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I. Introduction


On December 14, 2017, the Committee on Economic Development, chaired by Council Member Daniel R. Garodnick, will hold an oversight hearing entitled, “Economic Impact of Vacant Storefronts.” The Committee seeks to hear testimony from the New York City Department of Small Business Services, the Department of Finance, Manhattan Borough President Gail Brewer, industry representatives, and interested members of the public.
II. Background

Addressing the prevalence of vacant storefronts is an ongoing challenge for New York City neighborhoods. In the last several years more city storefronts have appeared vacant and many are remaining vacant for longer periods of time. When retail stores and restaurants close, employees lose their jobs, landlords lose tenants, and neighborhoods experience diminished vitality and quality of life. 


Rising rents and the growing e-commerce market are consistently identified as the primary contributors to storefront vacancies.
 While vacant storefronts certainly plague all boroughs, the problem is particularly notable in Manhattan, with the extent varying by neighborhood. Vacancies rates have dropped in Brooklyn, the Bronx and Queens since 2013, but have been climbing in Manhattan since 2012.
 From 2012 to the first quarter of 2017, Manhattan’s vacancy rates rose from 2.1 percent to 4.2 percent. While this borough-wide rate still falls within a healthy vacancy range – considered to be around 5 percent or less – there are areas of the borough that are seeing up to 20 percent vacancy, such as along Broadway in SoHo (20% vacant) and on Columbus Ave. in the Upper West Side (14% vacant).
  In June, a report by Manhattan Borough President Gale Brewer found that there were nearly 200 vacant storefronts along Broadway, with Morningside Heights exhibiting the most vacancies.
 

These problems are documented extensively on the website “Vacant New York,” which is an ongoing project mapping Manhattan’s shuttered storefronts.
 A similar site, “Vanishing New York” laments the loss of neighborhood institutions and their replacement by chain restaurants or retail.
 These ongoing reports underline the crisis that unsustainable rents and competition with online shopping are having on small businesses and the local retail sector.
III. High-Rent Blight

Small businesses in the city have been particularly impacted by rising rents, resulting in an increasing number of vacant storefronts.
 This “high-rent blight” is becoming increasingly prevalent as more neighborhood staples begin to shutter due to significant rent increases.
 Cafe Angelique in the West Village closed in 2014 when its rent increased from $16,000 to $42,000 per month.
 In SoHo, the popular Pearl River Mart decided to close in 2016 when they learned their rent would spike nearly fivefold, from over $100,000 to $500,000 per month.
 The business eventually reopened at a smaller storefront in TriBeCa. Meanwhile, Avignone Chemists on Bleecker Street closed in 2015 when its rent was tripled. The small business pharmacy had been at the location since 1929, and has since been replaced by a salad chain restaurant.
 It is common to find small businesses replaced by chains, which are generally better positioned to pay higher rents. 

IV. E-Commerce Impacting Brick-and-Mortar Stores
Across New York’s retail sector, small businesses and chain stores alike are grappling with the growth of the online market and the significant impact it has had on the viability of brick-and-mortar retail storefronts.
 Many large retail chains will hesitate before opening in New York City due to the high cost of rent and competition from online sales.
 Now even deep-pocketed national brands find themselves unwilling to risk opening in the city when e-commerce may be a more effective way to maximize profits.

When retailers decide that keeping brick-and-mortar locations open is no longer profitable, local employees lose their jobs to outsourced lower-wage e-commerce and logistics companies, often with only a fraction of the workforce.
 According to a recent study this summer by the New York Times, e-commerce as an industry has gained roughly 178,000 jobs in the last fifteen years, while department stores have cut nearly 500,000 local retail jobs.
  While these numbers are not specific to New York City, they reflect the larger trend towards e-commerce nationally. 

Earlier this year Macy’s announced it was closing 63 stores nationwide and cutting 10,000 jobs, including 17% of its executives and managerial staff.
 This is just one example of a major retailer closing its stores and laying off its workforce, and New York City’s stores are often the first to close due to the significant retail instability caused by so-called “high-rent blight.”
 

V. Commercial Rent Tax and Other Policy Interventions
Since 1963 many businesses in Manhattan below 96th Street have been subject to the Commercial Rent Tax (“CRT”), an effective 3.9% assessment on the rent paid by commercial tenants to increase city revenues in line with the rising rents of commercial properties in Manhattan.
 The initial 1963 CRT imposed a tax on base rent on persons “carrying on or exercising any trade, business, profession, vocation or commercial activity, measured by the rent paid for the use or occupancy of such premises.”
 This originally applied to businesses paying $150,000 or more a year in rent, but was amended to a $250,000 threshold of base rent in 2001, and includes several exemptions for various types of businesses.
 

In November 2017, the City Council passed Int. No. 799-B, which would establish a Small Business Tax Credit (“SBTC”) against the CRT.
 This credit would exempt businesses from the CRT if they earn $5 million or less per year and pay less than $500,000 in rent, with a sliding scale credit for businesses with incomes up to $10 million and who pay less than $550,000 a year in rent.
 The SBTC will become available beginning July 1, 2018.
 
While the SBTC is certainly one positive step towards alleviating the high cost of rent contributing to vacant storefronts, other contributing factors are still at play. Most commercial leases are long-term – often ten years or more – and many landlords prefer to wait for area rents to increase before committing their real estate to long-term leases with relatively fixed terms.  If these landlords have deep-pockets and large property portfolios, it may make more financial sense to claim a tax loss on vacant property than to rent at a non-optimal value.
 

In addition to the CRT, several elected officials have proposed a number of alternative policy recommendations to address vacant storefronts in the city. In the City Council, Int. No. 0402-2014, also known as the Small Business Jobs Survival Act was reintroduced this session and is intended to grant several new rights to commercial tenants.
 Manhattan Borough President Gail Brewer has suggested legislation that would penalize landlords that have storefront vacancy for excessive amounts of time.
 In addition, New York State Senator Brad Hoylman highlights a number of recommendations in his report on high-rent blight.
 These include the creation of a New York City Legacy Business Registry that would track and maintain a list of small businesses operating 30 years or more, and the creation of Formula Retail Zoning Restrictions, which would enable the City to impose limits on national chain storefronts.

VI. Conclusion

At this hearing the committee will discuss the ongoing efforts being made by the state and local governments towards reducing the number of storefront vacancies in the city, as well as what additional steps the Council can take to alleviate the high costs of rent and other factors burdening businesses in New York City. 
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