
M THE BLACK 
RKET TO TH E 

MARKET 
What's happening in the projected $50 billion cannabis retail market 

by CRAIG GUILLOT 

A s more states move toward legalization, marijuana is quickly becoming a legitimate and viable industry. 
From the farms and labs to the countertops and backrooms of dispensaries, the retail industry is in the 
midst of a rare transition where a lucrative black-market product goes legal and mainstream. 

M a n y i n d u s t r y experts say t h a t w i t h i n a decade, 

the federal government w i l l remove m a r i j u a n a 

f r o m the list o f c o n t r o l l e d substances, at w h i c h 

p o i n t they believe there w o u l d be e x p o n e n t i a l 

g r o w t h w i t h i n a few years. 

T h e cannabis re ta i l market is already t h r i v i n g 

i n the states where i t is legal, and thousands o f 

dispensaries are m o v i n g b i l l ions o f dollars w o r t h 

o f the p r o d u c t every year. W h i l e the basic re ta i l 

principles may be the same, the ir products are 

a n y t h i n g but o r d i n a r y and come w i t h red tape, b ig 

risks and operat ional challenges. U n t i l big na t iona l 

players move i n , the i n d u s t r y is largely being dr iven 

by ambi t ious , r i s k - t a k i n g entrepreneurs and private 

investors. 

M e d i c a l mar i juana use is current ly legal in 29 

states, and recreational use is n o w legal i n A l a s k a , 

C o l o r a d o , M a i n e , Massachusetts , N e v a d a , 

O r e g o n , W a s h i n g t o n and the D i s t r i c t o f C o l u m b i a . 

W h e n C a l i f o r n i a o f f i c i a l l y legalizes recreat ional 

" a d u l t use" sales i n January 2018 , the state w i l l 

become the largest legal m a r k e t i n the w o r l d : A 

study by the U n i v e r s i t y o f C a l i f o r n i a A g r i c u l t u r a l 

Issues Center forecasts m o r e t h a n $5 b i l l i o n i n 

sales i n the state i n the f i r s t year, and a recent 

repor t f r o m M a r i j u a n a Business D a i l y estimates 

the n a t i o n a l m a r k e t w i l l g r o w t o near ly $17 b i l l i o n 

by 2 0 2 1 . 

Suppor t f o r legal izat ion is also at an a l l - t i m e 

h i g h , a n d a 2016 survey f r o m G a l l u p revealed 

t h a t 13 percent o f U.S. adults said they used i t , up 

f r o m o n l y 7 percent i n 2013 . T h e r e t a i l cannabis 

i n d u s t r y is a lready wel l -establ ished; according to 

M a r i j u a n a Business D a i l y , the average dispensary 

produces an a n n u a l revenue of $974 per square 

f o o t . 
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HYBRID SATIVA INDICA 

ou t co ou tco ou tco ou tco 

L i v W e l l En l ightened H e a l t h is one of Colorado 's 

fas tes t -growing cannabis chains w i t h 14 m e d i c a l 

a n d recreat ional store locat ions . D i a n n e B r o w n , 

L ivWel l ' s senior d i rec tor o f sales, says the c o m p a n y 

operates l ike any other retai ler , aside f r o m 

compl iance issues. L i v W e l l carries a w i d e array o f 

p r o d u c t s , markets the items and b r a n d o n l i n e a n d 

aims to serve w i t h superior customer service. 

"Just l ike any other r e t a i l business, success is 

based o n u n d e r s t a n d i n g y o u r customer , " B r o w n 

says. " W h o they are, w h a t the i r needs a n d p a i n 

p o i n t s are and h o w t o design the store to create 

a c o m f o r t a b l e and easily navigable shopping 

experience." 

T h e m a r k e t is compr ised of far m o r e t h a n 

" s m o k e a b l e " p r o d u c t : W h i l e r a w " f l o w e r " 

remains the most p o p u l a r segment, there are also 

concentrates such as w a x and edibles tha t can 

include e v e r y t h i n g f r o m baked goods and g u m m i e s 

t o pi l ls and t inc tures . B r o w n says another g r o w i n g 

category is topicals , w h i c h inc lude l o t i o n s , creams, 

b a t h products and patches. A n d even w i t h i n the 

produc ts themselves, there are hundreds o f strains 

w i t h v a r y i n g levels o f active ingredients t h a t can 

produce v a r y i n g effects. 

THE NEW CONSUMER 
T h e stereotype of cannabis users m a y tr igger 

images of hippies or slackers, but surveys indicate 

they span a range of socioeconomic classes. A 

s tudy i n the J o u r n a l o f D r u g Issues revealed the 

p r o p o r t i o n of m a r i j u a n a users w h o smoke da i ly 

has r a p i d l y g r o w n , and Gal lup's research f o u n d 

usage doesn't necessarily correlate to income or 

educat ion . 

T h e i n d u s t r y uses the t e r m " c a n n a b i s " instead 

of m a r i j u a n a , a n d b r a n d i n g o f ten focuses on 

m e d i c i n a l or posit ive benefits rather t h a n the 

idea o f g e t t i n g h i g h . Jeffrey Zucker , president o f 

cannabis investment c o m p a n y Green L i o n Partners , 

says most consumers d o n ' t f a l l in to the category o f 

" s tereotypica l stoners," a n d legal cannabis is o f t e n 

seen m o r e as a hea l th and wellness p r o d u c t . 

M a n y dispensaries a lmost l o o k l ike pharmacies . 

L i v W e l l stocks a v a r i e t y o f pipes, topica ls , edibles 

and f l o w e r s i n glass cases. D i g i t a l screens advertise 

specials a n d new of fer ings , w h i l e the retailer 's 

website lists strains w i t h c a n n a b i n o i d b r e a k d o w n s 

and customer reviews. L i v W e l l even has a rewards 

p r o g r a m . 

" W e w o r k w i t h experts f r o m numerous 

industr ies t o help us design o u r stores so t h a t they 

ensure proper customer f l o w w h i l e c rea t ing a n 

i n v i t i n g , c o m f o r t a b l e atmosphere f o r patients and 

customers f r o m a l l w a l k s of l i f e , " B r o w n says. 

Because o f its new legal status, dispensaries are 

a t t r a c t i n g n e w consumers . L i n c o l n Fish, C E O of 

s t a r t u p i n c u b a t o r O u t C o , says c u r i o s i t y w i l l dr ive 

the next wave o f consumers to seek cannabis as 

an alterative to a lcohol or some pharmaceut ica ls . 

H e believes use w i l l t r i p l e i n the next five years 

as legal izat ion removes the threat o f pena l ty a n d 

offers an o p p o r t u n i t y to buy q u a l i t y p r o d u c t s , and 

says the a b i l i t y to buy p r o d u c t i n a licensed store 

rather t h a n f r o m a black m a r k e t dealer w i l l open 

new doors for many. 
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" T h e y w a n t products t h a t are tested to k n o w 

where i t came f r o m and h o w i t was p r o d u c e d , " 

Fish says. " T h e r e are a l o t o f people s taying o u t o f 

the m a r k e t because it 's i l legal and they can't k n o w 

where it 's c o m i n g f r o m . " 

Cannabis retailers say a big p a r t o f the r e t a i l 

process is educat ing consumers about the i r 

products , the d i f ferent strains and h o w i t can 

i m p a c t users. L i v W e l l stocks at least eight d i f ferent 

strains across three tiers o f cannabis f l o w e r 

o f fer ings , as w e l l as products f r o m leading i n d u s t r y 

brands. T h e dispensary c h a i n c u r r e n t l y has m o r e 

t h a n 600 f u l l - t i m e employees; B r o w n says every 

employee undergoes t w o weeks of t r a i n i n g at 

L i v W e l l U n i v e r s i t y where they learn e v e r y t h i n g 

to excel i n the i r jobs, f r o m h o w to complete 

a c o m p l i a n t t r a n s a c t i o n to the science of the 

e n d o c a n n a b i n o i d system. 

A HIGHLY REGULATED MARKET 
I n m o s t legal states, cannabis products are 

h i g h l y regulated f r o m seed to sale i n h o w they are 

m a n u f a c t u r e d , d i s t r i b u t e d a n d sold. Retailers must 

check i d e n t i f i c a t i o n to c o n f i r m anyone w h o enters 

the i r store is age 2 1 or older. T h e y must also ensure 

a l l products are i n the s tate-mandated i n v e n t o r y 

t r a c k i n g system, m a i n t a i n updated securi ty plans 

a n d f o l l o w str ic t protoco ls o n exp i red p r o d u c t s . 

" T h e ever-increasing cost of compl iance adds 

f u r t h e r pressure to business opera t ions , " B r o w n 

says. " R e g u l a t i o n s are c h a n g i n g a lmost d a i l y at the 

state and local level . " 

W h i l e some dispensaries acquire cannabis 

f r o m f a r m s , others g r o w their o w n — B r o w n 

says plants take six m o n t h s to g r o w f r o m clone 

t o harvest , o n average. O u t C o cult ivates its o w n 

cannabis , p e r f o r m s research and development 

w i t h scientists, manufac tures in fused products and 

sells a n d dis tr ibutes at its o w n dispensary. Fish, 

w h o previously o w n e d a n u t r i t i o n a l supplement 

c o m p a n y a n d spent years se l l ing to stores, f o u n d e d 

O u t C o i n 2015 and has since g r o w n i t to be one o f 

the largest licensed producers o f medica l cannabis 

i n the southern p a r t o f C o l o r a d o . 

Fish has h i g h hopes f o r the i n d u s t r y a n d 

believes "sizeable p l a y e r s " w i l l m o v e i n s o o n , 

s h o u l d federa l r e g u l a t o r s loosen the re ins . W h e n 

t h a t h a p p e n s , he says these c o m p a n i e s w o n ' t 

s t a r t f r o m scratch b u t w i l l ins tead acqui re the 

pioneers i n the i n d u s t r y . 

Rachel W e i n g a r t e n of m a r k e t i n g and c o n s u l t i n g 

f i r m C a n n a b u z z N Y C says manufac turers a n d 

retailers w i l l need to cul t ivate the i r brands m u c h 

i n the m a n n e r t h a t a r t i san f o o d makers d o . She 

believes large n a t i o n a l players a n d l o c a l growers 

and retailers can coexist i n the marketplace . 

S imi lar to the f o o d i n d u s t r y , some consumers 

w i l l seek o u t q u a l i t y and p r e m i u m loca l ly sourced 

products w h i l e others w i l l seek out low-cos t , mass-

p r o d u c e d opt ions . "Sure, you're g o i n g to have big 

business a n d you're g o i n g to have people w h o m a k e 

i t easy and cheap," W e i n g a r t e n says. " B u t you're 

also always g o i n g to have a d e m a n d f o r t h a t local 

and c r a f t m a r k e t . " 
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CHALLENGES REMAIN 
T h e biggest challenge the i n d u s t r y faces is t h a t 

m a r i j u a n a remains a Schedule 1 d r u g under the 

federal C o n t r o l l e d Substances A c t and is i l l ega l 

under federal law. T h a t is the same category 

as h e r o i n , cocaine and L S D , m e a n i n g it has a 

h i g h p o t e n t i a l for abuse a n d n o legally accepted -

m e d i c a l use t rea tment under federal law. R e m o v a l 

f r o m Schedule 1 is the o n l y p a t h to n a t i o n w i d e 

l ega l iza t ion . 

Federal authori t ies may be abs ta in ing f r o m 

enforcement , b u t the c lassi f icat ion leads to 

a n u m b e r o f p a i n points f o r the i n d u s t r y — 

i n c l u d i n g l i m i t e d access t o t r a d i t i o n a l b a n k i n g , 

as m o s t F D I C - i n s u r e d banks w i l l n o t accept 

cash f r o m cannabis companies . Z u c k e r says 

w h i l e there are new o p t i o n s such as independent 

banks , c ryptocurrenc ies and p r e p a i d cards, most 

dispensaries are lef t to operate in cash w i t h tens o f 

thousands of dol lars o n site at any given t i m e . 

" I t ' s causing unnecessary r i sk for the companies 

a n d the ir employees by h a v i n g to h o l d large sums 

of cash and h a v i n g securi ty teams just to keep t h e m 

safe," Z u c k e r says. 

Since companies c a n n o t take o u t t r a d i t i o n a l 

business loans, the b a n k i n g issue has also l i m i t e d 

access to capi ta l for expans ion . Fish says most 

cannabis businesses are f inanced i n t e r n a l l y or 

by pr ivate investors. " T h e r e are a l o t of [pr ivate 

investors] w h o w a n t to j u m p i n t o the i n d u s t r y and 

be a p a r t o f i t , " he says. " B u t there is no such t h i n g 

as a leg i t imate b a n k l o a n . " 

Federal l a w does n o t a l l o w cannabis t o be 

t r a n s p o r t e d across state l ines. Even i n border states 

such as W a s h i n g t o n 

and O r e g o n , products 

must be cu l t iva ted and 

m a n u f a c t u r e d i n the 

state i n w h i c h they're 

sold . 

Cannabis retailers 

also face the same 

challenges t h a t m a n y 

o r d i n a r y retailers do . 

There's a g r o w i n g 

d e m a n d for p o i n t -

of-sale and i n v e n t o r y 

management systems t o 

meet the unique needs 

of the i n d u s t r y . Z u c k e r 

says m a n y companies 

are " w i n g i n g i t " w i t h 

of f - the-shel f solutions 

t h a t d o n ' t serve the i r 

i n d u s t r y — some 

dispensaries were using spa s o f t w a r e to manage 

their operat ions , he says. Green L i o n c u r r e n t l y 

has a n investment i n F l o w H u b , a c loud-based 

POS system designed specif ical ly f o r the cannabis 

i n d u s t r y w h i c h enables dispensaries to manage 

the i r i n v e n t o r y and compl iance by a u t o m a t i c a l l y 

h a n d l i n g a l l r e p o r t i n g w i t h state agencies. 

" T h e i n d u s t r y is o n the w a y there, i n terms o f 

being i n better shape on the sof tware side f r o m a 

reta i l perspective," Z u c k e r says. " A s the adult-use 

m a r k e t g r o w s , I t h i n k the companies out there w i l l 

cont inue t o i m p r o v e , and more players w i l l p o p u p . " 

L i k e m a n y i n the i n d u s t r y , he believes the balance 

is t i p p i n g so far t h a t the federal government w i l l 

have t o respond. M a n y m o r e states are cons ider ing 

legal iz ing medica l use i n the c o m i n g year, a n d 

V e r m o n t , N e w Jersey, A r i z o n a , M i c h i g a n , 

R h o d e Is land and C o n n e c t i c u t are l ike ly to p u t 

recreat ional in i t ia t ives to vote i n 2018. 

Z u c k e r feels c o n f i d e n t tha t w i t h i n the next five 

years or so, m a r i j u a n a w i l l be removed f r o m the 

l ist o f scheduled substances, at w h i c h p o i n t i t w i l l 

be d e c r i m i n a l i z e d o n a federal level a n d offer the 

r e t a i l i n d u s t r y an entire n e w category. 

" T h e g o a l is to c o n t i n u e t o get states o n 

b o a r d , a n d as we get m e d i c a l , the states 

g e n e r a l l y rea l ize t h a t there 's no r e a s o n f o r t h i s 

p r o d u c t t h a t everyone is u s i n g e v e r y w h e r e t o 

n o t be safe, r e g u l a t e d a n d t a x e d f o r a d u l t s , " 

Z u c k e r says. STOnES 

Craig Guillot is based in New Orleans and writes about 

retail, real estate, business and personal finance. Read more 

of his work at www.craigdguillot.com. 
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