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Retail Property Investment Outlook
The recession has undermined retail property 

fundamentals to a greater degree than at any time 

in recent history. In many parts of the country, 

store openings beyond the point of saturation 

during the property boom were both a cause and 

effect of overheated consumer spending. Fueled by 

extractions of wealth from rapidly increasing home 

equity, consumers grew their spending faster than 

their incomes up until the collapse of credit markets in 

September 2008.

In the steep labor market contraction that has 

accompanied the recession, American shoppers have 

transformed themselves into savers in an effort 

to correct household balance sheets. Household 

savings rates, which had hovered near their historic lows 

during the housing boom, spiked in May 2008 as 

households received the first stimulus checks.  In 

spite of slowing wage growth, falling house prices 

and nervousness about job security have kept savings 

rates high. Consumers’ discretionary dollars have 

been redirected to paying down debt instead of 

driving spending. In response to weaker 



consumer activity, many retailers have contracted, 

reorganized or closed their doors, outpacing the 

deterioration in office occupancy in many markets.

But not all retail centers have strained as consumers 

have grown more judicious. Increasing cost-conscious-

ness has buoyed foot traffic at value-oriented retailers 

such as Wal-Mart Stores and for necessity-oriented 

sellers such as pharmacies and grocery stores. Between 

mid-year 2008 and mid-year 2009, retail spending at 

health and personal care stores, including pharmacies, 

grew by more than 4 percent. At the other extreme, 

spending related to home investment — on items such 

as furniture, building supplies, and gardening supplies 

— has fallen by almost 15 percent. Discretionary items 

such as clothing and electronics have also borne the 

brunt of consumers’ frugality.

In the near term, investors can expect a further contrac-

tion in payrolls that will temper consumer spending 

growth. Yet consumer sentiment—a leading indicator 

of spending—has come off its lows and retail spending 

has shown early signs of stabilizing. Barring any unex-

pected shocks to the economy or consumer confidence, 

retailers should experience the first modest but 

 

sustained increases in spending activity by early 2010.

In the investment market, concerns about anemic  

demand for space and falling asset prices have manifested 

as sharply lower sales volumes and in higher levels of 

distress, particularly for unanchored retail locations. 

By August 2009, the default rate for unanchored retail 

center mortgages had climbed to 2.5 percent, sharply 

higher than at the beginning of the year. In response to 

restrained expectations for space demand, developers 

have curtailed shopping center construction. The longer 

development cycle required for mall construction 

has hindered an equivalent adjustment to slackened 

demand in that subsector.
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For investors who are prepared for a challenging operat-
ing environment, the flight of capital from retail real estate 
means limited competition for the mushrooming number 
of distressed assets available for acquisition at very favor-
able prices.  As compared to pricing at the market’s recent 
peak, pricing over the next year will afford patient, seasoned 
investors the opportunity to capture long-term cash flow 
potential at a deep discount. 

Each of the markets described in this report is unique and 
will appeal to different investors. The nation’s global mar-
kets, such as New York City, offer an earlier improvement in 
liquidity conditions and credit availability. Other markets of-
fer greater stability in local economic conditions and more 
limited long-term asset price appreciation. Some markets 
require a greater appetite for risk-taking because of uncer-
tainties in the path to recovery in the local job market. Each 
of the markets offers the opportunity to take advantage of 
carefully planned and well-executed investment strategies.

in alphabetical order
Austin, TX
Like other Texas markets, Austin is weathering the recession 
better than the majority of U.S. cities. Job losses concen-
trated in construction and manufacturing have been 
partially offset by gains in services, education and health-
care. With state government and the University of Texas 
among its major employers, Texas’ capital city suffered a 
modest rise in its unemployment rate to 7.1 percent in June 

from 4.5 percent a year earlier. Consistently ranked among 
the fastest-growing metros in the nation, Austin attracted 
400,000 new residents since July 2000, growing by 30.6% in 
the past decade and 3.8 percent in just the last year. Austin’s 
retail market has already shown signs of distress, including a 
filing for bankruptcy protection in May 2009 by the new Hill 
Country Galleria to prevent its being sold at auction while 
the developers attempt to deal with a matured, $191.8 mil-
lion construction loan. In the first seven months of 2009, the 
only local retail property to sell for more than $5 million was 
a 185,000 sq. ft. retail strip that traded for approximately $20 
million in San Marcos, south of Austin. In spite of its robust 
population growth and relatively low unemployment, the 
Austin area is seldom considered a primary target by retail 
investors. Being off the radar screen may give investors less 
competition for Austin acquisitions; good pricing relative 
to cash flow is available, while expectations for continued 
population and job growth make this market a candidate 
for long-term cash flow investment.

Dallas, TX
Department store sales in the Dallas have improved their 
positioning but consumers are cost-conscious and substi-
tuting less expensive store brands for name brands, accord-
ing to the Dallas Fed. Household formation is increasing 
as workers relocate to the Metroplex, many in search of 
jobs, and the swelling ranks of local consumers are help-
ing to sustain retail sales. For investors, this means tenants 
have a greater likelihood of meeting sales goals and lease 
obligations. Low barriers to entry are an ongoing concern 
in Dallas and construction is still introducing new space in 
the suburbs, to the tune of more than 6 million square feet 
to be added in 2009. Transaction activity remains subdued 
but did accelerate in spring and summer. More than a 
dozen large retail assets traded in the first seven months of 
the year, more by half than the next-busiest market in the 
Southwest, Houston. The largest and highest priced transac-
tion was for Highland Park Village, a 246,000 square foot 
lifestyle shopping center that sold for a reported $170 mil-
lion or $690 per square foot. As in Houston, Dallas’ energy 
sector boosted the local economy in 2008 but flagged as 
oil prices fell. Effective rents for retail space have softened 
due to concessions by landlords, but property owners have 
largely maintained rental rates. That will help to sustain 
net operating incomes once the local economy revives, an 
outcome that will be hastened if energy prices regain their 
lost ground.
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Los Angeles, CA
Retail properties in Los Angeles are holding true to form by 
performing through the recession. As in every U.S. market, 
vacancy rates are climbing and asking rents falling, but 
L.A.’s vacancy rate is expected to stay well within the single 
digits through the end of 2009. A healthy balance of supply 
and demand is due in part to slowed construction that will 
add less than 3 million square feet of space this year – small 
for this market and slightly less than the previous year’s 
new deliveries. Joblessness threatens to further curtail retail 
performance as consumers cut back on spending. In July 
2009, the metro area’s unemployment rate hit climbed to a 
painful 11.9 percent, equal to the state average. The Los 
Angeles metro area shed 172,100 jobs from July 2008 to 
July 2009. Home to one of the world’s largest seaports for 
container vessels, area employment stands ready to firm 
up when global trade picks up steam. Until that occurs, 
investors may find opportunities to enter the market at 
temporarily higher capitalization rates. While slower than in 
previous years, L.A.’s investment activity has been brisk in 
comparison to other western markets. More than a dozen 
major assets traded in the first seven months of the year 
at an average price of $417 per square foot. The largest of 
these was a 370,000 square foot mall that Vintage Capital 
Group purchased in neighboring Long Beach for approxi-
mately $50 million in July. The L.A. economy and its retail 
fundamentals, given time, are well positioned to regain their 
footing along with a resumption of regular global trade.

New York City, NY
Almost any other metropolitan area with an unemploy-
ment rate higher than its statewide average would raise 
red flags in the minds of retail real estate investors. In July, 
New York City’s unemployment rate climbed to 9.6 percent 
while the jobless rate for the rest of the state fell to 7.9 

percent. Yet the metro’s fundamentals offer several strong 
arguments for investment, ranging from very high popula-
tion densities, tourism, and areas that are underserved by 
available retail space, to the potential exit strategy that 
derives from a large concentration of foreign and domes-
tic investors in the market. Recession has soured many of 
the world’s investors on retail space, so owning space in a 
market with plenty of active buyers increases an owner’s 
chances to make a hasty sale if its required. 

Retailers have certainly lost customers as a result of the 
93,200 net jobs eliminated from New York City’s private 
sector in the year ended July 31, and declining demand for 
retail space will pressure down asking rent well into 2010. 
In the Financial District, Midtown and downtown Brooklyn, 
the reduction in area workers will compel some retailers 
to close shop and vacate their space, creating landlord 
distress and buying opportunities. Even with its employ-
ment challenges and faltering retail sales while consumers 
adjust to the recession, New York City still commands the 
highest prices for retail assets in the nation. The dozen or 
more retail properties that have traded in the city so far this 
year garnered an average sale price exceeding $1,000 per 
square foot.

Raleigh-Durham, NC
The North Carolina Research Triangle, bounded by Raleigh, 
Durham, and Chapel Hill, is amongst the fastest growing 
regions in the nation. Outpacing any of its peer markets, the 
Triangle has added more than 350,000 residents since the 
middle of 2000. In the past year alone, Raleigh’s popu
lation expanded by 4.3 percent and Durham’s grew by 
2.5 percent. The recession has not dulled the luster of this 
North Carolina hot spot for high technology, government 
services, and academia. This diverse employment base, 
which includes a significant dose of healthcare, bodes well 
for the Triangle’s long-term growth but has not protected 
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area retailers from the recession. The employment rates 
in Raleigh and Durham were 9.1 percent and 8.4 percent, 
respectively, in June 2009. While higher than a year earlier, 
the Triangle’s job market remains relatively healthy. By com-
parison, the unemployment rate has risen to 12.4 percent 
in Charlotte, a city grappling with a greater exposure to the 
financial services sector.

The immediate outlook for the sector calls for rising 
vacancy rates and falling rents, exacerbated by a construc-
tion pipeline that will introduce 1.5 million square feet of 
new space by year’s end. Numerous retailers have returned 
space to the market as well. Circuit City alone has closed 
several local stores. New construction will increase vacancy 
that is already high in the RTP/Interstate 40 submarket, and 
to a lesser degree in Cary, which lost several major retailers 
early in the year. Still, the Triangle offers excellent long-term 
cash flow potential for operators, supported by population 
growth and a well-educated, well-compensated workforce. 
Transaction volume and pricing for retail properties had 
picked up in 2007, but will remain subdued for the fore-
seeable future. The area is outside core investors’ current 
targets, affording other investors freer roam of its retail 
investment opportunities.  

Salt Lake City, UT
Rapid population growth and burgeoning household 
income earlier in the decade sparked a retail revolution 
of sorts in Salt Lake City. But the influx of national chains 
opened the door for store closures that have driven up 
vacancy rates in recent quarters. Even now, developers 
are counting on a return of earlier growth trajectories to 
fuel demand for projects in the works. There is evidence 
to support expectations for significant growth down the 
road, considering the leasing success of grocery-anchored 
retail projects that either opened in 2008 or simply in-
creased their occupancy in that year. Grocers rely less on 
discretionary spending than dry goods providers, but the 
expansion of food stores indicates that population growth 
had outpaced development. Employment levels are higher 
than average as well, with a statewide jobless rate of just 
5.7 percent in June compared with the national rate of 
9.5 percent. In the near term, however, vacancy rates are 
climbing in every submarket and a once-robust invest-
ment market has gone into hibernation. After three years of 
billion-dollar annual transaction volumes, sales tapered off 
in the first quarter of 2008. In fact, no large retail assets have 
sold in Salt Lake City since January of that year, and since 

those transactions that closed were likely initiated before 
the onset of the credit crunch, investors can assume that 
lenders have been reluctant to finance deals there. Buyers 
willing to transact on an un-leveraged basis and those able 
to obtain seller financing may find excellent opportunities 
in Utah’s capital city and the surrounding areas.

San Diego, CA
The investment story in San Diego revolves around 
constrained supply. This West Coast market experienced 
few additions of space in the past two years, with builders 
delivering roughly 500,000 square feet in all of 2008. This 
year’s pipeline will turn out less than half that amount of 
new supply. Equally important, a relatively benign job cli-
mate has enabled retailers to hang onto their leased space 
with fewer store closings and negative absorption than in 
neighboring markets. Employment losses in the county 
have been more moderate than in most other California 
metros with only 18,400 net jobs cut last year. San Diego’s 
unemployment rate rose to 10.3 percent in July 2009 from 
10.2 percent in the previous month. That exceeds the 
national jobless rate of 9.7 percent for July but pales in the 
context of California’s 12.1 percent unemployment. Retail 
vacancy started the year below 5%, although it breached 
that ceiling by the end off the second quarter and could 
reach 8 percent in 2010. Sublease offerings are gradu-
ally increasing as well but their impact on the market has 
been small. While far from an ideal balance of supply and 
demand, the market continues to outperform its peers, and 
tenants are taking advantage of softening fundamentals to 
extend their lease terms. Landlords command the highest 
rents in the Highway 56 Corridor, Beach Cities and Interstate 
5 North submarkets. Recent transactions suggest investors 
can purchase quality retail in San Diego for about $250 per 
square foot, a little more than half of the price being paid 
for similar assets in San Francisco.

San Francisco, CA
Its diverse employment base, growing academic and 
health care center, and supply constraints have not made 
San Francisco immune to the contraction in the California 
economy and to cutbacks in state funding. Unemployment 
rose sharply in 2009, surpassing 10 percent year over year. 
Job losses have hit financial services firms and high tech 
manufacturer hard, impacting consumers who generated 
a large portion of retail sales in the past. The Bay Area’s 
economy has diversified since the high tech boom and 
bust, however, and shows continued employment strength 
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in health care, education, research and development. Tour-
ism is a substantial contributor to the economy as well, 
providing economic benefits out of proportion to the mar-
ket’s size. In other words, the near-term outlook for retail 
fundamentals is more stable than headline unemployment 
rates would suggest. San Francisco’s physical constraints 
and high construction costs have held new supply in check 
and kept overall retail vacancy down to one of the lowest 
rates in the nation despite some store closings. Lease rates 
will soften going into 2010, but the combination of a well-
educated, high wage-earning workforce and low vacancy 
rates will help the market to recover quickly when consum-
er spending picks up again. San Francisco offers investors 
one of their best opportunities to acquire core assets that 
will bring an early return to healthy fundamentals, and is 
particularly suited to buyers with a relatively shorter invest-
ment horizon. In terms of both liquidity and occupancy, 
expect the Golden Gate market to recover as quickly as any 
metro in the nation.
 

Seattle, WA
Retail vacancy rates have increased slowly in Seattle since 
2007 but accelerated their climb in 2009 as several retailers 
closed up shop or filed for bankruptcy protection. While 
rental rates have dropped slightly, the combined effect 
of reduced asking rates and concessions such as free rent 
and liberal tenant improvement allowances has brought 
effective rates down more sharply. As landlords struggle 
to maintain occupancy levels in some submarkets, such 
perks are becoming standard inclusions in lease negotia-
tions. Many of Seattle’s consumers are dealing with re-
duced or lost incomes – Boeing recently slashed its ranks 
and JPMorgan Chase eliminated thousands of jobs at the 
former headquarters of Washington Mutual in downtown 
Seattle. Downsizing and business failures pushed the area 
jobless rate to 8.9 percent in July from 4.6 percent a year 
earlier. The local unemployment rate was slightly healthier 
than the statewide and national rates of 9.1 percent and 9.4 

percent, respectively. Seattle’s retail value proposition rests 

in its diverse economy, reputation as a desirable market by 

investors the world over, and its prospects for economic 

recovery. High development costs and increasing vacancy 

will reduce speculative projects going forward, but the 

market will gain approximately 2 million square feet in 

new space that is nearing completion. As in other markets, 

financing is a hindrance to investment. Indicative of the 

market’s underlying strengths, however, investors have 

been willing to commit their equity. Earlier this year, Inland 

American Real Estate Trust used all cash to buy the James 

Center grocery-anchored retail project for $22.5 million. In 

mid 2009, a joint venture of CalPERS and First Washington 

Realty Trust agreed to purchase three Seattle retail projects 

from Regency Centers and Macquarie CountryWide Trust 

for $41 million or $154 per square feet. 

Washington, DC
The U.S. capital was already among the nation’s highest-

profile investment markets. Now that national job losses 

are upsetting retail sales and demand for space, the stable 

and growing employment base in Washington D.C. puts the 

metro in a class unto itself. Construction has been adding 

approximately 4 million square feet annually to the retail 

supply, and while construction has slowed, oversupply is 

exerting pressure on rental rates. The weakness in the local 

retail market has been tempered, however, by the relative 

health of the area’s economy and job market. Through 

June 2009, the local unemployment rate increased by just 

280 basis points. The expansion of government programs 

that are part of the administration’s efforts to manage the 

economy are expected to outlast the current crisis and sup-

port employment levels for years to come. But to attribute 

the District of Columbia’s position of strength solely to 

the downturn would understate the dynamics of the local 

economy. DC’s population has grown by 11.1 percent over 

the past decade, impressive for a mature market. By com-

parison, growth in the same period measured 2.7 percent 

in Boston and 3.6 percent in New York. Indeed, Washington 

has edged out New York to become the preferred invest-

ment venue for foreign investors, according to the Associa-

tion of Foreign Investors in Real Estate. The district offers a 

target for buyers seeking core assets in a liquid market, and 

offers the additional benefit of outperforming its peers on 

the retail front. 
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