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During the decade of the 1980s, the over-supply of retai
space |l owered rents, raised vacancies, and danmaged the
integrity of financial institutions as numerous devel opers and
ot her borrowers were forced into default. The spate of over-
buil ding that took place has shown clearly that errors made in
response to changing retail markets cannot be corrected easily
or quickly. The fixity of retail space, the |arge amunts of
capital required for construction or expansion, and the lags in
the retail devel opnment process all act to inhibit rapid
real | ocati ons.

This research project exam nes the propensity of
devel opers to create shopping center space. It fornulates a
nodel of shopping center investnment derived fromthe
macr oeconom ¢ investnent literature. The nodel is estinmated
usi ng shopping center and retail sales data fromthe fifty
states of the U S. and the District of Col unbia.

The nodel denonstrates that the construction of new retai

space is related to past retail sales, capital costs, and
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taxes. New construction adjusts very slowy to changes in
retail sales. Oten when new space is conpleted, sales levels
have changed and are not consistent with the newy expanded

| evel of space. The slow adjustnment process explains how the
recent glut of space was produced and why prol onged cycles are
observed in the retail industry.

The magni tude of the recent over-devel opnment is
illustrated by the "index of shopping space supply” that is
derived fromthe nodel using national data. |In 1992, the index
was at 1.22, indicating that actual space was 22 percent |arger
than the | evel desired, given the volunme of retail spending in
1992. Thus, the index suggests that real spending nust rise

substantially before additional investnment is warranted.



