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Nationally, the retail market remains stable but by many
indications the peak of the cycle is over as growth starts
to stall if not retract. Annual rent growth, store expansion
and absorption are all down this quarter according to
CoStar national data. Large department stores continue
to close or significantly downsize their footprint. This
has had a larger impact on low quality retail and poorly
positioned properties. E-commerce, led by Amazon’s rapid
growth across the nation is challenging the way traditional
brick and mortar stores do business. E-commerce has
been a threat to retailers for years now and yet many
companies are still struggling to adapt leading to further
store closings. But despite the continued stories of a retail
apocalypse in the news, the overall market remains healthy
even in a rapidly changing marketplace.
It is worth highlighting one retailer that been very adept at
adjusting its strategy to changing consumer preferences
and market conditions. Bonobo’s is a men’s clothing
retailer that started as an online clothing company and
has moved to open physical stores around the country.
The company’s unique approach to retailing caught the
attention of Wal-Mart, which purchased the Bonobo’s for
$310 million dollars earlier this year. Bonobos just recently
opened up a Portland location in downtown in the third
quarter. Their 1,292 square feet Portland location is hardly
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a large footprint for a national retailer but the company’s innovative approach allows
them to operate in such a small footprint. Their physical stores are called Guideshopes.
Customers come in to try clothing items but do not leave with any merchandise. Any
purchases they make in store are shipped directly to the customer from a nearby
distribution facility. This allows Bonobos to maintain a large variety of showroom samples
for customers to try on, but keeps their overall inventory low. This strategy greatly reduces
a store’s overhead by allowing them to occupy far fewer square feet than if they followed
the traditional retail model and kept inventory on hand.
In addition to Bonobo’s, other retail companies that started online are now finding the
need to open brick and mortar stores. Companies following this trend include Amazon,
Warby Parker, Suit Supply, and Indochino. Even with very quick delivery times, customers
still enjoy the opportunity to interact with and try on merchandise in addition to having a
social experience.
Locally, the Portland market is performing well. The population growth, low
unemployment and lack of new retail supply will continue to bolster our market despite
the national slowdown. The Portland market continues to draw investment attention due
to the relative affordability of Portland assets compared to major West Coast markets and
the Portland markets higher cap rates. As the retail market cools, Portland is poised to
weather the downturn well.

VACANCY

Vacancy rates climbed slightly in the third quarter, ending 200 basis points higher than in
the second quarter as 125,154 square feet of retail space was given back to the market.
The expectation is that leasing activity will pick up heading into the fourth quarter of 2017
and the overall rate is expected to remain near its current level of 4.5 percent for the
short term according to Portland CoStar data. Additionally, the lack of large speculative
deliveries will keep the vacancy rate from climbing sharply.
Table 1: Portland Retail Vacancies by Submarket, Third Quarter 2017
Submarket

Vacancy Rate

CBD

9.4%

Clark County/ Vancouver

6.3%

I-5 Corridor

6.0%

Lloyd District

7.6%

Northeast

4.7%

Northwest

3.1%

Southeast

3.8%

Southwest

3.7%

Sunset Corridor

3.1%

Total

4.3%

Source: Kidder Mathews
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VACANCY

Table 2: Portland Retail Vacancies by Product Type, Third Quarter 2017
Property Type

Vacancy Rate

Malls

3.8%

Power Centers

4.0%

Shopping Centers

7.2%

Specialty

0.0%

General Retail

2.7%

Source: Kidder Mathews

ABSORPTION AND
LEASING

At the end of the third quarter, a total of 127,154 square feet of retail space was given
back to the market. This included the closing of a 23,474 square feet Value Village off of
82nd Ave. The national retailer Gymboree has announced bankruptcy and will be closing
their two Portland area stores. Year-to-date absorption numbers are in the red, with the
market experiencing 48,773 square feet of negative absorption.
The largest retail lease of the quarter was executed by H Mart for 21,124 square feet at
the former Zupans Grocery on Belmont. This is the fourth Oregon location for H Mart,
which is an Asian grocery store. Kidder Mathews reports that the decrease in leasing
activity can be attributed to a summer slowdown and the expectation is that leasing
activity will pick up heading into the end of the year. The expectation for 2017 is that
net absorption will end up being positive, a good sign despite all of the sirens sounding
about the end of retail.
Table 3: Portland Retail Absorption, Third Quarter 2017 and YTD.
Submarket

Q3 2017 Net Absorption

YTD Net Absorption

CBD

(16,193)

(198,974)

Clark County/ Vancouver

(52,884)

(109,836)

I-5 Corridor

(801)

46,662

Lloyd District

(8,602)

(625)

Northeast

38,125

97,226

Northwest

(1,086)

(5,493)

Southeast

(52,125)

78,031

Southwest

12,898

62,692

Sunset Corridor

(46,486)

17,259

Total

(127,154)

(48,773)

Source: Kidder Mathews
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RENTAL RATES

Rental rates remained stable this quarter with an average asking rent of $19.00/NNN.
Close-in retail is pushing above $25.00/NNN on average. Looking at averages among
retail can be somewhat deceiving especially in retail. There’s a $12.34 per square foot
difference between the asking rents for malls and asking rents for neighborhood centers
according to CoStar. Rent growth in Portland has been continually growing and the near
term expectation is that rents will continue to trend upwards through the end of the year
although at a slower pace than previous quarters. Beyond that, the expectation is that
rents will soften but the lack of new supply will moderate a decrease in rates. Year over
year, rents growth has posted a very strong 5.7 percent increase according to Kidder
Mathews data.

DELIVERIES AND
CONSTRUCTION

Very little space was delivered to the market this quarter. Overall retail construction is
down compared to the historical average, which has insulated the Portland retail market
from a spike in vacancy. By the end of 2017 two build-to-suit projects will be delivered,
adding 74,000 square feet to the market. A 38,000 square feet location will be occupied
by Restoration Hardware at their new concept store at NW 23rd and Glisan. Another
36,00 square feet will be occupied by 24 Hour Fitness at their new Gladstone Crossing
location. Outside of those two projects, CoStar indicates that an additional 30,800 square
feet will be delivered at Cedar Hills Crossing before the year is out.
Longer term, there is a total of seventeen retail developments under construction, which
will bring 510,469 square feet to the market by the end of 2018. This construction activity
will put pressure on rental rates and vacancy numbers however much of the space under
construction is preleased or build-to-suite retail. Fortunately, there is not a large amount
of speculative retail space to be delivered keeping the market healthy and helping protect
it from severe shocks resulting from a national retail slowdown.
Table 4: Notable Retail Developments, Third Quarter 2017
Building/Address

Market

SF

Delivery Year

Cedar Hills Crossing North Beaverton
Community Center

128,652

2018

The Dahlia

SE Outlying

56,800

2018

The Union at St.
Johns

Rivergate

80,00

2018

4339 Pacific Hwy

Yamhill County

60,000

2018

Source: CoStar and Kidder Mathews

Table 5: Notable Retail Sales Transactions, Third Quarter 2017
Building/
Address

RILEY HENDERSON

Buyer

Market

Price

SF

Price/SF

Jantzen Beach Kimco Realty
Super Center
Corporation

Hayden Island

$131,750,000

732,542

$180.00

Fourth Plain
Center (5
Properties)

Steve Usdan

Vancouver

21,500,000

117,143

$184.00

Walgreens

Giustina
Resources

Gresham

$5,700,000

13,737

$415

Source: CoStar and Kidder Mathews
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SALES
TRANSACTIONS

The largest transaction of the third quarter was by Kimco Realty Corporation, which
purchased the 732,542 square feet Jantzen Beach Center for $131.8 million or $180 per
square foot. The property traded at a 5.4 percent cap rate and was 96 percent occupied
at the time of sale. Cap rates continue to be low for well-positioned properties and
long-term single tenant investments. Kidder Mathews highlights the sale of a Popeye’s
restaurant at 5949 NE Martin Luther King Blvd. This property sold at a 5 percent cap rate,
which equates to $1,098 per square foot. Although 2017 has seen some very large retail
properties trade, the overall sales volume is down from the peak of 2015.
Investor sentiment for retail assets in the Portland market remains strong. The underlying
market fundamentals remain stable and construction activity is not expected to deliver
a large surplus of space to the market. Online retailing will continue to challenge the
traditional brick and mortar presence of certain retailers and the market will see fall-out
from that transition. However, well-positioned retail should have no problem succeeding
in a growing market and investors recognize the strength of the Portland market making it
an attractive location to place capital in the near and long term.
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