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EDITOR’S LETTER

Reinventing retail 
Reinvention sounds positive. Surprised? 

The trouble with retail is we have become accustomed to reading gloomy headlines about big-
name stores scaling back or closing down completely. 

Marks & Spencer, House of Fraser and Debenhams, national treasures for many shoppers in 
the UK, have recently announced they are shutting branches all over the country. In the US, 
even the iconic Macy’s is cherrypicking which of its stores to keep open. Other well-known 
brand names, such as Toys R Us, are disappearing completely. 

On both sides of the Atlantic, a trip to many a suburban high street or mall can be a depressing 
experience with boarded-up store fronts and closing down signs an all too common sight. One 
wonders whether there will be any left to visit soon. Simply, we have become hardwired into 
associating retail with failure. But we are being blindsided. 

Among the negative rhetoric, there is a positive, though complex, tale. One of a sector in 
transition, modernizing and repositioning for a new age of retail involving more online shopping 
and catering to new consumer habits. This does not mean the physical store is destined for the 
morgue. In the words of Unibail-Rodamco’s CEO Christophe Cuvillier in a recent interview, 
only “boring retail is dying.” 

To survive, traditional retailers will need to think creatively about their offering and use of 
space to attract customers and investment. And there are examples throughout this report of 
many doing just that: omni-channeling, experiential shopping, pop-up stores, flexible leasing 
structures and carefully selecting locations of stores, to name a few. 

For real estate managers and institutional investors, it is more important than ever to analyze 
the underlying mega-trends and consumer behavior patterns driving the retail revolution. This 
will be key to finding assets that can deliver long-term value-add performance. Not an easy 
task, and not without risk, in a sector in the midst of change.  

Enjoy the report  

Helen Lewer
Special Projects Editor
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INDIA
APG continues India retail drive with 
$175m re-up 

The retail sector is now APG’s biggest bet in India in 
terms of total equity committed. The Dutch asset 
manager has committed $175 million in additional 
equity to Virtuous Retail South Asia, the retail platform 
set up in partnership with the emerging markets 
investment firm The Xander Group. VRSA is an Indian 
developer and operator of lifestyle shopping centers. 
Following the re-up, APG’s total equity commitment 
to VRSA now stands at around $450 million. APG is the 
majority shareholder in VRSA. 

UNITED STATES
Almanac inks $300m retail investment 

Almanac is betting on opportunistic and value-
added in its latest platform-level deal. Almanac 
Realty Investors is investing $300 million in PECO 
Real Estate Partners, a retail-focused company. Park 
City, Utah-based PREP was founded in May 2015 by 
Michael Phillips, the co-founder of real estate fund 
manager Phillips Edison. The firm invests throughout 
the US in retail and mixed-use properties that are at 
least 150,000 square feet, and in net lease properties. 
Almanac’s capital commitment will fund opportunistic 
and value-added retail real estate purchases. 
With the investment, PREP will reposition lifestyle 
centers, power centers and enclosed malls that are 
undermanaged and undercapitalized, and expand its 
net lease investments platform, which buys triple-net-
lease retail properties from non-institutional sellers.

The industry goes shopping
Retail may be under attack from e-commerce,  
but investors still have faith in the sector

UNITED STATES
Colony NorthStar doubles down on retail 
capital push

Colony NorthStar is merging its broker-dealer, NorthStar 
Securities, with another broker-dealer, New York-based S2K 
Financial Holdings. The deal sees the investment manager 
taking a majority interest in S2K, which will be rebranded as 
Colony S2K Holdings. The new business will distribute both 
broker-dealers’ products. Short term, Colony S2K will raise 
capital for Colony NorthStar’s newer retail-focused products 
structured to avoid industry-wide regulation, which has 
dampened fundraising. Long term, the business will bridge 
Colony NorthStar’s institutional-focused funds with a 
growing retail investor base. 

HONG KONG
Gaw Capital eats into Fund V equity 
buying $2.9bn HK retail portfolio 

Gaw Capital led a consortium of investors in acquiring 
a retail portfolio comprising 17 shopping centers in 
Hong Kong from listed-property company LinkREIT 
for HK$23 billion ($2.95 billion; €2.49 billion). The 
consortium consisted of Gaw and limited partner 
co-investors, as well as the private equity arm of New 
York bank Goldman Sachs, Goldman Sachs Principal 
Investment Area, and Chinese investment firm China 
Great Wall Asset Management as minority investors. 
Gaw used equity from its fifth opportunity fund, 
Gateway Real Estate Fund V, which closed on $1.3 
billion in 2017 alongside $500 million in co-investment 
capital. Both the fund and co-investment capital are 
expected to be called for this deal. For the fund, the 
firm is aiming for a high-teens to low 20s IRR and 2x 
equity multiple.

UNITED STATES
WeWork JV buying NYC retail 
building for $850m 

WeWork is making what is believed to be the first major 
public deployment out of its real estate vehicle. The 
New York-based co-working start-up is purchasing 
retailer Lord & Taylor’s flagship Fifth Avenue store in 
Manhattan for $850 million through a joint venture. 
WeWork is partnering with private equity firm Rhône 
Capital, which co-manages WeWork’s real estate fund, to 
buy the 12-story building and convert it into WeWork’s 
corporate headquarters and office space after the 2018 
holiday season. After the renovations, Lord & Taylor 
will reoccupy part of the building, operating a smaller, 
150,000-square-foot store in the space.

US REGULATION 
SEC to focus on retail investors in 2018 

The US Securities and Exchange Commission is 
to shift its enforcement focus to protecting retail 
investors’ interests, lessening the spotlight on 
internal compliance matters for private fund firms, 
according to law firm Proskauer. In a client note 
presenting the enforcement outlook for 2018, the 
firm said SEC chairman Jay Clayton’s focus on retail 
investor protection in recent speeches narrows the 
enforcement approach by the regulator to private 
funds managers. Enforcement priorities for private 
funds in 2018 will single out valuations practices and 
the compliance of gatekeepers used by fund advisors, 
including custodians and administrators. There will be 
a continued focus on the sufficient disclosure of fees 
and expense allocations, the note said.

2017

OCTOBER JUNE NOVEMBER DECEMBER 

A YEAR IN RETAIL
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GLOBAL
How to use technology for retail fundraising

Blockchain and other innovations could help to remove some of 
the hurdles in reaching individual investors, delegates at the PERE 
Investor Forum in Los Angeles heard. Crowdfunding and other 
non-institutional capital-raising efforts have kicked off with much 
fanfare in recent years, but administrative hurdles have hampered 
wider adoption. The biggest challenge for retail-focused efforts, 
including products such as non-traded real estate investment 
trusts, is documentation of communications between managers 
and retail investors, one speaker said. His firm is still working to 
implement procedures with retail investors that are standard for 
institutional capital, such as electronic signatures, in its capital-
raising process. Panelists agreed blockchain, which facilitates the 
instant distribution of documentation on an immutable ledger, 
could be the solution – once the technology is developed enough 
for institutional use.

HONG KONG
Chelsfield bets on Hong Kong’s retail recovery with 
debut Asia deal

Chelsfield Asia has struck its first deal from its debut Asia fund in 
Hong Kong. The firm completed the acquisition of Provident Square, 
a neighborhood shopping center located in the North Point district 
of Hong Kong, through a 50:50 joint venture partnership with the 
Pamfleet Group, a Hong Kong-based investment manager. The 
total purchase price for the three-story retail asset is $257 million. 
Chelsfield Asia is targeting investments in Hong Kong, Singapore, 
Shanghai and Tokyo from this fund, with targeted returns in the 
mid-teens range. With its maiden deal, Chelsfield Asia is banking on 
the turnaround in sentiment in Hong Kong’s retail sector, buoyed by 
improving consumer confidence and relatively political stability.

GLOBAL
Blackstone leads non-traded REIT charge 

As traditional fundraising cools, institutional fund managers are 
lining up to access retail capital through REITs. After Blackstone 
launched its non-traded real estate investment trust in January 2017, 
its peers have been following suit: Starwood Capital Group, which 
filed a registration form in October; CIM Group, which acquired Cole 
Capital, a long-time sponsor of non-traded REITs, in November; and 
TH Real Estate, which registered a vehicle in December. PERE has 
also heard of at least six other fund managers interested in entering 
the space to tap a new source of capital, as institutional fundraising 
slows.

EUROPE
Meyer Bergman rides investor demand for 
European retail with record close 

Meyer Bergman managed a firm-record fundraising of €816 million 
for its Meyer Bergman European Retail Partners III, thanks to strong 
performance and high appetite for the European shopping space 
– in spite of the rise of e-commerce. The London-based firm’s 15 
investors voted to continue backing the sector in Europe. Among 
the investors, including pension funds and endowments, 55 percent 
are returning having invested in the firm’s second fund. While 
regional shopping malls around the world have suffered from the 
rise of e-commerce, Meyer Bergman largely focused its resources 
on other retail property types, such as high street buildings and city 
center department stores.

JANUARY FEBRUARY APRIL MAY

2018

UNITED STATES
CalPERS adds $460m to retail property JV

CalPERS, the US public pension, allocated an additional $460 million 
to its joint venture with Miller Capital Advisory focusing on malls 
and retail assets. The $5.6 billion joint venture program, IMI-Base, 
is a “core-oriented investment platform focused on high-quality, 
market- dominant, fashion-oriented retail properties” across the 
US, according to MCA’s website. As of December 2017, IMI-Base had 
attained a trailing three-year net IRR of 18 percent. CalPERS has a 
target allocation to private real estate of 11 percent that currently 
stands at 8.8 percent. 
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A tale of two malls
Prospects for A/B grade malls are far from 
distressed, says Matthew Strotton, global 
director, capital, at QIC Global Real Estate, 
but C/D malls will struggle to stay relevant

The outlook for the US consumer is at decade-long 
highs. Both 2018 and 2019 will see nominal US 
consumer spending register growth exceeding 

long-term trends, according to Bloomberg forecasters. In 
the next decade, strong underlying fundamentals will see 
nominal US consumer spending post annual growth of 4.3 
percent. Despite this buoyant macroeconomic backdrop, 
the US retail sector faces headwinds: ongoing e-commerce 
penetration, disruption from department store closures and 
broad restructuring within the mall sector, to cite a few.

Current commentary on the US retail and mall sectors 

is dominated by these concerns, but by focusing only on 
the headwinds other forces shaping the industry are often 
underappreciated. 

The impact of headwinds can be reduced by around 
20 percent by allocating capital away from lower quality 
malls. QIC research suggests the story around A and B 
grade shopping malls is a more positive one and they are 
less exposed to e-commerce and the rationalization of 
department stores. Further, the headwinds confronting 
inline stores’ sales are only around half those buffeting 
anchor tenants, with many gaining market share from 
struggling department stores.

Allowing for a very conservative range of assumptions, 
including a further 60 percent increase in e-commerce 
penetration into mall sales, zero allowance for bricks-and 
-mortar retailers capturing any e-commerce sales from 
omni-channelling and zero upside from remerchandizing 
shifts from current unfavorable tenant mixes throughout 
the forecast horizon (which would be a ‘fail’ grade in our 
business), A and B malls will continue to record positive 
sales growth over the coming decade of 2.2 per cent per 
annum. 

In fact, adopting QIC’s base case assumptions, inline sales 
growth at A and B grade malls is projected to average  3.4 
percent per annum over the next decade. This forecasted 
growth would be achieved even on the basis of a virtual 
‘do nothing’ approach in terms of the merchandizing mix 
and asset management, which is in complete contrast to our 
approach and that of most mall landlords.

Strong fundamentals
In short, we are optimistic about the future for bricks and 
mortar. The basis for this positivity versus the current 
downbeat rhetoric springs partly from the explicit 
integration of the macroeconomic backdrop into our 
analysis of the retail and mall sectors. 

Quantitatively, the strong outlook for the US consumer 
provides a strong launching pad for all spending subsectors, 
including overall retail spending and spending in malls. 
An upbeat outlook for the US consumer is not just the view 
of Wall Street economists, but of households. Consumer 
sentiment indicators are now at levels last seen at the start of 
the millennium. 

Buoyant consumer sentiment is unsurprising given 
that most people who want a job can get one, with the US 
unemployment rate falling to an 18-year low of 3.9 per cent, 
with the outlook receiving a further boost in December 2017 
after Congress passed the Tax Cuts and Jobs Act. Based on 
analysis by the Joint Committee of Taxation, these tax cuts 
should lift consumption levels by 0.7 percent on average over 

EXPERT COMMENTARY | US MALL SECTOR  

Victoria Gardens, California: proving there is life in the US mall format
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2018-27. According to a Bloomberg survey of professional 
economists, nominal consumer spending is expected to be 
4.8 percent in 2018. If achieved, this would be the equal best 
result since 2006.

With consumer fundamentals so strong and recent tax 
cuts providing substantial support to disposable income, 
expectations for retail sales are similarly encouraging. 
Over the next two years, nominal growth in retail and 
food services sales (excluding autos and gas) is forecast 
to average around a 4.8 percent annual rate. This would 
be a marked improvement from the average 3.8 percent 
growth experienced over the past two years and the best 
two-year performance since 2005-06. Taking a longer-term 
perspective, total retail and food services sales (excluding 
autos and gas) are forecast to grow by an average of 4.1 
percent per annum over the next decade. 

While the macroeconomic environment is clearly 
supportive for the US consumer and retail sector, how will 
these sales be shared between brick and mortar retailers and 
e-commerce?

Physical versus online
E-commerce has experienced rapid growth 
since the 2008-09 recession, having grown 
at an average annual rate of 15 percent over 
the past eight years, according to Census 
Bureau data. The e-commerce share of total 
retail sales has more than doubled from 4 percent in 2009 
to 8.9 percent in 2017. Total e-commerce sales are likely to 
rise from 8.9 percent of total retail sales in 2017 to around 
15 percent by 2027.

We estimate that ongoing strong e-commerce growth in 
electronics and appliance stores will lift the share of online 
sales to almost 50 per cent by 2027 in that sector alone. 
Online sales will also continue to post strong market share 
gains across sporting goods, hobby, musical instrument 
and book stores, where the online share will exceed 40 

percent, and in furniture and home 
furnishings stores, where online 
sales will be a touch higher than 30 
percent. 

However, when incorporating 
these further growth assumptions 
for e-commerce penetration over 
the next decade, brick-and-mortar 
retail sales (including food services 
and excluding autos and gas) are 
forecast to expand by an average 3.4 
percent per annum over the coming 
10 years; just 70 basis points below 

the 4.1 percent growth expected for overall retail and food 
services sales (ex autos and gas) during this period.

Can the same conclusion be reached for super-regional and 
regional shopping malls that are more exposed to embattled 
department stores and apparel retailers? In our view, and 
with no change to the tenant mix, this would be likely. 

Aim for the top grade
The mall sector is likely to experience deeper e-commerce 
penetration than the retail sector as a whole. But in malls, 
sticking with the status quo is a ‘fail’ grade anyway. It is 
widely acknowledged that A and B centers remain better 
positioned than weaker assets and, importantly, landlords 
that continue to invest in their properties and ensure their 
merchandizing mix is adapted to changing consumer needs 
will remain far more productive. Shopping malls must be 
dynamic parts of communities. ‘Do nothing’ centers will be 
further impacted by e-commerce, while those that evolve 
will fare better. 

Much of the weakness in sales growth is concentrated 
in anchor department stores, where sales have been under 
pressure for the past decade due to the failure of these 

retailers to evolve to meet shifting consumer 
demands. Inline tenants have fared much 
better, benefitting from a nimbler evolution 
in their product offering. In many instances, 
inline tenants are attracting market share 

away from department stores, particularly in fast fashion 
(H&M for example).

With the performance of inline tenants a much more 
significant driver of mall operating income, the focus on total 
mall sales can be misleading as an indicator of mall health. 
Over the next decade, we expect growth in inline tenant sales 
to average 3 percent, around 1.2 percentage points above the 
total (A/B/C/D) mall average, which remains constrained by 
department stores further reducing their footprints.

A further headwind facing the sector is the oversupply of 
mall space. The US market is widely considered to have too 
much overall retail space relative to the size of its population. 
Reflecting this oversupply and shifting consumer trends, 
hundreds of lower quality malls and weaker non-mall 
retail such as power centers and big box retailers will be 
repurposed or closed over the coming decade.

Mall sector closures will be concentrated in C/D grade 
malls. These underperforming malls will struggle to 
maintain consumer relevance, particularly as they are 
facing a loss of anchors as major department stores reduce 
their presence. With high exposures to generic apparel and 
department store offerings, these malls are most susceptible 
to e-commerce. Underperforming trade areas and inadequate 

“Mall sector closures 
will be concentrated 
in C/D grade malls”

Strotton: important 
not to lose sight of the 
underlying drivers of 
mall sales growth
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Solving the US retail puzzle
A top-down view of the shopping mall issue

capital investment have also contributed to tired malls that 
have not kept up with modern consumer demands.

Reposition to succeed
Closures of underperforming malls will reduce supply and 
provide an opportunity for higher quality malls to gain 
market share. While some of the sales from the closed malls 
will be lost to e-commerce, a large portion will be gained by 
nearby A and B grade malls. Although C and D grade malls 
represent less than 5 percent of total asset value, they still 
account for slightly more than 10 percent of mall sales. This 
means that high-quality A and B grade malls can capture a 
substantial uplift from likely market consolidation.

Higher-quality malls should experience 
less leakage to e-commerce owing to their 
more internet-resistant tenant mix. Further 
repositioning away from department stores 
and apparel toward food and beverage 
stores, restaurants, medical services, 
fitness centres, residential, hotel, other 

commercial uses and experiential services will help cement 
these malls’ status as attractive consumer destinations.

Despite the state of transition currently facing the retail 
sector, the outlook for sales over the next decade is positive. 
This is supported by the bright macroeconomic environment 
underpinning a strong outlook for nominal personal 
consumption. Headwinds from the ongoing growth in 
e-commerce will continue to weigh on sales growth and mall 
performance will also be impacted by further department 
store consolidations. However, the effects will not be evenly 
shared. Lower-quality malls will bear the brunt of the 
adjustment, with higher-quality malls more resistant to 
e-commerce and less affected by the closure of anchor tenants.

In spite of the negative headlines around 
the sector’s challenges, it is important not 
to lose sight of the underlying drivers of 
mall sales growth. These remain positive, 
with inline sales for A and B malls forecast 
to grow at a healthy 3.4 percent average 
annual rate over the coming decade. 

3.4%

Forecasted average 
annual growth of inline 

sales from A/B malls in the 
next decade

EXPERT COMMENTARY | US MALL SECTOR  

Source: QIC
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Retail: Five things 
you should know 
Navigating the sector in 2018 is a 
challenging task, writes Helen Lewer

1 Capital rising 

In terms of capital raised for retail real estate funds, 2017 
proved underwhelming. PERE data showed capital raising fell 
off a cliff edge last year – $0.55 billion compared with $4.84 
billion in 2016 – perhaps reflecting a sector grappling with 
fundamental structural shifts and investor uncertainty about 
where to place capital in retail funds. Also revealing is the 
number of retail funds closed in 2017 – only two compared 
with 23 the previous year. 

So how is 2018 shaping up? We are only half way through 
the year, but there are signs of improvement. In the first 
quarter $1.61 billion was raised for retail funds, according to 
PERE data, which already outperforms the whole of 2017. Two 
funds closed in Q1 2018, equivalent to the number closed in 
the whole of 2017. There is some way to go to reach the heights 
of 2011-16, but there can be some optimism that things are 
moving in a more positive direction. 

2 Moving up in Asia 
 

The US often sets performance benchmarks for the rest of the 
world to follow. In the last 12 months, however, we are seeing 
a steady reversal in the retail real estate deals universe. This 
picture is brought to life through Real Capital Analytics data 
(p. 27), which highlights contrasting regional stories. Asia-
Pacific’s deal volume has picked up while in the US there has 
been a marked drop off. 

At the end of 2016, deal volume in Asia-Pacific stood at 
$31.6 billion. In Q1 2018 the figure was $36.7 billion. In the 
US, by contrast, deal volume was $63.4 billion at the end of 
2016, but $44.9 billion in Q1 2018. The renewed confidence 
in the region is illustrated with Chelsfield’s first deal in 
Hong Kong – the acquisition of Provident Square – from 
its debut Asia fund. The island-city is starting to attract 
investors again, especially in the luxury end of the retail 
market. Factors fueling this include an increased number 
of wealthy shoppers from Mainland China, a growing 
urban-living middle class and generally improved business 
sentiment. 

3 Consolidation wave 

Continuing the deal theme, there has been a wave of 
consolidation in the sector in the last few months, as 
traditional retailers try to find ways to expand and tap 
into new markets. This includes two notable mall REIT 
takeovers: Brookfield’s acquisition of mall owner GGP, 
and Unibail-Rodamco’s agreed purchase of Westfield. 
And in late 2017, two listed retail giants Hammerson and 
Intu tied themselves together. The Brookfield/GGP is 
of particular interest as there has been noted resistance 
among some REITS – not all in retail – to the advances 
of private buyers. Recent rejected private equity bids for 
REIT-owned real estate include Starwood Capital’s for a 
REIT in the residential sector. And Brookfield’s bid for 
GGP was also initially rejected. 

So can we expect to see further consolidation in 2018? 
Industry experts say yes, and some believe that private 
equity are the more likely buyers; they have the capital 
retailers need to adapt their businesses to modern 
shopping trends and compete in the digital age. Wells 
Fargo’s Greg Wolkom says: “It makes sense for private 
equity buyers if there are opportunities to redevelop, to 
reposition, to do things in my opinion better done outside 
the glare of quarterly reporting.”

STATE OF THE MARKET
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4 Winners and losers 

Bricks-and-mortar retail is facing difficult times, not least 
from the creeping presence of e-commerce. Walk up the high 
street in most UK towns, for example, offers ample evidence 
of the problem. Nevertheless, according to industry experts, 
there is life in the physical shop, a sentiment conveyed by 
Kiran Patel, Savills Investment Management’s global CIO: 
“E-commerce is changing how people shop [but] that does 
not sound the death knell for bricks-and-mortar retail.” 
Outlet centers, luxury retail and the retail warehouse sector 
are also identified as current good investment opportunities. 
Neinver, for example, reports an average increase in sales of 
10 percent in the last six years across their European outlets 
portfolio. 

There is also optimism around the US mall sector, 
considered by many to be at crisis point. But there is a 
footnote – not all malls are created equal. Premier A and B 
grade malls are best positioned to withstand e-commerce 
and the closure of anchor department stores, whereas C 
and D grade malls “will struggle to maintain consumer 
relevance,” says QIC’s Matthew Strotton. So what is the key 
to retail survival and, for managers and investors, selecting 
assets? Two points stand out:

 – Strategic location: retailers in premier, well-rounded 
destinations are most like to weather the storms, and 
real estate assets here are attractive. This means urban 
locations where people are increasingly moving to live 
and work; 24-hour cities like London and Paris, and 
places that attract large tourist numbers. Keeping an 
eye on demographic trends is therefore critical; this has 
a knock-on impact on where bricks-and-mortar retail 
can thrive.

 – Adaptive business models: retailers that stay 
relevant to the customer and adapt their real estate 
space accordingly are the most likely to survive and 
attract investors. This means retailers embracing 
experience-led shopping – mixing retail with food 
and beverage, leisure, entertainment and services. 
Xander chairman Siddharth Yog says, “in India you 
wouldn’t have a retail center of any consequence 
without a multiplex cinema and a massive food 
court.” “Traditional retailers capturing the right mix 
are finding success,” says Yardi’s Brian Sutherland. 
Business models combining bricks-and-mortar 
with e-commerce stand the best chance of survival. 
This includes embracing shorter leases allowing for 
concepts like pop-up stores to demonstrate product 
and drive online sales. 

5 The data age 

Technology and data are a disrupting forces across the real 
estate sector, but also a force of empowerment. It is now 
much easier for retailers to collect valuable data on customer 
behavior and shopping patterns: who is spending money, 
where they are shopping, how they shop – physical or online 
– and what they are spending it on. It gives fund managers 
and investors a unique view as to how to position portfolios to 
benefit from megatrends like urbanization and demographics. 
As Meyer Bergman CEO Markus Meijer comments: “To adopt 
an occupier-focused approach to investment you always have 
to get inside the head of retailers.” 
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Best behavior
In the rapidly shifting landscape of the retail 
sector, an up-to-the-minute understanding 
of consumer and retailer attitudes is the 
foundation of a successful investment 
strategy, argues Meyer Bergman CEO 
Markus Meijer. Stuart Watson reports

Technological and cultural disruptors are forcing 
a furious pace of change in the retail asset class. 
Markus Meijer, chief executive of investment 

manager Meyer Bergman, walks PERE through the process 
of how an appreciation of the factors underlying that 
transformation can help to shape a sustainable, modern 
portfolio in the sector.

PERE: What is the relationship between consumer behavior 
and investment strategy in the retail asset class? 
Markus Meijer: To adopt an occupier-focused approach to 
investment you always have to get inside the head of retailers 
to understand where they see growth opportunities in 
particular locations, segments and channels and how they 
translate that into their real estate footprint – how many 
stores they will have in which locations, whether they will 
be flagships with a full range of merchandizing, or satellite 
stores in neighborhoods and so on. At the end of the day, it’s 
always about how the consumer behaves and where and how 
they consume.

The most important change in consumer behavior is, of 
course, the shift to spending online. Footfall continues to 
decline in shopping centers, and even in some city center 
locations where investors used to be more comfortable 
because there was significant demand from tourists. Another 
behavioral factor is the generational shift in expenditure. 
Younger people tend to spend less on discretionary purchases 
like clothes. Instead of wanting more stuff they are spending 
more on experiences: travel, food and drink, hotels and other 
opportunities for social interaction.

Over the next few years I would not be surprised if even 
some extremely established locations show signs of weakness. 
There will probably be a sustained decline in retail rents 
globally until they find a level when retailers can consistently 
make money again and new retailers can enter the market. 
Eventually there will come a point when online retail growth 
will slow down and the environment will stabilize again, but 
we still have several years to come when growth will be on 
the side of online retail while bricks and mortar will take the 
damage.

PERE: How is that impacting the behavior of tenants?
MM: Retailers that can shift with people’s tastes very quickly 
and deliver very promptly at an affordable price point will do 
well, but those that cannot change fast enough will continue 
to suffer. With the evolution in technology and big data, 
retailers now capture much more information about their 
customers, and this informs them to adapt their business 
model in order to survive and succeed in the new retailing 
environment.

KEYNOTE INTERVIEW | BEHAVIORAL ANALYSIS

Bond Street House, London: diversification through urban mixed use
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A few years ago, the conventional 
wisdom was that retailers would want 
fewer, bigger stores in more expensive 
locations with more space to be able to 
stock all of the merchandize people can 
buy online. For example, it was said that 
to cover the UK retailers went from needing 250 stores to 70 
stores. Today, however, the number of stores is no longer the 
crucial point. Wherever they are, retailers don’t want to be 
paying too much rent, and they don’t want their inventory 
sitting in big stores in expensive locations when it is much 
cheaper to keep it in their warehouse.

They also want flexibility. Across the board we see retailers 
signing shorter leases. They want a lease with a break clause at 
three years instead of five years, and we have moved far away 
from the 20-year leases that were once commonplace. They 
see their stores as a merchandizing tool and an entry point 
for purchasers, but there is no need for a massive inventory 
and a big staff in any single store. Many of them prefer to have 
small stores with flexible lease structures so they can change 
locations quickly if they see their client base shifting.

PERE: What does that mean for 
investment managers?
MM: It means hard work. Maybe it was 
a bit too easy in the past when you could 
buy a big store, sign a long lease and 
everybody was happy and comfortable 
with nothing to do. It is debatable 
today whether you would rather have a 
20-year lease with a struggling retailer 
whose future may not extend beyond 
five years, or a shorter lease with an upcoming retailer with 
strong growth and a cooler brand that is not about to go into 
administration. It has become more difficult to identify what 
a strong covenant is. In the office sector WeWork doesn’t give 
any corporate guarantees and the rent is being paid by their 

tenants, some of which are start-
ups, so there was some discussion 
of whether there should therefore 
be a discount on the investment 
yield where they were the occupier. 
Now people are more relaxed about 
it because WeWork is taking a lot of 
space and it is an extremely valuable 
company. We are beginning to see 
the same thing with retail.

It is increasingly becoming a 
sector where you have to specialize 
to be able make the right investment 

decisions. You can no longer just examine 
the footfall figures before you buy a 
shopping center or high street shop and 
then expect it to perform. A successful 
investment strategy is now about 
understanding the retailers themselves 

and which other retailers are in that location, to determine 
whether you are in a place where the retailer will still be able 
to afford the rent in future, and if they cannot, whether you 
will be able to sign up one that can. 

It is getting more difficult for investment managers to 
determine whether they will have a secure income from an 
asset going forward. In the UK we have seen a number of 
company voluntary arrangement processes – most recently 
with House of Fraser – that enable occupiers to rearrange the 
deals they have with their landlords. Retail landlords will have 
to be prepared to see more turnover in their occupancy and 
they will need to focus more on smaller store formats because 
bigger ones are becoming increasingly difficult to let. Some 
will have to look at splitting up big units if they can’t find the 
right retailers for them anymore.

PERE: What should a modern retail 
portfolio look like?
MM: For us it means a much stronger 
focus on urban mixed-use where you 
have a bit of diversification so not all 
of your income is from retail, but you 
have offices and residential as well. 
Even if a tenancy expires you can wait 
for the right retailer to come along 
because you still have the income from 

the offices and housing. Retail rents coming down means that 
in many mixed-use schemes there is more of a balance in the 
proportion of the income that comes from shopping and from 
other sources, which is a good thing from a diversification 
point of view. 

The paradigm of only investing in office, retail or hospitality 
is changing anyway because the lines between them are 
becoming increasingly blurred. Most offices are in city center 
areas so they tend to be on top of retail. Likewise a lot of hotels 
are combined with retail or residential. It is increasingly 
difficult for institutions to make a strict distinction between 
their allocations to different sectors, certainly if you are 
investing in an urban context and there is more appetite for 
exposure to cities.

To build a modern retail portfolio you have to understand 
how the retail business works today and how it might develop. 
You can’t look back to the analysis and approaches of five or 10 
years ago because they just don’t work anymore. 

“Many retailers prefer to 
have small stores with 

flexible lease structures so 
they can change locations 

quickly if they see their 
client base shifting”

Markus Meijer

“A successful investment 
strategy is now about 

understanding the retailers”
Markus Meijer

Meijer: retailers now 
capture much more 
information about their 
customers
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Who’s looking for a REIT? 
In the wake of two major retail real estate investment trust take-overs, Meghan Morris  
and Lisa Fu examine how ripe the M&A environment is for more deals

Two mega-deals headlined this year’s retail REIT 
M&A activity, but industry observers say even after 
billions changed hands, there is more to come. 

With many REITs trading at a discount to net asset value 
across property types, private equity buyers are targeting 
groups with varying focuses. The first half of 2018 saw deal 
chatter for REITs that focus on US luxury hotels, industrial 
properties and student housing, among others. 

Overall, US REITs – the deepest market of its type – saw 
companies trading at a 6.1 percent discount to gross asset value, 
according to Newport Beach, California-based Green Street 
Advisors’ June report on real estate securities. The outlook for 
retail REITs is worse: mall REITs had an 11.9 percent discount 
to GAV, while strip centers had an 11.3 percent discount. 

While the headline figures, combined with record 
retailer bankruptcies in 2018, paint a negative picture for 
retail, Ronald Dickerman, the chief executive of Madison 
International Realty, points out nuance in the sector’s 
evolution. Macy’s, for example, has seen its stock rebound in 
the last 18 months, even while another common mall anchor 
tenant, Sears, goes bankrupt. 

“Things have been gyrating in the retail space. We’ve gone 
from death and doom and gloom to the new normal. We’re 
now at a place where people are willing to stake their claim in 

retail – you’re seeing that with Brookfield,” Dickerman says. 
“Our view is quality at a discount often results in some type 
of M&A activity. 

REIT buyers can be split into two categories: those looking 
to acquire a company’s underlying real estate and those 
looking to buy the full company. 

For the former, buyers are assessing portfolios. Just like any 
real estate deal, they consider location and asset quality, says 
Greg Wolkom, head of Wells Fargo’s REIT finance group. A+ 
malls in fortress locations and 24-hour cities are top of buyers’ 
most-wanted list, while power centers with big box stores 
are at the bottom. For buyers seeking full platforms, quality 
management teams are key. Brookfield’s acquisition of GGP 
was driven partly by GGP’s leadership, one source said.

“There are some great management teams out there that 
the public markets aren’t fully valuing,” says Wolkom. “I 
don’t think the public markets in our sector, the REIT world, 
do a good enough job of differentiating management teams. 
Does it matter to firms like Blackstone as much? Maybe not, 
as for the most part they’re looking to acquire assets and not 
necessarily platforms. Does it matter if there’s a sovereign 
or a pension fund looking to buy a platform? I think it does 
matter more.”

Profile of likely buyers
Private equity, rather than other REITs, are more likely 
buyers in the current environment, Wolkom says. As retail 
landlords increasingly prefer experiential tenants – cinemas, 
gyms and other groups that bring consumers in, sometimes 
weekly or daily – and department stores close up, they need 
capital to change their centers. Public companies typically 
cannot write the same checks, or syndicate capital out, like 
their private counterparts. 

“It makes sense for private equity buyers if there are 
opportunities to redevelop, to reposition, to do things 
that are in my view better done outside the glare of 
quarterly reporting,” Wolkom says. “When you’re heavy 
on redevelopment, it’s harder to predict your quarterly 
numbers. It’s costing more, it’s taking longer to execute on 
those redevelopment plans, which is not a great recipe within 
the public markets.”

Wolkom adds that private equity’s dominance over public 
buyers for retail REITs is also driven by capital structuring: 
use of 60-65 percent leverage or higher, common for private 
equity players, is likely too high for the public markets. The 

SPECIAL REPORT | REIT M&A

Takeout odds
After GGP and Westfield, what are the next likely 
targets? Green Street evaluates the possibility of 
M&A or activism-driven events for US retail REITs,  
as of mid-May

Source: Green Street
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buyer pool narrows further within private equity real estate. 
Green Street’s Cedrik Lachance, director of REIT research, 
highlights that few firms can afford the cost of upfront 
capital, regardless of post-closing syndication strategies, that 
take-privates often require. 

Lachance says public-private buyer combinations are 
attractive when private capital seeks to partner with an 
experienced operator that lacks size to buy a company itself. 
The public entity may contribute 10-20 percent of the deal’s 
capital and manage the assets, while the private partner 
comprises the bulk of the capital.

“In the mall business, we’ve seen mall companies 

partnering together, long ago, to purchase assets, but I don’t 
see that happening now,” Lachance says. “I see public and 
private capital partnering, not public partnerships.”

Green Street’s takeout odds point to more M&A activity 
this year, which Dickerman and Wolkom also say they 
predict. “If you take malls and strip centers combined, it 
would be very surprising if we didn’t see at least one more 
takeout or public to public transaction because the net asset 
value discounts are big, because the cost differentials are 
big and because we’ve been at numbers like that for a long 
time,” Lachance says. “Over the next six months, I wouldn’t 
be surprised if one REIT was taken out.” 

Mall REITs’ super sales
PERE takes a deep dive into how two major retail REIT deals unfolded

Brookfield-GGP
Late last year, a division of Brookfield Asset Management said 
it would buy the remainder of mall owner General Growth 
Properties that it did not already own with a $15.3 billion bid.

Brookfield is no stranger to GGP.  It helped pull GGP out 
of bankruptcy in 2010 after the REIT was unable to refinance 
its $27 billion debt in 2009. Brookfield also acquired GGP 
spinoff Rouse Properties in 2016 for $2.8 billion. Rouse, which 
oversaw a portfolio of 30 Class B US regional malls, spun 
off from GGP in 2012. In Q3 2017, Brookfield exercised the 
warrants it owned to bring its stake in GGP to 34 percent. 

GGP initially rejected Brookfield’s $14.8 billion bid in 
November, a figure Boenning & Scattergood analyst Floris 
van Dijkum called “too low” in a report at the time. However, 
the REIT decided to sell when Brookfield bumped up its bid 
by half a billion in March, which Green Street said was likely a 
buy at a modest discount.

The deal, anticipated to close in the third quarter, will 
give Brookfield the remaining 66 percent of GGP it did not 
already own, adding 125 Class A malls to its portfolio. The 
cash-and-stock deal included a $9.25 billion cash payment, 
$4 billion of which was reportedly financed by the California 
Public Employees’ Retirement System, a CBRE Group unit, 
Australian sovereign wealth fund Future Fund and TH Real 
Estate. The groups agreed to invest in specific GGP shopping 
centers, Bloomberg reported. 

Unibail-Westfield
Unibail-Rodamco agreed to buy Australian REIT Westfield 
in December in a €13.4 billion deal. Europe’s largest publicly 
traded commercial real estate company will take control 
of Westfield’s 35 shopping centers and 6,565 retail outlets 

dispersed around Europe and the US. Of the 35 shopping 
centers, 31 are located in the US. 

Brick-and-mortar retailers in the US have suffered 
declining sales and Westfield has spent years trying to lower 
its exposure to retail. In the US, 46 percent of gross leasable 
areas throughout malls is dedicated to department stores, 
according to a 2017 JLL research report. In the last few years, 
mall operators have seen rapid closure of storefronts as 
e-commerce giants like Amazon continue to gain popularity. 

“To say that a consolidation wave has now begun in the 
global mall business would be understating the obvious,” 
Green Street advisors wrote in response to the deal. “The 
environment has likely created a sense of urgency to get 
deals done.”  The two companies closed the deal on June 7. 

Ala Moana Center: one of GGP’s Class A malls 
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Shopping on the subcontinent
Indian retail is beginning to excite investors. Virtuous Retail South Asia’s chairman 
Siddharth Yog gives tips on how to crack a sector with enormous possibilities, 
but also daunting obstacles. By Stuart Watson

To date, few foreign institutional investors have been 
able to gain a foothold in Indian retail real estate. In 
2007, Siddharth Yog, founder and chairman of the 

Xander Group, created one of the earliest subcontinental retail 
property investment platforms, Virtuous Retail South Asia, to 
which Dutch pension fund manager APG has committed $450 
million. The company now operates four malls in the larger 
Indian cities with two more under construction – a  portfolio 
of around 8.3 million square feet. He shares his insights into a 
rapidly growing market. 

PERE: What is the investment opportunity in Indian retail real 
estate?
Siddharth Yog: India is very much a nascent retail market. 
Organized retail is still a very small percentage of the economy. 
Even compared with other emerging economies like Brazil, 
India’s organized retail space per capita is tiny. However, it is 
growing very rapidly now that the government has opened up 
the retail and real estate industries to foreign investors. It’s one 
of the last big untapped relatively virgin consumer markets in 
the world. Total annual retail spending is worth around $600 
billion, and only about 10 percent of that is in the organized 
sector, including online retail, but that part of the market is 
growing at 20-30 percent a year or faster.

In developed economies, many shopping centers are 
dying or are already dead, but even in those countries retail 
is being reinvented. In India and other developing locations, 
that reinvention has already taken place and it provides the 
starting point. It’s like the way India skipped the landline 
phase and moved straight to smartphones. Western malls 
are incorporating more food and beverage space and more 
entertainment, but in India you wouldn’t have a retail center of 

any consequence without a multiplex 
cinema and a massive food court.

In the US or Europe, a family 
can go to stadiums, public parks 
or museums at the weekend. In 
India public places are often poorly 
maintained, security can be a problem 
and the weather is not conducive to 
non-air-conditioned environments. 
The default entertainment option, 
especially for families with young 

kids, is to go to the mall. There is a growing middle class that 
wants entertainment but has nowhere to go. For those reasons, 
bricks-and-mortar retail will continue to grow rapidly in India, 
but it will have to be married with the experiential economy to 
make it successful.

PERE: Is it possible to build scale quickly? 
SY: It’s extremely difficult, but in some ways that represents 
the other side of the opportunity because there is a premium 
for supply. Until two-and-a-half years ago foreign investors 
were prohibited from buying existing retail real estate in 
India, but there are very few modern retail assets that you can 
buy anyway. I could perhaps count the good shopping centers 
on the fingers of two hands, plus maybe a few more. The bigger 
opportunity is to develop. Execution is notoriously difficult, 
but if you succeed there is a huge execution premium. If you 
could build a portfolio at scale of good quality assets in the 
better locations in the main cities you’d have a really big moat 
around your investment.

There is no real national retail platform or chain. The largest 
retail owner operating in India has eight centers so the market 
is very local. If you can become a pan-Indian player with a 
presence in good locations in the top 10 or 12 Indian cities 
you’re going to be a very attractive business counterparty for 
the international retailers that want to enter the market. The 
biggest challenge international brands have coming into India 
is the lack of quality real estate. It is very difficult for them to 
roll out 10 or 20 stores and create a viable business

PERE: Why is it so difficult to develop malls in India?
SY: Any of these assets have to be at least 500,000 to one 
million square feet in size and finding sites of 5-10 acres 

KEYNOTE INTERVIEW | RETAIL - INDIA

Shopping in Bangalore: retail is being reinvented in India

Yog: this market will not 
suit everyone 
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in dense infill locations is a challenge 
anywhere. In addition, because of the way 
the Indian real estate market is structured a 
large part of the value of the project is in the 
value of the land so you are forced almost 
to build more than you need. In retail you 
cannot go vertical beyond a point, so that 
poses a design challenge, and means you have to bring in other 
users to optimize the use of space. Because it is still developing 
it can be a hairy market to operate in. Planning permissions, 
development and construction take much longer. It can be 
very bureaucratic, although the government is attempting to 
change that, and there are all the challenges of working with 
players that are not necessarily very sophisticated. 

PERE: What kind of returns can investors expect?
SY: Yields need to be reasonably attractive and are in the early 
teens whether you are developing or buying. You would then 
hope to see upside from de-risking or cap rate compression 
or by participating in sales growth. If you structure leases so 
that the landlord takes a percentage of the revenue then with 
sales growth running at 15-25 percent that is an attractive 
proposition for an institutional investor because it offers them 
a dividend payment and also growth – it’s like a bond with an 
equity kicker. Then there would be a portfolio-level premium 
because execution is so difficult and the opportunities to buy a 
portfolio of quality retail assets in India are very limited. 

This market will not suit everyone, though. Investors in fund 
structures with four to six-year time horizons will struggle to 
wrap their arms around this because it requires at least a 10-year 
time frame especially for development, and the opportunities 
for buying existing assets and upgrading them are few and far 
between. If you’re looking for short-term opportunistic returns 

this may not be the asset class to invest in at 
this time. 

PERE: Are there any tax or regulatory issues 
investors should be aware of?
SY: A few months ago, capital gains tax 
at a rate of 10 percent was introduced. 

Investors will take that into account, but in general they prefer 
predictability so I see that as a positive, not a negative. The 
retail sector is still not fully open to foreign investment. Many 
states do not allow certain types of foreign retailer to come in. 
That is changing but it will take time.

PERE: How important is a local operating partner? 
SY: When we first decided we wanted to invest in Indian retail 
we couldn’t find an operating partner there, so we sponsored 
Virtuous Retail as a wholly owned platform to develop, own 
and operate branded shopping centers. There are very few retail 
service companies that could come in and run your center 
beyond a few small, boutique outfits which are just starting out, 
so investors need to bear in mind that they’re very likely not 
just taking development and leasing risk, but also participating 
in the retail space as an operator. Other investment managers 
are seeking to create operating platforms, and as they do so the 
market will mature, but cracking that requires a lot of training 
and development of people and as an operator you have to be 
on the ground, in the weeds, day after day and hour after hour.

Given the challenges that are evident for the retail real estate 
industry anywhere in the world, amplified by the execution 
challenges in India, this market is not for the faint-hearted. 
You need a huge amount of patience. You are investing in 
retail, not just in real estate, and that has to be at the back of 
your mind in everything you do. 

“Execution is notoriously 
difficult, but if you 

succeed there is a huge 
execution premium”

Siddharth Yog

Bridging the gap
Penetration of organized retail still remains low in India compared with other major world economies

Source: ICSC Fact Sheet, AT Kearney report, TechnopakData stated for period between 2016-2017
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Logistics efficiency key to healthy retail 
Investors in retail properties must understand the role an efficient supply chain plays in the 
future health of their tenants, writes Nathan Kane, director of research at Realterm

Technology is transforming 
the shopping experience. 
The share of online retail 

sales (7.8 percent in 2017) continues 
to rise as consumers take advantage 
of the convenience and potential 
cost savings it offers. Forrester 
Research expects that share to climb 
to 17 percent by 2022. The success of 
legacy bricks-and-mortar retailers 

depends on the ability to adapt their supply chains to respond 
to changing consumer demands.

To date, investors have considered retail and industrial 
real estate as distinct, albeit closely linked property sectors. 
The change in the bricks-and-mortar retail industry has 
destabilized some of the tenant base, introducing some risk 
to investors. At the same time, realignment of supply chains 
to provide direct-to-consumer delivery has boosted tenant 
demand for industrial real estate. To investors, 
these related patterns may appear to position 
industrial as a beneficiary of a declining 
retail sector. The reality is more complicated. 
The success of both sectors is linked to the 
underlying health of the retail industry.

Amazon model
Analysis by One Click Retail estimates Amazon accounted 
for $200 billion in online sales in 2016, 44 percent of all 
e-commerce and 4 percent of all retail sales. The retailer’s 
supply chain network emphasizes speed of delivery, direct to 
consumers, supporting its Prime Now (same-day delivery) 
service in addition to its two-day service offering to Prime 
customers. Shipping costs accounted for $5 billion, a 
significant drag on net revenue in 2016. Amazon achieves 
delivery speed for Prime customers through operating 
agreements with the FedEx, UPS and the USPS’s Postal 
Select service. Shipments are routed through the facilities of 
the delivery services. 

However, Prime Now (and related Prime Fresh grocery 
service) services require dedicated infill locations operated 
by Amazon itself to deliver to a critical mass of customers. 
Prime Now was available in 30 cities and growth of this 
number depends on the retailer’s ability to add customers 
of sufficient density and spending power to maintain an 
efficient operation. 

Complicating factors
The scarcity of facilities to support same-day delivery com-
plicates the spread of this model. A high volume of deliveries 
requires sufficient loading and staging areas to prevent bottle-
necks forming and slowing delivery. High land costs in infill 

locations discourage development of proper-
ties with a small footprint relative to the size 
of the land parcel. 

In comparison to Amazon, Walmart’s online 
sales totaled $16 billion (4 percent market share 
in 2016). Its sales across all channels accounted 
for $363 billion (more than 6 percent of all retail 
sales). Walmart’s supply chain is optimized for 

delivery to a store, not direct to the consumer. The expense 
of overlaying a direct-to-consumer network over the legacy 
supply chain has slowed Walmart’s ability to compete against 
Amazon. However, it has helped to pioneer use of buy online, 
pickup in-store, which is substantially cheaper to a retailer than 
home delivery. Retailers can pass on cost savings to a consumer 
to encourage in-store pickup. 

Consumer proximity
According to the 2018 Alix Partners Home Delivery Shopping 
Survey, consumers demand faster and cheaper delivery, 
with the first demand favoring pureplay online retailers like 
Amazon and the second favoring bricks-and-mortar retailers 
like Walmart. The blending of these demands is leading 
to fulfilment via multiple outlets, or omni-channeling. As 
e-commerce becomes more widespread, successful retailers 
will need to operate out of facilities close to their consumers 
even if that means paying higher rent than they pay for 
distribution centers away from population centers. 

GUEST COMMENTARY | THE LOGISTICS OPERATOR’S VIEW

“To date, real estate 
investors have 

considered retail 
and industrial real 
estate as distinct"

Nathan Kane

Walmart: a pioneer of buy online pickup in-store
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Riding the wave
Not all retail assets are in structural decline. There are opportunities for attractive returns 
commensurate for the risk undertaken, argues Savills IM’s Kiran Patel. Stuart Watson reports

A succession of big-name retailer insolvencies and the 
profusion of empty units and temporary occupiers in 
Europe’s high streets and shopping centers testifies 

to the seismic changes taking place in the continent’s retail 
markets. That upheaval has deterred some investors from 
playing in the space, but Kiran Patel, global chief investment 
officer at Savills Investment Management, contends there 
are opportunities for those that understand how to navigate 
the turbulent waters and turn the evolving situation to their 
advantage.

PERE: We have become used to stories about the decline of 
bricks-and-mortar retail and headlines about retailers going 
bust. What is the future for physical retail?
Kiran Patel: There are some huge headwinds for retail real 
estate. E-commerce is changing how people shop, the leisure 
activities they undertake and how they consume food and 
beverages. That does not sound the death knell for bricks-
and-mortar retail, however. Around 85 percent of retail sales 
take place through physical channels and this is still growing, 
albeit relatively modestly. Online sales are growing faster but 
represent only about 15 percent of the retail market.

Retailers are adapting to that new landscape. They have 
come to realize their stores are being impacted by reducing 
profitability as online shopping draws expenditure away. 
Retailers are therefore seeking greater critical mass in 
terms of the floor space or units they occupy; stores that 
can be resilient to e-commerce trends. So where they might 
previously have targeted 300-400 stores in a country, they 
are now consolidating pitches into 100-150 or so bigger units. 
High streets and shopping centers in smaller to medium-size 
towns will suffer, but occupiers are willing to pay more to get 
their hands on large format stores in the bigger urban areas. 
It’s a consolidation/concentration approach. All retailers are 
affected by the same trends, so those units in demand have 
become a scarce commodity on high streets, retail parks and 
in shopping malls. Tight planning restrictions and the lack of 
new development in the UK and Europe is only making the 
desired space an even rarer commodity for the retailer.  

That is one of the big differences between investing in 
European and US retail property. In the US, there is 24 square 
feet of retail space per head. In the UK, it is 11 square feet and 
in France 13 square feet. In the US, retail yields are generally 
higher than office yields because the greater availability of land 
means you can build another mall comparatively easily. In the 

UK and Europe, retail yields have always been lower than office 
yields, reflecting the tightness of supply. Meanwhile, occupiers 
are getting cleverer at attracting shoppers with innovations, 
like fitting rooms equipped with imaging technology, which 
you can’t get at home by ordering a parcel. A lot of occupiers 
are combining bricks and mortar and click-and-collect. 
Multichannel reduces their vulnerability. Amazon is even 
starting to open physical bookstores in the US.

PERE: Which types of retail asset offer the best and worst 
investment opportunities at present?
KP: Certain sectors are resilient to e-commerce. At the value 
end of the spectrum it is difficult to make money through 
e-commerce in England and the same is true for similar 
destinations across Europe because the margins aren’t 
great enough to justify the distribution and returns costs. 
Convenience food shopping is resilient too. So are luxury 
goods. You don’t find Gucci or Prada items sold at a discount 
on the internet; those brands sell them through outlet centers. 
The footfall at the outlet centers in Bicester or Chester is 
astonishing and the same is true for similar destinations across 

KEYNOTE INTERVIEW | RETAIL – EUROPE

In-store resiliency
Durables dominate online purchases, but other 
segments less impacted by e-commerce

 

Source: PWC; Savills Investment Management 
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Europe. Other shopping centers will 
be resilient because they  successfully 
combine retailing with leisure 
and food and beverage to cater for 
people looking for an experience. 
Mid-tier shopping centers are a red 
warning flag. It is a given that smaller 
shopping centers are dying already. 
Mid-tier centers face competition 
not only from their peers, but also 
from larger destinations and there is 

not enough spending to go around to maintain profit margins.  

PERE: How can managers pick the best locations in which to 
buy European retail property?
KP: You need local teams based in each country for transactions 
and asset management. Then, in addition to the usual factors 
you consider when deciding which geographies to invest in – 
supply, demand, pricing, the cycle, planning regimes and lease 
structures – you need to look at how advanced e-commerce is 
in that location. The evolution of e-commerce is at different 
stages in different countries. It varies with factors like 
the take-up of cashless payment systems and broadband 
bandwidth. Those trends are much more advanced in the UK 
and northern Europe than in southern Europe.

For our Europe V retail fund, which had its first close in 
March, we’ve found more value in the Netherlands, both in 
the unit shop and retail warehouse sectors, compared with 
Germany and France. We’re looking at outlet centers in 
Italy, Spain and France; it is harder to buy 
those in the UK, Germany, Netherlands 
and the Nordics because of higher pricing. 
In general, we have focused more on 
southern Europe because e-commerce is 
less influential there than in the cashless 
societies of the north. The south is more 
leisure and family-oriented and people eat 
together more. Those cultural tendencies are 
strong and will not disappear overnight.

PERE: Is it possible to build scale quickly when investing in 
European retail?
KP: If you were buying multifamily private rented sector housing 
in the UK you’d struggle to get scale because the stock doesn’t 
exist but one of the advantages of the retail sector is there’s scale 
at all ends of the spectrum. Buying high street retail unit-by-
unit is pretty challenging because the lot sizes are small, but by 
buying a retail park you can deploy €50 million-€100 million in 
one go. There are 3,000 shopping centers in Europe. It’s difficult 
to purchase the top 100 because they’re held very tightly and 

priced keenly but you could look at the 100-400 on that list. 
There are some opportunities there that require repositioning 
and capital expenditure improvements where net operating 
income has the potential to grow, if that’s your strategy. 

PERE: What are the implications of the changing retail 
environment for fund managers?
KP: The headwinds in the retail market mean a more dynamic 
environment so asset managers need more specialist knowledge 
and expertise. You can still make money in retail property if 

you know how to buy well, how to position it 
and how to asset manage it. Because occupier 
needs are evolving so rapidly, working with 
them is a vital part of retail asset management. 
You can look at reconfiguring units and 
sometimes changing the use of space to 
capture greater footfall. 

Virtually every real estate fund manager 
at the moment is raising a logistics fund 
because it is, justifiably, flavor of the month. 

Retail is a harder sell at a macro level but that has its advantages 
because there’s less competition to buy it, all other things being 
equal. The other side of that coin is, as an investor, if you want 
to convince your investment board to make retail acquisitions, 
you have to deal with the issues presented by those macro 
trends, accept they exist and find a way to work within them as 
not every unit of expenditure is going online. There is a place 
in the portfolio for the retail sector as consumers will continue 
to do their bulk of shopping, eating and leisure activity in a 
‘bricks-and-mortar’ outlet, albeit one that is changing in 
format. 

“We have focused 
our attention more 
on southern Europe 

because e-commerce 
is less influential there 
than in the cashless 

societies of the north”
Kiran Patel

Patel: some huge head- 
winds for retail real estate 

North-South divide  
Northern European e-commerce markets are 
more mature than south 

Sources: econsultancy.com; Centre for Retail Research; Savills Investment Management 
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Prime targets
Shopping centers and outlets present exceptional opportunities for investors looking to the 
long-term, says Roland Fuchs, head of European real estate finance at Allianz Real Estate

To make the most of the 
retail asset class, it is critical 
that investors deploy a 

selective approach and work with 
world-class asset management 
partners to identify and execute the 
best deals while managing risk in 
their portfolios. Retail is incredibly 
broad and varied, ranging from 
shopping centers to neighborhood 

supermarkets, out-of-town outlets to flagship stores on 
premier high streets. 

Change has always been at the heart of retail. New trends 
arrive along with new ways of shopping. E-commerce is 
profoundly transforming the sector at a rapid pace, but 
many stakeholders are failing to adapt and are disappearing 
altogether. Technology is just the latest development in the 
complicated, exciting retail landscape. Regional variation 
adds yet further complexity as trends vary widely depending 
on location. What works in one center in Europe might be 
poorly suited to another.

Location matters
Shopping centers usually represent one of the best form of 
assets for investors looking for long-term investments, taking 
risk/yield aspects into consideration as well. Retail premises 
can offer stable, long-term revenue and with the relevant asset 
management expertise, risks can be effectively mitigated. 
Flagship stores in premier city center locations, and sizable and 
dominant shopping malls or prime outlet parks managed by 
best-in-class operators are a focus for Allianz. By being selective, 
we have been able to develop a bank of 
experience and partnerships to optimize our 
approach to future deals.

Debt is an established and fast-growing 
business line and represents one of the three 
main pillars of our investment strategy. 
Commercial financing is a key instrument 
for portfolio diversification: at €16.2 billion, 
it represents 29 percent of our global real 
estate assets. Retail financing is also at the 
heart of our debt strategy. The selection for financing follows 
similar criteria as for equity investments and focuses on core 
and core-plus assets, and on a more selective approach for 
value-add profiles. A recent example of this is the financing of 

the future flagship Apple store, the Haussmannian building, 
located on the best part of the Champs-Elysées in Paris, which 
attracts around 100 million visitors each year. The asset is 
currently undergoing a comprehensive restructuring program.  

Partner wisely 
While the quality of the asset is clearly important, successful 
financing of assets is largely reliant on the quality of the 
sponsor and the retail specialized asset manager, both in 
terms of deal structuring and sustainable management going 
forward. The financing of the Liffey Valley Shopping Center 
in Dublin, Marineda Shopping Center in La Coruna and 
CentrO in Oberhausen are further examples of where we have 
financed prime dominant retail assets. With a growing retail 
landscape, complementary investments in logistics have also 

become an attractive asset class, already 
proven by several investments around the 
world, including the financing of a logistics 
portfolio in the Czech Republic in 2017.   

While the retail sector in Europe 
is undoubtedly undergoing profound 
change, we believe it will remain a core 
asset class for real estate investors across 
direct, indirect and debt investments. 
But, more so than probably any other 

sector, assets, opportunities and partnerships need to be 
carefully considered, with a particular focus on the long-
term sustainable quality of location and retail-specific asset 
management capabilities. 
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“It is critical that 
investors deploy a 

selective approach and 
work with world-class 
asset management 

partners to identify and 
execute the best deals”

Roland Fuchs

Champs-Elysées: a top destination for shoppers and investors
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Blurring lines 
The demarcation between retail and logistics is eroding and will impact future real estate 
decisions, writes James Markby, managing director of Logistics Capital Partners 

Fifteen years of my career have 
been spent as a logistics real 
estate specialist, but in the 

last three a change has happened – 
we’re also developing more buildings 
for retailers. Our recent JV with 
Eurofund, a European shopping 
center developer and manager, is a 
deliberate strategy to blend retail and 
logistics specialisms.

Logical logistics 
Some constant factors explain retailer’s growing requirement 
for logistics space: customers are buying more, e-commerce 
links them to the global marketplace, they demand products 
at lower cost and they seek faster delivery. Retailers must 
provide a service that meets their needs, ensuring customers 
keep coming back. 

E-commerce is changing how retailers 
use physical space. More business can 
now be done directly from the warehouse 
rather than the store. However, there is an 
undersupply of real estate serving retailers’ 
logistics needs across Europe, but this offers 
up opportunities for developers, managers 
and investors.

Learning curve
Real estate investors’ understanding of the specific use, design 
and operations of logistics buildings is evolving. The yield 
gap between the retail and logistics sectors has narrowed and 
in many instances inverted. However, the traditional view 
of what constitutes ‘institutional logistics’ is not necessarily 
the benchmark for future success. Having a regular building 
shape and being close to population and infrastructure are 
basic metrics, but this is not necessarily enough to predicate 
outperformance. Rather, there is a much wider matrix of 
complex needs for retail success that the real estate sector is 
now trying to satisfy.

Development challenges 
To deliver more goods to more customers across more 
countries, faster and for lower cost, more inventory is 
required. Further, more staff and operations are needed within 
buildings. Accommodating these factors present several 

practical and economic issues that also impact efficiency and 
performance. Bigger buildings are a prerequisite and this 
requires more land, access to labor, vehicle movements of 
trucks and cars for changing shift workers, which could be 
several thousand per day, necessary amenities, infrastructure, 
taxes, permits and regulations that then govern a successful 
operation and building. These elements interact and play a 
much bigger part in retailers’ business planning than perhaps 
traditionally acknowledged in the retail sector or indeed the 
logistics sector.

A good illustration would be to compare a standard logistics 
building’s interior use, which is almost exclusively used for the 
storage of goods, with a new e-commerce fulfilment center 
where approximately only half is used for storage, while the 
other half is used for related processes and operations to drive 
efficiency of the supply chain and customer experience. This 
alone means a building needs to be twice the size compared 
to a traditional model. Externally, significantly more yard 

areas (land) is required to accommodate 
the people and vehicles coming to the 
building. Trying to find and deliver large 
feasible sites that provide these factors is 
tough, but each is critical. 

Undoubtedly, we are witnessing part 
of a new global industrial revolution, one 

that is less constrained by traditional boundaries and silos. 
One final thought, LCP has already developed approximately 
3.5 million square feet so far for retailers with a further three 
million square feet planned to start this year. One wonders if 
this is potentially more than many pure retail developers are 
delivering for retailers? 

GUEST COMMENTARY | THE DEVELOPER’S PERSPECTIVE

“There is an undersupply 
of real estate serving 

retailers’ logistics needs 
across Europe”

James Markby

Logistics space: meeting retailers growing needs
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The outlet opportunity
Although still a niche asset class, outlets are an exciting investment prospect,  
says Vanessa Gelado, fund, strategy and investment director at Neinver

The European outlet center appears to be escaping some 
of the turbulence rocking other parts of the retail 
sector, and Madrid-based firm Neinver has made this 

space a key specialty, with 16 outlets in its portfolio, including 
11 assets under Neptune, a joint venture with TIAA to invest 
in outlet centers. That JV now comprises a €1.3 billion gross 
asset value portfolio, and has registered over 9 percent internal 
rate of return. The firm, which invests, develops and manages 
property assets, is now focusing on strengthening its European 
footprint with new projects in the Netherlands, France and 
Germany. PERE talks with Vanessa Gelado, Neinver’s director 
of funds, strategy and investment about 
the fundamentals of outlets.

PERE: Given the perceived malaise of 
bricks-and-mortar retail, what makes the 
European outlet asset class different? 
Vanessa Gelado: Outlets are utterly 
different to more traditional retail. In the 
centers we manage, for example, sales 
have increased on average by 10 percent 
over the last six years. This growth is produced by the concept’s 
appeal to consumers who have integrated outlet centers into 
their shopping habits. The continuous influx of top brand 
names has also helped increase outlets’ popularity. Further, 
outlets seem to be resilient to e-commerce growth as they are 
designed for people to enjoy the physical shopping experience.

The turnover rent models have proved effective and are 
another factor in the success of the format. These leasing 
structures have led to a win-win interaction between operators 
and retailers, with higher daily support to the brands in order 
to increase each center’s value and performance. Moreover, 
leases tied to turnover, usually shorter than in other retail 
formats, give outlet operators greater flexibility to respond 
quickly to changes in the market. This is good for investors. 

In terms of density, outlets depend on brands’ stock, so 
there will always be far fewer (only 2 percent of total retail 
space in Europe) than traditional shopping centers, but this 
lower number, together with the higher lure of the offer, make 
their catchment areas larger, usually within a 90-minute drive.

PERE: Why are outlets a compelling investment opportunity? 
VG: Outlets’ fundamentals have been strong in the last 
decade with numbers growing faster than those of traditional 
shopping centers. Consolidated outlet centers tend to provide 

better returns for investors and have performed well in periods 
of economic recession. The concept of ‘smart shopping,’ top 
brands at discounted prices, is attractive to consumers. 

The spread in yields between prime and solid secondary 
shopping centers and outlets stands at 0.25 percent today 
but should disappear in the medium term. We target value-
add net levered returns of 9 percent for yielding assets and 
15 percent for new developments, adapting these to invest-
ment requirements. Our outlet-focused 2007-vintage Irus 
European Retail Property Fund produced around 9 percent 
IRR and 1.9x equity multiple. By contrast, value-added funds 

launched between 2006 and 2009 to invest 
in European retail have delivered an aver-
age IRR of -4.6 percent since inception, 
according to INREV. 

PERE: How critical is location to achieving 
investment success in the outlet space? 
VG: Location is essential. It determines 
paramount variables such as population, 
purchasing power, accessibility and tourism 

potential. In the European market, with close to 200 outlets, 
only a few new centers have non-overlapping catchment areas. 
This has encouraged Neinver, as well as other investors and 
operators, to look for more original, strategic locations closer 
to urban areas or tourist routes. To give you an example, 
we recently opened an outlet center in Prague less than five 
minutes from the airport and we have a project in the French 
Alps close to the Swiss border and destinations popular with 
tourists in the winter months. 

KEYNOTE INTERVIEW | EUROPEAN OUTLETS

“Consolidated outlet 
centers tend to provide 

better returns for investors 
and have performed well 
in periods of economic 

recession”
Vanessa Gelado

The Roppenheim The Style Outlets in France: GAV has increased  
27 percent since it opened in 2012
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Managers and investors need 
to be mindful of key differences 
between countries when looking 
for opportunities in this space. The 
UK and Italy are already well served 
by outlets, and value is driven by 
extensions, refurbishments and 
intensive asset management rather 
than by new developments. Germany 
and France have higher potential 
for further development due to 
their extremely restrictive licensing 

processes, with new licenses becoming quite precious. Having 
the right development skills and the necessary structure in place 
early in time is crucial in order to reap the benefits at the due 
time. Likewise, the outlet market in Central and Eastern Europe 
is just taking off with several schemes under construction. 

PERE: What importance do you place on strong management 
as a driver of performance and value? 
VG: This aspect is enormously relevant. Outlets require 
an intensive niche-type of retail management and know-
how to drive performance and maximize returns, which is 
very different from traditional shopping centers, including 
specialized strategies for leasing, marketing, tourism and 
efficient property management. As these assets grow more 
complex in terms of their number of tenants, size and foot 
traffic, specialized management has become a priority. This is 
also key on the investment side, and this is why we analyze 
carefully all these variables before committing capital.

The ability to understand shoppers’ needs and preferences 
is crucial for success. Customers’ expectations have evolved 
greatly since the outlet concept entered Europe in the 1980s. 
Tenant mix remains vital for sure, but nowadays customers are 
also looking for enjoyable experiences to share. This includes 
the shopping experience and also leisure and services, and 
has led to an increase in the importance of a quality food and 
beverage offering. 

The implementation of new technologies is paramount to 
ensuring the efficiency of outlet centers and boosting overall 
performance results. With investment in technologies such 
as geolocation systems and contextual marketing tools we 
can measure how long visitors stay, identify the most visited 
areas and the frequency of visit to a particular store and send 
personalized offers to visitors when they enter their favorite 
store. Unifying this information in an omnichannel platform, 
retailers, managers and investors know customers better than 
ever, allowing them to optimize strategies and adapt quickly 
to market changes.

PERE: How do you see the next decade shaping up in outlet 
real estate? 
VG: The number of new outlets will continue to grow, but 
in a more moderate way. The European market is close to 
having the right density, although it is still possible to find 
opportunities in some strategic locations closer to urban 
areas or tourist destinations and in countries with a lower 
density of outlets. Investor appetite for outlet assets is likely 
to grow as they see a balanced risk and reward potential in 
this business. Our objective is to double our pipeline space 
through development and acquisitions in the next few years. 
The European market is still fragmented with many local 
operators, so further sector consolidation is expected, with 
opportunities for acquiring individual assets to integrate into 
larger operating platforms managed by experienced operators.

There will be continued emphasis on the importance of 
strong management and the evolution of outlet centers into 
well-rounded destinations, bearing in mind not only quality 
retail but also design, atmosphere, services and leisure. 
The insights of new technologies will provide an excellent 
opportunity to increase overall returns and take customers’ 
experience to another level. We will also see intensified 
sustainability criteria in all phases of the property cycle to 
reduce operating costs and increase long-term assets’ value.

Beyond new developments, there are good opportunities 
to be picked up in the value-add segment through investment 
and intensive management to increase assets’ value and 
performance, including some refurbishments and extensions 
of current portfolios. Comprehensive omni-channelling with 
new technologies at outlets can further optimize results.

There are opportunities outside Europe, too. There’s 
an increase in the number of outlet projects in China and 
Russia, for instance, and the Asian market has great potential 
due to the rapid increase in disposable incomes, increased 
urbanization and low density of this type of retail asset. 

Gelado: outlets seem 
to be resilient to 
e-commerce growth 

On the up
Evolution of outlet sales in the Neinver portfolio

Source: Neinver
Does not include assets which have not been in 
the portfolio for the whole period (2013-17)
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The generation game 
Retailers and retail landlords spend much time thinking about how to cater to millennials. 
Yet a growing older demographic is significantly underserved, writes Mark Cooper

The developed world is aging rapidly and being joined 
by developing nations such as China, which has a 
huge cohort of elderly people. There are nearly one 

billion people over 60 worldwide and most live in higher-
income countries, where life expectancies are highest. Yet 
retail landlords, with a few exceptions, are not providing space 
designed to attract the older shopper. 

Accessibility key
CBRE research compared the shopping mall experiences 
of European 16-24 year-olds and 55-64 year-olds and found 
their desires to be broadly similar, with the main differences 
being that the older demographic is more concerned about 
accessibility and much less interested in food and beverage, 
especially fast food. Older shoppers are also more concerned 
with the overall look and feel of the center.

There is also an argument that older consumers who are 
fit and active do not behave differently to younger shoppers. 
Chris Chong, deputy managing director, CapitaLand 
Retail Singapore, says the group’s shopping centers do not 
distinguish between age groups, although it does make 
them accessible. “We find that our older shoppers have a 
very young outlook; they might not be millennials but they 
are ‘millennial-minded’. If you look at how people in their 
60s dress, it is the same as people in their 40s and they have 
similar shopping habits.” 

Speaking at the Urban Land Institute Asia Pacific Summit 
in Hong Kong in June, George Hongchoy, chief executive of 
Link Asset Management, said: “If you look at advertisements 
for products aimed at people in their 70s and then go back to 
look at adverts from 20 years ago for people in their 50s, those 
photos look the same.” 

Age-conscious Japan 
However, in Japan, the country with the oldest and most 
rapidly aging population (25 million people are aged 70 or 
over), retailers and retail landlords are doing more to appeal 
to the older consumer. 

Aeon Retail, which operates supermarkets and shopping 
centers across Japan, has renovated a number of malls to cater 
to seniors, offering earlier opening hours and social activities 
to encourage older shoppers. It has a target of adapting 100 
sites by 2025. Changes include stocking smaller portions in the 
supermarket, offering health check-ups and exercise facilities, 
as well as more stores selling items aimed at older people. 

The demographic drivers are clear. For example, an Aeon 
mall in the Kasai district of Tokyo, has 80,000 people in its 
catchment area and 44 percent are aged between 60 and 74.

Disposable income
The numbers in China are even more dramatic. The country’s 
population of over 60s is expected to exceed 255 million by 
2020, up from 230 million in 2016 and equivalent to 16.7 
percent of the nation’s overall population, according to the 
National Health and Family Planning Commission. After 
2021, all new Chinese retirees will have benefited from reforms 
and the introduction of a more market-driven economy for 
the whole of their working lives, making them considerably 
more prosperous than previous generations. 

Physical preference 
This has pushed online retailer Alibaba to adopt a number of 
initiatives to attract the older demographic. One of the reasons 
for its $10 billion push into bricks-and-mortar retailing is the 
preference of older shoppers for physical stores. It has launched 
a special mobile app for older shoppers, which is simpler and 
with fewer features. 

Looking to the future, the example of Japan indicates 
that shopping centers will need to adapt to the needs of an 
aging population once the number of over 70s in a market 
hits Japanese levels. Until then, as far as mall owners are 
concerned, 60 is the new 40. 

SPECIAL REPORT | DEMOGRAPHICS

Silver shoppers
Customers over 60 growing rapidly
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Trending 
eastward
The global retail deal market 
is moving toward Asia-Pacific. 
RCA’s senior vice-president 
Jim Costello analyzes the data

Three regions, three different stories 
on retail property investment trends. 
Deal volume globally has been falling 
for over two years now. Clearly, though, 
Asia-Pacific is outperforming the US 
and EMEA: the list of top deals in the 
last 12 months and pricing all point to 
greater investor demand for retail in 
the region. Deal volume is also growing 
in Asia-Pacific and declining in other 
regions. This growth in deal activity was 
accompanied by ongoing compression 
in yields. Let’s take a closer look at the 
trends emerging in each region:

Asia-Pacific
Average yields for retail have declined 
from 5.6 percent in Q1 2016 to 4.9 percent 
in Q1 2018. These yields may understate 
the willingness of investors to pay up 
for assets given the immaturity of the 

stock. Many of the highest quality malls 
in the fast-growing urbanizing markets 
have only recently been constructed 
with few trades. A growing middle class 
and immaturity of the stock make this 
a region where well-performing retail 
assets are greatly in demand.

Americas
Deal volume for retail is falling at 
an accelerating pace. What had been 

only a 5 percent year-on-year pace 
of decline in Q1 2017 has accelerated 
to a 31 percent decline in Q1 2018. 
Some of the decline is the result of 
one unusually large deal in Q1 2017, 
but overall investors are afraid of the 
impact of e-commerce activity in 
US markets that were already largely 
overbuilt. At the same time, yields have 
at best flattened with some evidence of 
increases. This combination of flat to 
increasing yields in the Americas while 
deal volume is falling suggests a market 
where liquidity is falling. Buyers are not 
willing to step up to current price levels 
and fewer assets are trading as a result. 

EMEA 
Deal volume is falling but the pace is 
different from the US; the decline is 
reversing. A 15 percent year-on-year 
decline in Q1 2017 became an 8 percent 
decline in Q1 2018. Yields continue to 
compress: 6.2 percent in Q1 2016 to 5.8 
percent in Q1 2018. The combination of 
falling yields and falling deal volume 
suggests owners of the best assets are 
holding them dearly and not willing to 
move on pricing expectations even as 
buyers become more hesitant. 

DATAROOM

Top of the table 
Asia-Pacific features strongly in the top retail deals

Property Location Volume 
($m) Buyers Sellers

Jurong Point Singapore 1,589 NTUC Income JV 
NTUC FairPrice

Guthrie GTS JV 
Lee Kim Tah Group

Kowloon City Plaza Hong Kong 642 TFG Holdings JV Francis Choi

Indooroopilly 
Shopping Center

Australia 629 AMP Capital AXA Group 
OBO CSS

The Woluwe 
Shopping Center

Belgium 571 Eurocommercial AG Real Estate

Rock Square China 513 CapitaRetail China JV 
CapitaLand

PGIM Real Estate

Gorbushkin Dvor Russia 501 Viktor Kharitonin Sergey Podlysetsky

Magnolia Park Poland 442 Union Investment Blackstone

Westside Pavilion US 428 Hudson Pacific Props Macerich

Galeria Katowicka Poland 366 Employees Provident Fund Meyer Bergman

Rive Gauche Belgium 366 CBRE Global Investors IRET Development

Reflects top 10 single asset deals since June 2017  Source: RCA

Three regions, three different trends
US deal volume has declined rapidly
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Retail shakeout is 
breeding creativity
Savvy landlords are turning vacant 
locations into opportunities using emerging 
formats and technology to keep assets 
financially stable, attractive and relevant, 
writes Brian Sutherland, industry principal of 
Yardi Elevate 

There are certainly corners of the real estate sector 
experiencing hard times with some reports 
proclaiming the demise of traditional shopping 

under the onslaught of e-commerce. This misses the complex 
and nuanced dynamics between virtual and built shopping 
environments. Yes, there have been store closings and ‘For 
Rent’ signs have cropped up at many retail properties. The 
sector’s fundamentals show some signs of late-cycle wear. A 
survey conducted by NREI and Marcus & Millichap found that 
21 percent of investors believe properties will decline in value 
during the next cycle, the most of any asset category. Retail 
likewise led all categories in the number of investors expecting 
the sector’s values to remain unchanged, at 48 percent. 

Retail fundamentals are surprisingly strong overall, 
however. Marcus & Millichap reports store openings, some 
4,000 in all, outnumbering closings in 2017. A closer look at 
the sector suggests spaces are being vacated largely by formats 
that have failed to adapt to the new shopping environment or 
to attract customers through a robust combination of web and 
brick-and-mortar experience. Traditional retailers capturing 
the right mix are finding success. It is telling that seven of the 
National Retail Federation’s top 10 e-retailers for 2017 were 
traditional US-based brick-and-mortar stores: Home Depot, 
Best Buy and Nordstrom among them.

In the face of these challenges, brick-and-mortar retail 
property owners are proving a resourceful bunch latching 
onto new concepts in shopping and filling empty spaces with 
more flexible leases to attract temporary users, and digital 
technologies, often blamed for the brick-and-mortar shakeout, 
can be a powerful tool to maintain asset stability. 

Fresh formats 
The need for greater flexibility in leasing 
comes at a time of inventive new retail formats. 
Consider the rise of pop-up stores. By some 
estimates, these have grown into a $10 billion 
moneymaker. They are increasingly recognized 
as a means to extend a retailer’s brand, try out 

a new product line or address a seasonal demand. It is a game 
any retailer, old or newbie, can play: Nordstrom, Scott Paper, 
Kendrick Lamar and Kanye West are testing the waters. Pop-
ups can settle in for a weekend or a year, giving landlords a 
route to signing a tenant for a conventional traditional five- 
or 10-year lease. This trend, along with other alternative 
applications such as ad displays on shuttered storefronts, helps 
shore up retail asset revenue. Versatility is another hallmark. 
The kiosk, their best-known format, is equally well suited to 
indoor malls and open-air settings. Pop-ups can also take up 

residence in traditional storefront locations, 
especially for longer-term stays.

Pop-ups are also much more than just a 
Band-Aid on struggling properties. They are 
often an event, featured on retailers’ websites 
and making appearances on YouTube. Digital 

EXPERT COMMENTARY | FLEXIBLE LEASING   

“Greater flexibility 
in leasing comes at 
a time of inventive 
new retail formats”

Brian Sutherland

GGP’s Natick Mall: new-age retailers are co-existing with mall staples 
like Banana Republic and J Crew
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channels lend immediacy and relevance 
both to the retailer and the retail asset. They 
have also given rise to new intermediaries, 
such as website PopUp Republic, geared 
to putting temporary tenant and landlord 
together. Such sites can even help landlords 
develop a pop-up concept to fill vacated 
space with formats tailored to the local market. 

Leasing meets technology
Technology offers owners and retailers new tools to help them 
respond to rapid change. Leasing is one area where software 
applications provide unprecedented efficiency that can 
shorten time to market, helping retailers and landlords stay 
competitive. As retail evolves, so too will these open-ended 
systems. Traditional leases can take months to complete, but 
today’s new applications can expedite the process for both 
short- and long-term deals and can provide a holistic view 
of prospects and customers while giving potential tenants 
a virtual tour of available space. Landlords can access all 
customer relationship management data from within Outlook, 
saving time and boosting efficiency. 

Software-based modules offer applications designed to 
streamline the leasing process for temporary and long-term 
retail tenants and operators. Yardi is developing new retail-
focused products enabling the user to enter a new tenant 
prospect in less than 30 seconds. Potential tenants can view 
space options in Gantt chart form, along with availabilities and 
choices for daily, weekly or monthly leases. The transaction 
provides landlord and tenant with a signed contract in less 
than two minutes.

Owners are also turning to multi-use strategies to shore up 
assets in the face of widespread store closings. Multifamily 
and office uses are drawing heightened interest, particularly 
in malls where redefining use is a longstanding challenge. 
For some time, landlords have been ramping up the role of 
entertainment, particularly by expanding dining options and 

movie theaters, to help transform 
conventional shopping into an 
experiential retail strategy.

New answers
The traditional retail options 
one might expect in a mall or 
shopping center are giving way to 
new-age concepts, breathing fresh 
life into otherwise tired assets. 
Forward-thinking retailers are at 
the forefront of these efforts. For 
example, customers in the market 

for an electric car can visit a Tesla Gallery 
for a virtual look at the automaker’s 
latest offerings; the gallery concept is an 
alternative to conventional dealerships, 
since Tesla faces widespread restrictions on 
selling its products directly to consumers. 
Shoppers can find Tesla Galleries in 

locations as diverse as Natick Mall in Massachusetts, Fashion 
Mall at Keystone, Indianapolis, and Village at Corte Madera 
in California, where it lives in close proximity to mall staples 
like Banana Republic and J Crew. 

Fresh approaches provide answers to the shakeout among 
conventional retailers, especially department stores. Several 
large retail properties are part of the national competition 
for Amazon’s second North American headquarters. Valley 
View Mall, a now-demolished property in Dallas, for 
example, is the subject of a planned $4 billion office, hotel and 
entertainment project, and a 20-acre section of the larger plan, 
dubbed Amazon Park, is a proposed site for the new Amazon 
headquarters. 

Retailers that adapt to changing shopping patterns and 
demographics stand a good chance of survival in this time of 
upheaval, and provide more options for worried landlords. In 
2015, Kroger acquired a former Macy’s location at Kingsdale 
Shopping Center in Upper Arlington, Ohio, although specific 
plans to open a grocery store at the site are still pending. 
Whole Foods unveiled plans to launch its millennial-targeted 
365 concept at College Mall in Bloomington, Indiana, and in 
another win for Natick Mall, Wegmans is taking over a store 
once occupied by JCPenney.  

Another possibility for vacant store space is a merger of 
grocery and fulfillment concepts. Pick-up centers are a trail 
already blazed by Kroger and Walmart. Now Amazon is 
getting in on the act with Amazon Lockers; kiosks where 
customers can pick up and return nearly any item found on 
the Amazon website, including the Whole Foods inventory, as 
well as standard Amazon fare.  

A more dangerous tactic is to retain long-term tenants with 
the lure of lower rent options. Here, public landlords run up 
against Wall Street, which wants to know when lease spreads 
are increasing. Although the space is filled or rented to a long-
term tenant, the economics of a new deal do not necessarily 
match prior performance. A retail asset with a 95 percent 
occupancy rate can mask poor monetization.

Retail is in the midst of historic change, and one repercussion 
is a shakeout leaving shuttered storefronts in its wake. To 
lay this upheaval exclusively at the doorstep of e-commerce 
ignores the new dynamics of a market redefining itself. As 
some traditional brands downsize or disappear, new concepts 
are emerging to backfill space and meet customer demand. 

“Digital technologies… 
can be a powerful 

tool to maintain 
asset stability”
Brian Sutherland

Sutherland: brick-and-
mortar retail property 
owners are proving a 
resourceful bunch
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DEAL WATCH

Moving the needle
Four significant retail transactions and why they matter

Europe: Oaktree goes shopping in Ireland
Deal: US private equity giant buys Dublin mall
When: March 2018
Buyer: Oaktree Capital
Seller: Nama
Value: €250 million
Why it matters: This acquisition by the US private equity 
heavyweight is reported to be one of the biggest retail deals 
to have taken place in Ireland to date. Located in Tallaght, a 
popular shopping destination in South Dublin, the Square 
Towncentre is one of the largest shopping malls in Ireland, 
occupying a site just under 30 acres in size and offering 160 
shops. AIB Real Estate Finance part-financed the transaction.

US: Brookfields in successful mall REIT bid
Deal: Asset manager buys remaining 66% share in GGP
When: March 2018
Buyer: Brookfields Asset management
Seller: GGP
Value: $15.3 billion
Why it matters: The Toronto- and New York-based asset 
manager not only makes its biggest ever real estate bet, but the 
deal signals one of the few successful bids in the last year by a 
private equity fund for a mall REIT. Brookfields already owns 
a 34 percent share of Chicago-based retail-focused GGP. By 
buying the remaining 66 percent, Brookfields will be adding 
125 Class A malls to its portfolio. The deal is expected to close 
in Q3 2018.

Asia: Chelsfield backs Hong Kong retail sector
Deal: Chelsfield and the Pamfleet Group buy Provident Square
When: December 2017
Buyer: Chelsfield and Pamfleet Group
Seller: Provident Square
Value: $257 million
Why it matters: London-based investment firm Chelsfield 
entered into a 50:50 joint venture with Pamfleet Group, a 
Hong-Kong-based investment manager, to buy neighborhood 
shopping center Provident Square, located in the island city’s 
the North Point district. The acquisition of the three-story 
retail asset is Chelsfield’s debut deal in Asia and signals a 
renewed confidence in Hong Kong’s retail sector due to 
improving consumer confidence, political stability and the 
growing number of Chinese tourists.

US: QIC shows faith in US malls
Deal: Forest completes divestiture of first six malls to QIC
When: April 2018
Buyer: QIC
Seller: Forest City Realty Trust
Value: $1.24 billion
Why it matters: At a time when the US regional mall sector 
is increasingly regarded as tired and struggling, this deal 
shows confidence in the format by a global industry giant. The 
deal, originally announced in mid-2017, involves Forest City 
selling a portfolio of 10 malls to QIC in a deal worth $3.175 
billion. Divestiture will take place in two tranches. Phase one 
completed in April. 
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Luxury comes back into fashion
After a torrid four years, Hong Kong’s luxury retail market is bottoming out  
and attracting value-add investors. Mark Cooper reports

Hong Kong’s retail property market is like no other – the 
city has more Tiffany stores than the whole of the UK 
– but in recent years the sector has underperformed. 

Savills data show that average prime high street shop rents 
halved between the peak in late 2013 and late last year. This 
year, retail sales growth has been strong – 29.8 percent growth 
in February, the strongest month for eight years.

Nick Bradstreet, head of retail leasing at 
Savills Hong Kong, says: “Luxury retailers 
I have spoken to recently say business 
has improved significantly this year, after 
some very tough times. The weakness 
of the US dollar has made Hong Kong 
shopping cheaper for mainland Chinese 
visitors. Rents for luxury shops are starting to rise after some 
good months for retail sales and those for shopping malls 
are following, although things are still tight for mid-market 
centers. Overall, retailers are still fairly cautious and we don’t 
expect rapid increases in demand for space.”

Welcome return
Relations between Hong Kong and the mainland are also 
warmer. The number of visitors from China is expected to hit 
60 million this year after three years of falling. These visitors, 
particularly the most wealthy, are crucial to Hong Kong’s 
retail market and the reason it can sustain a large number of 
high-end stores. 

Market players also say Beijing seems to be taking a more 
relaxed view on the practice of business gifting, which dried 
up as part of President Xi Jinping’s crackdown on corruption. 
Hong Kong’s watch and jewelery shops in particular suffered 
badly during the clampdown.

Eyeing up the island-city
The prospect of recovery has attracted a number of private 
equity buyers to the sector. Chelsfield Asia has been busy in 
recent months, buying both luxury and neighborhood retail for 
its Asia value-add fund. The UK-headquartered developer and 
asset manager bought the former Hermes store – the ground 
floor of The Galleria, 9 Queen’s Road Central – from Hermes 
for $86 million. The purchase price represents a steep discount 
to the $180 million Hermes was asking when it first put the store 
on the market in 2016, reflecting the tribulations of the luxury 
retail segment in recent years.

Chelsfield Asia chief executive Nick Loup says: “We felt 

the luxury retail market was bottoming out so it was a good 
time to buy exposure to a prime Central retail position. Both 
the Hong Kong and the Chinese economies look positive and 
business sentiment is improving.” The unit will be divided 
into two or three in order to achieve a higher rent per square 
foot and Chelsfield has already secured a tenant for half the 
space, a luxury brand new to Hong Kong, says Loup.

Remain cautious
There are factors that could slow the luxury 
retail recovery, says Bradstreet. “There 
are complications: the dollar has recently 
strengthened and China recently cut 
import tariffs, which will lower the cost of 

luxury goods on the Mainland.” 
Pascal Martin, partner at OC&C Strategy Consultants, 

says: “However, given the relatively small scale of the drop 
relative to the goods retail price (a 7 percent average drop 
in duty on imported wholesale price may only enable a 2-3 
percent drop in China retail price), Hong Kong retailers may 
not find it that difficult to reduce operating costs to maintain 
their comparative price attractiveness.” 

SPECIAL REPORT | HONG KONG

“The Hong Kong and the 
Chinese economies look 

positive and business 
sentiment is improving”

Nick Loup

Retail rollercoaster
Hong Kong shop rents have fallen since 2013

Source: Savills Research & Consultancy
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Positive signs
After a disappointing 2017, capital raised for retail has rebounded
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Moving in the right direction
Fundraising for retail has seen a healthy start to 2018

Europe dominates
Six of the 10 biggest retail funds currrently in market are targeting Europe

 Head Office Fund Manager Target Size ($m) Fund Strategy Regions

Thor Urban Property Fund III United States Thor Equities 1,000.00 Value-added North America

Vanbarton Fund I United States Vanbarton Group 1,000.00 Core North America

AEW Europe City Retail Fund France AEW Europe 945.11 Core Europe

ERES APAC II-China Outlets United Kingdom TH Real Estate 750.00 Core-plus Asia-Pacific

Europe V – Retail Fund United Kingdom Savills Investment Management 590.69 Value-added Europe

Nordic Fund III- Retail Fund United Kingdom Savills Investment Management 590.69 Core-plus Europe

The German Retail Fund 2 - High Street Plus United Kingdom Savills Investment Management 590.69 Core Europe

Corpus Sireo RetailCenter Fonds Germany Corpus Sireo 531.62 Core Europe

ORES Socimi Portugal Sonae Sierra 472.56 Opportunity Europe

L Real Estate II Luxembourg L Catterton Real Estate 400.00 Opportunity Global

Source: PERE
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No middle ground
Managers are prefering to aim small or over $250m when it comes to raising new funds

11109876543210

Source: PERE

Number of funds by target size
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Core focus
Core remains the key strategy for funds in market
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Old world charms
Almost 60% of capital targeted is for Europe
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The millennial factor
In the coming decade, millennials will reshape real estate markets in ways that are still 
being imagined, writes Melissa Reagen, head of research, Americas, at TH Real Estate

As millennials have transitioned from campuses to 
the workforce, commercial real estate has felt its 
impact, as a walk through any high street will attest. 

However, distinctions should be made between the younger 
and older segments of this generation. The older cohort has 
already considerably shaped trends in shopping. They are now 
reaching, or have reached, the age at which most are facing 
typical ‘grown-up’ life decisions. The younger millennials will 
drive demand not only for retail, but for apartments, office 
and even warehouse space in potentially different ways. After 
analyzing older and younger subsets of millennials, TH Real 
Estate has identified distinct investment opportunities based 
on their differences.

Older millennials
This category are those roughly 30-36 years 
old. They are largely renters, perhaps in 
urbanized areas, who have recently made 
major life decisions such as marriage and 
first child, and are likely considering home 
ownership. Despite the high cost of living 
in many dynamic cities of tomorrow, we 
assume that most are in a stable enough 
financial position to afford a home in 
their current metro areas, having worked 
roughly ten years. 

Surveys indicate that amenities such as walkable retail, 
dining and entertainment options, as well as close proximity 
to a train station are highly important to this group. While 
many are likely to continue commuting to central city-based 
jobs, we believe that suburban retail and office properties 

in appointed metro areas could 
represent a compelling investment 
opportunity.

Younger millennials
Those under the age of 30 prefer to 
stay closer to the city centers and 
will drive demand for retail and even 
warehouse space. Having just recently 
completed college, they will likely rent 
for the next seven to 10 years and be 
more cost-conscious. There is likely to 
be an additional benefit to the retail 
sector where tech-related employment 

nodes offer interesting opportunities for mixed-use and lifestyle 
shopping center investment. 

The traditional car-dependent suburban tech clusters such 
as Research Triangle Park in Raleigh, Durham may undergo 
significant redevelopment into an urbanized science park 
in recognition of the need for retail, restaurant and housing 
options to co-exist in an integrated fashion.

Using big data to see tomorrow’s 
world
Using data to study the movement and 
behavior of people can help identify 
tomorrow’s cities: those best positioned 
to  benefit from megatrends such as 
urbanization, technology and demographic 
shifts. Our research indicates that both older 
and younger millennials will eventually 
migrate to the suburbs of either the metros 

they currently live in such as Seattle, New York or Boston, or to 
the suburbs of more affordable metro areas with favorable job 
growth such as Austin, Salt Lake City or Las Vegas.

The impact of lifestyle choices on US cities presents varying 
investment opportunities, depending on each community’s 
job growth prospects, affordability and commercial property 
landscape. While aging and often overlooked cities such as 
Hartford, Pittsburgh, and Kansas City may offer more limited 
investment opportunities, following the millennials and 
technology growth affords investors a unique opportunity for 
revitalization and redevelopment.

Watch this space
Longer term, the sector should keep a watchful eye on 
Generation Z, largely the children of the smaller Gen X 
(those aged 37-54). Research on this generation is only just 
beginning, but indications of divergent preferences compared 
to millennials are emerging, which will further impact 
commercial real estate as soon as five years from now when 
the youngest leave college and begin entering the workforce. 
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“Following the millennials 
and technology growth 

affords investors a 
unique opportunity 
for revitalization and 

redevelopment”
Melissa Reagen

Reagen: The impact 
of lifestyle choices 
on US cities presents 
varying investment 
opportunities
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