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“The sky is not falling;the weather is changing” is what Fred
Bruning stated at the CAB retail breakfast in early January
of this year.Many believe an apocalypse is coming for the
retail sector, but Mr. Bruning along with many others in the
industry just see it is a shift and a change in focus.
Last yearfor the retail sector ended on a high note.Rental
rates ticked upto $19.68 per square foot, a 2.5percentincreasefrom 2017 according toKidder Mathews.While rental
rates increased, vacancy rates decreased to threepercent,a
telling sign that the industry is moving in the right direction.Retail space accumulating upwards of 330,00square
feetwas delivered in 2018 with over 190,000square feetstill
being constructed as we move into 2019.Investors are still
purchasing retail assets in full force, with average cap rates
at 6.05percentand $216 per square foot.

Michael Lowes is an Associate Broker at Capital Pacific focusing on retail, office, and
industrial investment sales.He is currently a candidate for the Portland State University
Masters of Real Estate Development.Any opinions expressed are those of the author solely
and do not represent the opinions of any other person or entity.

ABSORPTION
For the sixth straight year retail properties in Portland saw a positive net absorption of more than
800,000 square feetas noted by Kidder Mathews.

Table 1: Submarket and
Property Type Breakdown

Table 1 shows the central business district and I-5
corridor soared in the fourth quarter based off of
their net absorption. Shopping centers are leading
the way in the product category, driven by the
large amount of inventory in the marketplace.

VACANCY
Last year displayed a continued upward trend
for the retail market. Vacancy rates continued
to drop, by 40 basis points from 2017. Portland
wide vacancy rates dropped, except for the Lloyd
District. The continued efforts to rebuild Lloyd
Center into a place of interest is still moving
forward. With the vacancy caused by Sears, the
plan is to move forward with a 14-screen Regal
Cinemas on the third floor, with retail and office
taking the first two floors. This will help fill the
box left behind by the struggling retailer.

Source: Kidder Mathews

RENTAL RATES

NOTABLE TRANSACTIONS

Rental rates are also moving in the right direction
for retail properties. Over the last three years, as
seen in Table 1, rental rates have continued to
climb at an annual rate of 2.5 percent. Portland’s
central business district continues to have the
highest rental rates, followed by the Northwest
area as this area continues to be a sought-after
destination for travelers as well as a well to do
housing market. Malls and power centers set the
pace for product type.

Gresham Station / Gresham, OR / Harsch Investment Properties /

Table 2: Year Over Year Trends

$64.5M / 7.6% / 341,952 square feet / Anchored by Best Buy and LA
Fitness
Oswego Village Center / Lake Oswego, OR / Asana Partners / $33.8M /
4.3% / 102,809 square feet / Anchored by Whole Foods
Sunset Mall / Portland, OR / First Washington Realty / $28.5M / 5.2% /
113,721 / Safeway
Source: Capital Pacific

NOTABLE SALES IN THE
RETAIL SPACE
Grocery and power centers led the way in highest
priced transactions. Per Kellen Kollmorgen’s research at Capital Pacific, 2018 topped the previous record set in 2014 for transaction volume in
these types of properties with over $745 million
in total transactions.
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WHAT TO KEEP
AN EYE ON

Sure, Amazon is disrupting the retail market, but to say that it is going to wipe
it out is just not the case. Owners and businesses are getting smart and adapting.
Big box retailers such as Sears, JC Penney, and Toys R Us have taken extreme
hits this year. Now what to do with the big boxes they leave behind or massive
vacancies at malls?
Some suggest there is a way to create useful needs from those areas. Things to
add entertainment value, and engage mall goers. Others see an inviting way to
create a multi-tenant space. All of these will come to the forefront of this coming
year as changes in the retail world continue to push forward.
Brick and mortar stores are not going anywhere. The buy online and pick up
in store strategy is coming into full swing. Shoppers are able to buy their items
online, but head into the store to pick them up—leading to easier returns for the
customers, and a chance to take advantage of further sales from products inside
the stores for the businesses.
Stores are able to rethink their spaces. Places like Bonobos have seen a change
in the way their store is run. Little to no inventory is actually kept at the store,
letting them maximize their usage in smaller spaces. Rather, customers come in
and try on a size, of possibly a different color, and order from inside the store the
actual style they want to be sent to their homes.
These are just a couple strategies that are being used currently, and there are
more to come without a doubt. This year will bring a continued shift in the retail
world. But, with companies like Amazon trying out brick and mortar locations
you can bet that the sector is not going anywhere.
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