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RHETORIC VS REALITY  
(PART ONE)
Quantifying the Long-Term Outlook for U.S. Mall Sales
Matthew Strotton and Matthew Peter

U.S. consumer tail wind augurs well for A and 
B grade malls
The U.S. retail sector is proving a difficult landscape to navigate as com-
peting forces jostle for dominance.  Tailwinds from a strong U.S. econ-
omy are up against the e-commerce headwind, as well as department 
store malaise and industry consolidation. This paper quantifies both 
tailwinds and headwinds across the sector, and which force is strongest. 
Our results show that despite the headwinds, a consolidated retail sector 
can look forward to robust growth over the coming 10 years.

Indeed, the consensus of professional economic forecasters is that 
U.S. consumer spending over the coming decade will outstrip its av-
erage of the preceding decade by around one percentage point each 
year. In contrast to this buoyant outlook for overall consumer spend-
ing, is a less optimistic view on the U.S. retail sector, where disrup-
tion is rife as the ongoing shift towards e-commerce, retailer bank-
ruptcies and rationalisation of department stores dominate headlines.

Current debate on the sector tends to be partial in focus, concen-
trating on single aspects of the narrative, one-at-a-time, without 
tying the disparate strands together into a complete picture. In our 
research, presented here, we draw together the macro-and sector-
specific trends that are impacting the retail sector, and specifically, 
the prospects for sales from U.S. shopping malls.

To understand the forces shaping the outlook over the next decade, 
we focus on several key questions:
• What is the outlook for the U.S. consumer?
• How fast will retail sales grow?
• How will retail sales be distributed between e-commerce and brick 

and mortar stores?
• Given the outlook for brick and mortar stores, how will U.S. shop-

ping malls perform?
• How will different quality malls fare?
• How will inline sales perform vs department store sales?

Our approach is to draw together the pieces of the U.S. mall puzzle 
in a holistic analysis (Figure 1). We apply macro and micro analysis 
to gain an overarching picture of the outlook for the sector.

Moreover, we forecast sales growth rates for U.S. shopping malls 
considering sector-specific factors, such as e-commerce penetration 
and department store vs inline sales, while ensuring that our esti-
mates are consistent with the outlook for overall consumer spending; 
both at brick and mortar stores and online.

As Figure 1 illustrates, ours is a top-down approach. We begin 
with forecasts of personal consumption, which we infer from Con-
sensus Economics data. We then decompose personal consumption 
expenditure into retail sales and all other consumption expenditure.

This is followed by a breakdown of retail sales into brick and mor-
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Even on our 
deliberately 

conservative 
assumptions, A and B 

grade shopping mall 
sales should grow at 
2.2 per cent over the 

coming 10 years.
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tar sales, and e-commerce sales. Mall sales are then split 
out from brick and mortar sales. Finally, we decompose 
mall sales into A, B and C/D grade mall sales. 

Our top-down methodology has several advantages:
• It allows us to bring together, in an integrated and con-

sistent structure, the key elements impacting mall sales 
in the U.S., including, the macroeconomic backdrop 
for overall consumer spending and key disruptors to 
retail and mall sales, such as e-commerce and the con-
traction of department stores.

• The approach ensures consistency by imposing adding up 
constraints. For example, the weighted sum of the growth 
rates in Retail Sales ex autos & gas (incl. food services) 
and All Other Personal Consumption must add up to the 
growth rate of Personal Consumption (see Figure 1).

Bringing it all together 
The backdrop for the U.S. consumer is at decade highs. 
This year and 2019, in particular, will see the U.S. con-
sumer register growth exceeding their longer-term trend.

Furthermore, strong underlying fundamentals will see 
the U.S. consumer post robust annual spending growth 
of 4.3 per cent over the coming decade, according to the 
consensus of professional forecasters and most market 
commentators, including QIC. In spite of this buoyant 
backdrop, a number of headwinds face the retail sector, 
and the mall sector in particular.

These headwinds are well known: ongoing penetration 
of e-commerce; the disruption of department stores and 
restructuring within the mall sector itself. 

Nonetheless, even allowing for very conservative as-
sumptions, including a further 60 per cent increase in 
e-commerce penetration into mall sales, zero allowance 
for malls capturing e-commerce sales from omni-chan-
nelling and the maintenance of the current unfavourable 
tenant mix throughout the forecast horizon, we find that 
the U.S. mall sector will continue to record positive sales 
growth over the coming decade of 1.7 per cent per annum.

Prospects for A and B grade malls are more encourag-
ing. By focusing only on the headwinds, commentators 
are underappreciating other influences.

For instance, the impact of headwinds can be reduced 
by around 20 per cent by avoiding lower quality malls, 
with A and B grade shopping malls less exposed to both 
e-commerce and the consolidation trend among depart-
ment stores. We expect A and B grade shopping mall 
sales to grow at 2.2 per cent per annum over the coming 
10 years (Figure 2).

Furthermore, the headwinds confronting inline store 
sales are only around half those buffeting anchor tenants, 
with many inline stores gaining market share from strug-
gling department stores. Our forecasts have inline sales 
growth at A and B grade malls growing at an average 
annual rate of 3.4 per cent over the next decade.

So, despite the raft of negative headlines around the 
challenges facing the retail sector, it is important not to 
lose sight of the many nuanced underlying drivers of mall 
sales growth.

Outlook for the U.S. consumer
The U.S. consumer is in great shape
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Figure 1. Decomposing the outlook for U.S. shopping mall sales
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Figure 2. Decomposition of U.S. shopping mall sales forecasts
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Key takeaways

•  Consumer sentiment is at its highest level since 

2000; the unemployment rate is at almost 50-year 

lows and wage growth is emerging

•  Households’ balance sheets are strong and net 

worth is now at the highest levels on record

•  Annual growth in nominal consumer spending 

is forecast to average 4.3 per cent over the next 

decade
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Excluding autos and 
gas, expenditure on 
goods is expected to 
grow 4.0 per cent over 
the next decade, only 
modestly below overall 
consumer spending.
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Table 1. Outlook for U.S. malls
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The outlook for the U.S. consumer is the strongest seen in over a 
decade. This is not just the view of Wall Street economists, but con-
sumers themselves are feeling incredibly optimistic.

In February, the Conference Board survey of consumer sentiment 
surged to its highest level since 2000 (Figure 3). It’s not hard to see 
why the consumer outlook is upbeat.

Most people who want a job can get one, with initial jobless claims 
dropping to their lowest level since 1969 in late April and the unem-
ployment rate also falling to a 48-year low of 3.8 per cent in May; both 
well below economists’ assessment of a normal rate that should prevail 
in the long-run. Further falls in the unemployment rate are also likely 
in 2018 and 2019 given the solid economic outlook (Figure 4).

Tight labour market conditions are starting to place upward 
pressure on wages. Although wage growth disappointed over 2017, 
this has reversed over recent months with signs of improving wage 
growth becoming increasingly apparent.

Annual growth in average hourly earnings is trending higher, 
rising to 2.7 per cent in the three months to March 2018. This is 
the best performance seen so far in the recovery and not too far 

below the levels that prevailed prior to the Great Recession.
The consensus view amongst economists is for a modest improve-

ment in wage growth over the next few years given a further tighten-
ing in the labour market. Our in-house forecasts for wage growth are 
broadly similar, with wage growth forecast to reach 3.2 per cent by 
the end of 2019 (Figure 5).

Other consumer fundamentals also look promising. Household 
balance sheets are in good shape, following the painful deleveraging 
cycle experienced in the aftermath of the crisis.

This is partly due to impressive equity market gains, with total 
returns on the S&P 500 up more than 30 per cent over the past two 
years, despite the bout of volatility in February and March 2018.

More important for the average American than equity price rises is 
the ongoing steady appreciation in house prices.

Prices advanced 6.5 per cent over 2017 according to the FHFA pur-
chase-only index, mirroring the gain seen in 2016. This performance 
has seen the market recover the losses experienced during the 2008/09 
crisis, with prices now more than 10 per cent above their 2007 peak.

The near-term consumer outlook received a significant boost in 
December after Congress passed the Tax Cuts and Jobs Act. Un-
der the legislation, the top individual tax rate has been lowered from 
39.6 per cent to 37 per cent, as well as lower rates/amended income 
thresholds for most remaining individual tax brackets and increased 
deductions for pass- through business income.

Based on analysis by the Joint Committee of Taxation, the tax cuts 
should lower the average tax rate on individual income by around one 
percentage point and lift the level of consumption by 0.7 per cent on 
average over 2018-2027.

Many corporations have also decided to pass a portion of the 
windfall gain received from the corporate tax rate cut (from 35 per 
cent to 21 per cent) to employees. For instance, Walmart announced 
in January that it would raise the minimum wage for its employees 
from $10 to $11 per hour.

Furthermore, the firm also decided to give some of its employees a 
one-off bonus of up to $1,000. Other companies providing bonuses 
to staff include Apple, AT&T, American Airlines, Bank of America, 
FedEx, Home Depot, Starbucks and dozens more.

All up, the Bureau of Economic Analysis has estimated $30 billion 
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Figure 4. …while the unemployment rate is at decade lows

Source: Thomson Reuters, QIC
Note: Grey shading represents QIC forecasts

Figure 5. Wage growth is starting to improve

Source: Thomson Reuters, QIC
Note: Grey shading represents QIC forecasts

Figure 3. Consumer sentiment is at decade highs…

Source: Thomson Reuters, QIC
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of one-off bonuses paid by firms in January. The impact of fiscal 
stimulus on top of an already favourable cyclical position is leading 
to a strong outlook for consumer spending.

According to a survey of professional economists conducted by 
Bloomberg, nominal consumer spending is expected to be 4.8 per cent 
in 2018, which if achieved, would be the equal best result since 2006.

While U.S. consumer spending is expected to ease from this stellar 
pace in 2019, owing to a diminishing influence from the tax cuts, the 
long-term outlook remains robust. Over the next decade, growth in 
nominal consumer spending is forecast to average a robust 4.3 per 
cent per annum (Figure 6 and Figure 7). 

Outlook for retail sales
Upbeat forecasts for goods expenditure

Consumer spending patterns have been shift for decades. In the 
1960s, half of all consumer expenditure was devoted to goods and 
the other half to services.

Today, services account for more than two-thirds of total spend-
ing, with goods less than a third. This gradual trend towards services 
is expected to persist over the next decade.

More of the consumer dollar will continue to be directed towards 
health care, education personal services and other recreational services.

However, focusing on aggregate goods spending can cloud what is 

really going on. Much of the decline in the share of goods spending 
is expected to stem from the auto sector.

Sales of new motor vehicles are expected to turn down during 
2018 following record high sales over 2015 to 2017. Pent-up demand 
caused by the recession, combined with cheap financing, led to a 
boom in auto sales over recent years.

With this rebalancing having run its course, new auto sales are 
likely to start to edge down. Projections by the U.S. Energy Informa-
tion Agency are for autos sales to drop from 17.1 million units in 2017 
to 16.6 million units in 2021, a total drop of around 3 per cent.

A glut of near-new vehicles coming off lease are also about to hit 
the consumer market. The increased supply of used vehicles should 
act to constrain prices and limit the extent of consumer spending 
devoted to autos.

To be clear, softer auto sales in coming years should not be viewed 
as a sign of consumer weakness. Rather, by needing to devote less of 
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Figure 6. Robust U.S. consumption outlook

Source: Consensus Economics, QIC.
Note: Black columns are implied Consensus Economics forecasts from their February 2018 and October 2017 surveys. Forecasts based on the sum of real consumption forecasts plus an estimate of the PCE deflator using Consensus 
CPI forecasts (we assume a CPI/PCE deflator wedge of 40bps in 2018 and a wedge of 20bps for subsequent years). 

Figure 7. Fundamental drivers of consumer spending

Source: Consensus Economics, QIC.
Note: Forecasts for employment and real consumer spending from Consensus Economics February 2018 
and October 2017 surveys. Forecast for inflation are based on Consensus CPI forecasts less 20bps in the 
long-term to account for the CPI/PCE differential. Nominal consumer spending is the sum of real consumer 
spending forecast and the PCE deflator. Real disposable income (per employee) is the residual and assumes 
an unchanged savings rate.

Key takeaways
•  Total retail sales forecasts obscure the underlying strength 

of the U.S. consumer as auto sales have been unsustainably 
strong and will naturally normalise

•  Annual growth in retail and food services sales (ex- autos and gas) 
is expected to average 4.1 per cent over the next decade, which is 
only around 20 basis points below overall consumption growth

•  Retail sales growth in 2018 and 2019 is expected to be the best 
two-year performance in over a decade
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their income towards autos, consumers will have more in their hip-
pocket to direct to other discretionary purchases.

Similarly, consumers will also benefit from relatively less spending 
on gasoline. Increased fuel efficiency is expected to see the number 
of gallons of gasoline consumed fall by an average of 2 per cent per 
annum over the next decade.

While gas prices are likely to trend modestly higher, they will re-

main well below the peak seen during 2012. Excluding autos and gas, 
expenditure on goods is expected to grow 4.0 per cent over the next 
decade, only modestly below overall consumer spending (Figure 8).

Rising wage growth, increased job security, reflecting the tight la-
bour market, and windfall gains from the recent tax cuts should help 
support spending on discretionary items. Non-durable goods (ex-
cluding gasoline) are expected to benefit the most, whereas durable 
goods spending is likely to be more impacted by the rising interest 
rate environment and more moderate growth in the housing market.

Retail sales
With consumer fundamentals so strong and the recent tax cuts 
providing substantial support to disposable income, the outlook for 
retail sales is robust. Over the next two years, nominal growth in 
retail and food services sales (ex-autos and gas) are forecast to aver-
age around a 4.7 per cent annual rate (Figure 9).

This is a marked improvement from the 3.8 per cent growth ex-
perienced on average over the past two years and would represent 
the best two-year performance since 2005-2006. Taking a longer-
term perspective, we forecast total retail and food services sales 
(excluding autos and gas) to grow by an average 4.1 per cent per 
annum over the next decade.

While the underlying retail outlook is strong, softer trends for 
the auto sector may create unintended confusion around momen-
tum in the industry. For instance, our outlook for total retail sales 
is for growth to average 2.9 per cent over the next decade, a con-
siderable slowdown from the 3.7 per cent pace seen over the past 
two years.

But as discussed earlier, this easing of momentum reflects natural 
normalisation following the unsustainably strong auto sector sales 
growth of recent years, with retail and food services sales (exclud-
ing autos and gas) momentum forecast to improve (Figure 10). fs

Part two of this paper (released the following week) will look at the com-
petition from e-commerce and other bricks and mortar retailers, as well as 
the challenging road ahead for lower quality malls and, conversely,  the 
opportunities for higher quality malls.
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Figure 9. Retail sales outlook

Source: Thomson Reuters, QIC
Note: Black columns are QIC forecasts. Data is seasonally adjusted

Figure 10. Divergent headline retail sales trends

Source: Thomson Reuters, QIC 
Note: 2018-2027 are QIC forecasts

Figure 8. Consumer spending by category

Source: FactSet, QIC
Note: 2018-2027 are QIC forecasts
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