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	In a Turnabout, 
Malls Get a Lift 
From Wal-Mart

By RYAN CHITTUM and KRIS HUDSON
November 22, 2006; Page B1
Wal-Mart once kept shopping-mall owners up at night. They feared its ability to locate nearby and suck shoppers away from higher-priced department stores and from the specialty shops that bring landlords most of their income.

Now, some mall owners are rolling out the welcome mat for the retail behemoth. They see Wal-Mart Stores Inc. -- and its competitor Target Corp. -- as a replacement for the traditional department-store anchors that have been shrinking with the demise of onetime stalwarts such as Montgomery Ward and consolidation seen most recently with Federated Department Stores Inc.'s purchase of May Department Stores.

At Hanover Mall in Hanover, Mass., near Boston, general manager Ed Callahan credits Wal-Mart for boosting mall occupancy to an expected 97% next year from 78% in 2003, the year before Wal-Mart replaced a closed Ames discount department store. New retail tenants have filled empty stores, the mall's food court has been revived and a movie theater in the parking lot has expanded from six to 10 screens.

"Dramatic things happened when those guys came in," says Mr. Callahan. Wal-Mart does as much as five times the business that Ames did, boosting sales throughout the mall, including at the other three anchors, traditional mall tenants Macy's, Sears and J.C. Penney.
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The Hanover Mall in Hanover, Mass.

The Wal-Mart at Hanover Mall draws shoppers like Karen Swift, a dialysis technician from nearby Rockland. "I came to the mall because they have a Wal-Mart," Ms. Swift said on a recent weekday afternoon, after she checked out from one of the four cash registers that line Wal-Mart's exit into the mall. "It's cheaper in Wal-Mart, so I try to go there first." But she also makes her way through other parts of the mall, part of the increased traffic stimulated by the discounter's presence.

For Wal-Mart's part, the aging malls provide an avenue to a new U.S. frontier: expensive urban and dense suburban markets. In its 44 years, Wal-Mart has expanded to the point that 62.2% of the U.S. population lives within five miles of one of its stores, and 93.6% within 15 miles, according to ACNielsen. The retailer already dominates rural markets, with 45.5% of its stores in rural and semirural markets home to just 29% of the population, ACNielsen data show. Thus, as Wal-Mart increasingly seeks to expand in denser markets that often carry higher land prices and stricter zoning regulations, malls seeking revitalization offer the company a ready-made, hassle-free option.

What's more, Wal-Mart pledged in April that, as part of a multifaceted effort to burnish its image, it would open 50 stores in economically challenged neighborhoods, many of them urban, within two years.

Based in Bentonville, Ark., Wal-Mart says it has 26 stores, including two Sam's Clubs, now attached to malls, with 18 more on so-called outparcels adjacent to malls. While that is just more than 1% of its nearly 4,000 U.S. stores, it is up from almost none 10 years ago. Ten more will open in the next three years.

"As we're looking at inner-city developments, we're looking at malls," says Eric Zorn, Wal-Mart's executive vice president of real estate.

And managers at Grossmont Centre in suburban San Diego, general manager Michael Hansen says 21% of shoppers who enter its attached Wal-Mart anchor end up inside the mall. The mall had an 18% vacancy rate and sluggish sales until Wal-Mart replaced a closed Montgomery Ward's anchor. Now the vacancy rate is near zero and sales for existing tenants are up 26%.

"They didn't do what some people thought they would do, which was kill the little guys," Mr. Hansen says. "On the contrary, their sales actually increased."

Baldwin Hills Crenshaw Plaza in Compton, Calif., added a three-story Wal-Mart in 2003, replacing what had been a Macy's. Sales per square foot rose to more than $400 last year from under $300 in 2003. The company had little trouble moving into this part of Los Angeles on an already built-up parcel, a sharp contrast to its struggles to build new stores in other parts of the city.

Last year Country Club Mall in LaVale, Md., added a Wal-Mart to its roster of anchors that includes Sears and J.C. Penney and saw its occupancy jump to near 100%. Wal-Mart put a check-out stand outside the store in the mall's common-area, increasing traffic in that end of the mall by up to 15%.

At 700,000-square-foot Hanover Mall near Boston, owned by Gregory Greenfield & Associates of Atlanta, sales have jumped to $350 per square foot from $300 the year before Wal-Mart came, according to Mr. Callahan, the general manager. He has leased 21,000 square feet at market rent to an A.C. Moore Arts & Crafts Inc. store last August in space that had rented only with steep concessions or sat empty. Also new are a Dunkin' Donuts and a Subway restaurant. A Moe's Southwest Grill and a Chinese restaurant will open in the next few months.

Even the mall's outparcels have seen a big spike in leasing. In addition to Patriot Cinema's expansion, Trader Joe's specialty grocery moved in last year and Petco moved from across the street to take advantage of the increased traffic.

Mr. Callahan says the city of Hanover had no objections to Wal-Mart's arrival but insisted its entrance was "more upscale and fit with the mall's motif." Wal-Mart complied.

Wal-Mart has had to adjust to Hanover, too. "Some of the generic Wal-Mart product was not selling well, but the branded stuff was flying out the door," Mr. Callihan says. Wal-Mart, however, says all generic brands, not just its in-house brands, sold poorly, and it increased name brands in its merchandising mix.

Billy "Chip" Boyles, a Wal-Mart market manager who oversees eight stores in Massachusetts, including the one in Hanover, says Wal-Mart is pushing up mall sales "because we get that everyday customer and our competitors are going to thrive off of that....They shop Wal-Mart for everyday things and then go down to the specialty stores for the other things."

At Ritz Camera, steps away from Wal-Mart, manager Mike Adams talks about Wal-Mart's presence and its effects on shoppers: "A lot of times it stinks," he says. "If you can't find something for them or the price isn't low enough they say, 'Oh, I'll just go to Wal-Mart.' " But Mr. Adams is unimpressed with Wal-Mart's electronics department. "We have more knowledge of the products," he says. Another thing that helps: He can match Wal-Mart's prices.

There are limits to Wal-Mart's expansion into malls, retailing experts say. Landlords also have to worry about the mall's branding, because the Wal-Mart name carries political and economic connotations for many. "If you have a Nordstrom and a Saks and a Neiman, it really doesn't make sense to put in a Wal-Mart," says Greg Maloney, president of retail in the Americas for Jones Lang LaSalle Inc., a Chicago-based commercial real-estate services provider.

And Hanover Mall managers have discovered logistical problems. Shoppers push Wal-Mart carts throughout the mall, sometimes trying to bring them into smaller stores that can't accommodate them.

At Grossmont Centre, Wal-Mart's truck traffic can be a problem, says Mr. Hansen. "We like deliveries before 9:30 in the morning. They have deliveries all day long." He says Wal-Mart is working to adjust its delivery schedules to fit better with the mall.

Write to Ryan Chittum at ryan.chittum@wsj.com1 and Kris Hudson at kris.hudson@wsj.com2
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