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Summary
This paper is the first of a three part analysis of the economic and market conditions affecting Santa Barbara Plaza in the Crenshaw District of the City of Los Angeles.  This paper presents the analysis about the retail market analysis of the Santa Barbara Plaza relocation project that will relocate the existing merchants of the plaza to the new location at the adjacent sites, preferably the vacant Macy's space building located at the Crenshaw-Baldwin Hills Plaza.  The analysis recommends to relocating the merchants of the plaza to the first two levels of the vacant Macy's building that would generate more than over 20 years of profit of approximately $12.7 million to $14.9 million.  The analysis has been also considered the characteristics of the existing plaza's merchants who would not be overburden by the property rental rates assumed in the analysis.  At the assumed rental rates, it would be reasonable and affordable for the existing merchants to relocate to the vacant Macy's building.  However, it is needed to overlook the other possible type of retail business and market type at the new designated location.

Project Description and Site Analysis
Santa Barbara Plaza is a retail area that was developed in the post World War II years.  Over the years, retail businesses in the Plaza have been highly successful and have been able to compete in the larger regional market place by providing a variety of locally desired retail opportunities.  However, over the past 15-20 years, businesses in the Plaza have suffered economic decline in part due to competition from other more attractive and accessible retail centers (including the Baldwin Hills-Crenshaw Plaza, a regional mall, located one block east of the Plaza).

Santa Barbara Plaza is located one block west of Crenshaw Boulevard bounded by King Boulevard to the north, Marlton Avenue to east, Buckingham Avenue to the west, and Santa Rosalia Drive to the south.  Crenshaw Blvd. is developed with a variety of retail and other commercial uses (such as offices, medical facilities, public buildings, auto dealerships and other uses) in the area of the Plaza.  Crenshaw/Baldwin Hills Plaza, a major regional mall with two major department store anchors and other retail tenants, is located east of Santa Barbara Plaza at the southwest corner of Crenshaw and King boulevards (Figure 1). 

Built in the late 1940's, the Plaza consists of one-story store-fronts facing onto a central, off-street parking area.  There are approximately 237 storefronts at the present time (although, over the years, the number of stores has changed as retail floor space has been divided and/or consolidated in order to accommodate specific tenants).

The Santa Barbara Plaza is developed on 21 acres.  The existing retail stores are primarily one story buildings; a few 2-story buildings are located on the south side of the Plaza on the King Blvd. frontage.  The buildings are in various states of disrepair and neglect.  Many of the storefronts have temporary barriers to replace broken windows and/or doors.  Many of the stores have no permanent signs, but instead rely on home-made signs.  

In addition to the 213 businesses operating in the Plaza’s 237 store-fronts, 20 non-profit organizations are located in the Plaza.  Maranatha Apostolic Church is also located in the Plaza on the King Blvd. frontage. The Plaza has been devoted to retail uses for approximately 50 years.  

The primary access to the Plaza is via the area’s public streets.  Fully improved public streets bound the Plaza, with several ingress/egress points to the Plaza’s central surface parking area.  However, the streets and public sidewalks are in various conditions and states of disrepair.  Public signs to direct traffic and retail customers to the Plaza are relatively non-existent on the local public streets.

There are approximately 1,000 surface parking spaces located in the central area of the Plaza.  At the present time, the parking lot is relatively poor condition with numerous cracks in the asphalt and pot holes.  The parking area is illuminated at night by high-intensity lights from 30-40 foot tall light standards; the light standards are not attractive and contribute to giving the Plaza the appearance of an industrial or high-security area and not a customer-friendly retail center.
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Figure 1: Project Location Map
Source: http://www.thomas.com, February 1999

The Santa Barbara Plaza Relocation Project aims at relocating businesses and other establishments in the proposed Santa Barbara Plaza redevelopment area since December 1994.  Displacement of the plaza’s 38 property owners, 213 business operators, 20 nonprofit organizations and one church could begin as early as the first half of 1999 and be completed by the end of 1999.  The Santa Barbara Plaza project is the relocation of existing tenants from the Plaza to another site in immediate area.

In early January, 1999 Macy’s Department Stores announced the immediate closure of the existing store located in Baldwin Hills-Crenshaw Regional Mall.  The Macy’s is a three-level, 198,000 square feet building.  While subsequent phases of this market analysis will evaluate the potential to relocate the existing Plaza tenants to the now vacated Macy’s building, this paper specifically focuses on the potential reuse of a portion of the vacant Macy’s store for retail market used by the existing merchant of Santa Barbara Plaza.  The Macy’s building may, in fact, provide a future site for not only retail-use for merchants relocated from the Plaza but also for other uses such as housing/residential units and office space. 

Demographic Profile
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Based on the 1990 Census data, CDTech and Claritas unofficial data identifies a population of 143,662 living within a two-mile radius of the Plaza in 1990. While in 1996, population forecast estimated 136,172 persons living within the two-mile study area, and a 2001 forecast estimated 132,445 persons within the area.  Comparing to the larger surrounding area, which is the Crenshaw District of Los Angeles, the heart of Los Angeles County’s African-American population, while in 1990, they were 69% of the total area’s population (see Chart 1 and 2).  

Source: CDTech and Claritas, 1998

In 1990, per capita income and the average household income for the study area was considerably lower than those of the LA County (see Chart 3).   In residential tenure, comparing to LA county's profile, the study area has a lower owner and higher portion of renters than those of LA county (see Chart 4).
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 Sumber: CDTech and Claritas, July 1998
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With regards to the survey results on merchant profile, there are some characteristics that need to be carefully considered in the process of relocation of businesses to the new business location, preferably to the adjacent vacant space at the Macy's in Crenshaw-Baldwin Hills Mall building.  The following charts represent such profiles of the existing merchants of the Santa Barbara Plaza.

Sumber: CDTech, Survey on Merchant Profile, July 1998

Market Analysis
Primary and Secondary Markets
With regards to the historical aspect of the plaza, it has been devoted to retail uses for approximately 50 years.  The existing Plaza businesses provide a plethora of goods and services to area residents.  Some of the retail uses in the Plaza include: restaurants; beauty salons and beauty product suppliers; barber shops; clothing suppliers; laundromats; and dry cleaners.  Other tenants provide social and health care services.

A majority of the land uses within the two-mile radius surrounding Santa Barbara Plaza are either single or multi-family residential.  Although minimal, industrial land uses are present in the area along the Exposition Blvd. railroad right of way, west of Crenshaw Blvd.  Retail and commercial land uses dominate the major north‑south and east‑west corridors.  With the exception of the Baldwin Hills/Crenshaw Plaza, most of the retail activity in the area takes place along these corridors. The major north‑south and east‑west commercial corridors are the following: (a) North‑South Commercial Corridors: Western Avenue, Crenshaw Blvd., La Brea Avenue; (b) East‑West Commercial Corridors: Jefferson Blvd., Exposition Blvd., Slauson Avenue, Vernon Avenue, and Martin Luther King, Jr. Blvd.

The collective success of the study area’s retail activity is marginal at best.  The demand for goods and services in the area far exceeds the supply.  Furthermore, studies have clearly shown that the study area experiences some retail leakage.  In other words, money spent on certain retail goods is spent outside the study area.  Many of the residents in the study area, particularly those in Baldwin Hills, View Park, and Windsor Hills, frequent regional shopping malls such as the Beverly Center and Westside Pavilion rather than the Baldwin Hills/Crenshaw Plaza.  The purchasing of goods and services outside of the study area is most often attributed to the desire for increased consumer choices and the perceived lack of quality goods and services offered within the area.

Existing and Planned Supply and Competitive Analysis

According to the economic development figures of the Los Angeles City's 8th District, there are several completed and pipeline projects that have been developed since the past five years.  Most of the projects in the Los Angeles City's 8th District represent commercial/retail/mixed use properties, such as plazas, neighborhood markets, supermarkets, store warehouses, restaurants, neighbor retail facilities and community centers. 

Many of the retail spaces along Western Avenue and Martin Luther King, Jr. Blvd. are reminiscent of the bygone era of thriving neighborhood serving retail uses.  The proliferation of regional shopping malls and mini-malls throughout Southern California has resulted in adverse impacts to the older, family‑owned businesses, such as those along Western Avenue.  In addition, large warehouse type retailers, such as, Home Depot, Office Depot, Staples, and Smart & Final, have lured a large portion of the market due to lower prices and bulk packaging.  The franchises that do exist in the study area are mostly fast‑food establishments.

Comparing to the other completed and pipelines property projects located in the City's 8th District, the Santa Barbara Plaza project presents the biggest project area and the most expensive investment as well.    It will develop 21-acre community shopping center that needs approximately $57 million investment.   It also predicted to absorb more than 200 permanent jobs.  It surpasses other completed and pipelines properties in the district, which have average development area and property investment much less than the Santa Barbara Plaza Project. The approximately coverage area of the projects are 6,000 to 60,000 square feet, and property investment range between $0.3 million to $20 million.

Demand Analysis

With regards to the Santa Barbara Plaza merchant's profile, from the Chart 7 above, it might be summarized that most of the merchants would like to move out from the existing plaza to the new prospective location.  Although when the merchant survey was conducted the Macy's department store at Crenshaw-Baldwin Hills Plaza was still operating, to some extend, most of the merchants presumably would like to move to the much better place for their displacing businesses.

Having mentioned that the vacant space of the Macy's building is about 198,000 square feet, there are possible problems need to be carefully considered to relocating the existing plaza's merchants to the vacant space.   The first possible problem is the big gap between available space at the vacant Macy's and the space needed by the displacing businesses.  Assuming that 55% of the merchants agree to move to the vacant Macy's building, there is not sufficient space to accommodate their displacing businesses.   The existing businesses at the plaza occupy store area that ranges between 35 to 6,000 square feet, with the average store space of 1,400 square feet.   The second possible problem is the big gap of the leasing rate between the existing plaza's rate and the Crenshaw-Baldwin Hills' leasing rate.  

Assuming the leasing rate of the Crenshaw-Baldwin Hill Plaza corresponds to the market price of $18.60 per square feet per year (or $1.54 per square feet per month), it is still much higher than the average leasing rate of the Santa Barbara Plaza's of $0.56 per square feet per month.  Further, the leasing terms of the Crenshaw-Baldwin Hills Plaza needs to accommodating the Santa Barbara Plaza's leasing term which has three different leasing terms: monthly, annually, and multi-yearly.

By considering such possible problems in relocating the plaza's existing businesses to the vacant space of Macy's, the following assumptions need to be considerably taken into account, especially with respects to the general characteristics of the existing merchants of the Santa Barbara Plaza.

Assumptions for relocation to former Macy's building
Rents
Assuming that 50% of the Santa Barbara Plaza's merchants preferably will relocate their businesses from the existing plaza to the adjacent vacant Macy's space building at the Crenshaw-Baldwin Hills Plaza, such available space at the Macy's need to be adjusted and modified to accommodate the businesses' space requirements. Further, this is also very important to carefully consider the various characteristics of the plaza's existing merchants, not only with regards to the space availability but also the reliable leasing rate of space at the ex-Macy's building.

The existing Macy’s department store is approximately 198,000 square feet on three floors, with each floor approximately 66,000 square feet.  By considering the various type of businesses of the existing plaza's merchants, which range from various commercial-type of business to social and community oriented organizations, the allocation of the available vacant space of ex-Macy's need to be considerably split into commercial uses and other-than-commercial uses such as residential uses.  

Given that the accessibility of first two floors of the store can be easily accessed from the first two level of Baldwin Hills/Crenshaw Regional Mall, these two floors may be more appropriately converted to either community commercial uses and/or office space.  The first two floors of the ex-Macy's store may be suitable for the relocating businesses of the Santa Barbara Plaza merchants.  While the third level of the store is only accessible from the interior of the department store, it may need new additional access to be suitable for conversion to other-than-commercial uses, such as community and residential uses.

Conversion of the first two floors of the ex-Macy's store to relocating businesses uses of the old plaza would require minimum interior reconstruction to accommodating required single-store system and other necessary structural improvements. Reconstruction cost for the first two floors of 132,000 square feet is estimated to be $75 per square feet.

Assuming that approximately 32% of the floor (or 42,240 square feet) will need to be dedicated to common areas such as halls, stairs, elevators, storage, utilities, etc., the remaining about 90,000 square feet on the first and second floor could be converted to the relocating businesses of the old plaza.  In estimating the required space for the relocating businesses from the old plaza, another assumption that about 50% of the plaza's merchants will relocate their businesses to the new location. It will accommodate about 100 displacing business owners with more than 140,000 square feet needed space (assuming that the average store size is 1,400 square feet). By considering that the maximum available space is approximately 85,800 square feet, it means that the store size needs to be grouped into three different sizes.   It is assumed that the biggest store size would be 2,400 square feet, the medium size would be 1,200 square feet, and the smalest one would be 600 square feet.

Given that 100 businesses will be relocated to the vacant space, the most possible number of each type of store size may be relocated to the ex-Macy's space are as follows: 70 units of the small size (assuming that the majority of the merchants are mix-commercial businesses), 20 units of the medium size and 10 units of the large size.  For purposes of this initial analysis, it is assumed that the first and second floor would be developed with 70 small-store units (or 42,000 square feet, total), 20 medium-size units (or 24,000 square feet) and 10 large-size units (or 24,000 square feet).  Allocating the assumed construction cost to each unit, the cost to develop each unit is $75 per square feet, the total construction cost would be $6,750,000, plus an additional 20% for costs associated with construction common areas, and exterior improvements for a total estimated construction cost of $8,100,000.00

For purposes of analysis, these 100 units would have monthly rents of $600 for the small-size units, $800 for the medium-size units and $1,000 for the large-size units. One main reason to estimate possible monthly rent is from the survey result conducted by CDTech, that prooves that the average monthly rent at the Santa Barbara Plaza is $780.  From attachment, annual rental income of the small-size units would generate $504,000, medium-size units would generate $192,000, and large-size units would generate $120,000.  Total annual rental income for the commercial uses of the store would be $816,000.

Assuming that an annual increase would be 2.5%, over a 20-year period (240 months), the total cummulative rental income would be $20.84 million. With an assumption that an annual increase 3%, total rental income would be $21.93 million, and the total rental income would be $23.07 million assuming an annual rental increase of 3.5% (see attachment).

Given that the total project construction costs, as indicated in the attachment, would be $8,100,000, the rental income in every possible annual rental increase would be surpass estimated project construction costs.

Absorption
Considering the willingness of the old plaza's merchants to relocating their business to the new prospective location, it may be presumably estimated that the absorption should be very strong for moving into the vacant space at the ex-Macy's store.  It is assumed that the 100 units considered for the first and second floor of the ex-Macy’s store could be occupied immediately upon completion of the units.

Understanding that most of the merchants of the Santa Barbara Plaza already have their captive market and customers, plus the anchors of the Crenshaw-Baldwin Hills Plaza for their better expansion market, it is assumed that relocation of businesses to the new plaza would be very attractive for them, instead of moving out to the farther available locations.

Nevertheless, the available space at the ex-Macy's store is much smaller than their existing store at the Santa Barbara Plaza.  Therefore, by assuming that more than 50% of the Santa Barbara Plaza merchants would relocate their businesses to the ex-Macy's building, which need more spacious and bigger space, there is another alternative to be carefully considered by reusing the existing layout and structure of the former Macy's to be a swap meet market or festival market-type. However, it has to be carefully understood that the existing stores at the Crenshaw-Baldwin Hills Plaza has their own captive markets and customers, including their occasional festive retail market activities.

Vacancies
By considering that the available space at the ex-Macy's is much smaller that the old plaza, it is assumed that the units would be immediately 100% occupied. The estimated rental income exhibited in attachment #2 assumes 100% occupancy of the 100 units of all size of commercial space at the current vacant space.

However, the possible competition between the relocating businesses and the existing business activities at the Crenshaw Plaza needs to be carefully considered, especially with regards to the operating big department store such as SEARS and Robinson-May.  Therefore, the alternative of business and marketing type has to be decided before they move into the new business location.  For example, if one alternative proposes an open swap meet type of market or a festival market in the first and second floor of the ex-Macy's, the space requirement would be less and could be reallocated for more relocating merchants or other interested tenants.

Conclusion - Development Alternatives
The relocation of the Santa Barbara Plaza merchants to the first two floors of the Macy’s building at the Crenshaw-Baldwin Hill Plaza would generate over 20 years a profit of approximately $12.7 million to $14.9 million (exclusive of land costs).   By considering the various type of business of the Santa Barbara Plaza merchants, there is three type of store-size to be developed in the former Macy's department store.

In line with the immediate plan to relocate the existing business owners of the Santa Barbara Plaza, it is required to have such a preliminary and further observation in reusing the vacant space of the former Macy's department store of the Crenshaw Plaza.  The possible type of retail business and market would be developed in the available two-story commercial space are the similar type of the existing retail marketing (single store-type) or may be remodeled to be the retail swapmeet-type or festival-type retail market.  Such retail concepts need to be carefully observed and planned to meet the overall needs of the relocating business owners, as well as the Crenshaw Plaza's objectives to market the current vacant space.

Further and more detail observation should be conducted to meet the compromised plan between the Santa Barbara Plaza Project's responsible agency, i.e. the Los Angeles CRA and the Macy's owner or the management of the Crenshaw-Baldwin Hill Plaza. The above preliminary market analysis still needs to be examined and carefully observed, particularly with regards to the real need of the market at the both sides, supply side and demand side.
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Figure 2. Type of Businesses
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Figure 3. Relocation Priorities
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Chart 1. 1996 Population Characteristics of Study Area
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Chart 1. 1996 Population Characteristics of Study Area




