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We’ve entered uncharted territory.

Teton County’s total taxable sales have
fallen 5 percent in the past year, and 9 percent
since their all-time peak last September.  I have
monthly taxable sales data going back to 1985,
and since that time, the current drops are the
largest ever recorded, well above the previous-
record 2 percent drops experienced after the
attacks of September 11, 2001. (Graph 1)

While taxable sales is not the best
measure of the overall economy, it has two
great strengths: it’s measured and reported
monthly, and it’s reasonably accurate. 
Additionally, sales taxes are worth paying
attention to because they comprise the single
largest component of local government
revenues.  As a result, it’s worth noting that,
since it’s been at least a full generation since
local government has had to cope with a
substantive decline in sales tax revenues, there is no institutional knowledge within government on how to
address this challenging task.

What’s causing the decline?  Slumping
retail and car sales mostly, but the precise
answer depends on your temporal perspective.
(Graph 2)  

Compared to last September’s peak, with
the exception of construction (i.e. building
materials), every sales tax-generating sector of
our economy has declined.  Retail, lodging,
restaurants, car sales, and the grab bag that is
“all other” have all struggled during the past nine
months, with car sales (down 25 percent since
September), retail (11 percent), and lodging (9
percent) experiencing the biggest drops.

Change the time frame to a year ago,
and the picture changes somewhat.  Once
again, construction-related taxable sales are
way up, and both car sales and retail are sharply
down.  However, the remaining categories – lodging, restaurants, and all other – are down only a point or
three from a year ago.  This suggests that last summer's tourists spent money on lodging and food, but didn’t
buy high-end retail goods the way they once had.

Change the time frame to two years ago, and once again the picture changes.  Today, total taxable
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sales are about where they were in 2007, and compared to then, only retail and automobile sales are down. 
Unfortunately, though, because these two basket cases account for around 40 percent of all taxable sales,
their woes are proving to be a significant drag on the taxable portion of our economy.

Looking ahead, three things seem likely.  First, this summer is shaping up to be similar to last, with
adequate visitor numbers, tepid expenditures on lodging and food, and noticeably reduced purchases of
other taxable goods (non-taxable experiences such as float trips will likely do okay; taxable souvenirs of
those experiences will likely not).  As a result, the retailers who do best will be those nimble or foresighted
enough to provide essentials and lower-end goods, making this summer more like those of a few decades
ago – think Ma and Pa and the 2.5 kids in the station wagon buying rubber tomahawks rather than upscale
visitors buying upscale goods.  Quick conclusion?  The Round Up is shutting its doors at exactly the wrong
time.

Second, if automobile and retail woes continue for another year or two, we’ll see an even steeper
decline in taxable sales as current construction projects wind down without others to take their place.  As
noted, construction has been the only taxable sales bright spot, and while it doesn’t provide a ton of tax
revenues, some growth is still better than none.

Third, if our retail woes continue, we’ll start seeing a game of chicken take place between commercial
landlords and their tenants, both retailers and office renters alike.  Here’s how it will play out.  

For starters, as retailers continue to struggle, they’ll try to re-negotiate rents with their landlords,
something only those landlords who have owned their buildings for a long time will be able to do successfully. 
For those who have bought or built commercial properties in the past few years, the story will be very
different, for it’s likely they need fairly high rents in order to make their cash flow work.  Hence, they’ll hold out
as long as they can before succumbing to lower rents.

Ultimately, supply and demand will force that lowering upon them.  Before that happens, though, more
and more retailers will close their doors, leading to an increase in the supply of retail space.  (Ditto with
businesses needing office space.)  As demand shrinks and supply grows, landlords will feel increasingly
anxious about keeping their spaces full.  This, of course, will only produce further-declining rents, jacking
landlords’ anxiety even higher.

One consequence of all this will be a different mix of retailers and other businesses in many buildings,
particularly newer buildings and those in desirable locations such as around the Square.  Another will be an
overall de-leveraging of the commercial property sector.  When that happens, many landlords’ balance
sheets will crumble, leading in turn to a good deal of turnover in commercial property ownership.  Eventually
the situation will straighten out, but before it does, it’s likely to be ugly for a while.

On the positive side, all this turmoil will create great opportunities for those enterprising enough to put
together vulture capital funds targeting distressed commercial properties.  Ditto with residential properties,
particularly high-end spec homes (e.g. there are currently 16 Jackson Hole homes listed at $10 million or
more.  During the past year, no more than 2 have sold at that price, suggesting an 8 year supply.  That’s a
long time for a developer to carry a project).

Provided such vulture funds have a sufficiently long-term time horizon, they should do very well, for
macro socio-economic trends argue that Jackson Hole will continue to enjoy far more demand than supply. 
As a result, barring a complete collapse of the world’s hydrocarbon-based transportation economy, I’m very
bullish on Jackson Hole’s long-term economic prospects.  However, the next few years will likely be
tumultuous ones for Jackson Hole’s economy, making short-term risks higher than most local property
investors and lenders have been used to.
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One final note.  Because we are in uncharted territory, at a minimum we should be questioning our
conventional thinking about the local economy.  As we do, I hope we can finally move beyond the accepted
wisdom that tourism drives our economy – the fact is, it doesn’t.

Is tourism important to our local
economy?  Absolutely, especially to those
whose livelihoods are directly dependent on
tourism.  But as Graph 3 suggests, while local
tourism has been stagnant since the early
1990s, the local economy has boomed.  Since a
stagnant economic engine cannot produce a
rapidly-growing economy, the answer must lie
elsewhere.  As we look for such answers,
clinging to faulty beliefs about tourism’s
importance will make it that much harder for us
to work out of our current malaise.

So what is driving our economy?  To the
extent that taxable sales is a good economic
indicator, the data provide a clue.  A one-to-two
month lag separates when a taxable sale is
made and when it is reported by the state.  As a
result, that taxable sales peaked with last
September’s report suggests sales were strong through August, then began falling off in September. 
Perhaps it’s just a coincidence, but September 15, 2008 is the day that Lehman Brothers collapsed,
beginning the near-meltdown of the world’s financial industry.  Since then, neither that industry nor our local
economy has been the same.

At the end of the day, the key to Teton County’s economy is a bundle of qualities perhaps best
labeled “lifestyle.”  Some of us are lucky enough to enjoy that lifestyle year-round; others experience it for a
few days or weeks when they vacation here.  Jackson Hole’s lifestyle is grounded in our extraordinary natural
resources, and ripples out from there to include the many tourism-based amenities which complement those
resources.  But too often, narrow interests try to convince us that, rather than just economic window dressing,
those amenities are as important as the foundation itself.  They’re not, and we’ll be doing ourselves and
future generations a huge disservice if, as we try to cope with the current economic storm, we lose sight of
this most fundamental of facts.
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