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Galina Alexeenko (GA):  Hello and welcome to the 2019Q1 State of the U.S. Retail Market 

update. I’m Galina Alexeenko, Managing Director and Senior Economist from CoStar’s 

Atlanta office. 

Drew Myers (DM):  And I’m Drew Myers, Senior Consultant based in Boston with CoStar’s 

Advisory Services sector. 

GA:  Thanks so much for joining us.  

DM:  To summarize today’s content, Galina will give us some insight into the economy and 

state of the consumer, then we’ll talk through market fundamentals and rent trends, and 

spotlight subtype risks and outperformance. Finally, we’ll wrap up with an evaluation of the 

most impactful transactions in the market and some thoughts on the sector going forward. 

So Galina, how is our consumer looking? 

GA: The US consumer seems happy, willing, and able to spend. And that’s not surprising. 

The thriving US economy is creating jobs at a solid pace, incomes are growing, inflation is 

tame, and Americans are becoming wealthier. There was some nervousness on the part of 

the consumer at the turn of the year, when the federal government was shut down and the 

stock market tumbled. But the recent data showed a strong rebound in consumer spending 

from the winter lull. 

GA: Looking forward, there are many reasons to remain optimistic about the U.S. consumer. 

The main one is the labor market. Jobs are plentiful, wage growth is picking up, and more 

people want to have a job. 

GA: Over the first quarter, an average of 180,000 jobs were added per month, a bit slower 

pace than in 2018, but still a solid performance. As hiring has continued, the unemployment 

rate has fallen to below 4%. You have to go back to the 1960s to find the unemployment 

rate this low. 



 

GA: Job market fortunes are not equal across the country. The South and West are creating 

jobs at a fast pace. The Midwest and Northeast are less dynamic in terms of employment 

growth. Some regions underperform because of a weaker economic environment; some are 

simply running out of people available to work. 

GA: While the strong national economy is a tailwind for the retail industry, structural 

changes remain a big challenge. That challenge is reflected in both retail employment and 

demand for retail space. Since the end of the Great Recession, consumer spending on goods 

has increased by a third, while retail employment is up only 8 percent. 

DM: And as we think about the consumer outlook, the impact of e-commerce does eat into 

the physical retail demand potential. Consequently, retail leasing volume is slowing a bit, 

down to about 50 million SF in the 1st quarter of 2019. 

DM: However, overall volume does remain comfortably in line with earlier cycle numbers 

and above the prerecession norm. And more volume will be added as our research team 

continues to gather intel, likely boosting the Q1 numbers by another 20-30% or so.  



 

DM: It’s also worth noting that with more closures announced by apparel brands, more 

physical space becomes available to lease, and other sectors like fitness, restaurant, 

entertainment, and discounters have been picking up the slack. In fact, among the top 10 

tenants leasing the most space in 19Q1 were Planet Fitness, HomeGoods, Dollar General, 

AMC Theatres, and Ross Dress for Less. 

GA: Looking at the broader retail market, demand moderated further last quarter to the 

lowest level since mid-2012. 

 



GA: Net absorption was weak across all types of retail. It remained negative for the second 

quarter for power centers. Despite the slowdown in demand, the retail sector vacancy was 

unchanged at the start of the year at a record low level, as weak demand was matched by 

equally anaemic supply. Developers delivered less than 9 million SF in the first quarter. 

DM: Of what is being developed today, it tends to follow the demographics. This means 

more construction in markets that continue to see strong migration from those in search of 

affordability and employment.  

DM: As examples, more space is hitting the market at The Shops at Broad Street, a 400,000 

SF power center in suburban Dallas. The mixed-use project City Center at West Orange is set 

to deliver 500,000 of retail this year in Orlando. And Dania Pointe, the large-scale 

development in South Florida is delivering the first 600,000 SF now and throughout the 

year.  

DM: In general, CoStar is tracking more open-air layouts, as well as diverse roster 

compositions in new projects. Further, the incorporation of mixed-use density is becoming 

more common, and sought after by both tenants and investors. 

GA: Among major metros, Miami by far has the largest amount under construction as share 

of inventory. Jacksonville – another Florida market – ranks second, followed by San Antonio 

and San Jose.  

 

GA: Markets with the least supply are mostly those that have weaker economic 

fundamentals or already high retail saturation. 



 

GA: Despite the demand slowdown in the first quarter, our Base Case forecast calls for some 

improvement in retail real estate in the near future. We expect a small bounce-back in both 

supply and demand over the next few years. Vacancies are likely to inch higher, as supply 

just slightly outpaces demand. 

 

GA: Our forecast differs across subtypes as the retail sector continues to undergo structural 

changes. 



DM: The grocery and strip center segments remain remarkably healthy, with vacancies 

below prerecession lows, benefitting from demographic growth and a tenant base generally 

less exposed to the threat of e-commerce. 

DM: The mall and power center sectors contain the majority of tenants announcing store 

closures, which is driving up vacancies. However, CoStar excludes dead malls and space 

taking offline for repositioning. And in what we call the competitive retail sphere, 

fundamentals remain solid, particularly for A malls and well-located sites in urban areas. 

DM: It’s worth noting that in the competitive malls, non-traditional tenants are making up 

more than 50% of the leases signed for anchor spaces, an indication that these sites 

continue to maintain strong occupancy rates, although not from a different source of 

growth. As we continue in 2019, CoStar is tracking shorter-term lease lengths, as both 

landlords and retailers seek flexibility in layout composition. Look for more diverse leasing 

patterns in the big-boxes as these sectors shift roster compositions to continue driving foot 

traffic and rental revenue.  

GA: Historically low vacancies have yet to push up rent growth. While landlords are still 

raising rents, they are doing so at a slower pace. The good news is that rent growth is still 

positive and we expect rents to hold up over the forecast period. 

 

DM: Retail rent growth, however, varies significantly across markets. 

DM: And today more than at any point this cycle, demographics dictate rent growth 

outperformance. Fourteen of the top-20 metro leaders in annual rent growth are capturing 



population growth above the national average. Orlando leads all markets, followed closely 

by Tampa, Nashville and Sacramento. 

 

DM: Other market outperformers include Midwestern metros like Detroit, Kansas City, and 

Cleveland. In these instances, rents have remained affordable coming out of the recession 

and minimal new supply has supported a strong rent growth environment. 

GA: On the other hand, rents are falling in some of the expensive markets, such as New York 

and Washington. 

 



DM: But if you look back 4 or 5 years ago, the leaders and laggards were flipped, an 

indication that affordability and demographics become a primary driver of performance 

later in a cycle. 

DM: The story on the investment side is an interesting one, as investor sentiment 

surrounding e-commerce and store closures is impacting pricing and the composition of 

assets up for sale. 

DM: On the surface, little change is apparent, as CoStar’s repeat sales index shows annual 

pricing growth of 0.4% and 1st quarter investment volume came in almost exactly in line 

with the 1st quarter of 2018. Excluding the massive portfolio deals of 2018 headlined by 

Brookfield’s acquisition of GGP and Unibail-Rodamco’s purchase of Westfield, quarterly 

investment volume in the retail space has remained remarkably consistent over the past 

five years. 

 

DM: And this theme of consistency translates to the metro level as well. In fact, nine of the 

top ten markets attracting the greatest investor volume historically, finished in the top ten 

metros for volume in 19Q1. The only outliers: volume picked up in Washington D.C., 

replacing Las Vegas in the top ten for the quarter.   



 

DM: This underscores a broader trend in the marketplace today. High-quality retail 

continues to draw investor attention. And in supply-constrained, urban focused markets 

like L.A., Chicago, San Francisco, and Washington D.C., an outsized share of highly 

productive retail draws substantial interest.  

DM: Overall, cap rates have ticked up a bit of late, now averaging above 7% for the entire 

investible retail universe. But beneath the surface, the investment market gets more 

interesting, and today’s it’s a tale of stability and a tale of distress.  

 



DM: We’re picking up a growing number of high-vacancy sales and REITs continue to 

offload weaker performing assets. This activity is particularly impactful in the mall sector, 

where average cap rates have risen over the past 3 years. However, the bottom 50% of mall 

cap rates over the past 3 years, as in the lowest 50% of cap rates, still averages out to be 

below 6%, an indication that A malls remain appealing. And pricing for the best-located 

sites commands a greater premium over market today than at the peak of the previous 

cycle.  

DM: The story is similar in the non-mall space, as the share of cap rates above 10% 

continues to rise. Again, the driver here is an uptick in high-vacancy sales and a growing 

share of trades in tertiary markets. That said, we do still find retail, and all commercial real 

estate a compelling buy, right Galina? 

GA: Compared to other investment classes like the investment grade corporate bond, retail 

yields remain relatively appealing. And for well-located centers, we still see value 

appreciation and outsized rent growth in the near-term.  

DM: All told, the retail market is undoubtedly a challenging one. Store closures are at record 

highs and the pricing of the GGP deal underscores a public sector sentiment of worry. But 

the reality is that store closures are highly concentrated among a few select retailers, 

particularly those struggling to proactively pay off debt obligations. And many sectors, such 

as the experiential retailers and food-based tenants present significant leasing occupancies 

going forward. And commercial real estate density, either on site or in close proximity, 

represents a glowing opportunity for investors to unlock additional value for their retail 

portfolio.  

GA: And the optimist in me really wants to remind about the health of the US economy and 

the American consumer. Economic growth is expected to moderate only slightly from last 

year’s strong, fiscal stimulus-fuelled pace. While the effect of tax cuts is expected to fade this 

year, the end of the Federal Reserve’s rate hikes and some expected pick-up in global 

growth should support ongoing economic expansion. And that means more jobs, higher 

incomes, and consumers’ willingness to buy more. 

DM:  There’s a lot to like and lots of concern in the marketplace today. Fortunately, we’re 

here keeping a close watch on the health of the consumer, fundamentals and investment 

activity. So please tune in again next quarter as we analyze the retail market at the midpoint 

of 2019.  

GA:  From Drew and myself, thanks for watching us today. See you again soon! 

 


