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One Brexit and U.S. Presidential Election later, 
international retail real estate executives once 
again gathered for the annual MAPIC in Cannes, 
France, in November to negotiate deals and talk 
about trends. And this year, it was all about price 
and experience.

Like last year, foreign retailers looking to enter the U.S. were 
discouraged from starting in New York, an argument made stronger 
by the release at the conference of Cushman & Wakefield’s “Main 
Streets Around the World,” which confirmed that Upper Fifth 
Avenue remains the most expensive retail thoroughfare globally 
at $3,000 per square foot. However, that number is slightly down 
from last year, and just edges out Hong Kong’s Causeway Bay at 
$2,878 per square foot. 

“Publicly traded apparel chains remain under immense 
pressure from Wall Street to trim the fat, and this means closing 
underperforming stores, cutting overheads and improving margins. 
This trend has particularly affected the high street and mall sectors 
in the U.S., and it will continue heading into 2017,” the report says. 
“Also noted is slowing demand from global brands looking for 
flagship space in New York; the few new entrants that there have 
been are extremely cautious in their site selection process.”

As a result, deal negotiations have been lengthy, and more 
affordable neighborhoods such as Fidi, Meatpacking and the Lower 
East Side are seeing expansion, the report adds.
 
“Despite the somewhat sluggish leasing market, Manhattan 
will be able to bear the current market challenges thanks to its 
robust underlying fundamentals. There is no market in the U.S. 
that offers the same density, income demographics or tourism 
spend. However, the next couple of years will be a time of retail 
retrenchment and reinvention in the U.S. and those challenges will 
be felt even here,” the report noted.

It’s no coincidence, then, that retail growth in the city largely is 
taking place in nontraditional neighborhoods. 

“The traditional neighborhoods are being joined by large global 
developments [such as] Hudson Yards, the World Trade Center 
and Brookfield Place, all on the west side of town,” said Meghan 
Kruger, vice president of leasing of White Plains, N.Y.-based Acadia 
Realty, the developer of CityPoint in Brooklyn.

New York may be facing additional competition from another 
global capital, London. London’s West End is extending its retail 
districts beyond the traditional Bond, Regent and Oxford Streets, 
and Covent Garden to include areas including Shoreditch, though 
Brexit may have slowed the momentum as key money dries up. 

Facebook’s new U.K. headquarters will be located close to the 
West End in Fitzrovia, adding another potential retail district, 
particularly for luxury.

“This is like Marylebone was 10 years ago,” noted Richard Leslie, 
CEO of London-based property developer Dukelease. “We’re 
seeing a shift in consumer behavior from buying products to value 
and experiences. People would rather go to Nobu than buy a 
Gucci bag.”

It wasn’t surprising, then, that so many sessions focused on dining 
and creating a comfortable experience, ideas that parallel rapidly 
changing U.S. trends. More than one speaker referred to the 
influence of Uber on retail – an online experience as someone 
orders the ride quickly becomes an offline experience when the 
car arrives. Shoppers now expect similar immediacy in shopping.  

“The retail industry is learning from the hospitality industry,” said 
Jonathan Doughty, head of EMEA Food Service Consulting at JLL, 
London. “You must treat [shoppers] as a guest. It’s not just about 
food and beverage. Where are the taxis? These are things hotels 
do.”

Also expect a blend of experiences, as more shops open cafés 
and restaurants to extend dwell time, and retail brands open 
hotels (as West Elm has announced for the U.S.) And some of 
the most interesting developments and retail experiences are now 
taking place at global airports. Singapore’s Changi continues to add 
new retail experiences, noted one panel, while the managers of 
London’s Heathrow have streamlined check-in to allow travelers 
more time to shop. Istanbul’s new airport will be the largest in 
the world when it opens in the second quarter of 2018 – and 
include a theme park, outlet mall and traditional retail both inside 
the terminal and on exterior roads. 

But don’t count New York City out, Kruger noted. Designers 
and brands are looking to side streets or downsizing their store 
prototypes to make a location affordable.

“New York has always been a mecca for fashion retail,” Kruger 
said. “International retailers feel like that have to be there.”
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We hear a lot about how residential foreclosures 
in some areas of New York State harm nearby 
neighborhoods. The owner of a house in 
foreclosure doesn’t properly maintain it, or even 
abandons it. That invites crime. It makes the 
neighborhood look bad. It drives down property 
values. It reduces real estate tax revenues. It’s an 

awful thing. Government should do something about it.

Recent legislation out of Albany makes some mortgage lenders 
responsible for maintaining these “zombie houses,” if the borrower 
has in fact abandoned them – a factual inquiry that can create 
its own issues, uncertainty and delay. If a zombie house needs 
maintenance or security, the lender must now sometimes pay for 
it. The new law also has a requirement to report these houses to 
a central registry, so the government can track them.

It all sounds like a great plan. We don’t like zombie houses. It 
must be the lenders’ fault. So let’s impose some new burdens on 
lenders.

The discussion misses the point. Residential foreclosures harm 
neighborhoods because they create uncertainty about ownership. 
The nominal owner, the defaulting borrower, has no incentive to 
maintain their property, so they let it run down and deteriorate. 
The value of the house has typically fallen below the amount due 
under the mortgage. As a practical matter the borrower’s interest 
in the house is worthless. That’s sad but true. It is one of several 
possible outcomes when a homeowner borrows a mortgage loan. 
Why would any sane borrower spend money to preserve an asset 
in which their interest in is worthless?

Likewise, mortgage lenders face uncertainty and have little 
incentive to spend money to maintain houses in foreclosure. They 
don’t know what surprises await them in the foreclosure process, 
or if the foreclosure might get derailed for technical reasons. In 
New York, they may endure a foreclosure timeline that can take 
two years or more, even if the borrower is in default and has no 
worthwhile defenses. So, except for Albany’s new law, lenders 
have no real reason to take control of these houses and prevent 
blight.

What caused such a slow foreclosure process – the indirect driver 
of the foreclosure “blight”? Answer: the State Legislature. It has 
piled on a series of protections for residential borrowers. Each 
has had the effect of further complicating and dragging out the 
foreclosure process. Every time, the Legislature ignored whatever 
procedural protections already applied, and just added more. 
And the new legislation on zombie houses added even more 
procedural protections, creating new issues and further slowing 
down foreclosures.

The Legislature also thought it would be a good idea to encourage 
borrowers and lenders to settle their differences, presumably by 
making the borrower’s mortgage less burdensome so that the 
borrower could continue to pay it. The latest legislation added 
frosting to that cake by saying that if a lender rejects a borrower’s 
proposal, the lender has to explain why. (What about the 
proposition that the loan documents obligated the borrower to 
pay the loan or lose their collateral?)

Encouragement of settlements sounds like a wonderful idea. 
In practice, once a defaulted mortgage gets into litigation, the 
borrower has probably had a number of opportunities to work 
something out, but it hasn’t happened. So the foreclosure finally 
starts and could take two years or more – all while a defaulting 
borrower continues to occupy their house without paying their 
mortgage or real estate taxes.

If the state truly wants to solve the problem of zombie houses, it 
should simplify and speed up the foreclosure process so lenders 
can quickly obtain certainty about who owns these houses. The 
borrower cannot or chooses not to pay the mortgage because 
it exceeds the value of the house. If we want to preserve 
neighborhoods and prevent blight, we should quickly move these 
troubled houses into the hands of new owners who can and will 
pay the mortgages and real estate taxes and maintain the houses. 
That’s how to preserve neighborhoods.

To achieve that goal, though, requires a rethinking of New 
York’s foreclosure process. Instead of adding more procedural 
requirements and protections for borrowers who are underwater 
and unable or unwilling to pay their obligations, and more burdens 
for lenders, we should speed up the process so houses gets 
revalued, and into the hands of new owners who can support 
them, before lack of maintenance and resulting deterioration 
destroy their values entirely. That could also mean joining the 
majority of other American states and establishing a nonjudicial 
foreclosure process. This would eliminate the extraordinary 
delays caused by the judicial system, help create quick certainty 
on ownership and take a huge step toward solving the problem of 
zombie houses.

(The author thanks Bruce Bergman for his helpful comments on 
this article. Blame only the author for any errors, omissions or 
political incorrectness.)
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