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Health Crisis Accelerates Previous Retail Trend; Change in
Consumer Behavior Hinges on Economy and Medical Solution
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Operators poised to adapt. A shakeup in the market will be met
by operators and retailers that have a history of evolving to reflect
changing trends. Following the health crisis, recognizing the difference in permanent and temporary shifts in consumer behavior
will be paramount to restoring property performance. Beyond consumer behavior, several other factors will need to be considered.
The permanence and scope of remote work, movement away from
central business districts, and transition from the core live-workplay developments that were prominent during the last cycle will
all play a role in how many locations permanently close and how to
adapt them. The depth of the downturn and timeliness of a medical
solution could exacerbate or dampen the amount of tenant shuffle
and consolidation that ultimately emerges.
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Prominent chains resize to reflect changing landscape. Several retailers have announced store closures or filed for bankruptcy protection due to the pandemic. Many were already on shaky footing heading
into the recession, including Pier 1 Imports, which is closing all 936
locations. Concepts that are consistently found inside or near regional malls have been disproportionately impacted by the health crisis.
Among the notable mall brands that hastened closings in North America are GNC, Gap and Victoria’s Secret. Prominent anchor tenants are
also closing stores during bankruptcy protection. In most cases, the
shift by consumers away from malls to more experience-based lifestyle
centers would have eventually forced these closures.
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Store closings emerge across the country. Following the health
crisis, the retail market will evolve as a record number of locations
permanently shutter. While the impact on the sector will be significant, the pandemic accelerated a trend that would have likely
played out over the next few years. Prior to the shutdown, an additional 1 percent of retail sales were shifting to e-commerce from
bricks-and-mortar each year. After spiking to nearly 20 percent of
total sales during the health crisis, online retailing is anticipated to
account for 18 percent of sales when the economy fully reopens. As
the retail market adjusts to a post-pandemic environment, the impact will amount to an approximately three-year shift forward on
the move toward online purchases.
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Full-Service Restaurants Struggle to Manage Reduced Traffic;
Fast-Food Concepts Face Brighter Outlook

Nonstore Retail Sales Spike

Full-service restaurants bear the brunt of the downturn. Nearly
Nonstore
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and many will struggle to survive. The average size of a full-service
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restaurant is near 5,000 square feet, though most occupy smaller
footprints. These restaurants are more likely to struggle during a
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prolonged shutdown due to their inability to operate under social
distancing guidelines or lack of outdoor seating. As a result, the per15%
centage of restaurants that permanently close will be greater than
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reopening to some degree as the number of infections surged.

Investors can expect larger range of cap rates. Until a medical
solution is identified and widely available, which could come before
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the end of the year, price clarity will remain elusive for a wide variFull-Service
Workers net-lease
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Single-tenant,
propertiesWorkers
with national
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credit tenants will garner plenty of attention from investors due to
uncertainty in other commercial real estate sectors. However, a sig25%
nificant decline in all transactions during the second quarter will
limit the amount of exchange capital flowing into these properties
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during the second half of the year. Deal-seeking investors may find
opportunities to repurpose permanently closed restaurants, partic-25%
ularly in less-trafficked business districts. Lower demand for momand-pop restaurants may also provide investors above-average re-50%
turns through rigorous due diligence.
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Limited-service restaurants well positioned to weather health
crisis. Many
fast-food restaurants were able to remain open during
25%
the broad shutdown during April and May. As a result, employment
in the sector
is only down 17 percent. Drive-thrus, curbside pickup
20%
and little competition from full-service concepts have buoyed the
industry
thus far. However, many independent locations that had
15%
difficulty getting PPP loans or those without the backing of a corporate office
that has more accessible lines of credit have permanently
10%
shuttered. Franchisees, meanwhile, are expected to show mixed results, though some of the closings come on the heels of pre-existing
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financial weakness.
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ning of the downturn and an average footprint of 3,000 square feet,
far less limited-service space is at risk.
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Restaurants among most vulnerable concepts. The inability to
operate while social distancing will contribute to the shuttering of a
significant share of the nation’s restaurants. Prior to the pandemic,
approximately 650,000 privately owned eating and drinking establishments were located across the nation, representing growth of
nearly 21 percent since the global financial crisis. Estimating how
many restaurants will permanently close should come into clearer focus in the coming weeks as more stimulus is injected into the
system and vaccine trials move into their final stages. Employment
at restaurants is down 25 percent through June, indicating that the
number of establishments that close should fall short of that level.
Nonetheless, sporadic shutdowns will gradually lift the number of
food and drinking places that permanently shutter.
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Motels and Extended-Stay Hotels Capture Demand From Road-Trip Vacationers;
Theaters Await Ending to the Health Crisis

Accommodation Jobs (millions)
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Chains Close, Apparel Jobs Slow to Return
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Box Office Sales Plummet in 2020

Box Office Sales (billions)

Theater owners play waiting game. COVID-19 will not be the
death knell for Hollywood, though many of the nation’s 5,800 cinema sites will have difficulty surviving. If a vaccine is not found, box
office receipts could fall more than 80 percent in 2020 after totaling
$11.3 billion last year. Both national and regional theater companies
face the prospect of bankruptcy or buyouts. Independent theater
owners may have few options if PPP loans expire before operations
can resume. In the meantime, operators are considering temporary
solutions in an attempt to survive the downturn. Pop-up drive-in
movie theaters are appearing across the nation, including 150 locations in Walmart parking lots. The number of drive-in theaters
could more than double the number of pre-health crisis locations.

Accommodation Emp.

Clothing Sales (billions)

Apparel stores hit hard by pandemic. Although pent-up demand
drove up sales 105 percent at clothing and clothing accessory stores
last month, receipts remained 23 percent below the same month in
2019. Year-over-year spending will likely be lower in July as Sunbelt
states tightened restrictions, including reclosing clothing stores in
some locations. June employment in the sector, meanwhile, was
down 41 percent from February, after falling by 62 percent during
the first two months of the health crisis. Thousands of the nation’s
96,000 clothing stores will shut their doors permanently, though
some of these closures were on the horizon prior to the crisis, including the Gap and other mall concepts. Smaller apparel stores
and chains will record a disproportionate number of closures as
competition from superstores siphons revenue.

Hotels Staffed Above Occupancy Demands

Average Daily Occupancy

Hospitality industry needs a significant reboot. At the end of last
year, approximately 70,000 hotels and motels were spread across the
nation. Many of those were closed due to the global pandemic, resulting in a 50 percent decline in employment from February to May. As
some facilities resumed operating in June, the overall decline had
tightened to 37 percent, though reopening will prove to be difficult
for the sector. A sizable reduction in travel is anticipated until the
health crisis is over as flights are avoided or restricted. Mandatory
quarantines of 14 days in some locations may also hinder operations.
The average vacation in Hawaii, for example, is only 12 days, limiting
options for mainlanders to visit the tourism-dependent state. Contrary to restaurants, where large concepts are expected to survive
at a greater rate, smaller hotels should outperform. Motels will be
favored this travel season due to the ease of room accessibility and
increase in car tourism. Extended-stay properties that have kitchens
will also perform well as travelers avoid restaurants.
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Chain Stores Accelerate Closures During Health Crisis
2017 Closures
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Notable Companies

Category

Closures

Notable Companies

Clothing and
Clothing Accessories

2,400+

Signet Jewelers
Victoria's Secret
Chico's
Gap
The Children's Place

Miscellaneous
Store Retailers

300+

Papyrus
Office Depot
Hallmark

Health and
Personal Care

1,500+

GNC
Walgreens
Bath & Body Works
CVS

Electronics and
Appliances Stores

250+

AT&T

Department
Stores

1,400+

Stage Stores
Bed Bath & Beyond
J.C. Penney
Macy's
Sears

Grocery Stores

80+

Earth Fare
Lucky's Market

Furniture and
Home Furnishings

1,400+

Pier 1 Imports
Tuesday Morning
Art Van Furniture
Sur la Table

Other General
Merchandise Stores

50+

Bose

Sporting Goods,
Hobby,
Musical Instrument
& Book Sales

700+

GameStop
Modell's Sporting Goods
A.C. Moore
Olympia Sports

Category

Furniture

Sporting Goods

GROCERY
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