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Spending recovers as economy reopens. Stimulus and fewer busi- Retail Sales Return Ahead of Jobs

ness restrictions propelled the retail market during the past few — Retail Trade Emp. Total Retail Sales
months. As the central bank and federal government flooded the
economy with liquidity, personal income soared by $1.4 trillion in the
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Retail property fundamentals soften. In the second quarter, retail
vacancy ticked up 20 basis points to 5.2 percent while asking rents

dipped 0.5 percent to $20.39 per square foot. Although still tight by his- Fundamentals Weaken in 2Q

torical standards, the true impact of a partial economic shutdown may W Asking Rent Vacancy
notbe reflected in vacancy for several quarters. While property owners $20.60 6.0%
have been accommodative through the crisis and Paycheck Protection -
Program (PPP) loans prevented many shuttered tenants from becom- é $20.20 5.5% §
ing delinquent, the ramifications of this recession will be pronounced 2 §
in the second half of the year. Unlike during the global financial crisis % $19.80 - . I l I 5.0% E
when many retailers slowly withered over a six-quarter downturn, ;’ &
an abrupt recession will condense business failure timelines. Conse- $19.40 4.5%
quently, some retailers may be spared due to reduced competition. I I I I I
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Investment market fragmented. Single-tenant properties occu-

pied by an essential business will attract buyers, often at prices near

or above those paid prior to the recession. Investors are also search- More Price Discovery Expected in Second Half

ing for distressed assets when available. Dispersed working condi- mm ST Price MT Price
tions and uncertainty weighed on sales velocity in the early stages
of the pandemic. Although limited relief in the sales market was $350

reported in late June and early July as the extended 1031-exchange .
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deadline approached, challenges with closing deals have persisted
into the third quarter. Underwriting assets for a post-pandemic
economy is hampering decision making for buyers and sellers. Oth-
er barriers are abating, such as showing properties or obtaining fi-
nancing from banks tasked with distributing a significant share of
CARES Act funds.
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* Trailing 12-month period through second quarter
Sources: Bureau of Economic Development; Bureau of Labor Statistics;
CoStar Group, Inc.; Real Capital Analytics
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Multi-tenant properties prepare for closures. In the second
quarter, vacancy at multi-tenant assets ticked up 20 basis points
to 6.1 percent as thousands of store closures were announced.
Many of the prominent concepts were among typical mall ten-
ants, though this trend was already gathering momentum prior to
the pandemic as shoppers gravitated toward experience-based re-
tailing. The harm done to small retailers that have been closed for
an extended period should come to light in the second half of this
year. A sizable percentage of these stores are expected to perma-
nently shutter due to the health crisis. Stores located in centers
with a traffic-generating anchor or those in areas that reopened
faster are better positioned to weather the health crisis.

Neighborhood centers poised to benefit from tenant shuffle.
Anchored centers with grocers will be able to refill available space
as local economies move closer to being fully opened. Smaller con-
cepts with expiring leases that occupied space in strip centers,
particularly mid-block properties, should begin migrating to more
trafficked centers in the coming weeks. Approximately 43 percent
of the space that has been returned to the market thus far in 2020
lies in neighborhood centers, by far the largest amount among the
product types. Another motivating factor for retailers to transition
to neighborhood centers is suburbanization. Some shops will fol-
low their target demographic into the suburbs, while others may
transition to new markets across the Sunbelt that are receiving for-
mer residents of the Northeast and West Coast.

Visits Approaching Pre-Pandemic Levels

— Grocery Superstore
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Power centers outperform. The prevalence of essential retailers
in these shopping centers has kept operations among the strongest
in the market. Only 6 percent of year-to-date negative net absorp-
tion has occurred in the sector. Many of the essential retailers that
occupy power centers are reporting an increase in earnings due to
the pandemic despite a decline in foot traffic. Costco, for instance,
had a9 percent decrease in the average daily visitors in July relative
to February. At the same time, sales increased by $800 million, or 6
percent, indicating cart sizes have grown significantly. The ability to
remain open while smaller retailers shuttered, and the attractive-
ness of a one-stop trip will remain a competitive advantage through
the health crisis. Some of the market share achieved by superstores

is anticipated to be retained beyond the pandemic.

Lifestyle centers may benefit from challenges at malls. Year to
date, approximately 25 percent of newly vacant space has occurred
at malls as several prominent concepts announced closures. GNC,
Gap and Victoria’s Secret are among the retailers that will dramati-
cally shrink their footprints due to the health crisis. However, many
regional malls were already struggling to compete against more
popular lifestyle centers and super regional malls. As the market
resizes, many malls will not reopen even after getting a green light
from local authorities. Lifestyle centers, meanwhile, will attract
tenants from dead malls rather quickly as cotenancy clauses are
triggered. Vacancy at lifestyle centers may begin recovering prior
to the holiday shopping season, particularly if a medical solution is
widely available by the end of the year.

Multi-Tenant Vacancy Rising
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Essential retailers boost single-tenant sector. Many stores that
were allowed to operate during broad government shutdowns occu-
py their own buildings, supporting a perception of safety. Quick-ser-
vice restaurants, auto parts, convenience stores, home improvement
retailers and drugstores have survived and, in some cases, thrived
during the pandemic. Shuttering full-service restaurants drove din-
ers to quick-service establishments, though traffic to these locations
has also decreased due to closed dining rooms. Nonetheless, numer-
ous national chains should remain profitable, aided by drive-thru, de-
livery and carryout. Drugstores posted a 20 percent decline in visits
while earnings soared year over year as shoppers increased the size
of their receipts. Home improvement stores, particularly Lowe’s and
The Home Depot, posted gains in both visits and sales as furloughed
workers tackled household projects.

Experience-based concepts have murky outlook. Gyms, theaters
and full-service restaurants will struggle until a medical solution is
identified. Visits to gyms are down approximately 67 percent from
pre-pandemic levels and several regions of the country have kept
fitness centers closed despite opening other retailers. Gold’s Gym
and 24 Hour Fitness have both filed for bankruptcy protection and
will permanently lock the doors on dozens of locations. Few the-
aters have reopened and returning to operations as normal is un-
likely for some time after the end of the crisis. Viewing options will
be limited when projectors resume operations. Most major studios
have suspended production of movies and are releasing their cur-
rent catalogs on streaming platforms. Traffic at full-service restau-
rants has declined by an average of 38 percent between February
and July. Concepts typically not attached to malls, such as Apple-
bee’s, Chili’s and Olive Garden, have fared better than the Cheese-
cake Factory and Panera Bread.

Single-tenant will be among first investment classes to recover.
Net-leased properties are far easier to underwrite during a period
of uncertainty and will continue to attract capital. Lenders and in-
vestors should be able to reach a consensus on pricing expectations,
while low interest rates make the asset class a favorable alterna-
tive to bonds. There will be some challenges, however, as a sizable
share of these deals typically involve a 1031 exchange. Most of those
buyers come from the multifamily market, and it will take longer
for buyers, sellers and lenders to reach an agreement on valuation.
This may open the door for more traditional buyers to enter the sin-
gle-tenant sector in the second half of this year. Another challenge
is a potential change to tax law. The Democratic platform has a pro-
posal to eliminate the 1031 exchange to raise revenue.

Disparity Between Healthy Single-Tenant Concepts
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Atlanta 5.8% 30 $15.28 0.1%
Austin 4.7% 40 $22.11 1.0%
Baltimore 5.6% 40 $20.77 2.5%
Boston 3.5% 20 $20.58 -3.7%
Charlotte 4.8% 40 $17.25 -0.2%
Chicago 6.8% 30 $17.08 -0.2%
Cincinnati 4.5% - $12.12 0.0%
Cleveland 5.2% 30 $11.83 2.4%
Columbus 3.7% 20 $13.52 2.8%
Dallas/Fort Worth 6.2% 50 $17.13 -0.6%
Denver 5.3% 30 $17.74 -3.1%
Detroit 5.9% 30 $14.97 2.0%
Fort Lauderdale 4.9% 30 $23.61 -1.7%
Houston 6.5% 50 $18.18 1.8%
Indianapolis 5.3% 10) $13.50 1.4%
Jacksonville 5.0% (20) $15.46 0.0%
Kansas City 5.9% 10 $13.26 0.9%
Las Vegas 7.3% 10) $19.79 -0.7%
Los Angeles 5.3% 10 $32.14 0.2%
Miami 4.2% 10 $33.63 -2.6%
Milwaukee 4.7% - $12.63 -3.2%
Minneapolis-St. Paul 4.0% 40 $15.69 -0.3%
Nashville 3.5% - $2047 0.6%
New York City 3.7% = $63.57 -5.3%
Northern New Jersey 4.4% 20 $23.98 -1.0%
Oakland 4.3% 10 $29.63 -0.6%
Orange County 4.4% 20 $29.27 1.1%
Orlando 5.0% 10 $20.73 5.4%
Philadelphia 5.2% 10) $18.06 0.6%
Phoenix 7.9% 10 $15.84 -2.6%
Portland 4.1% 30 $19.31 -0.2%
Riverside-San Bernardino 9.0% 40 $18.54 -6.6%
Sacramento 6.7% 20 $17.98 0.8%
Salt Lake City 5.5% 30 $16.28 -1.5%
San Antonio 5.3% 20 $17.08 1.7%
San Diego 4.7% 20 $24.54 -0.6%
San Francisco 3.7% 20 $42.19 -1.6%
San Jose 3.9% 10) $35.12 -1.0%
Seattle-Tacoma 2.9% 10 $21.50 0.6%
St. Louis 4.7% 20 $13.79 1.8%
Tampa-St. Petersburg 5.0% - $17.10 1.3%
Washington, D.C. 4.9% 10 $25.97 -1.1%
West Palm Beach 5.1% 40 $24.48 2.0%
United States 5.2% 20 $20.39 -0.5%
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