack to Michael Kors, declares bankruptcy or closes a 
large percentage of their stores. Traditional mall “anchor tenants” have been particularly hard-hit. 
Sears/Kmart, JCPenney, and Macy’s all plan to close more than 100 locations this year. 

Most commentators have blamed e-commerce, especially Amazon, for these struggles. While other 
factors, such as the rise of online subscription and on-demand media services have also contributed 
to this trend, many traditional brick-and-mortar retailers have not been able to compete with the 
convenience and selection offered by Amazon and other e-commerce sites. Amazon’s recent entry 
into the grocery market with the gradual rollout of AmazonFresh and its purchase of Whole Foods 
emphasizes e-commerce’s potential to compete with grocery store chains as well as other retailers.

Fortunately, the world-class nature of Orange County’s largest and most important shopping centers 
may allow them to weather the so-called “retail apocalypse” better than many other regions.
Experiential retail, where the shopping experience becomes an entertainment activity and
destination in and of itself, has proven to be one of brick-and-mortar retailers’ most effective
strategies in this new era. South Coast Plaza, Irvine Spectrum, Fashion Island, and other major
regional shopping centers have enjoyed decades of success by using this strategy. They should be 
able to survive – and thrive – for as long as they offer a unique shopping experience unavailable
anywhere else. Retailers in smaller strip centers, on the other hand, will remain vulnerable unless they 
develop strategies to successfully compete with e-commerce sites.

Many shifts that retail is undergoing reflect overarching technological changes affecting the
global market; these changes are both replacing jobs with new technologies and creating new 
growth opportunities through creative destruction. The graph below shows the defensibility, or
resistance to automation, of the most common retail jobs.

Defensibility is a quantified measure of how likely a job is to be replaced by an automated solution. 
A job that has a high defensibility score is less likely to be replaced, while a job with a low
defensibility score is more likely to be replaced. Generally, occupations with scores above roughly 
.80 are considered safe from automation. Among the top eight retail trade occupations with
defensibility scores, however, none have defensibility scores above this benchmark. In fact, the
average defensibility of retail occupations is .28, which means that over half of the most common 
retail jobs are at risk of automation or outsourcing.

Retail jobs face a considerable risk of automation despite the fact that many of their most important 
skills — communication, interpersonal skills, conflict resolution, problem solving — are difficult to
automate. Many of the work activities that are an important part of a retail workers’ job, such as 
handling or moving objects, interacting with computers [at a low level], and monitoring processes, 
materials, or surroundings are all routinized and thus vulnerable to automated solutions. Some of the 
essential functions of retail are difficult to automate, while others, such as manual labor and
processing basic information, are incredibly easy to automate on a commercial scale. 

Cashiers are one of the hallmark retail occupations that seems destined to be replaced by an
automated solution, such as the staff-less store concept under development by AmazonGo.
Retail Sales positions, the iconic representative of retail establishments and by far the most
commonly opened for occupation in Retail Trade, are also highly vulnerable to automation due to
routine work activities.

Although the existence of automation technologies does not guarantee that they will replace all 
workers, it puts the majority of retail labor in a vulnerable position. Predictable Physical Work, Data 
Processing and Data Collection account for 57 percent of all time spent in the sector, and all three of 
these activities are highly routine and highly vulnerable to automation.  Overall, a little more than 50 
percent of all work time in the retail industry consists of highly routine activity that can be automated.

retail  sector
jobs  some  among
the  most
vulenerable to
automation
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The  next generation

chapter  six

armed  with  technology  and  choices,  young
consumers  are  transforming  the  future  of  retail

Retailers have always found success by capitalizing on social, technological, and cultural change. 
After World War II, for instance, retailers and developers followed millions of Americans to the
suburbs, building shopping malls ringed by parking lots designed to lure a prosperous,
car-centric nation.   Later, during the late 1990’s and early 2000’s, retailers from Apple (iTunes) to
Amazon to Netflix leveraged the growing power and ubiquity of the internet to revolutionize the way 
consumers accessed music, books and video, transforming these industries seemingly
overnight.

An understanding of the current retail market involves more than just what consumers buy; it must 
take into account how, when, and why they make these purchases. These habits are shaped by a 
variety of factors — from age to generational identity to social media trends in the form of key
influencers. An understanding of the evolving consumer life cycle — the changes in spending from 
one life stage to another — allows retailers to better understand their customers and enhance their 
ability to segment their products and marketing campaigns. The rapid evolution of technology, 
primarily e-commerce, since 2000 has dramatically influenced how individuals shop, while the rise 
and influence of social media campaigns has influenced why individuals purchase certain products 
over others. It has also transformed the shopping experience itself, providing consumers the power 
to shop and compare products and prices on their own time, to instantly purchase products, and 
to have them delivered to their doorstep often on the same day, or to devote time and energy to 
researching and price comparison. 
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While the evolution of technology in retail is 
the most obvious agent of change, it is not the 
only major disruptor of traditional retail trends. 
Social, cultural, economic and demographic 
trends since the beginning of the new century 
have all had measurable impacts on the retail 
market. Millennials, now the country’s largest 
generation, are reaching their prime spending 
years – a reality that will compel retailers to 
continue to adapt to their changing tastes and 
technology advancements.

All of these factors will significantly impact the 
future of retail in Orange County.  Local
retailers will have to adapt to profound current 

and future demographic changes in order to 
maintain Orange County’s stature as a
premiere shopping destination.

Two trends in particular will profoundly shape 
Orange County’s retail environment. First, new 
technologies have done more than just enable 
new business models that would have been 
unimaginable just a few decades ago – they 
have radically changed every aspect of the 
way we shop. Second, younger generations 
are emerging as the nation’s largest consumer 
segment and are beginning to have a major 
impact on retail. Yet, these age groups are 
declining in Orange County, creating an
imperative for retailers to develop new
strategic and tactical approaches that address 
consumer preferences across generations.

major  course  correction
in  the  'buyer's journey'
In a 2016 Harvard Business Review article, 
University of Cologne marketing professor 
Werner Reinartz argues that e-commerce and 
other new business models have profoundly 
changed the process by which we buy goods 
and services.

“Most retail outlets,” he writes, “assume a
traditional three-stage consumption model. 
The customer experiences a need, shops to 
satisfy the need, and then consumes or uses

the product purchased (I need shoes, I buy 
shoes, I wear them). The vocabulary of retail 
reflects this model, assuming in particular that 
shopping is the central component. ”

E-commerce and other business models, how-
ever, have changed shopping from “a discrete 
activity in a given place and time” to “an
ambient activity that is executed everywhere 
(at home, on the go, at work, in leisure) and 
anytime.”  An online streaming service, for 
example, allows customers to, in essence, 
go directly from need to consumption, while 
subscription services similarly cut the “shop-
ping” stage out of the customer’s experience. 
Reinartz’s article is titled “In the Future of Re-
tail, We’re Never Not Shopping,” an accurate 
description of the emerging on-demand

shopping paradigm. Brick-and-mortar stores, 
Reinartz argues, might become “largely super-
fluous in this emerging purchase process.”

New technologies, however, have
transformed brick-and-mortar retail as well as 
e-commerce.  In addition to time-and
labor-saving devices such as automated
checkouts, technological innovation has also 
lead to new retail “experiences.”

Technologies such as interactive mirrors and 
intelligent fitting rooms can track consumer 
preferences and allow them to change the
colors of their clothes without having to 
change. In the near future, customers may be 
able to interact with new and augmented
virtual reality technologies such as mannequins 
that can provide information on the products 
while digital scanners analyze consumers as 
they walk into stores, determining their sizes 
and preferences and tailoring in-store market-
ing campaigns accordingly. 

These new technologies are dramatically 
changing the “Buyer’s Journey” into
something which provides a stress-free and 
memorable experience. As e-commerce
continues to offer convenience, retailers can 
use new technology to offer the unique
experiences that will continue to draw
customers to brick-and-mortar stores.

profound 
generational 
shifts

The millennial generation – usually defined as 
those born from approximately the early 1980’s 
to the year 2000 – has become an
all-consuming obsession for marketers.
According to a Synchrony Financial report:

 “There is no shortage of information
 and analysis on the Millennial
 population. White papers, academic
 studies, customer research and social
 listening abound. Millennials have been
 analyzed for their thoughts, feelings, 
 ikes, dislikes, charity, diversity, shopping
 habits, debt levels, etc.; yet, actionable
 insights about what drives their
 behavior have proven more elusive.
 This often leads to a wide range of
 opinions on the subject, from “Ignore
 them, they have no money anyway,” to
 “Drop everything and focus solely on
 Millennials.”

The next generation after the millennials,
commonly known as “Generation Z,” has 
begun to attract the same kind of attention 
in recent years, with the same “wide range 
of opinions.” In fact some have called Gen Z 
“millennials on steroids”. One general
consensus is that both generations will
become more and more integral to the
economy as a whole in the near future.
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According to a Samsung study, for example, 
millennials will account for one third of total 
U.S. retail spending by the year 2020; 
members of Gen Z already have $44 billion in 
buying power as children and teenagers.

A deeper understanding of how (and why) 
these two younger generations’ retail
preferences have changed will be a powerful 
tool for anyone involved in the retail industry. 
Their shopping habits, however, are the
product of two distinct factors: generational 
shifts and their place on the lifetime
spending cycle; a 20 year-old college student 
and a 45-year-old parent will spend money in 
very different ways regardless of their
generation. Identifying the truly unique
aspects of millennial and Gen Z shoppers, 
then, will involve untangling these two related 
trends.

orange  county  and
the  shifting  retail
environment
Orange County itself is far from immune to 
the generational shifts highlighted above. 
Since 2000, significant swings in the coun-
ty’s age groups and ethnic composition have 
disrupted traditional industries and changed 
spending habits. The graph below
highlights Orange County age trends since 
1990. In general, the county has seen
dwindling younger and working-age groups 
alongside a corresponding increase in older 
age groups. This trend, which is expected to 
continue for decades, will have both positive 
and negative effects on county retail. Older
residents nearing retirement age tend to have

higher levels of disposable income, which often leads to increased spending at “experiential” retail
locations. On the other hand, a lack of younger residents could make it difficult for retailers to fill 
entry-level positions. As “experiential” retail locations typically require employees with strong soft 
skills, retailers may avoid locating in the area if they are unable to properly staff locations.

Source: U.S. Census, 1990 – 2016 ACS

“Millennial” Populations in Peer California Counties, 2016
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Orange County has approximately 664,029 residents between the ages of 20 and 34, the state’s 
third largest millennial population behind Los Angeles and San Diego counties. The graph below
illustrates the number of millennials — and their proportion of the total population — in select
California counties. Retailers and developers in counties with large millennial populations should be 
prepared to adopt new retail strategies, as millennials tend to drive today’s retail trends.
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E-commerce  and  other  business
models  have  changed  shopping

from  'a  discrete  activity 
in  a  given   place  and  time' 

to  an  'ambient  activity 
executed   everywhere

Overall, Orange County’s demographic
composition has evolved dramatically over the 
past few years, its residents becoming older, 
more diverse, better educated and able to 
earn higher median incomes, and all of these 
trends are expected to continue for the
foreseeable future. This transformation,
combined with technological development 
and changing generational tastes, has
disrupted retail in Orange County and across 
the country. While other major generational 
groups have contributed to these shifting retail 
trends, the millennial generation has been a 
driving force behind them due to its size and 
position.  The largest generation in the
history of the United States, millennials grew 
up with the internet, social media, and
eventually e-commerce, making them the most 
influential consumer demographic shaping 
today’s retail environment.

While current economic trends have been 
positive throughout 2017 and are expected to 
continue into 2018, meaningful wage growth 
has only just begun to materialize. This
suggests that spending patterns may shift as 
disposable income begins to increase for
millennials. Understanding what millennial
consumers will purchase, how they will
purchase those items and the motivations
behind those purchases will be key to
informing and shaping retailer strategies.

Generational  differences
in  shopping  preferences
are  telling  signs  of  change

A recently released 2018 Retail, Wholesale 
and Distribution Outlook study by Deloitte
highlights how various generations of
consumers shop — e-commerce, brick-and-
mortar, or both — and the motivations behind 
those purchasing decisions. For all generations 
besides Generation Z, in-store purchases were 
largely driven by the ability for consumers to 
interact with the product, followed by the lack 
of shipping costs and getting ideas for
additional purchases.

Figure 1: Top Three Reasons for Shopping at a Physical Store: By Generation

Gen Z Millennials Gen X Baby 
Boomers Seniors

Ability to interact with the product 49% 52% 59% 63% 62%

Avoid Shipping Costs 72% 47% 49% 47% 57%

Gives me gift ideas and inspiration 29% 40% 43% 49% 51%

Easier to make returns later 23% 31% 33% 39% 55%

Need to acquire gifts immediately 42% 34% 33% 25% 31%

 MOST-SELECTED REASON     SECOND-MOST-SELECTED REASON     THIRD-MOST-SELECTED REASON

Source: Deloitte 2017 holiday survey. Deloitte Insights | deloitte.com/insights

Conversely, the most popular reasons for 
multiple generations, including millennials, to 
make purchases online was the overall
convenience of being able to shop from home, 
the time savings of not having to travel for 
purchases and free shipping offered by some 
retailers, such as Amazon. 

Figure 2 : Top Three Reasons for Shopping Online Over In-Store: By Generation

Gen Z Millennials Gen X Baby 
Boomers Seniors

Convenience — comfort of 
shopping from home 66% 67% 76% 83% 77%

Time Savings 64% 66% 74% 75% 74%

Free shipping 68% 61% 72% 75% 80%

Home delivery 48% 56% 71% 72% 77%

 MOST-SELECTED REASON     SECOND-MOST-SELECTED REASON     THIRD-MOST-SELECTED REASON

Source: Deloitte 2017 holiday survey. Deloitte Insights | deloitte.com/insights

The motivations for both in-store and online purchases highlighted above can influence how
retailers choose to market and distribute their products and services. Indeed, retailers have already 
begun to introduce hybrid stores incorporating aspects of both brick-and-mortar and e-commerce. 
Amazon’s new grocery store format, Amazon Go, for example, replaces checkout stands with an 
automated checkout system that automatically tracks items in customers’ shopping carts and charges 
their credit cards as they leave the store. In doing so, it combines the sensory experience of
brick-and-mortar, which is especially important for grocery shopping, with the convenience and
efficiency of e-commerce. Amazon Fresh, an online grocery service with same-day or scheduled
delivery options, compliments Amazon Go by bringing aspects of brick-and-mortar grocery
shopping online.

Source: St. Louis FRED

National E-Commerce Retail Sales and Percent of 
Total Retail Sales, 2000 – 2017
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A recent eMarketer survey highlights millennials’ key role in the popularization of e-commerce, as 
shown in the following graph. 67 percent of millennials prefer to shop digitally, compared to 56
percent of Generation X and 41 percent of Baby Boomers. The survey also found that millennials 
often research products and compare prices on mobile devices while shopping in brick-and-mortar 
stores, which further emphasizes the importance of an Omnichannel approach. 

Source: EMarketer.com
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blurrinG  the  lines:
The  Advent  of
Omnichannel,
unified  commerce

While in-store and online shopping might 
seem like different categories, they are both 
becoming increasingly interconnected. As 
highlighted above, e-commerce has a growing 
influence on brick-and-mortar purchases
because customers increasingly research
products online while shopping in physical 
stores. A 2017 Deloitte Digital Influence
Survey found that e-commerce plays a role in 
almost every stage of the buyer’s journey, for 
almost every retail category. Digital
applications can add value by providing
inspiration while shopping for beauty products 
or apparel, and by helping customers research 
electronic or home products. In September 
2017, for example, Ikea released its
augmented reality “Ikea Place” app, which 
allows customers to see how Ikea products 
would look in their home. Among other
features, the app models the effects of a 
room’s light and shadow on the virtual
furniture.

The chart to the right identifies the categories 
where digital plays an important role in
physical shopping trips.

Source: Deloitte 2016 Digital Influence Survey
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Figure 5: Moments That Matter in the Customer Shopping Journey

Digital plays an outsized role at this stage in the shopper’s journey.

Digital does not play an outsized role at this stage in the shopper’s journey.

Digital does not play an outsized role across any step of the shopper’s journey. However, 
heavy interaction with the retailer was identified at this stage in the shopper’s journey.

The shopping habits of millennials, who make 
up a significant percentage of the local and 
regional population, have played a major role 
in the “retail apocalypse.” Conventional
enclosed shopping malls, anchored by
department stores and apparel retailers, are 
significantly less appealing to them than
open-air centers offering “experiential”
shopping. Millennials, for example, now spend 

Netflix founder Reed Hastings offered Blockbuster the chance to purchase his 
startup for $50 million in 2000, an offer that Blockbuster CEO John Antioco turned 
down. Former Netflix CFO Barry McCarthy remembers flying down to Dallas, Texas 
and meeting with John Antioco. “Reed had the chutzpah to propose to them that 
we run their brand online and that they run (our) brand in the stores and they just 
about laughed us out of their office. At least initially, they thought we were a very 
small niche business.”

While Variety later labeled this decision an “Epic Fail,” Forbes writer Greg Satell 
argues that this missed opportunity is too simple an explanation for Blockbuster’s 
downfall. Antioco, he writes, was not a fool. Instead, he was “a very competent
executive — many considered him a retail genius — with a long history of success.”

A former Blockbuster executive explained the decision by noting in hindsight that 
“management and vision are two separate things.”  In 2002, Blockbuster
management made the decision that made the most sense in the video rental
industry that they had built. To Blockbuster, the industry’s dominant player, Netflix 
would have seemed like a “very small niche business” and spending $50 million to 
fix a business model that did not appear to be broken would have seemed a
questionable decision. The company’s leadership lacked the vision to see that
Netflix would completely disrupt the industry and lead to the almost complete
extinction of brick-and-mortar video rental stores. 

This infamous missed opportunity illustrates one of the main themes of this report’s
history of retail section – how a truly disruptive, paradigm-shifting innovation can 
completely overturn conventional wisdom. Anyone with a stake in Orange County’s 
retail industry should seriously think about ways to develop the long-term strategic 
vision that will enable them to see and react to future disruptions.

Block  Busted:
how   blockbuster
failed  to  see  the
e-commerce   future
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concentrated in three categories: food,
nondurable transportation, clothing and
personal care.  In a previous study, they found 
that this decrease in food spending reflects 
the fact that consumers tend to eat at home 
more often than at restaurants as they age. 
This trend disproportionately affects fast food 
and casual restaurants. Other types of
consumer spending do not decrease after 45.  
In fact, Aguiar and Hurst find that spending on 
entertainment and charitable giving actually 
increases.  This means, as multiple
commentators have pointed out, that retailers 
cannot ignore Baby Boomers because they are 
still key spenders in many areas.

Even before taking specific generational 
preferences into account, the overall shape of 
life-cycle consumer spending offers several im-
portant implications for everyone with a stake 
in the county’s retail industry:

Source: Bank of America, Business Insider
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Spending  ove R
 the  life  cycle
The life-cycle spending model is the general 
consensus among economists that
spending habits shift depending on the age of 
the consumer. In a Journal of Political
Economy article, economists Mark Aguiar and 
Erik Hurst note “two well-known facts
regarding life cycle expenditures: the ‘hump’-
shaped profile of nondurable expenditures 
and the increase in cross-household
consumption equality.”  The chart at the top of 
the next page illustrates this change in house-
hold consumption.

Nondurable spending, as seen above, rises 
from the age of 25 onward before peaking in 
the mid-40’s and steadily declining into old 
age. Aguiar and Hurst find that the post-40’s 
decrease in consumer spending is primarily 

more of their incomes on dining out  — one of 
the few brick-and-mortar experiences yet to be 
significantly impacted by e-commerce — and 
tend to spend more of their income on
Electronics/Hobbies/Clothing than previous 
generations. These spending habits are
influenced by a variety of factors, including 
generational preferences, millennials’ current 
stage on the consumer life cycle, and broader 
socioeconomic factors such as high housing 
costs, which limit millennials’ ability to buy 
their own homes. Deferred home purchases, 
for example, make millennials more likely to 
spend discretionary income on restaurants and 
shopping instead of home improvement or 
maintenance.

While many experts argue that retailers will need to embrace Omnichannel in order to
survive, exact definitions of Omnichannel remain vague. This word’s rising popularity, writes 
Steve Dennis in Forbes, has “created a veritable cottage industry in related buzzphrases like 
‘seamless integration,’ ‘frictionless commerce’ and ‘being channel agnostic.’”  Underneath 
the jargon, the concept of Omnichannel reflects a simple, important truth about 21st century 
shopping habits; the current buyer’s journey often involves multiple channels. Today’s
consumer, for example, could begin their buyer’s journey by looking up an item on Amazon, 
then go to a brick-and-mortar store to inspect the item, look up other retailers’ prices on their 
cell phone inside the store, and finally return home and purchase the item using a cell phone 
app. A successful Omnichannel retailer, then, will offer consumers a consistent experience 
online, in stores, and on cell phones, and use all of these channels to add value and build a 
brand identity. The country’s largest e-commerce (Amazon) and brick-and-mortar (Wal-Mart) 
retailers have both demonstrated the importance of Omnichannel through their recent efforts 
to establish a presence on multiple channels; Amazon launched a chain of bookstores and 
purchased Whole Foods in order to expand to brick-and-mortar, while Wal-Mart acquired 
e-commerce retailer Jet.com for more than $3 billion. Doomsday predictions aside, American 
consumer habits are going to involve physical stores, e-commerce websites and mobile
shopping for the foreseeable future, and retailers cannot afford to ignore any of these
potential revenue sources. 

understanding
consumer
pathways to the
marketplace

Orange County historically has had a strong 
retail sector, thanks to its nationally recognized 
shopping centers such as South Coast Plaza 
and Fashion Island. While Orange County
residents are responsible for the majority of 
consumer spending in the region, the
county also relies on visitor and tourist
spending. Broader national and generational 
trends also have a significant impact on retail 
spending in Orange County, which
underscores how important it is that retailers, 
developers and other stakeholders understand 
these trends. Consumer life cycle spending 
looks at how spending changes based on an 
individual’s age rather than generational
preferences.
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other “experiential” businesses – should seriously consider how they market themselves to what 
remains the most economically powerful generation in the United States.

While the consumer spending life cycle provides for very general and predictable consumer
spending levels, this paradigm has the potential to shift due to demographic and economic trends 
that have recently emerged. As previously highlighted, household and family formations have 
slowed in recent years as millennials focus more on educational attainment, a result of fewer
employment opportunities and increased competition among job-seekers in the wake of the Great 
Recession. Concurrently, added financial obligations such as student debt delayed big-ticket
purchases such as homes. Many millennials entered their professional years at a time when the 
housing market was in free fall and the once sound investment strategy associated with purchasing 
a home was viewed less favorably as many families lost their homes. These economic trends, com-
bined with technological advancements that have made it far more efficient for retailers to market 
products and influence consumers, may upend the traditional spending life-cycle.

Source: Graph from Pierre-Olivier Gourinchas and Jonathan A. Parker, “Consumption Over the Life Cycle,” Econometrica Jan. 2002.
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Millennials are entering their peak
spending years and will become more 
and more integral to the economy over 
the next two decades. Retailers, then, 
have no choice but to appeal to this 
generation if they are going to survive 
long-term. 

Members of Gen Z, while still decades 
away from their prime as consumers, are 
following in the footsteps of millennials 
and will become steadily more important 
as consumers as the years go by. This, 
again, means that retailers need to begin 
courting this generation. 

The increasing importance of millennials 
and Gen Z as consumers does not mean 
that retailers can ignore Baby Boomers. 
Aguiar and Hurst, for example, found 
that consumers actually spend more on 
entertainment as they get older, which 

Writing for the National Association of Real 
Estate Managers (NAREIM), Metlife Head of 
Real Estate Research Adam Ruggiero predicts 
that Baby Boomers will “continue shifting 
their spending towards dining, entertainment 
and travel, and away from the material goods 
associated with raising children and furnishing 
large homes.”  As they do, retailers -
especially those in entertainment, travel and 

suggests continuing opportunities to 
provide Baby Boomers with
entertainment choices. In 2016, for ex-
ample, the organizers of the Coachella 
Valley Music and Arts Festival, a Gen X 
and millennial icon for almost two
decades, held the Desert Trip festival at 
Coachella’s usual location in Indio.
Desert Trip’s lineup of iconic classic
rockers lead to the nickname
“Oldchella.”  

In most cases, the term “e-commerce” is
generally understood to mean Amazon and 
other companies with a similar business model. 
The current ubiquity of electronic devices and 
social media, however, has led to the
emergence of other new business models that 
have also disrupted conventional industries. 
Two obvious examples of such disrupters are 
Uber and Airbnb, which have taken
significant market share away from taxi and 
hotel services, respectively. Multiple
commentators have identified this business 
model as a new, emerging paradigm and have 
coined a wide variety of names for it: the gig 
economy, the sharing economy, the access 
economy, the peer economy, the platform 
economy, the collaborative economy,
collaborative consumption. This new paradigm 

could have a significant effect on the economy 
in the future, forcing stakeholders to rethink 
long-held assumptions about employment 
and consumption. In a retail industry context, 
the success of Airbnb, Uber, Postmates, Lyft, 
and other services emphasize how incomplete 
the traditional narrative of “e-commerce vs. 
brick-and-mortar” is. E-commerce is only one 
factor in conventional brick-and-mortar retail’s 
struggles. In addition to a saturated retail 
environment that leads stores and entire malls 
to cannibalize each other’s sales, a variety of 
innovative business models including
e-commerce, the sharing economy and
various forms of individual retail are each
taking market share away from established 
industry players. 

potential  future
impacts  of  the
shared  economy
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Millennials  and  generation  z: 
technology and  social  media savvy

With changes in consumption over the life cycle in mind, it is possible to identify several unique
aspects of millennial and Gen Z consumers that arise from sociocultural change instead of different 
life stages. Technology is the most obvious difference between millennials, Gen Zers and older
generations. A recent Samsung report identifies “an inseparable bond with technology” as one thing 
that all millennials share:

 “Often referred to as ‘digital natives,’ they’ve been entrenched in a world of rapid
 technological change for most of their lives. If they weren’t born in the age of the internet,
  they’ve at least spent most of their adult life in it.”

The phrase “digital natives” has become a millennial cliché for a good reason; members of this
generation have been shaped by technological change. A 2017 eMarketer reporter, for example, 
found that millennials “tend to be the earliest adopters of the latest media and digital shopping 
tools,” with more than 90 percent buying at least one item online in the past year and approximately 
two-thirds preferring online shopping instead of visiting brick-and-mortar stores. In 2015, 86 percent 
of millennials owned a smartphone, compared to only 68 percent of all adults. 

Source: Deloitte’s The New Digital Divide
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Figure 1: Digital Influence Continues to Grow, Although at a Slower Pace

Digital

Influence factor: The percentage of in-store retail 
sales influenced by the shopper’s use of any digital 
device, including: desktop computers, laptops, 
netbooks, tablets, smartphones, wearable devices, and 
in-store devices (for instance, kiosk or mobile payment 
device). It is an accelerating phenomenon that is both 
shaping how consumers shop and make decisions in-
store and setting new, higher expectaions for retailers’ 
digital offerings.

Mobile

Influence factor: The percentage of in-store retail 
sales influenced by the shopper’s use of a web-
enabled mobile device, including smartphones.
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THIS  GENERATION'S  DEPENDENCE  ON  TECHNOLOGY  IS  EXEMPLIFIED
NOT  ONLY  BY  THE  INCREASING  USE  OF  E-COMMERCE,

BUT  ALSO  BY  ITS  INFLUENCE  ON  IN-STORE  PURCHASES.

Members of Generation Z are perhaps even more dependent on technology than millennials. Like 
millennials, they are often described as “digital natives;” a National Retail Foundation (NRF)/IBM 
study notes that “Gen Zers have never known a world without the internet and mobile devices.” 

This generation’s dependence on technology is exemplified not only by the increasing use of
e-commerce, but also by its influence on in-store purchases. According to Deloitte’s recent study The 
New Digital Divide: The Future of Digital Influence in Retail, digital devices such as laptops, tablets 
and smartphones influenced roughly 56 percent - the equivalent of $2.1 trillion - in offline sales in 
2016. More specifically, $1.4 trillion in in-store sales were influenced by smartphones as individuals 
shopping at physical locations used their smartphones to research products before purchasing. The 
table above highlights how digital devices have influenced in-store purchases since 2013.
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baby  boomers  and
Generation X online 

Media focus on “digitally native”
millennials and Gen Zers can overshadow the 
fact that members of older generations have 
also become important players in e-commerce. 
Members of Generation X (generally defined 
as those born from around 1965 to 1985) have 
reached their peak years on the consumption 
life cycle as middle-aged parents with children, 
and spend much of their money online. A 
Business Insider study, for example, found that 
Gen Xers account for nearly half of all online 
shoppers,  while an eMarketer survey found 
that more than 90 percent bought at least one 
item online in the past year. Gen Xers shop 
online about as often as millennials.

Baby Boomers (born from 1945 to 1965)
control amost 70 percent of the country’s 
disposable income and are expected to inherit 
more than $8 trillion by 2030, making them an

integral part of the national economy for the 
foreseeable future. Evidence suggests that 
Boomers, like younger generations, are using 
technology for more of their shopping needs. 
Boomers surveyed by KPGM, for example, 
shopped online just as frequently as
millennials, while Business Insider found that a 
quarter of consumers aged 55 and older shop 
on their cell phones.  The popularity of online 
shopping among both Boomers and Gen Xers 
suggests that retailers cannot afford to ignore 
these generations.

As digital natives, both generations place more 
importance on social media than older
generations. Multiple studies over the past
several years have noted the importance of
social media in how millennials shop. “Nearly 
half of all millennials,” according to Samsung

Unified  commerce
A recent Nielsen Insights post begins by noting that “it’s common to view the online and offline 
worlds separately – or even in competition with each other.”  Success in today’s retail environment, 
however, involves recognizing that brick-and-mortar, e-commerce, marketing, sales, customer
service, social media, and every other element of shopping and brand differentiation need to be 
coordinated into one unified strategy. “In the past,” as Esri consultant Eric Pollard puts it, “retailers 
viewed these channels almost as separate business entities, and operated them mostly independent 
of one another. That made internal operations inefficient and created an inconsistent consumer
experience across the brand.”  Unified Commerce, which Pollard describes as “the evolution of what 
was first called Omnichannel,” involves building that consistent experience.

This, in turn, requires an understanding of who a particular business’s customers are - their tastes, 
needs, and shopping habits. Pollard emphasizes the need for retailers to identify their core
customer base and tailor their Omnichannel/Unified Commerce strategy to that group. Fortunately, 
big data, geographic information system (GIS) technologies and other innovations give today’s
retailers a much more complete picture of their customers than ever before. Esri itself has been on 
the forefront of this revolution for decades. Its ArcGIS software, first released in 1999, is the world’s 
most widely used GIS software and Esri accounted for approximately 43 percent of the overall
market as of 2015.  GIS programs offer perfect examples of the unprecedented analytics
opportunities available to 21st century retailers, as they allow them to easily and conveniently
analyze customer data by location in ways that would have been unthinkable a few decades ago. 
Instead of simply identifying a customer base “as a certain age range, one gender or another, with 
household income over a certain amount,”  retailers can use ArcGIS and other services to take
location, behavioral patterns, and specific consumer preferences into account.

The tremendous opportunities for gathering “big data” on customers and their shopping habits, 
however, means that retailers will have to adapt to these new trends or find themselves greatly
disadvantaged when facing competitors who have taken advantage of these opportunities.“ The 
bottom line,” according to Esri Director of Professional Services Brian Cross, is that retailers need to 
apply this knowledge “to decisions about how the company operates, where to open physical
locations, how to merchandise, where to advertise, and more.”  A better understanding of
customers, in other words, needs to inform every aspect of how retailers do business.

In a recent McKinsey Podcast, McKinsey partner Elixabete Larrea Tamayo argued that businesses can 
only successfully adopt next-generation business practice — such as Unified Commerce, analytics and 
automation — by taking a “company-wide view” and transforming themselves into 21st century
companies.  “Just working on some pilot to the side” will not be enough.  This observation is
especially true for retailers, as malls and shopping centers across the country are home to shuttered 
stores abandoned by struggling retailers who could not keep up with trends. Adapting to Unified 
Commerce will be a difficult, costly, time-consuming task for retailers, but it may also be their best 
chance for survival during the current “retail apocalypse.”
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Insights, “are influenced in their purchasing 
decisions by social media, compared to only 
19 percent of all other age groups.” 
Samsung, Synchrony, KPGM and others have 
found that posts from friends — the online 
equivalent of word-of-mouth — influence
millennials’ purchasing decisions much more 
than ads or social media posts from brands 
themselves. According to a recent report by 
Nielsen, approximately 85 percent of
millennials trust online recommendations from 
people they know, and 70 percent trust
consumer opinions posted online.  Online 
video ads, search engine ads, social media ads 
and mobile ads had much lower conversion 
levels.  This highlights how important it is for 
retailers to craft positive, authentic
experiences for its customers to take
advantage of the powerful leveraging effects 
of read and shared messages on social media 
platforms.

"baby  boomers  control  almost  70  percent
of  the  country's  disposable  income

and  are  expected  to  inherit 
more  than  $8  trillion  by  2030."

Retailers, then, have a major challenge ahead 
of them in building a strong social media
presence, as posting updates on Twitter or
Facebook is simply not the most effective
social media marketing strategy. Instead, they 
will have to cultivate a community around their 
brand that provides, in the words of Synchrony’s 
study, “opportunities to generate and amplify 
the impact of word-of-mouth.”  A Synchrony
social listening study emphasizes the
importance of creating “advocates” -
evangelists who can be credible marketers to 

their friends and family through social media.
Millennials, as might be imagined, are much 
more likely to be ‘advocates’ than members 
of older generations,  which means that this 
generation will be an integral part of any
successful social media marketing campaign.

The power of these social media marketing 
campaigns cannot be overstated, as they often 
make or break certain brands and products. 
Shoemaker TOMS successfully associated itself 
with charitable giving through its
“#WithoutShoes” campaign in which the
company donated a pair of shoes for
every photo shared with the #WithoutShoes 
hashtag. Pepsi, a producer of soft drinks,
attempted to associate itself with
understanding and diversity in a YouTube
video which showcased a popular celebrity 
offering a Pepsi to police and activists at a
protest. The message, however, fell flat as 
many consumers criticized the company for 

attempting to take advantage of an important 
social issue to sell soda, and for suggesting 
that a soda could solve social problems. Social 
media campaigns can drive brand awareness 
and boost sales dramatically. They can also 
have the opposite effect.

Moving to Gen Z, a FGRT (Fung Global Retail 
& Technology) report identifies “three defining 
attributes of Gen Zers,” all of them closely tied 
to the internet. The last two of these attributes 
are also applicable to millennials.  

First, social media has made Gen Z “more fixated on personal appearance and personal image 
(or even personal “brand”) than any previous generation.”  As Facebook founder Mark
Zuckerberg observed at the 2016 GSMA Mobile World Conference, Facebook and other sites 
encourage the creation of “super-curated” online personas.  This “heightened sense of body 
image,” reflected in the increasing popularity of “aspirational” hair and makeup-focused social 
media celebrities, drives cosmetic sales.  According to one market research firm, “90 percent 
of girls and 80 percent of boys ages 9–17 in the US are using beauty products.” 

Second, social media has boosted demand for experiences as well as personal beauty products 
as the “Instagram Effect” pushes members of Gen Z to spend money on vacations,
dining, and other experiences that can be shared with others via social media. Gen Z’s tendency 
to “enthusiastically share their lives on social media,” it argues, puts “pressure on them to be 
perceived by their peers as leading interesting, fun, experience-rich lives.”  Derek Thompson, 
writing for The Atlantic, argues that this is actually an economy-wide trend.



132 133

“Spending on clothes is down; its share of total consumer spending has declined by 20 percent 
this century. What’s up? Travel is booming. Hotel occupancy is booming. Domestic airlines have 
flown more passengers each year since 2010, and last year U.S. airlines set a record, with 823 
million passengers. The rise of restaurants is even more dramatic. Since 2005, sales at ‘food
services and drinking places’ have grown twice as fast as all other retail spending. In 2016, for 
the first time ever, Americans spent more money in restaurants and bars than at grocery stores.” 
Thompson and a variety of other commentators, however, note that this shift in spending from 
possessions to experiences is particularly noticeable in younger generations. Ruggiero, for
example, argues that “millennials are more concerned with the acquisition of experiences and 
memories” compared to older generations “concerned primarily with the acquisition of
material goods well into middle age.”  While social media pressure undoubtedly plays a major 
role in this trend, perhaps an even more important factor is the fact that millennials and Gen 
Zers have grown up with the convenience and wide selection of e-commerce.  If shopping for 
most items can be done almost instantly at home, then the only way for retailers to attract
millennials is to offer them an experience that they cannot get without leaving their houses. 

Finally, FGRT argues that “the on-demand economy, ranging from video-on-demand services 
such as Netflix to dine-on-demand services such as UberEATS, is making Gen Z the most
demanding, least patient generation ever.”  Gen Zers are the most frequent users of
on-demand or shared-economy services. Pew Research found that the use of both ridesharing 
services such as Uber and delivery-on-demand services such as Postmates decreases with age.  
This “near-unlimited choice of products, services, information and entertainment,” the report 
argues, has created a low-attention-span generation “that expects immediate gratification.”  
The potential psychological impacts of this trend aside, retailers should recognize the fact that 
Gen Zers — and, to a large extent, millennials — have grown up in a consumer environment 
with “near-unlimited choice” instantly available at their fingertips. For many members of these 
two generations, e-commerce has always been a part of how they shop. Indeed, multiple stud-
ies have found that Omnichannel forms a major part of what both generations expect from 
retailers. According to an NRF/IBM study, for example, Gen Zers do not “distinguish
between online and offline channels, as other generations might.” Instead, they “expect to 
move seamlessly between physical and digital worlds.” 

All three of these attributes point to a reality that millennials and Gen Zers have come of age in a 
very different retail environment than any previous generation. Many Gen Zers, for example, have 
never rented a VHS or DVD from Blockbuster or purchased a CD from a physical store. Online
retailers, on-demand services and other emerging business models are just as normal to them as
driving to a mall to go shopping. Retailers, simply put, are confronted with a new generation of
consumers that are forcing them to reconsider many of their assumptions because these assumptions 
are completely foreign to these new consumers. For these consumers, notes Reinartz, shopping has
never been “a discrete activity in a given place and time.” Instead, their buyer’s journey can be as 
simple as purchasing a product with one click from Amazon or a complicated, experiential process 
involving word-of-mouth, social media influencers, and product-experience sharing on Facebook, 
Instagram, or YouTube.  In order to survive, retailers must embrace social media, Omnichannel,
experiential retail, and the other factors that drive millennial and Gen Z purchasing decisions.

How can retailers, developers, and other
stakeholders stay relevant in a world where 
technology and social media have reshaped 
the way we shop? Both the new “never not 
shopping” retail paradigm and the “Instagram 
effect” suggest one possible solution:  Offering 
consumers a compelling experience that they 
cannot get on their computers or smartphones. 
While technology has revolutionized how
individuals purchase items and shop along with 
how retailers launch marketing campaigns, it

is important to note that underlying economic 
and demographic trends have a sizeable
impact on exactly what individuals purchase. 
Millennial and Gen Z trends, delayed
household formations, risk aversion,
experiential shopping and generational
preferences all impact when and what
individuals will purchase while technological 
advancements such as e-commerce and social 
media have largely influenced how and why 
individuals make purchase decisions.

Conclusion
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Chapter seven

RetaiL  as  Experience
In  the  new  era

How  Brick-and-Mortar  storefronts  can
compete  in  the  amazon  world

Many commentators and analysts have
touted the concept of “experiential retail” as 
the future of physical storefronts, as a panacea 
to shift the retail balance back to brick-and-
mortar. McKinsey’s Sangeeth Ram, for instance, 
recommends that shopping malls use:

     “public spaces as a canvas for
      entertainment. This can mean integrating
      the community experience into the public
      realm via live social-media feeds and new
      display formats that share user-generated
      content. Technology will enable public
      events and spectacles to become
      participatory experiences with multisensory
      appeal, increasing visitor numbers and
      tying the physical space with the
      virtual world.”

Similarly, MetLife’s Adam Ruggiero argues that

shopping malls are “best positioned to
capitalize on the shift towards
experience-based spending” with their unique 
“ability to meld shopping, dining, and
entertainment into a series of cohesive and 
related experiences,” something that
e-commerce cannot do.

Experiential retail, however, is no newer than 
previous disruptive cycles in retail.
Throughout the industry’s history, as mentioned 
in the previous chapter, retailers have offered 
“experiences“: 19th century downtown 
department stores as “palaces of
consumption” with cutting-edge technology, 
postwar shopping malls as shopping
Disneylands. Just like their current
counterparts, earlier retailers also focused 
on experiences as a way to attract customers 
during lean periods.

CONTINUED ON PAGE 140
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The  curator
of  cool

A  conversation
witH  shaheeN  sadeghi

on  the  transformation
oF  the  REtaiL  industry

In your observation, how have consumer 
tastes changed over the past decade for 
brick-and-mortar? How much of this change 
would you attribute to the rise of
e-commerce?  Generational differences and 
preferences?

In my mind, the romance with malls ran its 
course about 20 years ago. The time track has 
to do with the geography and topography of 
various locations. In other words, for example, 
in the southeast and midsection of the country 
malls were relevant as they may have been the 
only option. We are starting to see the return 
to vibrant downtowns, particularly historic 
downtowns. In areas where the city leaders 
have the vision to preserve their old
downtowns, lots of “next generation” crafters 
and makers are returning to these locations 
and the areas are getting revitalized and
energized.  It’s exciting stuff.

Thoughts on the current retail downturn/
media “retail apocalypse” narrative for many 
brick-and-mortar retailers in terms of transfor-
mation/rethinking  strategies?

Our purchases are being categorized by
emotion and experiences as opposed to pure 
consumption, which is where we have been
culturally.

Any products that are non-emotional, such as 
basic needs (toothpaste, toilet paper, etc.) can 
be purchased online without the experience of  
having to drive to a supermarket, parking,
getting your card dinged by carts, walking up 
and down aisles, waiting in line at the cash
register and having to haul home your pur-
chase. I can see this segment growing online 
and the Amazon-ication of basic products 
continuing.

We are, however, spending more time eating 
out and experiencing things that are more

emotional and creating connections (such as 
live music, classes, gatherings). So in some 
way we are moving away from consumption to 
connection. This is where value is going.

What are the telltale signs of a retailer or mall 
that has become irrelevant?

If you’re a in a retailer or mall and can’t guess 
where you are when inside, it’s irrelevant. 

Homogenization was the core instrument of 
growth for many of the businesses across our 
country after World War II. The core business 
model for growth was to roll out and mass

"Our  purchases  are  being
categorized  by  emotion

and  experiences  as opposed
to  pure  consumption..."

product concepts. Through this process all 
goods and services became homogenized, 
mechanical and predictable. Growth came 
from doing the same thing again and again 
and rolling across our country.

Today, each region has learned to celebrate 
its own culture. There is high value for local, 
hand-crafted artisan goods and less emotional 
connection or value for products, goods and 
services that are homogenized.

As an example, if one travels to Austin, Texas, 
the idea of eating at McDonald’s or Macaroni 
Grill is no longer exciting. It’s boring and
predictable. The idea of having local Texas 
BBQ is what is exciting and the opportunity to 
celebrate the local cuisine.

This is happening all over the country and will 
continue. This also has now created 

|     Shaheen   Sadeghi     |
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opportunities for new small and exciting
operators and new entrepreneurials.
 

As Amazon takes down the big box and 
obsolete department stores, the internet and 
marketplace opens opportunities for new 
young operators who enter the market through 
localization and handcrafted channels.

ON THE ORANGE COUNTY RETAIL
INDUSTRY...

What is unique about the Orange County 
retail environment?

Our two primary malls, South Coast Plaza and 
Fashion Island, have enjoyed strong support 
due to international visitors. Both malls are top 
operators and “A” rated. I would not
categorize these assets as traditional national 
malls. They are an anomaly. 

Are there any current/emerging county
retailers/trendsetters that strike you as
particularly innovative or forward-thinking? 
What are they doing differently/how do they 
distinguish themselves? Are there any niches 
currently going unfulfilled in the area? 

“Trendsetters” are the Mom and Pops — micro 
retailers, local retailers. As we see around the
country in each region, people are supporting 
and celebrating the local goods and services. 
In Orange County we are also seeing each 
of the 34 cities within the county starting to 
brand and celebrate their own identity. The 
places where the old downtowns have been 
preserved, such as Orange, Fullerton, San 
Juan Capistrano, etc. are enjoying an exciting 
revitalization. These areas are poised to house 
a new generation of entrepreneurs including 
coffee roasters, breweries and other crafters 
that culturally have not fit into an enclosed 
mall environment.

ON THE FUTURE OF RETAIL...

How do you see retail changing over the next 
ten years? What do you predict will be the 
most significant changes or transformations? 

As the big box gets challenged by Amazon 
and online, department stores will continue 
their consolidation and looking for
re-connecting with customers by having a 
much clearer definition. Small boutique mom 
and pop operators will flourish all over the 
country. Our belief is that “everybody is cool 
now.”  It is no longer regional.

This is an exciting time for small business. 
 
A 2011 OC Weekly article quoted your
“mantra for today’s consumer: “I’m not a de-
mographic. I’m not a number. I’m not a statis-
tic. I’m not a bar code. I am a human being.’” 
How can retailers treat customers like 

ON STRATEGIES FOR THE NEW MALL...

What are the most important factors in
making sure a mall fits with the surrounding
community?

My suggestion for the typical mall would be 
what Ronald Reagan said when the Berlin 
Wall was coming down: “Mr. President, tear 
that wall down.” I would just change the word 
“wall” to “mall.”

ON THE ESSENTIAL ELEMENTS OF
EXPERIENTIAL RETAIL...

What are the most important elements of
creating a compelling retail experience for
customers?  How can change retailers remain 
“cool”/relevant? Are there “5 keys to
success”?  Is there a “secret sauce”?

We incorporate 4 core elements: community, 
culture, commerce and consciousness. Focus 
oncommunity and cultural is imperative. Focus 
on pure consumption is the old model.

How do you give a retail mall a sense of
community? 

Heart surgery. 

"AS  AMAZON  TAKES  DOWN  THE
BIG  BOX  AND  OBSOLETE  DEPARTMENT

STORES,  THE  INTERNET  AND
MARKETPLACE  OPENS  OPPORTUNITIES

FOR  NEW  YOUNG  OPERATORS  WHO
ENTER  THE  MARKET  THROUGH

LOCALIZATION ..."

|     Shaheen   Sadeghi     | human beings in an era where more and more 
business is being conducted via computer, 
not face to face? Does your worldview offer 
a special set of opportunities to transform 
brick-and-mortar?

Understand the value of connection and
community. 

It’s like what happened to the music industry. 
An artist must now sell his/her songs for $0.99 
or given them away for free. If the customer 
likes the music, they will then spend $150 to 
go see them in concert. The same goes for all 
retail. Create the community, the connection, 
the education, the experience. The
consumer then joins your camp/brand if they 
like what they see. It is no longer about “come 
on down, get 50% off on a white elephant 
sale.” Value comes through authentic products 
and culture and not consumption or a “good 
deal.” 
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compelling framework to think about
experiential retail in the context of
e-commerce.  McKinsey lists seven core retail 
value propositions, as seen in the following 
table, identifying four as already “conquered 
by Amazon.”  Three remain: product vetting/
touch and feel, consultation & styling/authority 
(advice and customer service in general) and 
experiences & community.  Amazon Prime 
Wardrobe has already made significant
progress towards offering the former, meaning 
that brick-and-mortar retailers need to focus
on creating compelling customer service and 
unique experience/community propositions in 
order to compete with the multiple value
propositions currently being offered by
Amazon.

Vicki Howard describes the “extreme mea-
sures” taken by department stores to draw 
customers during the Great Depression in 
From Main Street to Mall:

 “‘Ballyhoo methods’ were advocated in
 trade press articles and by
 merchandising managers. They
 included a range of highly publicized
 free events, such as Wild West shows,
 magicians, clowns, silhouette artists,
 minstrel entertainments, exhibits,
 festivals, and product displays. 
 Ballyhoo followed in ‘Barnum’s
 footsteps,’ according to the assistant
 merchandise manager of the Bon
 Ton Department Store in Hazelton,
 Pennsylvania. Bringing in the
 crowds was ‘practically the entire
 problem of  the department store,”
 she argued, not acknowledging that
  once there, most had little to spend.” 

Hearn’s, a New York City department store, 
offered “a circus with elephants and horses, a 
‘Toy World,’” and other entertainments; a key 
scene in A Christmas Story occurs at a “Santa’s 
grotto” inside Higbee’s in Cleveland.

The Store’s Value Proposition: Shifting Battlegrounds

 DEFENSIBLE AREA OF OPPORTUNITY     IN DANGER-AMAZON HAS MADE INROADS     CONQUERED BY AMAZON

Elements Value to Consumer What Amazon is Offering

1. 
Value & Price

“I can get good-quality 
products and services for a 
good price.”

• Consistently low prices, matching prices on high-volume 
products and loss leader Prices 5 – 13% lower than the top 
five retailers

• Dynamic algorithm-based pricing and free shipping

2. 
Convenience 
& Ease

“I can easily buy and get what 
I want.”

• Simple shopping, one-click buying, “click and collect” delivery

• State-of-the-art supply chain (warehouses, planes, air hub) 
can reach 91% of US population in one day

3. 
Breadth & 
Depth of 
Assortment

“I can find any product I want.”

• 372 million products

• Reliability of selection that has made it the no. 1 search 
engine for someone looking to buy

4. 
Omnichannel 
at Scale

“It’s easy for me to shop online 
or in person (e.g., returns, 
price check, pick-up).”

• Scaled brick-and-mortar presence across US through Whole 
Foods acquisition

• Eight Amazon Books brick-and-mortar locations (five coming 
soon)

5. 
Product 
Vetting/Touch 
& Feel

“I can try the product to see if 
it is a good fit and the quality 
that I am looking for.”

• No-questions return policy, reviews, and buyer-sourced fit 
indications

• Prime Wardrobe free home trial of 3+ products at once and 
easy returns

6. 
Consultation 
& Styling/
Authority

“I have access to credible 
advice and customer service.”

• Echo Look allows consumers to use voice to take full-length 
photos/videos with a hands-free camera for personal look 
books

• Consultation through Style Check, a service combining 
machine learning algorithms with specialist advice

7. 
Experiences 
& Community

“The store and brand give me 
access to a community and 
set of great experiences.”

• Launch of Amazon Spark social media site that aims to aid in 
discovery through connecting shoppers to a community with 
similar interests and likes

A recent McKinsey report titled “Where stores 
can still compete – and win” offers a

This means, essentially, that retailers should 
focus on what brick-and-mortar properties can 
uniquely deliver on a differentiated basis than 
e-commerce, and use brick-and-mortar’s
distinctive capabilities to offer strong value 
propositions to shoppers. “Unique” is the key 
word here; experiential retail will not help a 
store if it offers the exact same experience as 
many other competing, nearby places. This 
chapter highlights three examples of
successful business models that have enabled 
current retailers to weather the “retail
apocalypse”:

Best Buy and Home Depot have
outlasted many other big box chains by 
transforming what many see as a key 
weakness of their format - the need to 
heavily invest in staff, real estate and
inventory - into a strength.
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The TJX Companies - the parent
company of TJ Maxx, Marshalls, Home 
Goods and others - gives customers a 
compelling reasons to visit its stores with 
its “treasure hunt” model.

LAB Holding, LLC - which owns and
operates The LAB and The Camp
anti-malls in Costa Mesa and the Ana-
heim Packing House - strives to create 
unique, non-replicable, “cool”
experiences at each of its properties.

best  buy  and  home  depot
differentiate  with
the  human  touch
Best Buy is an anomaly in the retail space. It’s 
the only big-box electronics store to survive 
and thrive in the e-commerce era. Its former
rivals – Circuit City, CompUSA, and RadioShack 
– have all declared bankruptcy and the
shopping malls that house many of its stores 
continue to lose foot traffic.

Nevertheless, Best Buy continues to see
increased revenue at its more than 1,000 
stores.  The company’s shares hit an all-time 
high in May 2017, at the height of the “retail 
apocalypse.” Todd Haselton, in a CNBC
article entitled “How Best Buy escaped the 
retail apocalypse,” describes the chain as a 
“retail anomaly” for another reason: “It’s an 
enjoyable place to shop. Step inside one of 
the company’s stores and it’s like walking into 
the Willy Wonka Chocolate Factory for
gadget-geeks. This is all by design.” Haselton 
identifies several major factors for the
company’s success, including mutually
beneficial partnerships with major tech 
companies like Google and Samsung,
“aggressive price matching,” and appealing to 
the high-end PC gamer niche.  

Hubert Joly, Best Buy’s CEO since 2012, also 
focused on customer service as part of his 
post-Recession turnaround of the company. 
As reported in the New York Times, Best Buy 
“embarked on an ambitious program to retrain 
its employees so they could answer questions 
about entirely new categories of electronics, 

In a 2008 Time magazine article Anita Hamilton ponders “Why Circuit City Busted, While Best Buy 
Boomed.”  Circuit City, she writes, “became complacent – a fatal mistake in the fiercely competitive 
and fast-evolving retail-electronics industry.” The fact that Best Buy, Circuit City’s direct competitor, 
has survived and even thrived in the e-commerce era suggests that the rise of e-commerce cannot 
be directly blamed for the once-thriving retailers’ downfall. Instead, the fall of Circuit City illustrates 
how e-commerce contributes to bankruptcies and store closings indirectly, by exacerbating these 
businesses’ bad decisions.

Complacency certainly played a large part, as the company failed to either take full advantage of the 
burgeoning video game market or partner with growing electronics companies.  In addition to these 
missed opportunities, Circuit City made two disastrous decisions that directly lead to its 2008
bankruptcy. After selling off their successful subsidiary CarMax in 2002, the company spent almost $1 
billion in stock buybacks between 2003 and 2007. “The ultimate result” of this decision, concludes 
Federal Reserve Bank of Richmond economist Jessie Romero, “was that Circuit City didn’t have any 
cash on hand to weather the economic storm that was coming.”  2003 also saw the firing of 3,900 of 
the companies’ best-paid salespeople in a single day as a cost-cutting measure. Tom Wulf, a former 
Circuit City manager who later directed a documentary about the company’s rise and fall, observed 
an immediate impact on employee morale and customer service. “Anyone who was working in the 
store thought, gee, if I’m too successful they’re going to fire me, because I’ll be making too much 
money. So there was no incentive anymore to take good care of the customer,” said Wulff .

These two decisions, along with declining sales, lead to the company’s liquidation in 2009. In a bitter 
irony, Best Buy has long outlived its former competitor by adopting much of its pre-sales force purge 
business model:  knowledgeable salespeople who can help customers discover and understand 
technology.  While much of this report emphasizes the need for businesses to innovate and rethink 
well-worn ideas, there are some retail fundamentals that never become  obsolete. Even in period of 
disruption and transformation, retailers cannot afford to ignore basics such as customer service and 
employee morale. The rise of e-commerce may have contributed to the fall of Circuit City, but many 
of the company’s deepest wounds were self-inflicted. 

CONTINUED ON PAGE 144

Different  Paths:
Why  Best  Buy  Outlasted

Circuit  city
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such as virtual reality headsets and smart home appliances.”  The company has, in effect, made its 
popular Geek Squad service available in-store at no extra charge. This emphasis on customer
service is of course nothing new, but the major role it plays in Best Buy’s continued success supports 
McKinsey’s claim that this is one of the very few value propositions that brick-and-mortar stores can 
currently offer more effectively than Amazon.

Home Depot has also found success with a similar customer service-focused business model; Home 
Depot has an additional advantage in that many of its products, such as lumber, cannot be shipped 
cost effectively as of yet. In a retail market dominated by online shopping, positive and informative 
interactions with another human being have become an important retail experience in their own 
right. Kemper Freeman, owner of Seattle mall Bellevue Square, argues that retailers must
offer “emotional fulfillment” in order to succeed in the current environment: “We are social animals. 
We aren’t robots who are going to make all our purchases from robots.”  For Kemper, “the expertise 
that salesclerks can offer customers” is one of brick-and-mortar’s primary raison d’être. “They better 
be knowledgeable about what they are selling, or people will go online or to a discount store.”

Simply put, Best Buy and Home Depot have found success by leveraging two brick-and-mortar
experiences that e-commerce cannot offer:

A physical space filled with products to 
see, touch, inspect and try out

A staff available for face-to-face advice 
and consultation

'treasure  hunt'  model
keeps  t.j.  maxx

in  the  game

Like Best Buy, T.J.Maxx has outlived most of 
its competitors. During the Great
Recession, as mentioned in the previous 
chapter, e-commerce competition shrunk or
completely eliminated several retail
categories: music stores, booksellers, and 
video rental.  The current downturn has
particularly affected apparel stores of all 
kinds, as illustrated by the the chart on the 
next page.

Apparel Store Bankruptcies and Closures
2017 - 2018

2017-18 Retail Bankruptcies:

Gymboree (330 stores closed)
True Religion (27 stores closed)
Rue21 (approximately 400 stores closed)
BCBG Max Azria (all 120 stores closed)
Wet Seal (all 171 stores closed)
The Limited (all 250 stores closed)
Charming Charlie (97 stores closed)
Gordmans Stores (48 stores)
Vanity (all 140 stores closed)
Bon-Ton (47 store closures YTD 2018)
Claire’s (92 store closures YTD 2018)
A’GACI (49 store closures YTD 2018)

2017-18 Store Closures:

American Apparel (110 stores closed)
J.Crew (53 stores closed)
Ascena Retail Group (667 stores closed)
Bebe (180 stores closed)
Gap (140 stores closed)
Abercrombie & Fitch (99 stores closed)
Guess (60 stores closed; 100 more expected)
American Eagle (25 stores closed)
Macy’s (70 stores closed; 11 more expected)
Sears/Kmart (358 stores closed)
JCPenny (138 stores closed: 8 more expected)
Michael Kors (100 stores closed)
Foot Locker (110 store closures expected)
Children’s Place (110 store closures expected)
Nine West (71 store closures expected)
Vera Bradley (17 store closures expected)

In these uncertain times, The TJX Companies 
(HomeGoods, Marshalls, T.J.Maxx, Sierra
Trading Post) remain, in the words of retail 
consultant Howard Davidowitz, “the most
consistent, most powerful apparel retailer in 
the United States.”  Drawing customers
remains “practically the entire problem” of 
brick-and-mortar retail almost 90 years after 
the Great Depression, and TJX has found 
a way to compete with the convenience of 
at-home e-commerce with its “treasure hunt 
model.” This model, simply put, involves 
limited time offers of luxury fashion brands at 
deep discounts, and takes advantage of the 
brick-and-mortar format by giving customers a 
unique experience unavailable online. “At an 
off-price chain,” writes Beth Kowitt for
Fortune, “the lure is the serendipitous discov-
ery.”

Robin Lewis, writing for his own Robin Report, 
describes this as “the thrill of the hunt.” TJX’s 
“combination of fashion, quality, brand AND 

price,” he argues, makes it “untouchable by 
e-commerce.”  Kowitt emphasizes the
uniqueness of TJX’s specialized business
model: its rapid turnover, world-class buying 
organization, strong relationships with
suppliers, and economy of scale. Together, 
these strategies allow TJX to offer high quality, 
trendy, fashionable clothes at bargain prices, 
and the extremely short window of
opportunity in which to buy these clothes is a 
powerful incentive for customers to visit their 
brick-and-mortar stores.

Amazon and online retailers, of course, have 
made major inroads into clothes retailing in 
recent years. “Between outlet stores,
pure-play e-commerce sites like Overstock.
com and flash-sale sites like Rue La La, One 
Kings Lane, HauteLook and eBay,” Robin Lewis 
writes, “you have a consumer constantly
bombarded with discount offers.”  Amazon 
Prime Wardrobe, which landed in BETA form
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Note: For fiscal years, the most recent of which ended in January for both. *T.J. Maxx and Marshalls U.S. stores.

Sources: the companies (sales growth); UBS (inventory); Evercore ISI (sales per square foot); S&P Global Market Intelligence (net profit)

The X Factor: TJX, which owns off-price retailers T.J. Maxx and 
Marshalls, is growing while department stores like Macy’s shrink.
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in June 2017, allows Amazon Prime custom-
ers — who now number more than 80 million 
in the United States alone — to try on up to 
ten items  before buying them or returning 
them at no charge.  A wide variety of brands, 
from Levi’s and Adidas to high-end labels like 
Theory and Hugo Boss are available on Prime 
Wardrobe. 

While this “try before you buy” model will 
probably allow Amazon to take even more 
market share from traditional retailers, it
cannot offer the same “thrill of the hunt” as 
the treasure hunt model, which depends on 
having a physical retail space. “Hardly
anyone,” writes Kowitt, “goes to a Marshalls or 
a T.J. Maxx to find something specific.”
Instead, the draw is the “serendipitous
discovery,” the experience of going into the 
story without knowing exactly what you might 
find there, the process of searching through 

aisles of clothing to find the very last piece of 
“buried treasure” before it’s all gone. While 
the instant convenience of e-commerce
continues to attract customers by allowing 
them to avoid the hassle of in-store shopping, 
TJX has found success through an unwavering 
focus on making in-store shopping a
compelling experience in itself.  

LAB  Holding
defining  the  'third  wave'
in  orange  county  retail

Lee Peterson, Executive Vice President of 
Brand, Strategy and Design at retail consultant 
WD Partners, argues that retailers will have 
to fit into one of three categories to survive: 
discount (Walmart), convenience (Amazon) or 
“third wave.”  “Third wave” retailers,

according to Peterson, offer “cool,” a
boutique experience exemplified by Urban 
Outfitters and Shake Shack.  Orange
County-based property developer Shaheen
Sadeghi — who chose Urban Outfitters to be 
one of the very few chain stores at his Lab
Anti-Mall — and his LAB Holding LLC
exemplify this business model as much as
anyone in retail.

Sadeghi was inspired to become a real estate 
developer after observing a “massive cultural 
shift” in retail during his career in the sports-
wear industry:

     “Younger customers weren’t interested in
     going to an air-conditioned vanilla box.
     They didn’t want to walk into a department
     store, get sprayed with perfume, take the
     escalator to the fourth floor, walk through 
     lingerie, all just to find a pair of jeans.”

He left Quiksilver, where he had been
president, to pursue this opportunity, choosing 
Costa Mesa for its central location, “young

energy,” and “entrepreneurial feel.”  He 
bought an old, abandoned military goggles 
factory and hired architecture and design firm 
Pompei A.D. to transform it into a shopping 
space on a “miniscule” budget. The city of 
Costa Mesa supported Sadeghi’s plans despite 
not fully understanding his ideas; according 
to Costa Mesa City Manager Tom Hatch,  
“When Shaheen came to us, we were looking 
for change and improvements. Nobody knew 
what he was talking about 25 years ago: ‘Using 
concrete in your decorating? Busting holes in 
an old factory? A cistern?’ His ideas were way 
out there.” 

The LAB, an acronym for “Little American 
Business,” gained immediate notoriety when it 
opened in 1993. Greg Johnson, writing for the 
Los Angeles Times, described it as an
“experiment,” a “shopping mecca designed 
specifically for people in their twenties.” In The 
New York Times, Stephen Drucker called the 
LAB “the frontier of retail” and described its 
unconventional décor in great detail:
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     “To the world of the endless summer, Pompei A.D. brought a touch of nuclear winter:
     half-demolished concrete walls, a facade of scaffolding, rotating exhibitions of detritus, a
     fountain made of oil drums, shrines that lend a little Day of the Dead flavor. Where most
     malls have palm trees, this one has burnt desert grasses. Where the food court should
     be, the Lab has a concert stage, a pool table and an open-air living room decorated with
     lumpy thrift-shop furniture.”

Drucker’s article notes several other divergences from “the conventional body of mall wisdom,” 
most notably the LAB’s lack of staple mall chain stores. With the exception of Urban Outfitters and 
Tower Alternative, a specially themed Tower Records, the anti-mall contained indie stores instead 
of chains. Sadeghi, quoted in The New York Times as saying that “the American mall tries to be all 
things to all people, which is hopeless,” had successfully tailored a mall to a specific demographic, 
Gen X. Over the past quarter century, Sadeghi and LAB holdings have built on The LAB’s success, 
opening The Camp right across the street as well as the Anaheim Packing House and other
properties, and have created a powerful retail philosophy.

In a 2016 interview, Sadeghi described his process as “reverse engineering,” the search for answers 
to questions like “What does this community need? What does this neighborhood need? What can 
this building become?”  In many cases, communities lack a space that reflects their identity and 
history. One of LAB Holding’s most effective strategies for meeting this need is repurposing historic 
buildings instead of building from scratch. The Anaheim Packing House, for example, is a food hall 
inside of a restored 1919 Sunkist citrus packing house. Describing the project, Sadeghi argued that 
historic buildings have “an authenticity that can’t be reproduced,”  a phrase that perfectly captures 
his company’s business model. Over the past decade, e-commerce has been able to take significant 
market share away from chain stores and chain store-filled shopping malls by beating them at their 
own game – offering a standardized shopping experience that passes on economy of scale savings 
to consumers. Lab Holdings, which began with an Anti-Mall designed to be the opposite of the 
typical shopping mall, has never played that game. It continues to survive and thrive by focusing on 
brick-and-mortar retail as a specific location, with a specific history, ambience, and customer base.

LAB Holding’s website lists their first criteria for choosing projects as “individuality of purpose (no 
formulaic solutions),”  which serves as an excellent description of what compelling experiential retail 
is. The increasingly large number of consumers who have abandoned shopping malls for
e-commerce will not be lured back by “bread and circuses.” Instead, bringing them back will involve 
the hard work of creating, developing, offering (and sustaining) a unique experiential proposition. 
Retailers have no shortcuts to reach this destination, no “formulaic solutions” that work for every
situation. Like Best Buy, TJX, and Lab Holding, they will have to perform the hard and
time-consuming work of identifying the needs of their audience and location and tailoring every 
aspect of their business to meet these needs. This might seem like a daunting task in a time when 
new technologies and new business models are profoundly changing customer tastes and habits. 
The success of these companies, however, proves that tried-and-true retail values still work, because 
today’s shoppers still have needs for the brick-and-mortar fundamentals that haven’t changed: good 
customer service, an enjoyable shopping environment, the experience of discovering new things, 
making connections to other people and to a community. 
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Esri Tapestry Market Segmentation

Facebook
Federal Reserve Bank of Minneapolis
Federal Reserve Bank of St. Louis
Forbes
Fortune
‘From Main Street to Mall: The Rise and Fall of
the American Department Store’ - Vicki Howard
Fung Global Retail & Technology

Google

Harvard Business Review
HdL Companies

Irvine Company

Jerde Architecture | Design | Planning
Journal of Political Economy

Kantar US Insights
KPGM

LAB Holding, LLC
Los Angeles and Orange County
Development Buzz
Los Angeles Times

MCG Architecture
McKinsey & Company
McKinsey Global Institute
Motley Fool
MuniServices

National Association of Real Estate
Investment Managers
National Retail Federation
Nielsen Insights
Nook Real Estate

OC Weekly
Orange County Business Council

Psomas

Recode
RENTCafè
Retail TouchPoints

Samsung Insights
San Francisco Chronicle
Stereogum
Synchrony Financial

The Atlantic
The Crazy Tourist
‘The Future of Employment’ - Michael Osborne and 
Carl Benedikt
The New York Times
The Orange County Register
The Robin Report
Time Magazine

UDR Apartments
Urbanize.la
USA Today
U.S. Census Bureau
U.S. Bureau of Economic Analysis
U.S. Bureau of Labor Statistics

Variety
Vestar
Visit Huntington Beach
Voice of OC

Wall Street Journal
Wikipedia

Appendices
Appendix A 

Please see Appendix A link for case studies of adaptive reuse where reimagining, infill, or adaptive 
re-use has taken place or is planned to take place in or around historically retail-oriented areas. For 
each site, we identified developments that have been proposed, are currently under construction, or 
recently completed.

Appendix A Link Location:  https://www.ocbc.org/wp-content/uploads/2018/08/Appendix_A.pdf

Esri Storymap Location: https://esribizteam.maps.arcgis.com/apps/Shortlist/index.html?appid=
ea4473e2cfed43148a430d3880da223f

Appendix B

Please see Appendix Blink for further discussion of Esri Tapestry, an groundbreaking
geodemographic segmentation tool that classifies geographic regions into market segments based 
on socioeconomic and demographic factors.

Appendix B Link Location: https://www.ocbc.org/wp-content/uploads/2018/08/Appendix_B.pdf

Appendix C

Please see Appendix C for additional retail occupational tables

Appendix C Link Location: https://www.ocbc.org/wp-content/uploads/2018/08/Appendix_C.pdf
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