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The economy's downturn hits home with Paul Petrovich, one of the Sacramento region's most prolific retail developers. Consumers aren't spending as they once did, construction credit has tightened and retailers right now don't have much appetite for opening new stores.

It's been 11 years since Petrovich, 49, built his first retail center. Since then he's put his stamp on 30 projects totaling 4 million square feet, which he says are worth about $1.2 billion. His signature project is R Street Market in Sacramento, anchored by one of Safeway Inc.'s busiest stores.

The Bee last week sat down with Petrovich at his modest Fair Oaks offices to talk about Sacramento's retail sector from his perspective.

What does a retail developer do? How do you make money?

I buy land, find tenants, design the project to meet their needs, build it and then become the landlord.

What's the hardest part of retail development right now?

Some things never change. Timing. Finding the location. Entitling it so that it works best for the retailers while satisfying all the local concerns is always challenging. But right now financing is tough. So is finding tenants.

In the heyday when things were really going well, people who shouldn't have been developing retail were overpaying for properties and driving prices up. It was harder for me to make projects pencil out.

The amount of rent a retail tenant will pay is driven by their sales volume. That's a fixed number and they're really good at estimating it, so they know how much rent they can pay. When a developer boils it all down, construction, fees and everything else are pretty consistent – except for land costs. 
If somebody has driven that out of sight, it doesn't add up for me or the retailer to do a deal. All of a sudden you have a difficult market, even though the economy is good.

I actually do better in a slight downturn, but if a downturn continues for too long, no one can survive.

How would you characterize the economy right now?

Everything that was being developed in a growth area, like the suburbs, is now off limits to all retailers.

What's the challenge to developing in a growing area like the suburbs?

A typical spot in, say, Roseville, there's a lot of land zoned for retail, and everybody is trying to get the same tenants and bidding against each other.

It's better to find a hole in a market that's already built out and then assemble properties that are underused. I don't have to compete with another site because there isn't one.

It's more expensive than developing on open land that might cost you $10 a square foot. The infill stuff will cost you $30.

But the retailers recognize that they'd rather be there, especially now, where the incomes are higher and the population is more dense, than to go out to the edge of development.

Q: How is the credit crunch affecting your business?

No one is immune. The banks are coming to us and saying, "Look, this isn't 2005 or 2006 anymore. We want you to pay down our loan by $2 million, $4 million. In fact, I've had to do that on three projects recently.

Developers with sound fundamentals who didn't go buy a jet or live a lavish lifestyle, who have experienced downturns and knew the good times wouldn't last forever, they have the capacity to deal with this.

But I don't care how good you are, if things don't eventually get better, there won't be many people left standing.

When are things going to turn around for retail?

Retail was the last to be affected by the downturn, and we'll probably be one of the last to feel the effects of the recovery.

It's been an interesting spring and summer. National tenants were leasing very selectively, and then they just stopped and even tried to cancel leases. Now they're coming back. We couldn't get anybody on the phone in the beginning of August, but now deals that were dropped six months ago have started moving again.

I'm too skeptical to say that's a recovery, I'm just glad to see it. But it's probably going to be 12 to 18 months before we see real stability. Anybody who says they can predict beyond that is kidding themselves and everybody else.
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