


2 0 0 7  A n n u a l  R e p o r t

2007 National Retail Report

NATIONAL PERSPECTIVE
Executive Summary  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
National Retail Index  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
National Economy  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
National Retail Overview  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7
Capital Markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
Investment Outlook  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9

MARKET OVERVIEWS
Atlanta . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Austin  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Boston  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
Charlotte  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
Chicago  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14
Cincinnati  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15
Cleveland  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
Columbus  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Dallas/Fort Worth  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18
Denver  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19
Detroit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
Fort Lauderdale  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21
Houston  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22
Indianapolis  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23
Jacksonville  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24
Kansas City  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25
Las Vegas  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26
Los Angeles  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27
Miami  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28
Milwaukee  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29
Minneapolis-St. Paul  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30
New Haven  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31
Statistical Summary Table  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32-33
New York City  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34
Northern New Jersey  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35
Oakland  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36
Orange County  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37
Orlando  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38
Philadelphia  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
Phoenix  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40
Portland  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .41
Riverside-San Bernardino . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42
Sacramento . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43
Salt Lake City  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44
San Antonio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .45
San Diego  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46
San Francisco  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47
San Jose . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48
Seattle . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Tampa  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
Tucson  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51
Washington, D.C.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52
West Palm Beach  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53
Single-Tenant Outlook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .54

CLIENT SERVICES
National Retail Group (NRG)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58
Research Services  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59
Marcus & Millichap Capital Corporation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60
Contacts, Sources and Definitions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61
Office Locations  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62

Written by Erica Linn, National Research Manager, and edited by Hessam Nadji, Managing Director. The Capital Markets section was co-
authored by William E. Hughes, Managing Director, Marcus & Millichap Capital Corporation. Additional contributions were made by
Marcus & Millichap market analysts and investment brokerage professionals nationwide.



2 0 0 7  A n n u a l  R e p o r t p a g e  3

2007 National Retail Report

Executive Summary

National Retail Index (NRI)

◆ New York climbed three spots to #1 in the 2007 National Retail Index (NRI), followed by Fort Lauderdale, which gained
seven positions this year. Last year’s leader, San Diego, remained in the top 10 but slipped five positions.

◆ Tech markets posted mixed results. San Jose (#10) climbed seven places this year, while Seattle (#5) and Portland (#17)
gained three and four spots, respectively. On the other hand, Austin (#15) slipped four positions due to its comparatively
high vacancy rate and significant construction pipeline.

◆ It is important to note that since the NRI measures the forecast level and degree of change for a series of variables,
including vacancy, it is possible for an improving market to remain flat or decline in the index, and vice versa.

National Economy

◆ After expanding payrolls 1.4 percent in 2006, employers are forecast to slow the pace of hiring to 0.9 percent with the
addition of 1.2 million jobs. The most significant gains are expected in the educational and health services, and profession-
al and business services sectors, while continued weakness is forecast for the construction and manufacturing sectors.

◆ After expanding by 3.2 percent last year, GDP growth is forecast to slow to 2.6 percent in 2007. While the housing market
will continue to be a strain on the economy, economic expansion will also be hindered by slower growth in business
spending and consumer expenditures.

◆ Although job growth is expected to moderate, unemployment is forecast to remain below 5 percent in 2007. Tight labor
market conditions are forecast to result in accelerating wage growth, helping to offset the effects of reduced cash-out
refinancing activity on retail sales. Overall, retail sales growth is forecast to remain relatively healthy at 4 to 4.5 percent.

Retail Market Overview

◆ A 17 percent slowdown in new home permits could create lease-up challenges for speculative developers and retailers
on the periphery of high-growth areas. Nonetheless, reduced development levels in 2007 will help offset the effects of
this trend. Overall, vacancy is forecast to finish the year at 8.9 percent, a slight increase of 10 basis points from 2006.

◆ After bringing 130 million square feet of retail space online in 2006, developers are expected to curtail deliveries this year.
Approximately 120 million square feet will be added to inventory, and similar to last year, the majority of space is forecast
to come online pre-leased.

◆ Although concessions are forecast to hold firm at approximately 9 percent of asking rents, owners are expected to boost
both asking and effective rents 3.4 percent in 2007.

Capital Markets

◆ In June 2006, the Fed voted to leave the Fed funds rate unchanged at 5.25 percent, following 17 consecutive rates hikes. In
the near term, the Fed is expected to maintain its ‘wait and see’ stance, closely monitoring economic indicators. Barring an
unexpected shock to the economy, inflation is forecast to retreat back in to the Fed’s comfort zone by year end. 

◆ With the days of rapid price appreciation in the past, lenders have become more cautious, leading to more stringent under-
writing requirements for lower-quality assets or those occupied by low- or non-credit tenants.

◆ Anchored retail loans in excess of $4 million are currently being underwritten at 100 to 120 basis points over the 10-year
U.S. Treasury yield, while spreads for smaller, unanchored retail deals reach up to 155 basis points. 

Investment Outlook

◆ Cap rates for listed properties registered a minor uptick in late 2006, suggesting that sellers may be adjusting their pricing
expectations. With the exception of top-tier properties, cap rates are expected to rise modestly in 2007 as investors become
more discerning. However, a return to long-term averages is highly unlikely in the foreseeable future.

◆ Retail property returns are likely to decline modestly in the near term as price appreciation cools, but the sector will remain
a top choice among investors seeking stable cash flows.

◆ Retailer consolidation has been widespread over the past few years. While this trend does pose its share of risks, it can also
improve the marketability and value of lesser-quality assets.
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Marcus & Millichap is pleased to present the 2007 edition of the
National Retail Index (NRI). The NRI is a snapshot analysis that
ranks 42 retail markets based on a series of 12-month forward-

looking supply and demand indicators. Markets are ranked based on
their cumulative weighted-average scores for various indicators,
including forecasted employment growth, vacancy, construction,
household formation, retail sales, rent growth and an additional
analysis of local housing market conditions. Taking into account both
the forecast level and degree of change over the forecast period, the
index is designed to indicate relative supply and demand conditions at
the market level.

Users of the index are cautioned to keep several important points
in mind. First, the NRI is not designed to predict the performance of
individual investments. A carefully chosen investment in the bottom-
ranked market could easily outperform a poor choice in the top-ranked
market. Second, the index is geared toward a short-term time horizon.
A market facing difficulties in the near term may provide excellent long-
term prospects, and vice versa. Third, a market’s ranking may change
from one year to the next even if its fundamentals remain unchanged.
This can happen when conditions are stable in one market while
shifting in the market’s peers. Finally, because the NRI is an ordinal
index, differences in specific rankings should not be misinterpreted. For
example, the top-ranked retail market is not necessarily twice as good
as the second-ranked market, nor is it 10 times better than the 10th-
ranked market. 

Markets Exposed to Housing Risk Benefiting from Other Drivers
Retail development has been driven largely by tenant demand in

recent years, which has kept the market relatively stable. Nationwide,
retailers benefited significantly from low-interest rates and the super-
heated housing market over the past few years, which combined to
support record-high home equity withdrawal. The run in the housing
market clearly came to an end last year, and forecasts call for a
reduction in cash-out refinancing activity in 2007. While consumers
have proven to be resilient, retail sales growth, and consequently
retailer demand, are forecast to cool. In metros where developers raced
to stay ahead of rooftops, there may be modest upward pressure on
vacancy, though it will be limited primarily to far-reaching submarkets.
Fortunately, markets most affected by the slowdown in the housing
market still rank near the top for employment and household growth. 
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Mix of High-Growth, and High Barrier-to-
Entry Markets Rise to the Top

National Retail Index

Markets with the Highest
Expected 2007 Completions
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New York City Claims Top Spot in 2007 NRI

There were several significant shifts in the NRI this year, particularly
among the top markets. While both New York City (#1) and Fort
Lauderdale (#2) gained ground, they did so for different reasons. Like
many northeastern markets, New York City ranks low for household
growth, but it also boasts one of the lowest retail inventory per capita
figures in the nation. With limited new supply slated to come online this
year, New York’s vacancy rate is forecast to tighten further, supporting the
third-highest rent growth in the nation. Fort Lauderdale, on the other hand,
scored high marks for employment, household and retail sales growth.
However, while its vacancy rate is expected to remain low, a minor uptick
is anticipated by year end. 

Phoenix (#3), the only non-coastal market in the top five, inched up
two positions on the strength of its high-ranking employment and
household growth forecasts. These factors offset expectations for further
slowing in the local housing market and its significant construction
pipeline. In the #4 position is Oakland, which boasts the lowest vacancy
rate in the nation but ranks in the bottom half for retail sales, employment
and household growth. Seattle picked up three places this year to round
out the top five, following a seven-spot gain in 2006. The market’s climb is
supported by expectations for above-average retail sales growth, limited
expansion of local inventory and a forecast for the second-greatest decline
in vacancy this year. The remainder of the top 10 is dominated by coastal
markets, including San Diego (#6) and Orange County (#7), which each
dipped five places. Although both markets are expected to register modest
increases in vacancy this year, they will continue to place among the
tightest markets nationally. 

Among the tech markets, San Jose (#10) gained the most ground this
year, rising seven spots. Retail inventory in San Jose is forecast to increase
by less than 1 percent in 2007, keeping vacancy among the lowest in the
nation. Austin (#15), on the other hand, lost four places, as expectations
for strong economic growth were counterbalanced by an anticipated 6.5
percent addition to existing inventory, the greatest increase nationwide.

The middle tier includes a diverse mix of markets, many of which are
improving but not to the degree necessary to offset above-average
vacancy rates. Both Houston (#26) and Dallas (#24) fall into this category.
The middle tier also includes more established markets, such as Chicago,
Northern New Jersey and Boston, which remain healthy but typically post
modest, but stable economic growth. For similar reasons, Midwest
markets typically get pushed to the lower tier of the NRI.
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Rank Rank 06-07
MSA 2007 2006 Change

New York City 1 4 ▲▲ 3

Fort Lauderdale 2 9 ▲▲ 7

Phoenix 3 5 ▲▲ 2

Oakland 4 3 ▼▼ 1

Seattle 5 8 ▲▲ 3

San Diego 6 1 ▼▼ 5

Orange County 7 2 ▼▼ 5

San Francisco 8 7 ▼▼ 1

Washington, D.C. 9 6 ▼▼ 3

San Jose 10 17 ▲▲ 7

West Palm Beach 11 12 ▲▲ 1

Los Angeles 12 14 ▲▲ 2

Las Vegas 13 19 ▲▲ 6

Atlanta 14 13 ▼▼ 1

Austin 15 11 ▼▼ 4

Riverside-San Bernardino 16 10 ▼▼ 6

Portland 17 21 ▲▲ 4

Boston 18 15 ▼▼ 3

Northern New Jersey 19 16 ▼▼ 3

Miami 20 20 ■■ 0

Tucson 21 18 ▼▼ 3

Chicago 22 22 ■■ 0

Tampa 23 25 ▲▲ 2

Dallas/Fort Worth 24 26 ▲▲ 2

Denver 25 24 ▼▼ 1

Houston 26 29 ▲▲ 3

Orlando 27 23 ▼▼ 4

Sacramento 28 27 ▼▼ 1

San Antonio 29 32 ▲▲ 3

Minneapolis-St. Paul 30 30 ■■ 0

Philadelphia 31 28 ▼▼ 3

Charlotte 32 35 ▲▲ 3

Jacksonville 33 31 ▼▼ 2

Salt Lake City 34 34 ■■ 0

New Haven 35 33 ▼▼ 2

Indianapolis 36 37 ▲▲ 1

Kansas City 37 39 ▲▲ 2

Columbus 38 41 ▲▲ 3

Milwaukee 39 36 ▼▼ 3

Detroit 40 38 ▼▼ 2

Cleveland 41 40 ▼▼ 1

Cincinnati 42 42 ■■ 0
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Austin

The Austin metro area continues to be one of the fastest-growing markets
in the nation, which is fueling strong retail sales growth and healthy fun-
damentals. Expectations for another year of above-average growth have

captured the attention of developers and tenants alike, and retailers continue
to actively seek out suitable locations for expansion. Job growth in the region
is forecast at 3.3 percent, one of the highest rates in the nation. The high-tech
industry is on a rebound, and venture capital funding in the metro is picking
up momentum. Employment opportunities are driving household growth,
which is expected to average 3.2 percent over the next five years, and retailers
are rushing into the rapidly growing suburbs as a result. In 2007, over 3 million
square feet of retail space is expected to be delivered in Austin. National chain
IKEA, which rarely moves into markets with fewer than 2 million people,
opened a new location in the Round Rock area last year, and the long-awaited
1.1 million-square foot Hill Country Galleria is slated to open with brand name
tenants this summer in the southwest. 

Austin’s favorable demographic and employment outlooks will continue
to fuel the region’s investment climate. Average cap rates in the high-7 percent
range, more than 100 basis points higher than many coastal markets, will
continue to attract out-of-state investors to the region. Additionally, metro
areas that experienced a run-up in retail sales due to home price appreciation
and cash-out refinancing will struggle to generate similar returns this year.
Austin’s housing market did not appreciate at an overheated pace, leaving
local retailers and property owners better insulated against a cooling housing
market. Investors are expected to focus on multi-tenant opportunities with
national anchors in the rapidly growing suburbs north and south of the city.
Near the city center, where high-end condo developments have increased
population density, investors may reap higher yields by taking on vacancy-
challenged assets and repositioning them to attract tenants to the area. 

2007 Market Outlook

◆ 2007 NRI Rank: 15, Down 4 Places. Despite robust job growth, Austin lost
four spots in this year’s ranking due to elevated construction levels and the
forecast for an increase in vacancy.

◆ Employment Forecast: In contrast to the nation, job growth is accelerating
in Austin. Employers are expected to add 24,000 positions this year, an
increase of 3.3 percent. Last year, 21,000 jobs were created in the metro.

◆ Construction Forecast: Builders are expected to bring 3.5 million square
feet online by year end, increasing total inventory by 6.5 percent. In 2006,
developers added 2.9 million square feet of retail space.

◆ Vacancy Forecast: The influx of new retail space will push vacancy up 60
basis points to 9 percent by the end of the year. 

◆ Rent Forecast: Asking rents are expected to reach $19.68 per square foot
in 2007, a 3.3 percent gain, while effective rents are forecast to grow 3.2
percent to $17.80 per square foot. 

◆ Investment Forecast: Transaction velocity is expected to remain strong in
2007. Cap rates will likely flatten if not inch up due to improving NOIs.
Active home building in South Austin will be attractive to retailers and
garner attention among investors. 

Austin’s Economic Rebound Driving
Retail Expansion in Central Texas 
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Down 4 Places 2007 Rank: 15 2006 Rank: 11

Market Forecast Employment: 3.3% ▲ Construction: 21% ▲ Vacancy: 60 bps ▲ Asking Rents: 3.3% ▲
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Another strong year is anticipated for retail properties in the Boston metro
area. Vacancy will remain tight and rents are projected to climb at a pace
slightly above the historical trend, as retailers remain attracted to the

area’s high population density and significant household incomes. Recent
trends in the Central Boston submarket, where vacancy is projected to hover
in the 4 percent range this year, illustrate the market’s vigor. Although retail
stock in the submarket has increased 12 percent since 2003, demand has
increased 19 percent during the same period. Effective rents in the submarket
are expected to increase more than 3 percent this year, as additions to supply
decline. Marketwide, retail supply is expected to grow 1.4 percent in 2007, in
line with recent construction. The planning pipeline, though, contains 21
million square feet of space, much of which is attributable to mixed-use
projects at infill sites. A group led by Vornado Realty Trust, for example, will
redevelop a site in the Downtown Crossing district formerly occupied by a
Filene’s department store. Additionally, more than 3 million square feet is
planned on the South Boston Waterfront, where a proposed new passenger
cruise terminal would augment retail spending.

Investment sales will be executed at a sustainable pace in the months
ahead, as prices continue to reflect strong underlying fundamentals. Larger
shopping centers will continue to attract institutions and REITs, and cap rates
could dip to less than 6 percent for properties in prime, difficult to duplicate
locations. For small investors, meanwhile, a steady local economy will support
retailer space demand at storefront properties and strip centers. Newer strip
centers priced at cap rates in the mid- to high-7 percent range should attract
multiple bidders, but few owners have put new, top-quality assets on the
market recently. Owners of newer strip centers who have not recently contem-
plated a sale may find pent-up buyer demand for their properties.

2007 Market Outlook

◆ 2007 NRI Rank: 18, Down 3 Places. Firm fundamentals will be insufficient
to offset modest job growth and modest retail sales gains in 2007.

◆ Employment Forecast: Employers are forecast to add 24,000 jobs in 2007, a
1 percent gain, and an increase from 18,000 positions last year. The leisure
and hospitality sector is projected to create 4,300 workers this year.

◆ Construction Forecast: Builders are expected to complete 1.5 million
square feet of retail space this year, down from 1.9 million square feet in
2006. More than half of the new space will be single-tenant properties,
including four Walgreens. 

◆ Vacancy Forecast: A slight reduction in deliveries of competitive space and
an accelerated pace of job growth will support a 20 basis point decline in
vacancy to 5.1 percent this year. 

◆ Rent Forecast: Modest improvement in vacancy will support a 3 percent
increase in asking rents to $22.07 per square foot. Effective rents will
advance 2.6 percent to $20.37 per square foot.

◆ Investment Forecast: In affluent Middlesex County, a resurgence in
employment growth and an accompanying rise in disposable incomes
will fuel greater demand for restaurant properties from owner/users,
developers and investors. * Estimate  ** Forecast

p a g e  1 2 2 0 0 7  A n n u a l  R e p o r t

Boston Down 3 Places 2007 Rank: 18 2006 Rank: 15

With Improving Economy, Boston Retail
Sector Continues to Post Strong Results

Market Forecast Employment: 1.0% ▲ Construction: 21% ▼ Vacancy: 20 bps ▼ Asking Rents: 3.0% ▲



Charlotte

Charlotte’s significant population growth in recent years has been
supported by above-average economic expansion. Employers are
attracted to Charlotte due to the relatively low housing costs and the

metro’s corporate-friendly environment. Job growth is forecast to reach 2
percent this year, with many new positions expected to be in the higher-paying
professional and business services sector. Further fueling population growth
in Charlotte are retirees who are realizing they can stretch their dollar further
than in Florida, where housing and insurance costs have skyrocketed recently.
As a result, retail sales are expected to increase by 4.6 percent this year.
Developers and retailers have responded to this growth, particularly in the
North submarket, where new construction is concentrated. Vacancy will rise
in the North submarket this year, but we expect the increase will be short-
lived. In the East submarket, the largely pre-leased 1.3 million-square foot
Bridges at Mint Hill is expected to open this year, the second regional center to
open in the metro in the past two years. 

Private out-of-state buyers and institutional investors are being lured to
Charlotte by strong growth trends and market fundamentals. Investors can
still find cap rates in the low- to mid-7 percent range, 100 basis points higher
than some larger nearby markets. Private REITs and institutions will look to
acquire more properties this year, focusing on top-quality multi-tenant assets
in the high-growth suburbs north and south of the city. Value-add opportuni-
ties are being found in or near the Plaza/Midwood area, where assets can be
repositioned to attract retailers in support of the growing population in
neighboring Uptown. Investors seeking newer properties should look to the
North submarket, where new construction is coming online mostly pre-leased
and tenant demand will remain strong.

2007 Market Outlook

◆ 2007 NRI Rank: 32, Up 3 Places. Charlotte gets a lift from encouraging
demographic trends, stable fundamentals and solid retail sales growth,
leading to a three-place jump in this year’s index.

◆ Employment Forecast: Job growth in Charlotte is expected to accelerate
this year. Employers are forecast to add 16,200 positions, a 2 percent gain,
up from 11,800 positions that were created last year.

◆ Construction Forecast: Developers are responding to elevated demand
driven by population and job growth, adding 2.7 million square feet of
retail space this year after bringing 2.6 million square feet online in 2006.

◆ Vacancy Forecast: Construction will slightly outpace absorption this year,
pushing vacancy up 10 basis points to 8.5 percent. 

◆ Rent Forecast: Asking rents are expected to rise 3.6 percent to $18.13 per-
square foot this year, while effective rents increase 3.8 percent to $16.25
per square foot. Rent growth will not meet last year’s pace, when asking
and effective rents grew 4.8 percent and 5.1 percent, respectively.

◆ Investment Forecast: Retail investment in Charlotte is expected to remain
healthy in 2007; however, sales prices will flatten during the year, causing
a slight uptick in cap rates as NOIs improve. Longer-term investors
should look to York County, where strong population growth is forecast
to exceed the metro average over the next five years.

Positive Demographic Trends and Favorable
Yields Drive Charlotte Retail Market
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Up 3 Places 2007 Rank: 32 2006 Rank: 35

Market Forecast Employment: 2.0% ▲ Construction: 4% ▲ Vacancy: 10 bps ▲ Asking Rents: 3.6% ▲
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With another year of significant retail property completions and a
reduced pace of spending growth, vacancy is expected to increase
slightly in 2007. Property performance will vary, however, between

submarkets within the city and those in the suburbs. In terms of rent growth,
retail properties located in the city’s downtown and near-north neighborhoods
are expected to outperform the rest of the metro. With vacancy hovering in the
4 percent range, we expect properties throughout prime Chicago neighbor-
hoods, such as Wrigleyville and Lincoln Park, to command rent growth in
excess of 5 percent. The outlying suburbs are forecast to receive 80 percent of
the metro’s new construction, which will nudge vacancy higher in 2007.
Tenant demand in this area, however, remains strong, as retailers continue to
follow rooftops. Approximately 23,000 new households are projected annually
in the outer suburban counties. As a result, effective rents in these areas are
expected to increase 4.2 percent this year, up from 2.6 percent in 2006. 

As spending growth slows, investors will increasingly focus on stable,
superior-quality  neighborhood shopping centers and single-tenant net-leased
assets, such as fast-food restaurants. Single-tenant assets will be particularly
attractive to out-of-state buyers, as local cap rates are forecast to stabilize in the
high-6 percent range, modestly higher than the national average. Besides
pursuing expansion plans in the suburbs, big-box retailers are also trying to
secure locations within the city of Chicago. This trend may create opportuni-
ties for existing properties that can be reconfigured to entice big-box retailers.
Furthermore, many city neighborhoods have little space for large-scale con-
struction, which brightens the revenue growth outlook for smaller retail assets
in the urban core.

2007 Market Outlook

◆ 2007 NRI Rank: 22, No Change. Chicago will hold firm as retailer
expansion and moderate retail sales growth will counteract increased
development and rising vacancy.

◆ Employment Forecast: Chicago will gain 40,800 new jobs in 2007, a 0.9
percent gain following a 1.3 percent increase last year. The professional
and business services sector is expected to lead job growth. 

◆ Construction Forecast: Developers are expected to bring 6.5 million square
feet of retail space online in 2007, up from 5.5 million square feet last year. 

◆ Vacancy Forecast: Heightened construction and reduced spending growth
will result in a slight rise in vacancy of 20 basis points to 7.3 percent in 2007.
Vacancy within the city of Chicago will increase 50 basis points to 4.5
percent, while the rate in the inner suburbs of the city will remain
unchanged from last year at 6.5 percent.

◆ Rent Forecast: Metrowide asking rents are expected to increase 4 percent,
slightly outpacing effective rent growth of 3.9 percent. Asking and
effective rents in suburban Chicago are expected to increase 4.2 percent
and 4.4 percent, respectively.

◆ Investment Forecast: Investors with a long-term hold strategy will likely
target properties in Will and Kendall counties. Low vacancy and annual
population growth exceeding 4 percent in these southern counties will
drive above-average revenue gains in the coming years. * Estimate  ** Forecast

p a g e  1 4 2 0 0 7  A n n u a l  R e p o r t

Chicago No Change 2007 Rank: 22 2006 Rank: 22

Rent Growth in Outlying Suburbs
Expected to Gain Momentum

Market Forecast Employment: 0.9% ▲ Construction: 18% ▲ Vacancy: 20 bps ▲ Asking Rents: 4.0% ▲



Cincinnati

The Cincinnati retail market is expected to post modest improvement this
year, building on momentum generated during the second half of 2006.
Excluding the spike in vacancy caused by a flood of new retail space

hitting the market in the first half of 2006, performance of local retail properties
has been consistent over the past few years, a trend we expect to continue in
2007. While developers will continue to bring new space to the metro,
deliveries are down from one year ago and make up a relatively modest
percentage of existing inventory. The success of the Crestview Hills Town
Center in Northern Kentucky is encouraging builders to focus primarily on
lifestyle centers, which are forecast to post solid revenue growth in the coming
years. Retail demand is expected to be supported by stable consumer spending
and modest household growth this year, especially in the fast-growing Outer
Counties submarket, where vacancy is forecast to decline by 120 basis points.
As a result, we anticipate that vacancy will improve metrowide this year, and
retail property owners will implement their most significant rent increases in
five years.

Income-seeking investors will continue to be attracted to the Cincinnati
retail market as cap rates hover in the 8 percent range, well above the national
average. The renovation of Fountain Square and the ongoing Banks
development project have generated some interest in downtown properties,
although fundamental improvement has been tempered by moderate
population and employment growth. Investors seeking more immediate
upside potential will likely target properties in the suburbs, specifically in
Warren and Butler counties, where the forecasts for population and household
income growth are higher than the metro average. Buyers may also explore
assets in the Kenwood area, where the successful redevelopment of the
Kenwood Towne Centre has attracted shoppers from across the metro.

2007 Market Outlook

◆ 2007 NRI Rank: 42, No Change. Employment growth and household
creation will continue in 2007 but at a below-average rate, keeping
Cincinnati unchanged in this year’s index. 

◆ Employment Forecast: The metro is expected to add 9,500 jobs in 2007,
down from 12,800 jobs last year. The professional and business services
sector will once again lead the metro in employment growth this year.

◆ Construction Forecast: An estimated 1.4 million square feet is slated for
delivery in 2007, down from 1.6 million square feet last year. Suburban big-
box and grocery development will continue to drive construction.

◆ Vacancy Forecast: After rising 100 basis points last year, vacancy is
expected to decline 30 basis points to 10.3 percent in 2007. 

◆ Rent Forecast: Asking rents are expected to increase 2.1 percent to $14.63
per square foot, while effective rents climb 2.2 percent to $12.89 per square
foot. Hamilton County suburbs, such as Blue Ash, are expected to post the
strongest rent gains this year with growth exceeding 3 percent.

◆ Investment Forecast: Assets in Northern Kentucky are expected to
outperform the metro this year. This area has lower living and business
costs, which are expected to drive stronger population and employment
gains over the long term, providing a boost for local retailers.

Strong Absorption to Drive Investment in
Cincinnati Suburbs
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No Change 2007 Rank: 42 2006 Rank: 42

Market Forecast Employment: 0.9% ▲ Construction: 13% ▼ Vacancy: 30 bps ▼ Asking Rents: 2.1% ▲
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Modest retail spending growth will support Cleveland properties,
although an increase in new construction is expected to push vacancy
slightly higher in 2007. After experiencing the metro’s first year of job

growth this decade in 2006, employment is expected to be flat this year. Some
industries, however, will post improvements, including the traditionally high-
paying professional and business services, and the educational and health
services sectors, which should lead to a modest increase in discretionary
income. Developers are stepping up activity this year, particularly the con-
struction of big-box-anchored shopping centers in the western suburbs. While
these centers will come online largely pre-leased, vacancy is expected to
increase, as older assets will need to compete with these newer properties. This
trend will be especially evident in the far western portions of the metro, where
700,000 square feet of new space is expected in 2007. Mature submarkets in the
more affluent eastern suburbs, where few prime, buildable locations remain,
will record a decrease in vacancy and above-average rent growth.

Although growth prospects may be limited, buyers will continue to find
investment opportunities in the Cleveland retail market. Cap rates are
expected to remain well above the national average, which should bring
income-seeking buyers to the metro. In particular, single-tenant properties,
where cap rates are in the high-7 percent to low-8 percent range, offer buyers
a considerable yield premium over many metros throughout the country and
should attract out-of-state buyers. Investors who prefer multi-tenant assets
will find cap rates in the mid-8 percent range. As is the case in many areas,
investor demand will be strongest for well-located assets, while sellers listing
lower-quality properties are likely to receive fewer offers. In the Cleveland
metro, this trend will result in transaction activity being concentrated in the
more established eastern suburbs including Independence, Parma and Shaker
Heights. Occupancy rates in these areas are among the highest in the region,
and rental income is expected to post solid gains.

2007 Market Outlook

◆ 2007 NRI Rank: 41, Down 1 Place. A lack of job growth coupled with new
construction and rising vacancy led to Cleveland’s one spot decline.

◆ Employment Forecast: After adding 1,500 jobs last year, employment is
expected to remain unchanged in 2007.

◆ Construction Forecast: An estimated 2.1 million square feet of new space
will come online in 2007, up from 1.7 million square feet last year. Most
development is concentrated in suburban neighborhood centers.

◆ Vacancy Forecast: Moderating retail spending growth and increased
competition from new supply will lead to a 30 basis point increase in
vacancy to 8.3 percent. 

◆ Rent Forecast: Asking rents are expected to gain 2.3 percent to $15.94 per
square foot, while effective rents increase 2.1 percent to $14.39 per square
foot. The Strongsville/Parma submarket will achieve the strongest rent
gains this year due to the area’s substantial improvement in vacancy.

◆ Investment Forecast: Retail properties in outlying Lake County may
entice investors this year with the the region’s lowest vacancy rate and a
thin construction pipeline. * Estimate  ** Forecast

p a g e  1 6 2 0 0 7  A n n u a l  R e p o r t

Cleveland Down 1 Place 2007 Rank: 41 2006 Rank: 40

Yield Premiums Attracting Out-of-State 
Retail Investors to Cleveland

Market Forecast Employment: 0.0% ■ Construction: 19% ▲ Vacancy: 30 bps ▲ Asking Rents: 2.3% ▲



Columbus

Solid economic fundamentals will continue to support the Columbus retail
market in 2007. Strong job growth is expected in the government and
higher-paying professional and business services sectors, which collec-

tively account for more than one-third of the metro’s employment base.
Furthermore, the median household income in Columbus remains relatively
high, especially when compared to the area’s cost of living. These factors will
continue to support retail sales growth over the next year. Completions in 2007
will trail last year’s level, but owners may find it more challenging to fill vacant
space in older locations. Additionally, 8 million square feet of retail space is in
various stages of planning, a total that would increase existing inventory by
more than 10 percent if all projects are brought online. Many planned projects
are in the northern portions of the metro, however, and may not break ground,
as recent development in the Polaris Corridor has reduced the need for
additional space. 

Investors will continue to target properties in the Columbus metro, drawn
by the area’s diversified economy and stable employment base. Last year,
many local buyers largely waited on the sidelines as out-of-state buyers drove
down cap rates. Though cap rates may inch up modestly this year, local
investors should still expect competition from outside the market, particularly
from other Midwest metros where economic growth and investment prospects
are not as bright. Properties in the outlying areas of the metro, such as
Delaware County, may offer outstanding long-term investment opportunities,
as strong population growth and high occupancy levels should support
impressive NOI gains in the coming years.

2007 Market Outlook

◆ 2007 NRI Rank: 38, Up 3 Places. Columbus is expected to be the strongest
performing market in Ohio this year. The metro moved up three spaces,
propelled by increased job growth and improved fundamentals.

◆ Employment Forecast: Columbus is expected to gain 11,100 jobs in 2007, a
1.2 percent increase in employment, surpassing last year’s 0.5 percent gain.
The professional and business services, and trade, transportation and
utilities sectors will contribute half of the new jobs this year.

◆ Construction Forecast: Developers have  1.2 million square feet scheduled
for delivery in 2007, down from 1.7 million square feet last year. Big-box
development will continue as Wal-Mart, Home Depot and Target all
increase their presence in the Columbus market.

◆ Vacancy Forecast: Vacancy is expected to end the year at 11.2 percent,
down 10 basis points from 2006. The Northeastern submarket will post the
strongest improvement this year due to a slowdown in new construction. 

◆ Rent Forecast: Asking rent growth will outpace effective rent gains in
2007, as owners focus on filling vacant space. Asking rents are expected to
increase 2.3 percent to $12.87 per square foot, while effective rents gain 2.1
percent to $11.42 per square foot.

◆ Investment Forecast: Investors are expected to continue to favor the I-270
Corridor, between Hilliard and I-70, due to the affluent local population.
Buyers are expected to target smaller neighborhood centers, which will be
less affected by the growth of regional centers in the Polaris area.

Stable Local Economy Spurs Retail
Demand in Columbus 
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Up 3 Places 2007 Rank: 38 2006 Rank: 41

Market Forecast Employment: 1.2% ▲ Construction: 29% ▼ Vacancy: 10 bps ▼ Asking Rents: 2.3% ▲
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The retail outlook in the nation’s fourth-largest metropolitan area is
looking brighter. The Dallas/Fort Worth economy, slow to recover
from the past downturn, is now firing on all cylinders. In 2007, job

growth in the metro area is forecast at more than twice the national average.
This trend, coupled with the addition of more than 100,000 new residents,
will support a 6.3 percent increase in retail spending in 2007, one of the
highest growth rates in the nation. As a result, national big-box retailers are
quickly positioning themselves at the most desirable locations. Denton
Hillview, a new 1.7 million-square foot super-regional center that broke
ground late last year, is a prime example of retail growth in the region. Wal-
Mart continues to position its Supercenters in the path of growth, with six
new locations expected to be delivered to the Metroplex in 2007. While new
retail construction will create stiff competition to older centers, tenant
demand remains strong. As a result, we expect further metrowide vacancy
improvement this year.  

Investors will to continue to pour capital into the Metroplex this year,
drawn by attractive yields and continued growth. While private out-of-state
buyers are expected to play a significant role in the market again in 2007, local
and institutional investors are forecast to increase their stakes. Multi-tenant
cap rates compressed last year, while yields on single-tenant net-leased
properties remained flat, indicating pricing power may have peaked.
Nonetheless, overall cap rates remain in the mid-7 percent range, approxi-
mately 50 basis points higher than the national average. This year, many local
sellers engaging in 1031 exchanges will likely look to land plays, focusing on
areas along the path of growth. Investors may want to look for opportunities
in North Fort Worth. This submarket is becoming a retail haven, as evidenced
by the addition of the 2 million-square foot Alliance Town Center. 

2007 Market Outlook

◆ 2007 NRI Rank: 24, Up 2 Places. Population and employment gains will
fuel retailer expansion in the Metroplex in 2007, supporting Dallas/Fort
Worth’s two-place improvement in the NRI. 

◆ Employment Forecast: The Dallas/Fort Worth area is forecast to post job
growth of 2.4 percent this year, as employers increase payrolls by 68,800
new positions.  

◆ Construction Forecast: Construction will slow this year after 8 million
square feet of retail space was delivered in 2006. Developers are expected
to add more than 6.5 million square feet in 2007, a 2.5 percent increase to
inventory.

◆ Vacancy Forecast: Vacancy will continue to tighten due to declining con-
struction and retailer expansion. We expect vacancy will improve 50 basis
points in 2007, ending the year at 12.6 percent.

◆ Rent Forecast: Pricing power has begun to swing to owners. Asking rents
are expected to reach $15.68 per square foot, up 2.9 percent, while effective
rents are forecast to increase 3.2 percent to $14.08 per square foot. 

◆ Investment Forecast: Sellers will continue to appeal to out-of-state buyers
to achieve pricing objectives, but local and institutional investors will also
remain active. * Estimate  ** Forecast

p a g e  1 8 2 0 0 7  A n n u a l  R e p o r t

Dallas/Fort Worth Up 2 Places 2007 Rank: 24 2006 Rank: 26

Recovery in Dallas/Fort Worth’s Economy
Lends Investment Potential

Market Forecast Employment: 2.4% ▲ Construction: 19% ▼ Vacancy: 50 bps ▼ Asking Rents: 2.9% ▲



Denver

Significant construction continues to characterize the Denver retail
market. Major projects in Stapleton, Aurora and to the north in
Westminster are expected to challenge older existing centers. While the

majority of new construction is pre-leased, lateral moves are the primary
driver of leasing activity, which will limit vacancy improvement this year.
The average asking rent metrowide will increase due to new construction, but
on an existing same-store basis, rents will remain relatively flat, and
concessions will increase for older centers in areas where new construction is
prevalent. Although job growth will be hampered by the slowing housing
market and reductions in construction-related employment, healthy gains in
the professional and business services, and educational and health services
sectors will more than offset the losses. Retail spending is expected to increase
4.7 percent in 2007 following last year’s 5.6 percent gain, which was driven in
part by cash-out refinancing activity in the metro area.

Transaction velocity will hold steady in the Denver retail market despite
new construction challenging older centers. Sales velocity is being supported
by out-of-state investors, who accounted for more than 45 percent of transac-
tions last year, up from 24 percent the previous year. With average cap rates
in the mid-7 percent range, we expect this trend will continue. Out-of-state
and institutional investors will supplement sales volume, as local buyers have
begun to exhibit some resistance to current pricing. Institutions are expected
to focus on top-tier assets in growth areas southeast and northwest of Denver.
While single-tenant assets are a favorite metrowide, local and out-of-state
investors are also targeting opportunities for lower-tier assets, including strip
centers in central Denver, western Aurora and south of the city, which is
benefiting from the new light rail.  

2007 Market Outlook

◆ 2007 NRI Rank: 25, Down 1 Place. Continued building and flat fundamen-
tals will characterize the Denver retail market in 2007, impeding
improvement in our ranking.

◆ Employment Forecast: Job growth in the Denver area is expected to slow
this year with the addition of 13,400 jobs, a 1.1 percent increase. Last year,
employers created more than 16,700 positions.

◆ Construction Forecast: Retail construction is accelerating, with developers
forecast to deliver 4.5 million square feet of space this year. 

◆ Vacancy Forecast: Despite a slowdown in economic growth, most of the
new construction coming online this year is pre-leased, helping keep
vacancy flat at 7.3 percent. Last year, vacancy inched up 20 basis points.

◆ Rent Forecast: Asking rents are expected to reach $17.05 per square foot
this year, up 3 percent. Effective rents are forecast to increase 3.2 percent
to $15.33 per square foot. In 2006, asking and effective rents grew 2.2
percent and 1.8 percent, respectively.

◆ Investment Forecast: Leasing activity has caught up with construction in
the southeast areas of Parker and south of the Tech Center, leading to
reduced concessions and strong revenue growth. A rebounding tech
market will drive household creation and retail demand in the northwest.
As a result, these areas will remain popular among investors.

Redevelopment Reshapes Denver Retail
Market, Creates Investment Opportunities
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Down 1 Place 2007 Rank: 25 2006 Rank: 24

Market Forecast Employment: 1.1% ▲ Construction: 55% ▲ Vacancy: 0 bps ■ Asking Rents: 3.0% ▲
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Detroit’s economy is gradually emerging from a period of contraction.
While uncertainty persists, the metro is forecast to gain jobs for the first
time in six years as the restructuring auto industry appears to have

already implemented most of the expected payroll reductions. Most
employment sectors are forecast to add jobs or remain stable this year.
Educational and health services, for example, is expected to add nearly 3,700
positions. Despite renewed job growth, retail construction is still expected to
pressure occupancy. Wal-Mart, Target and Meijer continue to expand their
presence in the metro, creating greater competition for older properties that do
not include big-box anchors. While vacancy will slowly trend higher in 2007,
rents will continue to grow, resulting in moderate revenue gains for most
properties. Rent growth will not, however, be consistent across the metro. In
affluent communities in north Oakland County, growth is expected to exceed
3 percent, while the average rent in neighboring Macomb County is forecast to
increase only 1 percent as owners focus on tenant retention.

Retail properties in Detroit offer surprising stability in light of the region’s
prolonged economic struggle, and the investment market is expected to
remain active in 2007. Economic concerns have largely been factored into
prices, resulting in cap rates in the mid-9 percent range for multi-tenant
properties and the high-7 percent range for single-tenant net-leased assets.
Out-of-state buyers are expected to continue to bring capital into the market to
take advantage of these higher returns. Conservative buyers will target assets
in affluent suburban submarkets, such as Bloomfield Hills, where stable tenant
demand will support consistent rent growth. More risk-tolerant investors
should consider older Wayne County assets that can be acquired at cap rates
above the metro’s high average and repositioned in anticipation of a future
economic recovery.

2007 Market Outlook

◆ 2007 NRI Rank: 40, Down 2 Places. Despite the first sign of employment
growth in seven years, Detroit is still hovering at the bottom of the index. 

◆ Employment Forecast: Detroit is expected to gain 4,000 jobs in 2007 after
losing 20,000 jobs last year. Manufacturing employment will continue to
decline though, with losses in the sector expected to total 900 jobs.

◆ Construction Forecast: Developers are expected to deliver 2 million square
feet of retail space this year, down from 2.7 million square feet in 2006. 

◆ Vacancy Forecast: Following a 30 basis point increase last year, vacancy is
expected to rise another 20 basis points to 9.8 percent in 2007. Older infill
properties are losing tenants to newer assets in more viable locations.  

◆ Rent Forecast: New construction and stronger performances at newer
suburban properties will push the average rent higher. Asking rents are
expected to increase 2.4 percent to $18.05 per square foot, while effective
rents rise 2.6 percent.

◆ Investment Forecast: The revitalization of downtown has garnered
investor interest. Two mixed-use projects were recently announced,
including the redevelopment of the Fort Shelby Hotel and the Broderick
Tower. More out-of-state capital is expected to flow into Detroit, primarily
targeting affluent suburban communities. * Estimate  ** Forecast

p a g e  2 0 2 0 0 7  A n n u a l  R e p o r t

Detroit Down 2 Places 2007 Rank: 40 2006 Rank: 38

Above-Average Returns Draw Investors to
Detroit Retail Market

Market Forecast Employment: 0.2% ▲ Construction: 26% ▼ Vacancy: 20 bps ▲ Asking Rents: 2.4% ▲



Fort Lauderdale

Moderating demand will nudge up vacancy and temper the pace of rent
growth this year but should not divert investors’ eyes from the bright
long-term outlook for the Broward County retail property sector.

Approximately 30,000 new residents are forecast annually during the next five
years, helping to reinforce the county’s stature as a vital location for
expansion-minded national retailers and local merchants. Demand for retail
space will remain consistently strong in established trade areas such as the city
of Fort Lauderdale, Davie and Hollywood. Elsewhere, strong population
growth in retail submarkets west of Florida’s Turnpike will increasingly attract
retailers to existing buildings and ensure rapid absorption of new space. Year-
over-year supply growth west of Florida’s Turnpike has hovered near 3
percent recently, and more space is due during the next few years. Retailer
demand typically keeps pace, though rent growth may slow this year to a
more sustainable 7 percent rate as demand moderates slightly.

Transactions involving strip centers slowed to a halt last year due to
incomplete knowledge regarding windstorm insurance. Greater visibility on
the extent of premium increases, however, will relieve some pent-up demand
for these properties in the months ahead. Investors will continue to look
favorably upon strip centers located in central Broward communities such as
Margate and Plantation, but newer properties in the fast-growing western
portion of the county will also receive considerable investor interest. Cap rates
for strip centers are expected to stabilize in the mid-7 percent range, after
falling to the low-6 percent range in the early part of 2006.

2007 Market Outlook

◆ 2007 NRI Rank: 2, Up 7 Places. Vigorous population growth, strong rental
gains and low vacancy helped Fort Lauderdale jump seven places in this
year’s index.

◆ Employment Forecast: After adding 21,000 workers in 2006, the pace of
employment growth is projected to slow this year. Approximately 16,000
new jobs are forecast in Broward County in 2007, a 2 percent increase. 

◆ Construction Forecast: Developers are on track to deliver 1 million square
feet of retail space this year, approximately the same amount as in 2006.
Most of the total scheduled for delivery in 2007 is in two projects: a 293,000-
square foot IKEA in Sunrise, and the 400,000-square foot Shoppes at
Pembroke Gardens in western Broward County.

◆ Vacancy Forecast: An expected slowdown in housing-related retail
spending will contribute to a 30 basis point rise in the overall vacancy rate
to 4.8 percent. Strip center vacancy will edge up slightly to 4 percent.

◆ Rent Forecast: Rent growth will remain strong, as asking rents are
forecast to climb 5.4 percent to $19.95 per square foot, after a 6.9 percent
jump in 2006. Effective rents are also projected to climb 5.4 percent by year
end to $18.02 per square foot.

◆ Investment Forecast: The availability of windstorm insurance is expected
to improve during the year, which will stimulate greater deal flow.
Additionally, some large investors may increasingly resort to self-
insurance, possibly through the creation of reserve or escrow accounts, in
order to close deals. 

Strong Population Growth Supporting
Broward County Retail Market
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Up 7 Places 2007 Rank: 2 2006 Rank: 9

Market Forecast Employment: 2.0% ▲ Construction: 3% ▼ Vacancy: 30 bps ▲ Asking Rents: 5.4% ▲
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Houston’s retail outlook is favorable. Forecasts for household creation,
employment and retail sales growth all rank among the highest in the
nation for 2007. Unlike other large metros, Houston did not experience

the rapid run-up in home prices. As a result, the metro will be better insulated
from the slowdown in consumer spending growth that is expected in
overheated housing markets. We expect further retail expansion, which will
equate to more than 4.6 million square feet of positive net absorption. In terms
of supply, of the 4.5 million square feet forecast to be completed this year, more
than 2 million square feet is pre-leased, big-box retail, including six Wal-Marts
and two Target locations. Therefore, vacancy is forecast to move lower again
this year, with the strongest improvement expected in Montgomery County.
Less than 700,000 square feet of retail space is currently scheduled to come
online in the county, and the submarket’s population is growing at twice the
rate of the entire metro.

Out-of-state investors and private REITs will continue to pour capital into
the Houston retail market, taking advantage of cap rates that are currently
averaging in the mid-7 percent range. Investment activity continues to target
both single- and multi-tenant assets in the rapidly expanding western corridor
of Westchase and outward. In fast-growing suburban submarkets, increased
competition stemming from rapid development of new retail centers may
prove challenging for owners of existing properties. Properties in master-
planned communities, however, are not expected to face the same hurdle. In
the Inner Loop, where land restrictions and development costs limit new con-
struction, private investors are expected to target value-add deals, including
older strip centers. These assets have had trouble maintaining occupancy
when faced with new construction in other parts of the metro.

2007 Market Outlook

◆ 2007 NRI Rank: 26, Up 3 Places. Strong retail sales will bolster retailer
demand and vacancy improvement, which will offset hearty development
activity. As a result, Houston gains three spots in this year’s NRI. 

◆ Employment Forecast: After adding 75,000 jobs during 2006, the Houston
area is expected to record employment growth of 2.5 percent this year with
the addition of 61,400 new positions.

◆ Construction Forecast: Development will ease in 2007. Nearly 4.5 million
square feet of retail space is expected to come online this year, resulting in
a 2.4 percent increase to existing inventory. Last year, developers added 5.2
million square feet of new retail space.

◆ Vacancy Forecast: Slower construction, coupled with strong tenant
demand, will result in vacancy improvement of 30 basis points to 10.6
percent by year end.

◆ Rent Forecast: Average asking rents are expected to grow to $16.03 per
square foot, a 3.1 percent gain over 2006.  Effective rents are forecast to rise
3.4 percent to $14.40 per square foot as owners trim concessions modestly.

◆ Investment Forecast: Houston will again be a target for out-of-state
capital this year. Investors will continue to seek well-located assets in the
I-10 Far West submarket, where expansion of the interstate is expected to
provide easier access to major employers and spur further home building.* Estimate  ** Forecast

p a g e  2 2 2 0 0 7  A n n u a l  R e p o r t

Houston Up 3 Places 2007 Rank: 26 2006 Rank: 29

Houston’s Growing Population
Attracting National Retailers

Market Forecast Employment: 2.5% ▲ Construction: 13% ▼ Vacancy: 30 bps ▼ Asking Rents: 3.1% ▲



Indianapolis

The Indianapolis retail market is expected to yield mixed results in 2007,
but there are emerging trends that lead to a largely positive outlook. Job
growth is expected to increase substantially in the coming year as

employers who postponed hiring plans last year expand payrolls. Retail
spending is forecast to grow 3.2 percent this year but will fall short of last
year’s 4.9 percent increase, which may dampen retailer expansion. Given the
increase in the construction pipeline, we expect development to outpace
absorption this year, with relocations representing a large share of leasing
activity. Vacancy will edge up this year, with increases forecast to be most
pronounced in older properties. This trend will be evident in the northeastern
submarkets, including Carmel and Noblesville, where retail development is
active. Over the near term, vacancy in this area is forecast to rise 170 basis
points to 11.7 percent. As tenants migrate to newly built properties, however,
opportunities for redevelopment in this highly desirable area should surface.

Indianapolis retail assets will continue to offer investors stability.
Demographic and employment trends, while modest, are favorable compared
with other Midwest markets. Furthermore, with cap rates in the 8 percent
range, the region has received a large share of out-of-state investment. While
vacancy remains a concern, it has not impeded investment activity.
Consequently, we expect cap rates will remain elevated as buyers demand
higher initial yields to compensate for modest near-term revenue growth. The
northern submarkets will remain a prime target, as these areas enjoy the
strongest population growth in the region and, over the long term, tenants will
continue to demand space to serve the affluent consumer base. Opportunities
may also be found downtown, where convention center expansion and the
addition of several new hotels are expected to boost retailer demand.

2007 Market Outlook

◆ 2007 NRI Rank: 36, Up 1 Place. Indianapolis, which compares favorably to
other Midwest markets, gets a boost from increased job growth in 2007 and
moves up one spot in this year’s index. 

◆ Employment Forecast: Following last year’s 0.7 percent increase,
Indianapolis employers are expected to create 11,600 new positions this
year, a gain of 1.3 percent. 

◆ Construction Forecast: Developers are expected to bring 2.7 million square
feet to market in 2007, up from 2.4 million square feet last year. Wal-Mart
remains active in the metro, with five new stores planned.

◆ Vacancy Forecast: Slowing retail sales growth and heightened construc-
tion will push vacancy up 50 basis points to 14.5 percent by year end.
Stable vacancy will be recorded in the southern suburbs, as most new con-
struction is concentrated in the northern parts of the metro.

◆ Rent Forecast: Despite the uptick in vacancy, average asking rents will
increase 2 percent to $14.05 per square foot, while effective rents gain 1.8
percent to $12.74 per square foot. 

◆ Investment Forecast: Though the northern suburbs are favored by
investors, buyers are also expected to target western suburbs in Boone and
Hendricks counties. Construction in these areas has not kept pace with
population growth, which will translate into above-average revenue gains.

Northern Suburbs Expected to Remain
Popular Despite Elevated Construction 
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Up 1 Place 2007 Rank: 36 2006 Rank: 37

Market Forecast Employment: 1.3% ▲ Construction: 13% ▲ Vacancy: 50 bps ▲ Asking Rents: 2.0% ▲
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Jacksonville’s population growth and expanding economy have proven to
rival other Florida metros. Retailers are looking to capture a share of the
estimated 5.4 percent growth in retail sales this year, one of the highest

rates in the nation this year. In Duval County, an area experiencing significant
residential growth, retail construction is highlighted by the St. Johns Town
Center. Completion of the 180,000-square foot high-end second phase this fall
is expected to attract national brands, including potential tenants Macy’s and
Nordstrom. Development and investment opportunities have been further
heightened by the recent refusal of local voters to return Cecil Field in the
Southwest Duval/Northern Clay submarket to military use. This 23,000-acre
site will now be accessible to private development, spurring accelerated
residential, retail and commercial construction. Growth in Jacksonville will
also be supported by infrastructure improvements, including the completion
of the Interstate 295 loop in early 2009.

Investor interest in the Jacksonville area is expected to remain steady
again in 2007, as owners build on last year’s impressive rent gains and
insurance costs become less of a barrier to closing deals. With average cap rates
in the mid- to high-7 percent range, up to 50 basis points higher than other
Florida markets, both local and out-of-state investors can find opportunities
throughout the metro. Beyond the growing suburbs, some investors are
expected to look at value-add and redevelopment deals in the city center,
where condo construction is increasing population density and foot traffic.
Redevelopment of the 1970s-era Mandarin Landing, for example, recently
attracted the metro’s first Whole Foods grocery store, which is expected to
open in 2008.

2007 Market Outlook

◆ 2007 NRI Rank: 33, Down 2 Places. Despite positive trends in fundamen-
tals, Jacksonville slips two spots in this year’s ranking, weighted down by
sluggish employment growth and the elevated construction levels of the
past several years.

◆ Employment Forecast: Job growth is expected to slow to 1.1 percent, or
6,800 jobs this year, down from 14,700 jobs in 2006.

◆ Construction Forecast: Retail inventory is forecast to increase by 3.5
percent this year with the addition of 2 million square feet of new space.
Last year, developers delivered 2.8 million square feet.

◆ Vacancy Forecast: Retail vacancy is forecast to edge higher due to three
consecutive years of healthy construction. Overall, the vacancy rate is
expected to increase 30 basis points to 7.3 percent in 2007, following an 80
basis point climb in 2006.

◆ Rent Forecast: Despite the upturn in vacancy, the average asking rent will
increase 4.2 percent to $16.03 per square foot. Owners will begin to make
some progress in reducing incentives by year end, with effective rent
growth expected to reach 4.5 percent.

◆ Investment Forecast: In-state buyers will continue to drive investment
activity, primarily in the suburban growth areas. Additionally, opportu-
nities may be found in the Beaches submarket, where new legislation is
helping to upgrade local infrastructure.* Estimate  ** Forecast

p a g e  2 4 2 0 0 7  A n n u a l  R e p o r t

Jacksonville Down 2 Places 2007 Rank: 33 2006 Rank: 31

Emerging Jacksonville Economy Catching
Attention of Major National Retailers

Market Forecast Employment: 1.1% ▲ Construction: 29% ▼ Vacancy: 30 bps ▲ Asking Rents: 4.2% ▲



Kansas City

Improving job growth is expected to strengthen the Kansas City retail
market in 2007. Local employers are expected to build on the momentum
generated by last year’s job growth with even stronger hiring in 2007.

Leisure and hospitality employment, which generally serves as an indicator of
retail sales strength, is forecast to post solid gains for the third consecutive
year. On the supply side, builders are slowing development activity, and new
space is expected to come online at a more modest pace than in recent years
through the rest of the decade. The region’s economic gains, coupled with a
slowdown in construction activity, should allow owners to post improvements
in occupancy this year. Going forward, population growth is expected to be
concentrated in the metro’s outlying areas, including Lee’s Summit and
Olathe, which should result in above-average operating performance in these
suburbs. Asking rents for assets in Johnson County, for example, are forecast
to increase at an above-average rate in the coming years.

Interest in Kansas City retail properties is expected to intensify as local
assets offer out-of-state buyers high yields, as well as growth opportunities in
suburban communities. Cap rates for multi-tenant assets ended 2006 in the
mid-8 percent range, while single-tenant properties traded in the low- to mid-
7 percent range. While the infusion of out-of-state capital will benefit sellers,
local buyers may have to adjust their expectations to successfully bid on
quality properties. Investors seeking long-term growth potential will likely
seek out newer, well-located assets within the rapidly growing suburbs.
Additionally, buyers may target properties in downtown Kansas City, where
recent development of dining and entertainment properties is expected to
increase foot traffic in the area.

2007 Market Outlook

◆ 2007 NRI Rank: 37, Up 2 Places. Improving fundamentals and increased
job growth provided a modest boost for Kansas City in our 2007 ranking.

◆ Employment Forecast: Employers are expected to add 13,900 jobs in 2007,
following a gain of 7,000 jobs last year. The professional and business
services sector is expected to account for 25 percent of the new positions.

◆ Construction Forecast: Retail construction will slow drastically in 2007.
Developers will deliver 1.4 million square feet, less than half of the 3.6
million square feet delivered last year. There is, however, 12 million square
feet of retail space in the planning phases.

◆ Vacancy Forecast: Tenant demand and reduced competition from new
supply will push vacancy lower this year. Vacancy is expected to decline
30 basis points to 10.8 percent. 

◆ Rent Forecast: Improving occupancy will allow owners to increase rents
this year. Asking rents are expected to gain 2.6 percent to $14.30 per
square foot, while effective rents advance 2.8 percent to $12.54 per square
foot. In 2006, asking and effective rents increased 2.0 percent and 1.8
percent, respectively.

◆ Investment Forecast: While Johnson County may attract the most
attention, investors may want to also look to the southern parts of the
county, where home construction is creating new trade areas and retail
construction has been limited.

Out-of-State Investors Discovering 
Kansas City Retail Properties
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Up 2 Places 2007 Rank: 37 2006 Rank: 39

Market Forecast Employment: 1.4% ▲ Construction: 62% ▼ Vacancy: 30 bps ▼ Asking Rents: 2.6% ▲



0%

4%

8%

12%

16%

Ye
ar

-o
ve

r-
Ye

ar
 C

ha
ng

e

Employment Retail Sales

Employment Growth vs. Retail Sales

04 05 06* 07**03

0

1

2

3

4

Sq
ua

re
 F

ee
t 

(m
ill

io
ns

)

Retail Completions

04 05 06* 07**03

$75

$150

$225

$300

$375

M
ed

ia
n 

Pr
ic

e 
pe

r 
Sq

ua
re

 F
oo

t

Sales Trends

03 04 05 06*02

Asking Rent and Vacancy Trends

$16

$18

$20

$22

$24

A
sk

in
g 

Re
nt

 p
er

 S
qu

ar
e 

Fo
ot

Asking Rent Vacancy

2%

4%

6%

8%

10%

04 05 06* 07**03

Vacancy Rate

Single-Tenant Multi-Tenant

Robust job growth in the Las Vegas metro is helping drive demand in the
local retail market. Although the local economy is not expected to grow
at the breakneck pace of the last three years, vacancy is forecast to

remain below 5 percent as builders continue to resist the urge to overbuild in
the metro area. Las Vegas’ housing market is slowing from the overheated
conditions over the past few years. This is expected to result in a significant
decline in cash-out refinancing activity, which has been a catalyst for retail
spending growth in recent years. Despite these challenges, Las Vegas is
forecast to lead the nation in economic expansion this year. Additionally, a
significant portion of retail spending in Las Vegas comes from tourists who
continue to flock to the gaming and resort destination, supporting an expected
7 percent jump in retail spending this year. In the Northwest submarket, which
includes the high-growth Summerlin area, extremely tight conditions are
expected to enable owners to continue to close the gap between asking and
effective rents. 

Investors will remain attracted to Las Vegas retail assets in 2007. We
expect the steady stream of out-of-state capital to continue as investors seek
alternatives to higher-priced West Coast markets. In fact, California-based
private investors will remain a dominant force in 2007, unfazed by current cap
rates in the low-7 percent range. Local retail property owners will remain
hesitant to sell this year as cash flows continue to improve. While a reduction
in for-sale inventory could result in higher prices, robust NOI growth should
offset the effects of constrained supply, holding cap rates at current levels.
Private REITs are taking on a larger role in the market, which should lift dollar
volume this year. The Southeast submarket will register a slight uptick in
vacancy this year due to heightened construction, which will limit NOI growth
for area owners as they increase concessions to retain tenants.

2007 Market Outlook

◆ 2007 NRI Rank: 13, Up 6 Places. Las Vegas catapults six places in this
year’s index, driven by  nation-leading job growth and a 7 percent jump in
retail spending.

◆ Employment Forecast: Las Vegas employers are expected to add 31,000
positions this year, a gain of 3.3 percent. Employment growth is slowing,
however, as 43,200 jobs were added in 2006.

◆ Construction Forecast: Construction activity is forecast to slow to 1.7
million square feet this year, after 2.1 million square feet was added last
year. New development represents a 2.2 percent increase to inventory.

◆ Vacancy Forecast: Despite a slowdown in construction deliveries will
slightly outpace demand. Vacancy is projected to increase 30 basis points
this year to a still-tight 4.5 percent. 

◆ Rent Forecast: Asking rents are expected to grow 4.2 percent this year to
$23.26 per square foot, while effective rents gain 4 percent to $21.02 per
square foot.

◆ Investment Forecast: The Henderson area is expected to receive greater
attention from investors over the next year. The submarket boasts the
highest rents in the metro and is also expected to record the greatest rent
growth this year, with forecasts calling for an increase of 5 percent.* Estimate  ** Forecast

p a g e  2 6 2 0 0 7  A n n u a l  R e p o r t

Las Vegas Up 6 Places 2007 Rank: 13 2006 Rank: 19

Las Vegas Retail Market Benefiting from
Nation-Leading Job Growth

Market Forecast Employment: 3.3% ▲ Construction: 19% ▼ Vacancy: 30 bps ▲ Asking Rents: 4.2% ▲



Los Angeles

Sustained retailer demand and moderate revenue gains will result in
another solid year for Los Angeles retail properties. While overall job
growth is forecast to decelerate this year when compared to 2006, the

sources of job creation are encouraging to retail investors. Growth in the tradi-
tionally high-paying professional and business services sector should lead to
increased disposable income in the metro. Furthermore, the leisure and
hospitality sector, which traditionally serves as a barometer for retail growth,
is expected to record the metro’s greatest employment gains. While a decline
in cash-out refinancing is expected to result in a slowdown in retail sales
growth this year, long-term demand drivers remain quite strong and will
continue to support robust market fundamentals. In the coming years, retail
construction activity is forecast to increase, with builders focusing on redevel-
opment of older assets and infill locations. New retail space is expected to be
absorbed quickly, however, as retailers are likely to take advantage of the
opportunity to expand in emerging areas. 

Investor demand for Los Angeles retail properties will remain elevated
this year, as the area’s prospects for sustainable long-term growth continue to
bring buyers to the metro. After several years of double-digit appreciation,
prices appear to have stabilized and cap rates have edged up to the mid- to
high-5 percent range. Investors are making efforts to take advantage of
development efforts in greater downtown. Major projects under way in the
area include L.A. Live, the first phase of which is scheduled to open in the
second half of this year, and the Grand Avenue project. Some buyers are also
looking at properties in the San Fernando Valley, where several shopping
centers are being expanded, and developers are targeting high-end tenants,
including Nordstrom and Neiman Marcus. 

2007 Market Outlook

◆ 2007 NRI Rank: 12, Up 2 Places. Despite strong levels of development,
healthy retailer demand will continue to absorb vacant space, supporting
tighter market conditions and a two-spot jump in the index. 

◆ Employment Forecast: After adding 42,000 jobs in 2006, employment
growth will slow to 0.5 percent this year with the addition of just 22,100
positions. 

◆ Construction Forecast: Developers are expected to increase inventory 1.1
percent by adding 3.7 million square feet of retail space this year, after
delivering 3.1 million square feet in 2006. 

◆ Vacancy Forecast: Retail vacancy is expected to decline 30 basis points to
6.8 percent this year, after a 100 basis point decline in 2006. New construc-
tion will likely push vacancy rates higher in downtown properties. 

◆ Rent Forecast: Tightening vacancy will allow owners to once again
increase rents. Asking rents are expected to rise 4.1 percent to $28.94 per
square foot, while effective rents will gain 4.3 percent. 

◆ Investment Forecast: Institutional buyers will continue to seek out
investment opportunities in Los Angeles, drawn by the area’s large and
growing population. Investors seeking properties in emerging locations
may want to look to the South Bay area, where major redevelopment
efforts are under way. 

Investor Demand for Los Angeles Retail to
Remain Elevated as Market Tightens Further
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Up 2 Places 2007 Rank: 12 2006 Rank: 14

Market Forecast Employment: 0.5% ▲ Construction: 19% ▲ Vacancy: 30 bps ▼ Asking Rents: 4.1% ▲
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The Miami-Dade County retail market will remain one of tightest in the
nation again this year, with vacancy hovering in the mid-3 percent
range. Space demand will moderate in 2007 due to a decline in

employment growth and a slower housing market, factors that may be partly
offset by retail sales growth related to the market’s strong tourism industry.
Rents, meanwhile, will increase at a vigorous pace, though slower than last
year’s approximately 7 percent rate for the entire market. Effective rent
growth in Coral Gables, a submarket with low vacancy, was moderating at
the beginning of the year and will register an increase in the low-5 percent
range until more leases at premium properties turn over. In the
Miami/Miami Beach submarket, however, effective rents are projected to
increase more than 6 percent this year, as recently vacated space is quickly
absorbed at higher rates than on expiring leases. As for new retail properties,
ground-up development remains difficult due to high land costs and scarcity
of developable parcels. Furthermore, projects that are built typically have
multiple uses. Annual retail supply growth has averaged only 1.7 percent
during the past six years, and will register just 1.6 percent in 2007. 

With the metro’s robust property fundamentals intact, and with the avail-
ability of windstorm insurance likely to improve in the near term, retail assets
are expected to trade briskly in 2007. Cap rates on multi-tenant properties are
likely to reside in the low-7 percent range as investors underwrite substantial
rent growth. Newer assets with solid occupancy and properties in beachfront
submarkets, however, will continue to command cap rates in the low- to mid-
6 percent range. Properties with either developable outparcels or under-
utilized land are likely to attract multiple bids, given ongoing challenges
finding large, undeveloped tracts in the market.

2007 Market Outlook

◆ 2007 NRI Rank: 20, No Change. Miami remains unchanged in the NRI as
improvement in fundamentals moderates in 2007, and employment
growth slows slightly.

◆ Employment Forecast: Local employers are projected to create 10,100
positions this year, a 1 percent increase. In 2006, 12,000 jobs were added. 

◆ Construction Forecast: Approximately 1.4 million square feet of retail
space is slated for completion in 2007, down from 2 million square feet last
year. Most of this year’s completions are multi-tenant properties, including
the 100,000-square foot first phase of redevelopment at the former Hialeah
Speedway.

◆ Vacancy Forecast: Moderate job growth and the effects of an expected
slowdown in housing-related retail spending on space demand will lead to
a 20 basis point increase in the vacancy rate to 4.4 percent this year.

◆ Rent Forecast: Owners will build upon the hefty rent gains recorded last
year by raising asking and effective rents 5.9 percent to $24.91 per square
foot and $22.56 per square foot, respectively, in 2007. 

◆ Investment Forecast: Investors will follow population growth to South
Dade County, where more than 5,000 new households are forecast during
the next five years. Rent growth in the submarket is expected to exceed the
marketwide average in the quarters ahead as tenant demand intensifies.* Estimate  ** Forecast

p a g e  2 8 2 0 0 7  A n n u a l  R e p o r t

Miami No Change 2007 Rank: 20 2006 Rank: 20

High Barriers to Development Sustaining
Investor Interest in Miami

Market Forecast Employment: 1.0% ▲ Construction: 30% ▼ Vacancy: 20 bps ▲ Asking Rents: 5.9% ▲



Milwaukee

Astable economy will help the Milwaukee retail market maintain positive
momentum in 2007. Although job growth will slow from last year’s
levels, layoffs in manufacturing are expected to decline in 2007,

suggesting a potentially healthier long-term outlook for one of the metro area’s
more important employment sectors. Furthermore, household growth in
Milwaukee is expected to reach its strongest rate in more than five years, with
communities in Washington and northern Waukesha counties achieving the
most significant gains. Retail deliveries are forecast to increase in 2007 but will
expand existing inventory by only 1.6 percent, creating little risk of a
supply/demand imbalance. As a result, vacancy should remain stable through
the year. While rents are forecast to post moderate growth, the lack of
significant vacancy improvements will limit concession reductions to specific
submarkets. In-city neighborhoods in Milwaukee, for example, can expect
above-average effective rent gains as downtown revitalization is stimulating
strong tenant demand.

While Milwaukee’s urban revitalization continues to progress, strong
demand and limited inventory are expected to reduce downtown and Third
Ward investment opportunities for buyers unwilling to pay premium prices.
Accordingly, most sales activity is expected to occur in established suburban
submarkets, such as Brookfield and other outlying areas of the metro. In
western Waukesha County, for example, investors will want to monitor
expansion of the retail component of Pabst Farms. A possible rise in vacancy
in the area will likely be short lived, as the county’s projected population
growth will support greater retailer demand in the years ahead. Similarly,
investors are expected to find opportunities in south Milwaukee County,
where job gains in Oak Creek and Franklin are making the area attractive to
expanding retailers.

2007 Market Outlook

◆ 2007 NRI Rank: 39, Down 3 Places. Waning employment growth and flat
fundamentals weighed upon the Milwaukee metro in this year’s ranking,
resulting in a three-place decline.

◆ Employment Forecast: Milwaukee employers are expected to add 5,300
jobs in 2007, down from 10,500 jobs last year. Professional and business
services, which includes many white-collar positions, will post the
strongest gains. 

◆ Construction Forecast: Over 1.1 million square feet of new space is
expected in 2007, up from 980,000 square feet delivered last year.
Development may slow in the coming years, as there is less than 3 million
square feet in the planning pipeline.

◆ Vacancy Forecast: After holding flat last year, retail vacancy in metro is
expected to decline 10 basis points to 9.2 percent in 2007.

◆ Rent Forecast: Asking rents are expected to increase 2.9 percent to $15.56
per square foot. Effective rents are forecast to grow at a similar pace to
finish the year at $14.08 per square foot.

◆ Investment Forecast: Buyers with long projected holding periods are
expected to target assets in Washington County, where upscale home con-
struction will expand an already affluent population in coming years.

Suburban Growth Creating Investment
Opportunities in Milwaukee
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Down 3 Places 2007 Rank: 39 2006 Rank: 36

Market Forecast Employment: 0.6% ▲ Construction: 12% ▲ Vacancy: 10 bps ▼ Asking Rents: 2.9% ▲



0%

2%

4%

6%

8%

Ye
ar

-o
ve

r-
Ye

ar
 C

ha
ng

e

Employment Retail Sales

Employment Growth vs. Retail Sales

04 05 06* 07**03

1

2

3

4

5

Sq
ua

re
 F

ee
t 

(m
ill

io
ns

)

Retail Completions

04 05 06* 07**03

$50

$100

$150

$200

$250

M
ed

ia
n 

Pr
ic

e 
pe

r 
Sq

ua
re

 F
oo

t

Sales Trends

03 04 05 06*02

Asking Rent and Vacancy Trends

$12

$14

$16

$18

$20

A
sk

in
g 

Re
nt

 p
er

 S
qu

ar
e 

Fo
ot

Asking Rent Vacancy

4%

5%

6%

7%

8%

04 05 06* 07**03

Vacancy Rate

Single-Tenant Multi-Tenant

The Minneapolis retail market will continue to strengthen as solid
underlying economic fundamentals and favorable demographic trends
increase the area’s appeal to national retailers. Job growth will be slow

in the coming year, but with a local unemployment rate in the mid-3 percent
range, this reduction will pose little threat to local residents’ spending power.
The metro area has a high concentration of residents in the 35- to 54-year-old
age cohort, which is regarded as the prime spending group, providing
additional stability for retailers. Furthermore, the area’s high education
attainment rate has resulted in median income that is 27 percent higher than
the national average. Though the Minneapolis-St. Paul retail market may be
well positioned for the long term, spending will fall short of last year’s pace.
This slowdown, however, will not hinder improvements to rent and vacancy
as deliveries in 2007 will slow, keeping supply aligned with demand. With an
affluent consumer base attracting retailers, Dakota and western Hennepin
counties are expected to outperform the metro area; vacancy is forecast to
improve 100 basis points and rent growth should reach 5 percent.

Out-of-state investors have increased their presence in Minneapolis over
the past year, a trend that will likely continue through 2007. Buyers are
embracing the market’s stability, along with its growth potential and cap rates
in the mid-7 percent range for established multi-tenant properties. As in 2006,
transaction velocity is expected to be strongest in the suburbs. While north
Hennepin County communities such as Maple Grove were highly coveted last
year, investor attention is expected to shift to the southwest portion of the
metro. In that area, annual population growth in Scott County is projected to
approach 5 percent over the next five years, which will intensify interest in
local assets. Buyers with long holding periods are also expected to target
properties in outlying Carver County, where growth is forecast to accelerate in
coming years as land for housing closer to the core of the metro dwindles.

2007 Market Outlook

◆ 2007 NRI Rank: 30, No Change. Solid economic conditions, coupled with
positive demographic trends held Minneapolis stable in this year’s NRI.

◆ Employment Forecast: Employers are expected to add 23,400 new jobs this
year, an increase of 1.3 percent. The professional and business services
sector is expected to create nearly 11,500 positions.

◆ Construction Forecast: Only 2.1 million square feet is expected in 2007,
down from 4.1 million square feet of new retail space last year. Developers
will continue to focus on big-box and grocery-anchored shopping centers.

◆ Vacancy Forecast: Following last year’s 10 basis point increase, strong
demand in suburban submarkets will drive vacancy improvement in 2007.
Vacancy is forecast to end the year at 6.8 percent, a 10 basis point decline. 

◆ Rent Forecast: Tightening occupancy will support rent growth. Asking
rents are expected to gain 3 percent to $17.83 per square foot, while
effective rents grow 3.6 percent to $16.25 per square foot.

◆ Investment Forecast: Though most investment activity is expected in the
suburbs, aggressive buyers are expected to target the Minneapolis CBD.
Upscale hotel developments are generating retailer demand, while the
2008 GOP convention will raise awareness of the area.* Estimate  ** Forecast

p a g e  3 0 2 0 0 7  A n n u a l  R e p o r t

Minneapolis-St. Paul No Change 2007 Rank: 30 2006 Rank: 30

Favorable Demographic Trends Brighten 
Twin Cities’ Retail Outlook

Market Forecast Employment: 1.3% ▲ Construction: 49% ▼ Vacancy: 10 bps ▼ Asking Rents: 3.0% ▲



New Haven

Tightening occupancy and ongoing revitalization efforts in the New
Haven/Stamford metro area should lead to improved retail
performance in 2007 and a positive outlook for the years to come.

Downtown New Haven is becoming a popular residential district, supported
by a large and expanding university population, along with young profession-
als who are choosing the amenities associated with downtown living.
Developers are responding to this demographic shift by converting existing
office space into apartments and condos supported by ground-floor retail
including high-end shops and restaurants. As a result of increased retail
demand, the vacancy rate is expected to continue to tighten, and owners
should be able to realize greater rent growth in 2007 than in recent years. The
lack of developable land has not stopped big-box retailers from seeking to
expand in Fairfield County. Given the area’s supply constraints, developers
are choosing to buy existing antiquated properties along Route 1 and
redevelop them into modern assets.  

Investors are expected to continue to target retail properties in New
Haven, drawn by stable household growth and the area’s affluent population.
Zoning restrictions and the lack of open space for development will drive
investor demand for existing assets, and buyers will have to make competitive
offers given the relative lack of listed inventory. Activity has been slowing in
Fairfield County, where cap rates range from the mid-6 percent to low-7
percent range. Investors who have been priced out of the area or are unable to
find available properties in Fairfield County are stepping up activity in New
Haven County, where properties trade at cap rates in the mid-7 percent to
high-8 percent range. 

2007 Market Outlook

◆ 2007 NRI Rank: 35, Down 2 Places. Modest improvement in rent and
vacancy in New Haven fails to compensate for a slowdown in job growth,
pushing the metro down two spots in the index.

◆ Employment Forecast: Employers are expected to add 6,600 jobs this year,
a 0.8 percent increase, after a 0.9 percent gain in 2006. Positions in
educational and health services, the metro’s leading employment sector,
will account for nearly half of the new positions this year.  

◆ Construction Forecast: Approximately 700,000 square feet is expected to
come online this year, after 900,000 square feet was delivered in 2006. Big-
box construction will account for much of this year’s new space. 

◆ Vacancy Forecast: New construction will be largely pre-leased and quickly
absorbed into the market, causing vacancy to decline 30 basis points to 10.6
percent. In 2006, the vacancy rate posted a 40 basis point increase. 

◆ Rent Forecast: Asking and effective rents are forecast to increase 3.2
percent this year, to $21.85 per square foot and $20.06 per square foot,
respectively. 

◆ Investment Forecast: The continued residential growth in the New Haven
CBD will attract further investment in existing retail properties as well as
assets that can be repositioned for retail use. The lack of listed properties
in the Fairfield County area could lead to increased activity in cities such
as Waterbury and Wallingford this year.  

Emerging Downtown Population Driving 
New Haven’s Retail Growth
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Down 2 Places 2007 Rank: 35 2006 Rank: 33

Market Forecast Employment: 0.8% ▲ Construction: 22% ▼ Vacancy: 30 bps ▼ Asking Rents: 3.2% ▲
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Statistical

MSA Name 04 05 06* 07** 04 05 06* 07** 04 05 06* 07**

Annual Asking Rent Total Retail Completions
Vacancy Rate (%)1 ($/Sq. Ft., NNN)1 (Sq. Ft. - 000s)

16.19 16.68 17.21 17.86 

17.81 18.44 19.05 19.68 

20.38 20.83 21.43 22.07 

16.32 16.70 17.50 18.13 

17.78 18.54 19.17 19.93 

13.96 14.19 14.33 14.63 

15.03 15.41 15.58 15.94 

12.12 12.34 12.58 12.87 

14.62 14.81 15.23 15.68 

16.01 16.20 16.55 17.05 

16.92 17.29 17.62 18.05 

16.69 17.71 18.93 19.95 

14.78 15.19 15.55 16.03 

13.36 13.54 13.77 14.05 

13.83 14.38 15.38 16.03 

13.50 13.66 13.94 14.30 
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All signs are pointing to another robust year for retail properties in New
York City. Jobs are expected to be added at a healthy pace, and the
housing market in the city remains tight, which is supporting a high

level of spending by residents. Additionally, record bonuses for Wall Street
workers were to be paid out in early 2007, propping up citywide retail
spending. Combined, these factors will benefit retail property owners in the
borough of Manhattan, where vacancy is forecast to fall 20 basis points this
year to 4 percent. Average asking rents in the borough will remain greater than
$100 per square foot, with boutique spaces of 1,000 square feet and less likely
to go for more than $160 per square foot. Year-end vacancy of 4.5 percent and
4.3 percent is projected in Brooklyn and Queens, respectively, as a residential
resurgence in the boroughs spurs retailer demand. As a result, asking rents in
Brooklyn are expected to rise 7.5 percent to $37.63 per square foot, though
rents for space along prime retail corridors such as Atlantic Avenue and
Flatbush Avenue will surpass $100 per square foot.

Brooklyn is one of the areas where investors are likely to spend a greater
amount of time in the quarters ahead. Ambitious retail development projects,
such as Atlantic Yards in downtown Brooklyn, will encourage investors to find
nearby existing properties that can be either repositioned or upgraded. Other
properties in the borough close to public transportation will also attract top
bids. In Manhattan, storefronts in emerging neighborhoods downtown, in
Chelsea and in Harlem will generate interest, but under-utilized properties in
Midtown will also receive strong bids.

2007 Market Outlook

◆ 2007 NRI Rank: 1, Up 3 Places. New York City climbs to the top spot in
this year’s index as solid job growth and a tight housing market spur
retailer expansion one of the nation’s tightest retail markets.

◆ Employment Forecast: Citywide, employers are expected to create 61,500
jobs in 2007, a 1.7 percent increase and up from 45,000 positions added last
year. By borough, Manhattan will lead job growth in 2007 with 42,000 new
hires, while an aggregate 14,000 positions will be added in Brooklyn and
Queens.

◆ Construction Forecast: Retail completions are forecast to total 800,000
square feet in 2007, after approximately 550,000 square feet of new space
was delivered last year. The most significant project slated for delivery this
year is the 300,000-square foot Triangle at the Junction in Brooklyn, which
includes a 220,000-square foot Target.

◆ Vacancy Forecast: Moderate job growth and a strong housing market will
support a 30 basis point fall in citywide vacancy this year to 4.2 percent. In
Brooklyn, vacancy is projected to decline 40 basis points to 4.5 percent.

◆ Rent Forecast: Vigorous tenant demand will push up marketwide asking
rents 5.7 percent to $67.87 per square foot. Rents in Manhattan are
expected to rise 4.9 percent to $113.32 per square foot.

◆ Investment Forecast: Storefronts in Manhattan, Brooklyn and Queens
with tenants secured under triple-net leases will continue to be coveted by
investors desiring stable cash flows. Areas to watch include Flushing,
Long Island City and the West Side of Manhattan.* Estimate  ** Forecast

p a g e  3 4 2 0 0 7  A n n u a l  R e p o r t

New York City Up 3 Places 2007 Rank: 1 2006 Rank: 4

Outlook Remains Optimistic for 
New York City Retail Market 

Market Forecast Employment: 1.7% ▲ Construction: 45% ▲ Vacancy: 30 bps ▼ Asking Rents: 5.7% ▲



Northern New Jersey

Alow vacancy rate, moderate rent growth and limited competition from
new space will be the most striking aspects of the Northern New Jersey
retail market once again in 2007. Employment growth in the market’s

Hudson River waterfront counties and across the river in Manhattan will
bolster retail spending by local residents and sustain a vigorous level of retailer
demand. Accordingly, vacancy in Bergen County is projected to dip slightly to
less than 5 percent, with rent growth of approximately 4 percent. In populous
Hudson County, vacancy could fall more significantly to the low-5 percent
range as new housing projects in Jersey City stimulate retailer demand. On the
supply side, development remains in check across the entire market. Indeed,
Northern New Jersey’s myriad building regulations and community
opposition to new projects greatly complicate development. Emphasis is being
placed on redevelopment of existing sites, such as an Epstein’s department
store in Morristown and the former Varityper manufacturing site in East
Hanover. Both Morristown and East Hanover are in Morris County, where
available land for development is limited. 

The purchase of existing retail properties and adaptive re-use projects
remains among the best methods for investors to enter the market.
Underperforming strip centers in any of the market’s several prime locations
and value-add opportunities will draw a large pool of willing buyers.
Properties with undeveloped outparcels will also receive significant attention.
Finally, investors should monitor properties in Hudson County communities
such as Bayonne and Harrison, where substantial new housing is proposed.

2007 Market Outlook

◆ 2007 NRI Rank: 19, Down 3 Places. Despite increasing job growth and
limited increases in supply, the Northern New Jersey market continues to
lag when compared to other East Coast markets.

◆ Employment Forecast: Approximately 16,000 positions will be created in
2007, a 0.8 percent increase, compared with 9,000 new jobs last year. After
three successive years of declines, employers in the Newark metro are
expected to add 5,800 jobs this year, an increase of 0.6 percent.

◆ Construction Forecast: Projects totaling 800,000 square feet are scheduled
to be completed in 2007. Last year 1.6 million square feet of retail space was
brought online. Multi-tenant properties account for approximately 300,000
square feet of space that is slated for delivery this year. 

◆ Vacancy Forecast: Consistent demand from retailers will lower the
vacancy rate 30 basis points to 4.4 percent by year end. Retailer demand is
improving in Bergen County and will reduce the vacancy rate 30 basis
points to 50 basis points to the upper-4 percent range.

◆ Rent Forecast: A healthy rate of rent growth will persist this year, with
asking rents expected to advance 3.8 percent to $27.96 per square foot and
effective rents forecast to rise 3.9 percent to $26.13 per square foot.

◆ Investment Forecast: Long-time owners of storefronts and strip centers in
Morris County have built up considerable value in their holdings over the
years, and now may be the time to monetize it. Pent-up demand likely
exists for such properties, and a few well-priced transactions could
encourage more owners to list their properties. 

Limited Supply Growth Sustains Strong 
New Jersey Retail Market
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* Estimate  ** Forecast

Down 3 Places 2007 Rank: 19 2006 Rank: 16

Market Forecast Employment: 0.8% ▲ Construction: 50% ▼ Vacancy: 30 bps ▼ Asking Rents: 3.8% ▲
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Oakland’s economy has largely avoided the boom and bust cycles of its
Bay Area neighbors, producing steady employment and retail sales
growth over the past few years. Tenant demand for retail space is

elevated, as evidenced by the sub-2 percent vacancy rate, but development
opportunities are limited due to increased land and building costs, as well as
stringent zoning requirements. While builders are expected to increase their
activity somewhat this year, particularly through expansion of existing
properties and infill projects, new development will account for a less than 1
percent addition to overall inventory. Accordingly, owners will be able to step
up asking rents, particularly in the desirable West Contra Costa area, where
rents are already among the highest in the metro. Going forward, retailers may
find opportunities in the downtown and uptown areas of Oakland, where
several residential builders have multi-family projects in various stages of the
development pipeline. Despite the pending residential development in these
areas, many major retailers remain hesitant and are preferring to wait for
further signs of progress before committing to new projects. 

Strong operating performance and high replacement costs will continue
to generate investor interest for existing Oakland retail properties in 2007 and
in the years ahead. Despite solid fundamentals and a pool of willing buyers,
sales activity is expected to remain modest, as there tends to be a limited
inventory of listed properties. Appropriately priced properties will likely
attract multiple offers, given the metro’s cap rates, which average in the 6
percent range, as well as the significant amount of exchange capital in the Bay
Area. Investors may want to target properties in West Oakland were revital-
ization efforts are further along than in other parts of the city. 

2007 Market Outlook

◆ 2007 NRI Rank: 4, Down 1 Place. Oakland remains in the top five, as
strong tenant demand supports tight vacancy, allowing for rent increases.

◆ Employment Forecast: Employment in the East Bay is expected to increase
by 11,700 positions this year, or 1.1 percent, after a 1.8 percent gain in 2006.
Hiring activity will be particularly strong in the professional and business
services sector, which should add 5,000 new jobs. 

◆ Construction Forecast: Developers are expected to deliver 1.1 million
square feet of new retail space to the metro this year, after 900,000 square
feet came online in 2006.  

◆ Vacancy Forecast: Steady tenant demand for retail space will keep
occupancy high despite increased construction. Vacancy is expected to
remain unchanged at 1.8 percent this year, after a 110 basis point
improvement in 2006.   

◆ Rent Forecast: Elevated occupancy levels will allow owners to increase
rents and reduce concessions further in 2007. Asking rents are expected to
advance 4.2 percent to $29.33 per square foot, while effective rents should
gain 4.7 percent to $27.58 per square foot.  

◆ Investment Forecast: Buyer demand will remain elevated due to strong
operating fundamentals and the significant barriers to entry for new
projects. Investors may want to target properties in the West Contra Costa
submarket, were revenue gains are expected to outpace the market.* Estimate  ** Forecast

p a g e  3 6 2 0 0 7  A n n u a l  R e p o r t

Oakland Down 1 Place 2007 Rank: 4 2006 Rank: 3

Oakland Retail Market to Remain Among
Tightest in the Nation

Market Forecast Employment: 1.1% ▲ Construction: 22% ▲ Vacancy: 0 bps ■ Asking Rents: 4.2% ▲



Orange County

Orange County retail properties are expected to once again achieve some
of the best operating results in the country this year, driven by the
metro’s solid fundamentals and high levels of retailer demand. Despite

a forecast decline in cash-out refinancing activity, solid retail sales growth is
expected, due to modest household growth and increased tourism. While con-
struction activity is expected to pick up this year, strong tenant demand will
result in new space being absorbed quickly. The major project in the metro, the
1 million-square foot District at Tustin Legacy is expected to come online in
May almost entirely pre-leased. Retailer demand remains quite high for assets
in the coastal and south submarkets, where a relative lack of land zoned for
commercial development has caused a significant drop-off in construction,
with the exception of master-planned communities such as Rancho Mission
Viejo. As a result, rent growth is expected to post solid gains, particularly for
assets in prime locations including Irvine, Newport Beach and Laguna Niguel.   

The investment market is forecast to pick up steam this year, as price sta-
bilization, coupled with continued revenue gains, has caused cap rates to
increase approximately 50 basis points for strip centers and larger single-
tenant properties. Cap rates for strip centers are currently in the low-6 percent
range, while large single-tenant properties are trading in the low-5 percent to
low-6 percent range. The increase in local cap rates along with compression in
secondary markets is expected to drive some California investors, who had
invested in other markets in search of higher yields, to return to Orange
County. The region’s strong retail climate should also lead to increased
investment activity, as existing owners will look to exchange into larger or
better-located properties, while cash-heavy institutional buyers will continue
to be drawn to one of the stronger growth markets in the country. 

2007 Market Outlook

◆ 2007 NRI Rank: 7, Down 5 Places. Orange County drops out of the top
five as new construction elevates vacancy, resulting in higher concessions.

◆ Employment Forecast: Employment in Orange County is expected to
increase 1.1 percent, or by 16,700 jobs, in 2007 after a 1.3 percent gain last
year. Employment growth is predicted to be particularly strong in the
leisure and hospitality sector, where 3,800 new positions are forecast, a
sign of the metro’s relative retail strength.  

◆ Construction Forecast: Development is expected to increase considerably
this year, as builders are expected to deliver 3.1 million square feet of new
space, up more than 70 percent from completions in 2006. 

◆ Vacancy Forecast: While retailer demand will remain strong, the addition
of new space to inventory is expected to result in a 70 basis point increase
in vacancy to 4.4 percent in 2007. 

◆ Rent Forecast: Despite the increase in vacancy, solid rent growth is
expected this year. Asking rents are forecast to increase 4.7 percent to
$31.15 per square foot, while effective rents should gain 4.3 percent to
$28.65 per square foot.

◆ Investment Forecast: Investors are expected to target assets in the Irvine
area, where a number of multi-family properties are under construction
and population density is forecast to increase. 

Strong Growth Prospects Attracting
Builders, Investors to Orange County
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Down 5 Places 2007 Rank: 7 2006 Rank: 2

Market Forecast Employment: 1.1% ▲ Construction: 73% ▲ Vacancy: 70 bps ▲ Asking Rents: 4.7% ▲
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Driven by steady population and employment growth, retail property
fundamentals will remain strong in the Orlando metro area in 2007.
While job growth is forecast to slow, investors will continue to focus on

the longer term. Retail sales will strengthen in the years ahead due to the
higher household incomes that the metro area’s new businesses and emerging
industries will provide. High-tech and research-oriented employment
continues to flourish in the metro. In late 2006, the Burnham Institute for
Medical Research unveiled plans for a major facility in the metro area.
Properties in the Southeast submarket, where the facility will be located, have
historically performed well without the daytime population a non-tourism
employment center can provide. This year, for example, vacancy is expected to
hover in the mid-7 percent range, with effective rent growth of approximately
6.5 percent. In fact, retail properties in areas far from tourist attractions are
performing exceptionally well. In the Northeast submarket, effective rents are
projected to rise 6 percent this year, and stronger rent growth is forecast at
properties on well-traveled corridors, such as Semoran Boulevard.

In the investment market, the high cost and limited availability of
windstorm insurance impeded transaction activity in 2006. While windstorm
policies are expected to be more readily available this year, buyers and sellers
will have to adjust pricing expectations. Owners with tenants secured under
triple-net leases can pass through higher insurance premiums, but increased
costs may adversely affect occupancy. Additionally, upon learning of the
extent of premium increases, some sellers may be forced to reconsider pricing
and rethink marketing strategies before listing a property.

2007 Market Outlook

◆ 2007 NRI Rank: 27, Down 4 Places. Increased development and declining
retailer demand will pose as obstacles to improvement in the Orlando
retail market in 2007, resulting in the metro’s four-place decline in the NRI.

◆ Employment Forecast: Employers are expected to create 23,700 jobs in
2007, a 2.2 percent increase, but less than the 39,000 positions added last
year. The leisure and hospitality sector is forecast to hire 6,200 new
employees this year, compared with 4,900 workers in 2006.

◆ Construction Forecast: Approximately 2 million square feet of retail space
is expected to be completed this year, up from 1.7 million square feet in
2006. More than 16 million square feet is planned, including 6 million
square feet in Lake and Osceola counties, where 8,000 new households are
forecast annually over the next five years.

◆ Vacancy Forecast: A reduction in job growth and a decline in retailer
demand attributable to a slowdown in the local housing market will
combine to push up vacancy 20 basis points to 8.4 percent this year. 

◆ Rent Forecast: Tenant demand remains strong and will support healthy
rent growth this year. Asking and effective rents are projected to add 5.5
percent to $19.53 per square foot and $17.66 per square foot, respectively.

◆ Investment Forecast: Shopping centers north of State Road 50 near the
University of Central Florida and in Seminole County will continue to
receive strong bids when listed. The area is becoming more economically
diverse, attracting an increasing number of higher-income households.* Estimate  ** Forecast

p a g e  3 8 2 0 0 7  A n n u a l  R e p o r t

Orlando Down 4 Places 2007 Rank: 27 2006 Rank: 23

Diversifying Economy Brightens
Outlook for Orlando Retail

Market Forecast Employment: 2.2% ▲ Construction: 18% ▲ Vacancy: 20 bps ▲ Asking Rents: 5.5% ▲



Philadelphia

Competition from new space, combined with a decline in retailer demand
attributable to slower job growth, will support an increase in retail
vacancy in Philadelphia this year. Despite the expected rise in vacancy,

however, most submarkets will remain reasonably tight, especially those in
Pennsylvania. Vacancy in Chester County, for example, will linger in the low-
to mid-5 percent range, with effective rents forecast to rise approximately 4
percent. Retailers are attracted to the county’s high incomes and the projected
addition of 2,700 new households annually, though finding suitable new space
is challenging. Construction in the county is difficult and only 300,000 square
feet is planned, compared with 7 million square feet for the entire market. In
the New Jersey section of the market, competition from new supply will raise
vacancy modestly to the mid-9 percent range, with vacancy in Camden
County running in the low double digits. Some larger retail properties are
facing occupancy challenges, including the Garden State Pavilions in Cherry
Hill and the Voorhees Town Center, both of which have large blocks of vacant
space.

Despite higher vacancy and greater rent concessions in New Jersey,
investors remain attracted to the upside potential offered by that section of the
market’s projected population growth. As such, properties along proven retail
corridors like Route 130 in Burlington County will receive bids from value-
added investors in the months ahead, while the redevelopment of the former
Roebling Steel Works in Florence may create new prime retail locations. In
Pennsylvania, investors will focus on underperforming multi-tenant assets
that can be upgraded in areas such as Montgomery and Philadelphia counties,
where it is difficult to build.

2007 Market Outlook

◆ 2007 NRI Rank: 31, Down 3 Places. A slowing economy will hamper
retailer demand in 2007, as Philadelphia owners contend with rising
vacancy and increased concessions.

◆ Employment Forecast: One year after employers added 33,000 jobs,
employment growth will slow to 19,700 positions in 2007, a 0.7 percent
increase. 

◆ Construction Forecast: Completions will rise from 2.3 million square feet
in 2006 to 2.5 million square feet this year. More than 1.1 million square feet
is slated for completion in the New Jersey section of the market, including
425,000 square feet in Gloucester County.

◆ Vacancy Forecast: A decline in job growth and a modest increase in con-
struction in 2007 will underpin a 30 basis point increase in the vacancy rate
to 7.4 percent. Vacancy in Camden County could dip below 10 percent if a
couple of large blocks of vacant space at suburban properties are filled.

◆ Rent Forecast: In 2007, asking rents are projected to climb 3.1 percent to
$20.10 per square foot, and effective rents are expected to add 2.9 percent
to $18.25 per square foot.

◆ Investment Forecast: Investor demand for single-tenant retail and
shopping centers remains strong despite select submarkets with above-
average vacancy rates. Assets in areas with high barriers to entry continue
to move quickly when listed for sale, with investors paying premiums.

Philadelphia Market Remains Relatively Tight
Despite Slower Economic Growth
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* Estimate  ** Forecast

Down 3 Places 2007 Rank: 31 2006 Rank: 28

Market Forecast Employment: 0.7% ▲ Construction: 9% ▲ Vacancy: 30 bps ▲ Asking Rents: 3.1% ▲
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The substantial amount of construction occurring throughout the Valley
is not expected to slow the Phoenix retail market this year. Developers
continue to deliver large retail centers, such as the Tempe Marketplace,

to more densely populated areas. The majority of neighborhood and
community centers are being constructed in the northwest and southeast areas
of the metro, where home building has been booming in recent years. These
projects, coupled with regional and power center development, will push
completions to more than 7 million square feet this year. Fortunately, Phoenix
will once again boast one of the strongest economies in the nation in 2007.
Despite the cooling housing market and corresponding decline in cash-out
refinancing activity forecast for this year, the Valley’s tremendous
employment and population growth are expected to result in an 8 percent
increase in retail sales this year, the highest in the nation. This will generate
substantial tenant demand, which will help offset new construction and keep
vacancy under 5 percent this year.  

The dynamic local economy and cap rates in the low-7 percent range will
continue to attract buyers. Out-of-state investor interest remains elevated as
evidenced last year when California buyers purchased more properties than
local investors, resulting in an 8 percent increase in the median price of multi-
tenant assets. Cap rates for high-quality properties remain in the low-6 percent
range but are expected to begin to inch up this year. Institutional activity will
continue to be strong and keep cap rates from growing at an accelerated pace.
If cap rates begin to rise, local investors, who had exchanged into higher-
yielding properties in other metros, may begin to reinvest 1031 money back
into the Phoenix market this year. 

2007 Market Outlook

◆ 2007 NRI Rank: 3, Up 2 Places. Robust development will be met by
healthy retailer demand, while an expanding population and strong retail
sales help Phoenix gain two spots in this year’s index. 

◆ Employment Forecast: Employment growth will remain robust. Local
employers are expected to expand payrolls by 2.8 percent, adding 53,600
new jobs. Last year, Phoenix led the nation with the addition of 89,000 jobs.

◆ Construction Forecast: Nearly 7.2 million square feet of new retail space
will come online this year, increasing inventory by 4.7 percent. Developers
delivered 8.8 million square feet in 2006.

◆ Vacancy Forecast: Due to heavy construction, vacancy is expected to finish
the year at 4.9 percent, up 30 basis points from year-end 2006. Last year,
vacancy inched up 10 basis points.

◆ Rent Forecast: Metrowide asking rents are expected to increase 3.8
percent to $19.20 per square foot in 2007. Effective rents will grow 3.4
percent as concessions remain due to heightened construction activity.

◆ Investment Forecast: Opportunities for investors with a penchant for
repositioning assets can be found in dark-anchored centers in infill
locations. Owners have been successful subdividing and leasing the
anchored space to multiple tenants. Value-add opportunities may arise in
the densely populated Maryvale area, where effective rents are currently
20 percent below the metro average and vacancy is tight.* Estimate  ** Forecast

p a g e  4 0 2 0 0 7  A n n u a l  R e p o r t

Phoenix Up 2 Places 2007 Rank: 3 2006 Rank: 5

Rapidly Growing Population Supports
Retail in Valley of the Sun

Market Forecast Employment: 2.8% ▲ Construction: 18% ▼ Vacancy: 30 bps ▲ Asking Rents: 3.8% ▲



Portland

Tightening operating fundamentals and restrained commercial
development are forecast to result in solid performance in the Portland
retail market this year. While a cooling housing market will lead to a

modest decline in retail sales growth, tenant demand for existing properties
remains high, particularly for assets located in high-traffic areas around the
downtown core. Despite Kohl’s and IKEA opening their first stores in the
metro last year, expansion by national retailers is limited due to legislative and
zoning restrictions that present significant barriers to entry. As a result, there
is little chance of overbuilding, suggesting tightening vacancy and solid rent
growth going forward. Builders are finding success getting mixed-use projects
approved. While the city’s urban core remains a hot spot, the suburban area of
Happy Valley is growing as well; the local population has nearly doubled
since 2000. Developers have taken notice and the 123,000-square foot Happy
Valley Town Center is scheduled to open this spring.

Solid operating fundamentals should support continued investor interest
in Portland throughout this year, although velocity could decline. Out-of-state
buying activity, which has fueled a large part of the metro’s sales velocity, is
expected to play a reduced role this year. Escalating prices have pushed cap
rates into the mid-6 percent range, making returns for local properties more
comparable to other West Coast markets. Local investors seeking exchange
opportunities or an expansion of their current holdings are expected to be the
dominant players in the market this year. Demand remains quite high for
properties positioned in high-traffic, prime locations, but the gap between
buyers’ and sellers’ expectations remains wide for other assets. We anticipate
that improving operating fundamentals will help return activity to normalized
levels in the second half of the year. 

2007 Market Outlook

◆ 2007 NRI Rank: 17, Up 4 Places. Restrained development will give way to
improved fundamentals in 2007 for the Portland retail market, pushing the
metro up four places in the ranking. 

◆ Employment Forecast: Local employers are forecast to add 14,200 jobs this
year, a 1.4 percent gain. Expansion is expected to be widespread across
industries, with nearly every employment sector forecast to post increases. 

◆ Construction Forecast: Retail development in the Portland metro area is
expected to total 950,000 square feet in 2007, after developers brought
973,000 square feet online last year.

◆ Vacancy Forecast: Strong retailer demand is expected to push vacancy
down another 30 basis points to 5.1 percent, sustaining momentum gained
by last year’s 80 basis point drop.  

◆ Rent Forecast: The expansion of the local economy is forecast to allow
owners to implement solid rent gains and cut back concessions. Asking
rents are expected to increase 3.9 percent to $19.95 per square foot, while
effective rents are forecast to rise 4.2 percent to $18.24 per square foot. 

◆ Investment Forecast: Retail investors are expected to target assets that
will benefit from high levels of condo development downtown. Due to the
difficulty in obtaining approval for new construction, investors will  seek
existing properties with potential for expansion or redevelopment. 

Local Investors Taking a More Active
Role in Portland Retail Market
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* Estimate  ** Forecast

Up 4 Places 2007 Rank: 17 2006 Rank: 21

Market Forecast Employment: 1.4% ▲ Construction: 2% ▼ Vacancy: 30 bps ▼ Asking Rents: 3.9% ▲
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Continued employment and population growth will again drive the
Inland Empire retail market in 2007. The local population has grown
dramatically in recent years, as new residents have been drawn to the

area by comparatively affordable housing prices. While home prices have
escalated and household growth is expected to slow this year, the retail
climate remains quite strong. The region’s dramatic growth has resulted in
higher demand for population-related employment fields, particularly profes-
sional and business services, and educational and health services. Accelerated
expansion in these sectors has actually caused a shift in the areas of growth in
the metro. Until recently, many transplants to the Inland Empire chose to
reside in the western part of the metro and commute to jobs in Orange County.
A broadening local economy is creating new jobs, homes and retail opportu-
nities to the east along I-10 and to the south along I-15. The lack of significant
barriers to entry is enabling developers to remain active, as they try to stake
claim to prime locations in the path of growth. New construction is expected
to push vacancy higher in the near term, but rent gains will likely maintain
current NOI levels.

The metro’s outstanding prospects for sustainable long-term growth will
drive investor demand for retail properties. Investment activity declined in
2006, but much of the slowdown was attributable to rising interest rates and
declining cap rates in the first half of the year. Interest rates have since fallen
and are forecast to remain relatively stable through 2007. This year, the buyer
pool is expected to include a large number of local owners who have built up
high levels of equity in recent years and are now looking to upgrade or expand
their holdings. Out-of-area buyers will also remain active, though many will
focus on higher-quality assets and/or locations. Marketwide, cap rates are
expected to hold relatively stable this year in the high-6 to low-7 percent range.

2007 Market Outlook

◆ 2007 NRI Rank: 16, Down 6 Places. The Inland Empire falls out of the top
10 this year due to slower household growth and sluggish retailer demand.

◆ Employment Forecast: Above-average employment growth is forecast for
the Riverside-San Bernardino metro again in 2007. Employers are expected
to increase payrolls by 2 percent this year, adding 25,200 new jobs. In 2006,
28,000 positions were created. 

◆ Construction Forecast: The expanding population is keeping developers
active. New retail construction is expected to total 5.1 million square feet
this year, after 4.5 million square feet came online in 2006. 

◆ Vacancy Forecast: The delivery of new retail space will push vacancy
higher for the second consecutive year. Vacancy is expected to rise 70 basis
points to 10.7 percent by year end, after a 70 basis point increase in 2006. 

◆ Rent Forecast: Despite rising vacancy, owners will be able to increase
rents due to the delivery of more expensive retail space. Asking rents are
expected to rise 4.8 percent to $22.30 per square foot, while effective rents
will gain 4.3 percent to $20.30 per square foot. 

◆ Investment Forecast: Investor interest will focus on opportunities in Palm
Springs and in the Colton/Redlands submarket, where household and
employment growth are expected to outpace the metro average this year. * Estimate  ** Forecast

p a g e  4 2 2 0 0 7  A n n u a l  R e p o r t

Riverside-San Bernardino Down 6 Places 2007 Rank: 16           2006 Rank: 10

Robust Growth Continues to Attract
Developers to the Inland Empire

Market Forecast Employment: 2.0% ▲ Construction: 13% ▲ Vacancy: 70 bps ▲ Asking Rents: 4.8% ▲



Sacramento

Solid employment gains and above-average retail sales growth will lead to
sound operational performance for Sacramento retail properties this year.
Due in large part to more affordable housing and available land for

development, household growth in Sacramento is expected to total approxi-
mately twice the rate forecast for the Bay Area through the end of this decade.
While deliveries of new retail space will return to more normalized levels this
year, the amount of space in the planning pipeline accounts for more than 15
percent of existing inventory, suggesting some risk of overbuilding in the
years ahead. Despite higher vacancy, owners will be able to implement modest
rent increases this year as a result of the delivery of newer, higher-quality retail
space. While rent gains in 2007 are expected to be achieved throughout the
metro, properties in the Downtown submarket are forecast to register the
greatest gains for the second consecutive year, a trend we expect to continue
through the end of the decade. 

Sacramento’s underlying strength and prospects for sustained long-term
demand will continue to attract investor interest. While current cap rates
average in the low-6 percent range due to annual double-digit price apprecia-
tion over the past few years, buyers who factor in future rent increases should
find ample investment opportunities in the metro. Properties in the
Downtown/South Sacramento submarket are likely to attract a great deal of
buyer interest in the near future, as several high-end multi-family projects are
either under construction or planned, which should bring an increased
population of affluent residents to the area. Investors seeking assets in the
rapidly expanding suburbs should look to the Roseville/Rocklin and Elk
Grove areas, where a great deal of single-family housing is planned. 

2007 Market Outlook

◆ 2007 NRI Rank: 28, Down 1 Place. Development will surpass retailer
demand in Sacramento during 2007, resulting in a one-spot drop in the NRI.

◆ Employment Forecast: Employers are expected to slow hiring activity in
the Sacramento metro this year, adding 10,800 new positions, after 13,000
jobs were created in 2006. Job growth is expected to be particularly strong
in the leisure and hospitality sector, which should account for approxi-
mately one-quarter of the new positions this year.

◆ Construction Forecast: Retail development is forecast to total 1.5 million
square feet this year, down from one year ago when approximately 2.9
million square feet came online. 

◆ Vacancy Forecast: The delivery of new retail space will once again outpace
absorption in the metro. This year, vacancy is expected to increase 60 basis
points to 8.2 percent, after a 110 basis point jump one year ago. 

◆ Rent Forecast: Despite the rise in vacancy, delivery of new space is
pushing rents higher. This year, asking rents are expected to gain 4.7
percent to $24.08 per square foot, while effective rents will increase 4.3
percent to $21.46 per square foot.

◆ Investment Forecast: Investors seeking redevelopment opportunities
may want to look to existing properties located downtown, while buyers
looking for newer assets in the expanding suburbs will likely turn to
Placer County. 

Solid Household Growth Driving
Sacramento Retail Performance

0%

3%

6%

9%

12%

Ye
ar

-o
ve

r-
Ye

ar
 C

ha
ng

e

Employment Retail Sales

Employment Growth vs. Retail Sales

04 05 06* 07**03

0

1

2

3

4

Sq
ua

re
 F

ee
t 

(m
ill

io
ns

)

Retail Completions

04 05 06* 07**03

$0

$100

$200

$300

$400

M
ed

ia
n 

Pr
ic

e 
pe

r 
Sq

ua
re

 F
oo

t

Sales Trends

03 04 05 06*02

Asking Rent and Vacancy Trends

$18

$20

$22

$24

$26

A
sk

in
g 

Re
nt

 p
er

 S
qu

ar
e 

Fo
ot

Asking Rent Vacancy

4%

6%

8%

10%

12%

04 05 06* 07**03

Vacancy Rate

Single-Tenant Multi-Tenant

2 0 0 7  A n n u a l  R e p o r t p a g e  4 3

* Estimate  ** Forecast

Down 1 Place 2007 Rank: 28 2006 Rank: 27

Market Forecast Employment: 1.2% ▲ Construction: 48% ▼ Vacancy: 60 bps ▲ Asking Rents: 4.7% ▲
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Salt Lake City has experienced tremendous growth over the past several
years, supporting strong improvements in the local retail market. While
job growth is expected to slow this year, retailers will continue to find the

metro area attractive for expansion due to its relatively high household
incomes and prospects for continue population growth. While occupancy and
rents are expected to rise marketwide, the most dramatic improvements are
forecast in the popular residential Midvale/Sandy submarket. Vacancy in the
submarket is expected to decline 160 basis points to 8 percent this year,
supporting above-average rent growth. Delivery of new space in the metro
area will increase slightly this year, and there may be some risk of overdevel-
opment of big-box centers. Salt Lake City is already home to 20 Wal-Marts,
and the metro has a reputation for being receptive to big-box development.

Salt Lake City’s urban core is in the early stages of a massive redevelop-
ment, which is expected to fuel retail investment for several years to come. In
late 2006, the city issued permits for Property Reserve Inc., the commercial real
estate arm of the LDS Church, to move forward with its City Creek Center
project. This 20-square block, privately financed development is expected to
break ground in early 2007 and will add millions of square feet of retail, office
and residential space to downtown. City Creek, which will include a full-
service grocery store, is expected to serve as a catalyst for downtown business
and residential growth, and should boost demand for retail space throughout
the submarket. Anticipating heightened demand in surrounding areas, out-of-
state buyers are expected to use City Creek to justify multi-tenant purchases at
cap rates significantly lower than the metro average of approximately 8.3
percent. Though revenue growth opportunities may be limited during rede-
velopment, prices for assets in the CBD are expected to increase in the coming
year as buyers focus on long-term growth potential; cap rates in the area are
expected to dip below 7 percent.

2007 Market Outlook

◆ 2007 NRI Rank: 34, No Change. Salt Lake City holds firm in this year’s
index as population growth continues to attract retailers to the metro in
2007, resulting in reduced vacancy and higher rents.

◆ Employment Forecast: Salt Lake City employers are expected to add 9,400
new jobs, down from 25,700 positions created last year. The professional
and business services sector will create the most positions this year.

◆ Construction Forecast: An estimated 1.8 million square feet is expected to
be delivered in 2007, up from 1.6 million square feet brought online last
year. Open-air lifestyle centers are gaining popularity and are expected to
make up a larger portion of development projects in coming years.

◆ Vacancy Forecast: After a 10 basis point bump in 2006, vacancy is forecast
to decline 20 basis points to 7.8 percent by year end. 

◆ Rent Forecast: Asking rents are forecast to reach $16.62 per square foot
this year, while effective rents advance to $14.96 per square foot, both
increases of 2.9 percent.

◆ Investment Forecast: With out-of-area capital expected to target urban
locations, local investors will likely focus on assets in suburban Tooele
and Utah counties, where population growth is the strongest.* Estimate  ** Forecast

p a g e  4 4 2 0 0 7  A n n u a l  R e p o r t

Salt Lake City No Change 2007 Rank: 34 2006 Rank: 34

Downtown Development Strategy Shapes 
Salt Lake City Retail Market

Market Forecast Employment: 1.5% ▲ Construction: 13% ▲ Vacancy: 20 bps ▼ Asking Rents: 2.9% ▲



San Antonio

The San Antonio metro will rank among the fastest-growing metros in the
country for population and job growth this year, fueling the local retail
market. Bucking the national trend, employment and retail sales growth

are accelerating in the metro, capturing the interest of national retailers looking
to expand. Much of the new development has been focused on the west,
northwest and north sides of the metro as retailers follow home builders into
the suburbs. The 1 million-square foot Regal Hills shopping center is
scheduled to open during the second quarter, and will account for one-third of
the new inventory delivered to the metro this year. With the opening of Regal
Hills, which is located near two other power centers, The Shops at La Cantera
and The Rim, the intersection of 1604 Loop and I-10 is expected to attract
shoppers from all over San Antonio. Elsewhere in the metro, the Northeast
submarket is forecast to experience both vacancy improvement and concession
burn off this year due to strong tenant demand and limited new construction. 

The prospects of long-term growth due to favorable metro-level demo-
graphics in the Alamo City will continue to lure investors in 2007. Cap rates in
the high-7 percent range are above the national average, and are attracting
both private buyers and REITs from out-of-state to the area. Although
increased demand has resulted in rising prices, sales prices have eased since
the peak in 2005, and are expected to remain level through the end of this year.
Nonetheless, San Antonio still compares quite favorably to higher-priced West
Coast markets. Lower per square foot prices are enabling these out-of-state
investors to trade up for larger and/or higher-quality assets. Investors may
want to explore repositioning opportunities of older retail assets in prime infill
locations where competition from new construction is limited.

2007 Market Outlook

◆ 2007 NRI Rank: 29, Up 3 Places. Increases in employment growth, retail
sales and household creation will again lure retailers to the San Antonio
metro, and boosting the metro up three places in the index. 

◆ Employment Forecast: After adding 19,000 jobs in 2006, employment
growth is expected to accelerate this year to 22,600 new positions, an
increase of 2.8 percent and one of the highest growth rates in the country.

◆ Construction Forecast: Construction is forecast to rise modestly this year
to 3 million square feet, an increase in inventory of 4 percent. Last year,
developers delivered 2.7 million square feet of retail space. 

◆ Vacancy Forecast: Increased retail construction activity will push vacancy
up 30 basis points this year to 11.3 percent after the metro posted a 20 basis
point decrease in 2006.

◆ Rent Forecast: As retailers pay premiums for new construction in prime
locations, asking rents are expected to increase 2.8 percent to $14.75 per
square foot, while effective rents are forecast to gain 3 percent to $13.23
per square foot.

◆ Investment Forecast: Investors may want to look to the South San
Antonio area, which has experienced a resurgence in recent years,
including last year’s Toyota manufacturing plant opening. In addition,
increased daytime traffic is expected to support the strongest asking rent
growth in the San Antonio metro this year.

Population and Job Growth Attracting
Retailers to the Alamo City
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Up 3 Places 2007 Rank: 29 2006 Rank: 32

Market Forecast Employment: 2.8% ▲ Construction: 11% ▲ Vacancy: 30 bps ▲ Asking Rents: 2.8% ▲
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Ongoing retailer demand and a healthy local economy will result in solid
operating performance in the San Diego retail market this year.
National retailers are eager to enter the metro and expand to new

locations, drawn by robust tourism-related sales, as well as above-average
household incomes. Cash-out refinancing activity, which supported
significant retail sales growth over the last few years, is expected to slow as the
local housing market cools. Demand, however, will be supported by
heightened convention activity downtown and tourism. High retail occupancy
levels and household growth are leading developers to increase construction
efforts, particularly in the South County submarket, where the delivery of new
retail space is expected to push vacancy up 60 basis points this year. Despite
the modest rise in vacant space, owners should expect solid NOI gains, driven
by hearty rent increases throughout the metro.   

Investors are expected to continue to target San Diego retail properties
this year and going forward, drawn by the metro’s healthy long-term supply
and demand fundamentals. Land and development costs remain quite high,
making existing properties in prime locations especially attractive. Solid NOI
gains are supporting modest price increases, and cap rates in the low- to mid-
6 percent range are attracting individual and institutional investors. While
overall velocity slowed in 2006, sales activity has been picking up in the
Northeast County submarket, as investors are targeting assets along the
growing I-15 corridor. Buyers are also taking note of opportunities in the South
County submarket, where affordable housing is driving population growth
and increasing demand for retail assets.    

2007 Market Outlook

◆ 2007 NRI Rank: 6, Down 5 Places. Although San Diego remains one of the
tightest retail markets in the nation, the metro gets bumped from the top
five due to elevated construction activity. 

◆ Employment Forecast: Employers will increase payrolls again this year,
with the addition of 14,300 jobs, a 1.1 percent gain. Growth will be strong
in the leisure and hospitality sector, accounting for nearly one-third of all
new jobs created this year, a signal that bodes well for retail owners. 

◆ Construction Forecast: Development is increasing, as 2.5 million square feet
of space will come online this year, nearly double the construction in 2006. 

◆ Vacancy Forecast: Heightened development activity is forecast to result in
a 30 basis point increase in vacancy to 2.4 percent this year. Vacancy
increases are forecast to be most dramatic in the South County submarket,
where developers have stepped up construction activity.

◆ Rent Forecast: Despite higher vacancy, tight market conditions and
strong tenant demand will allow owners to implement solid rent gains.
Asking rents are expected to climb 5.6 percent to $28.68 per square foot,
while effective rents are likely to gain 5.4 percent to $26.24 per square foot. 

◆ Investment Forecast: Population gains and new development will
continue to drive investors to the South County submarket, as buyers and
builders follow rooftops. Going forward, investors might seek out
downtown assets, which should benefit from increasing residential
building and convention traffic.* Estimate  ** Forecast

p a g e  4 6 2 0 0 7  A n n u a l  R e p o r t

San Diego Down 5 Places 2007 Rank: 6 2006 Rank: 1

Tourists and Convention Traffic to 
Support San Diego Retail Market

Market Forecast Employment: 1.1% ▲ Construction: 92% ▲ Vacancy: 30 bps ▲ Asking Rents: 5.6% ▲



San Francisco

Strengthening fundamentals will result in another strong year for San
Francisco retail owners. While the housing market has cooled, both
employment and household growth trends are forecast to remain positive

this year. The metro’s employment growth is particularly encouraging, led by
strong gains in the higher-paying professional and business services sector, as
well as a surge in hiring by local biotech companies. Retailers in the South of
Market Area hope that the positive response to the late-2006 opening of
Bloomingdale’s West Coast flagship store at Westfield’s San Francisco Centre
will increase foot traffic and attract tourists to the area. Elevated land costs and
zoning regulations make development challenging in San Francisco, and new
construction is expected to increase inventory by less than 1 percent this year.
As such, heightened retailer demand will allow owners to fill previously
vacant space, resulting in a decline in metrowide vacancy for the fourth
consecutive year. 

Investor demand for San Francisco retail properties is expected to remain
elevated this year, driven by the metro’s positive long-term outlook. Sales
activity has remained fairly constant and prices appear to have stabilized,
suggesting that the gap between buyers’ and sellers’ expectations has
narrowed. While cap rates in the low- to mid-4 percent range are well below
national averages, buyers are willing to pay premiums due to the metro’s high
household incomes and barriers to new development. High replacement costs
will continue to support current pricing levels, and future price appreciation
will likely be determined by improving fundamentals and NOI growth. While
institutions will target well-located, large assets, private buyers and
owner/occupants will account for the majority of the buyer activity.    

2007 Market Outlook

◆ 2007 NRI Rank: 8, Down 1 Place. San Francisco remains in the top 10,
supported by improving vacancy, moderate rent growth and restrained
development.  

◆ Employment Forecast: Employers are expected to increase payrolls by 1.3
percent this year, adding 12,600 jobs, building on last year’s impressive
gains. New positions in the professional and business services sector are
expected to account for nearly half of the metro’s employment growth.

◆ Construction Forecast: Retail development will be restrained once again
this year, as builders are expected to deliver 550,000 square feet to
inventory after bringing 900,000 square feet to the market one year ago.

◆ Vacancy Forecast: The metro’s improving economy will keep retailer
demand elevated and result in a 30 basis point improvement in vacancy to
4.4 percent this year.

◆ Rent Forecast: Heightened demand will lead owners to raise rents.
Asking rents are forecast to improve 3.6 percent to $34.34 per square foot,
while effective rents reach $31.89 per square foot, a 3.8 percent gain.

◆ Investment Forecast: Limited for-sale inventory will continue to limit
sales activity, but investors will still receive competitive bids for listed
properties. Buyers will likely target assets in the South of Market Area,
where new residential and commercial construction are expected to
increase foot traffic. 

Employment Growth in High-Paying Sectors
Stimulating Demand for San Francisco Retail   
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Down 1 Place 2007 Rank: 8 2006 Rank: 7

Market Forecast Employment: 1.3% ▲ Construction: 39% ▼ Vacancy: 30 bps ▼ Asking Rents: 3.6% ▲
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San Jose retail owners are expected to benefit from further stabilization of
the local economy. Employers are forecast to increase payrolls for the
fourth consecutive year, particularly in the traditionally high-paying pro-

fessional and business services sector. Increased venture capital funding, as
well as the relative strength of major technology employers, including Google
and Yahoo, provides a positive outlook for future employment growth in the
region. The improving local economy should create increased tenant demand
for retail properties. With current vacancy in the low-3 percent range
throughout most of the metro, and with minimal new construction scheduled,
owners will be able to aggressively increase asking rents when negotiating
lease terms. One emerging trend that investors will want to be cognizant of in
the years ahead is the potential development of some of the metro’s vacant or
planned office space into retail projects. In North San Jose, for example,
developers are seeking approval to build a mixed-use project at a location that
had originally been planned as a corporate campus for Palm, Inc. 

Strong NOI gains and little competition from new construction will draw
investors, particularly cash-heavy institutions, to San Jose retail properties this
year, although sales velocity may slow somewhat. Above-average rent growth
and occupancy levels have fueled investor demand in recent years, causing
prices to appreciate rapidly. As a result, cap rates have compressed to the low-
5 percent range, and buyers and sellers are finding it more challenging to reach
common ground on property valuations. While fundamentals are strong and
will support current pricing, sellers listing their properties expecting to realize
another year of double-digit price appreciation may receive few offers. 

2007 Market Outlook

◆ 2007 NRI Rank: 10, Up 7 Places. Moving up seven spots, San Jose is
exemplified by tight market conditions and little competition from new
supply, which will enable owners to post strong rent gains this year.

◆ Employment Forecast: Continued venture capital investment is expected
to result in modest employment growth. San Jose employers are expected
to add 9,700 jobs this year, after creating 14,800 positions in 2006. Losses
expected in the manufacturing sector should be offset by strong gains in
the  professional and business services and information sectors. 

◆ Construction Forecast: Developers are expected to bring 500,000 square
feet of new retail space to the San Jose metro this year, after delivering 1.1
million square feet in 2006. 

◆ Vacancy Forecast: New space should be absorbed quickly as tenant
demand is expected to remain high. Vacancy is forecast to decrease 20
basis points to 2.8 percent this year, after an 80 basis point decline in 2006.

◆ Rent Forecast: Tight market conditions will encourage owners to
implement robust rent gains. This year, owners are expected to increase
both asking and effective rents 5.6 percent, to $32.05 per square foot and
$29.52 per square foot, respectively.  

◆ Investment Forecast: Investors may want to explore options in
downtown San Jose. The city is considering subsidies and other incentives
in an effort to fill vacant office space in the area, which could lead to
increases in the daytime population. * Estimate  ** Forecast

p a g e  4 8 2 0 0 7  A n n u a l  R e p o r t

San Jose Up 7 Places 2007 Rank: 10 2006 Rank: 17

Builders Target Redevelopment Projects in
Tight San Jose Market

Market Forecast Employment: 1.1% ▲ Construction: 55% ▼ Vacancy: 20 bps ▼ Asking Rents: 5.6% ▲



Seattle

Robust economic growth will lead to another strong performance in the
Seattle retail market. This year, a dynamic employment market is
expected to drive the highest rate of household growth in a decade, with

comparable growth forecast over the next five years. As a result, retailers, par-
ticularly big-box names, are making strides to expand within the metro. While
development is expected to increase this year, projects will come online largely
pre-leased, and expensive land and development costs are providing a hedge
against overbuilding. Going forward, builders are expected to respond to the
rising development costs by increasingly delivering high-density, mixed-use
projects. Rapid absorption of new space will result in a modest vacancy decline
this year, with significant tightening in the Eastside/Bellevue area, where
elevated hiring by technology companies is supporting additional demand for
retail space. As a result of the heightened retailer demand, owners are
expected to implement aggressive rent increases when negotiating new leases. 

Outstanding operating performance and the metro’s positive long-term
economic outlook will continue to drive investors to the Seattle retail market.
Single- and multi-tenant prices rose 20 percent and 12 percent, respectively, in
2006, causing slowing sales velocity as some investors were priced out of the
market. NOI growth is expected to continue to push prices higher this year,
albeit at a slower pace. While prices have continued to trend upward, cap rates
in the mid- to high-6 percent range are still higher than California coastal
markets and have resulted in heightened out-of-state and institutional activity. 

2007 Market Outlook

◆ 2007 NRI Rank: 5, Up 3 Places. Seattle breaks into the top five this year
propelled by a flourishing economy, improving fundamentals and robust
retailer demand.

◆ Employment Forecast: Seattle employment is expected to far outpace the
national average once again this year, growing 1.8 percent, after a 2.8
percent gain in 2006. Of the metro’s 30,400 new jobs, 8,700 positions will be
in the high-paying professional and business services sector.

◆ Construction Forecast: Builders are expected to deliver 1.5 million square
feet of retail space this year, up from 910,000 square feet in 2006.
Developers are increasingly bringing mixed-use properties to the market. 

◆ Vacancy Forecast: Vacancy is expected to decline 40 basis points to 6.7
percent this year, building on a 90 basis point improvement one year ago.
While occupancy should remain tight throughout much of the metro, the
delivery of more than 500,000 square feet will likely cause a temporary
increase in vacancy in the West Seattle/Auburn submarket.  

◆ Rent Forecast: A strong local economy will keep tenant demand elevated
and allow owners to achieve solid rent gains in 2007. Asking rents are
forecast to increase 3.9 percent to $23.49 per square foot, while effective
rents are expected to climb 3.8 percent to $21.68 per square foot. 

◆ Investment Forecast: Buyers will continue to favor Seattle retail assets,
although price appreciation and sales activity are likely to slow this year.
Investors may want to target retail assets downtown, where several high-
end condo and rental units are expected to bring an influx of high-income
residents to the area in the near future. 

Thriving Local Economy Driving Seattle
Retail Market to New Heights
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Up 3 Places 2007 Rank: 5 2006 Rank: 8

Market Forecast Employment: 1.8% ▲ Construction: 65% ▲ Vacancy: 40 bps ▼ Asking Rents: 3.9% ▲
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Spurred by steady population and employment growth, and a decrease in
new construction, the Tampa retail property market is positioned for
another strong year in 2007. Shopping centers in Hillsborough and

Pinellas counties, the two most populous areas in the metro, will post vacancy
of less than 5 percent this year, as retailers establish locations in both mature
and emerging retail areas. Among the latter, retailers will maintain a keen
interest in spaces in east Hillsborough County communities such as Brandon,
Valrico and Riverview, where 1,600 new households are expected to be created
annually over the next five years. Projected effective rent growth of 5 percent
this year in east Hillsborough County will outpace the entire metro. In Pinellas
County, strong retailer demand is expected to persist in St. Petersburg and
communities in the southern part of the county due to high population
densities, established roadways and the presence of major employers.
Effective rent growth was accelerating in the second half of 2006 and is
projected to come in at approximately 5 percent this year. 

Besides having favorable demand-side attributes, sections of south
Pinellas County are supply-constrained and will remain so this year, as only
1.2 million square feet of space is planned in the entire county. Larger
shopping centers in the area that can be upgraded will continue to attract
strong bids, due to some of the difficulties encountered with new ground-up
development. As for other property types, the price of fast-food restaurants
has soared 67 percent in the past two years. Investors, however, may be able
to find values in older properties in heavily traveled and established locations,
as newer properties in emerging trade areas command premium prices.

2007 Market Outlook

◆ 2007 NRI Rank: 23, Up 2 Places. The Tampa retail market continues to
post improvement in fundamentals, as hearty economic gains support
solid retail sales growth. As a result, the metro gains two spots in the NRI. 

◆ Employment Forecast: Local employers are expected to add 18,800 jobs in
2007, a 1.4 percent increase, compared with 24,000 positions in 2006.

Construction Forecast: Approximately 2.1 million square feet of retail
space is slated for completion in 2007, down from 2.4 million square feet in
2006. Deliveries are expected to total 1 million square feet in Hillsborough
County this year.

◆ Vacancy Forecast: Moderate job growth in 2007 will  support a healthy
level of retail spending and retailer space demand, leading to a 30 basis
point decline in the vacancy rate to 5.8 percent. Strip center vacancy is
expected to be even tighter, with rates in the low-4 percent range. 

◆ Rent Forecast: Asking rents are forecast to rise 4.6 percent this year to
$15.89 per square foot. A 4.5 percent increase in effective rents to $14.39
per square foot is also projected.

◆ Investment Forecast: Investors looking for new properties in areas with
high population growth will focus on assets in Pasco County, especially
in newer communities near the Hillsborough County line. Over the long
term, growth will be focused in northern Pasco, southern Hernando,
southwest Hillsborough and Manatee counties.

* Estimate  ** Forecast

p a g e  5 0 2 0 0 7  A n n u a l  R e p o r t

Tampa Up 2 Places 2007 Rank: 23 2006 Rank: 25

Steady Growth to Support Another 
Strong Year for Tampa Retail

Market Forecast Employment: 1.4% ▲ Construction: 13% ▼ Vacancy: 30 bps ▼ Asking Rents: 4.6% ▲



Tucson

Strong employment growth will persist in the burgeoning Tucson area,
strengthening the local retail market. Employers are expected to expand
payrolls by more than three times the national rate again this year,

supporting robust retail spending growth of 7 percent. The cash-out
refinancing activity that led to exceptional retail sales growth in the metro over
the past two years is expected to cool along with the housing market. Future
population and employment growth, however, could limit the amount of time
it takes for the local single-family housing market to rebound. Within city
limits, a moratorium on big-box stores due to a 1999 city ordinance continues
to hinder construction. The lack of big-box activity has helped keep local
grocery centers relatively insulated from the hyper-competitive environment
created by the construction of Wal-Mart Supercenters. The Central submarket
is expected to post the most improvement in vacancy this year due in part to
this ordinance. 

Investors will continue to be drawn to the Tucson retail market this year
by prospects of long-term growth. In addition, cap rates in the mid- to low-7
percent range are 100 basis points higher than in nearby California coastal
markets. Last year, cap rates began to climb, enticing local investors to return
to the Tucson market. For properties valued over $5 million, institutions have
been the major buyers in the metro, utilizing their stronger credit and sizeable
cash positions to outbid competitors for the limited number of high-end
listings. Investors may find value-add opportunities in the Central submarket
near the city center. Recent condo development in the area has increased
population density, and a limited amount of available space restricts new retail
construction. Local owners are expected to realize above-average NOI growth
as waning vacancy provides for solid rental growth and reduced concessions.

2007 Market Outlook

◆ 2007 NRI Rank: 21, Down 3 Places. Despite strong job gains and robust
retail spending, slow rent growth and moderately high vacancy persist in
the Tucson metro, leading to the metro’s a three-place decline in the index.

◆ Employment Forecast: Employment growth in Tucson is expected to slow
to 10,800 new jobs, an increase of 2.8 percent. Last year, local employers
expanded payrolls by 5.6 percent with the addition of 20,700 positions.

◆ Construction Forecast: Retail construction in the Tucson area remains
limited. Developers are expected to bring 350,000 square feet online this
year, the lowest figure in five years. New completions will increase current
inventory 1.9 percent.

◆ Vacancy Forecast: After dropping 60 basis points last year, vacancy is
expected to improve 20 basis points in 2007 to 8.3 percent. 

◆ Rent Forecast: Falling vacancy and reduced development will enable
owners to raise asking rents 3.1 percent this year to $17.51 per square foot.
Concessions will continue to dissipate as effective rents are forecast to
increase 3.2 percent to $15.82 per square foot. 

◆ Investment Forecast: Investors may want to explore opportunities in the
North/Upper West submarket, where retailers are targeting the local
affluent population and the expansion of Interstate 10 has increased acces-
sibility to the area. 

Tucson Retail Market Supported
by Strong Job Growth
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Down 3 Places 2007 Rank: 21 2006 Rank: 18

Market Forecast Employment: 2.8% ▲ Construction: 50% ▼ Vacancy: 20 bps ▼ Asking Rents: 3.1% ▲
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Supported by the metro area’s above-average household incomes, high
population densities and steady population growth, demand for retail
space in Washington, D.C., will remain vigorous in 2007. Vacancy is

expected to inch up in step with a slowing housing market but will remain low
enough to support significant rent growth. Shopping center vacancy in areas
where the housing market was the hottest, such as Prince William and
Loudoun counties, will rise 40 basis points to the high-3 percent range as
slower housing-related spending tempers space demand. As a result, effective
rent growth in Prince William and Loudoun counties, which was 7 percent last
year, will moderate to approximately 5 percent in 2007. In the District, asking
rents are expected to increase by approximately 7 percent, while vacancy is
forecast to rise slightly to the mid-5 percent range as recent residential growth
continues to attract retailers and open up new trade areas.

Opportunities for investors exist in many areas of the District. In Dupont
Circle, for example, an increase in the number of households and shifting
demographics are luring national chains to the area’s storefront properties,
and rents continue to climb as older tenants move out. As a result of the
ongoing transformation of areas such as Dupont Circle, a greater need for
grocery and drugstore retailers has arisen, creating opportunities for redevel-
opment-oriented investors. Elsewhere in the District, redevelopment of the
area surrounding the Georgia Avenue-Petworth Metro station will bring more
residents and demand for retail space where little space currently exists.
Finally, institutional investors and cash buyers will continue to bid aggressive-
ly for neighborhood and community centers in supply-constrained areas
inside the beltway.

2007 Market Outlook

◆ 2007 NRI Rank: 9, Down 3 Places. The D.C. metro looses ground this year
as reduced retailer demand and robust development lead to rising vacancy.

◆ Employment Forecast: Approximately 70,000 positions were added last
year, but growth will slow to 48,200 jobs in 2007, a 1.6 percent increase.
Employment growth is expected to decline in the District and Virginia, but
8,100 new jobs are forecast in Maryland, the same number as last year.

◆ Construction Forecast: In 2007, builders will deliver 3.4 million square feet
of retail space, in line with the amount of space brought online last year.
Approximately one-third of the space is in Maryland, where there is also
10 million square feet of planned retail, including a regional center on a 52-
acre site in Brandywine.

◆ Vacancy Forecast: Competition from new properties and a slowdown in
retailer demand, stemming from a cooling housing market, will underpin
a 50 basis point rise in the vacancy rate to 5 percent this year. 

◆ Rent Forecast: Asking rents are expected to rise 5.2 percent to $28.12 per
square foot in 2007, accompanied by a 5 percent jump in effective rents to
$25.71 per square foot. 

◆ Investment Forecast: Local retail assets are capable of fulfilling a variety
of investment objectives. For example, casual dining restaurants in areas
with considerable household formation, such as parts of Prince George’s
County, provide stable incomes and a steady rate of appreciation.* Estimate  ** Forecast
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Washington, D.C. Down 3 Places 2007 Rank: 9 2006 Rank: 6

Solid Rent Growth Persists in D.C. Retail
Market Despite Uptick in Vacancy

Market Forecast Employment: 1.6% ▲ Construction: 0% ■ Vacancy: 50 bps ▲ Asking Rents: 5.2% ▲



West Palm Beach

Vacancy in Palm Beach County is expected to remain in the low-6 percent
range in 2007, accompanied by a second consecutive year of healthy rent
growth. Retailers continue to be attracted to the area’s high household

incomes, the projected addition of 27,000 residents each year for the next five
years and a relatively new stock of retail properties. The Boynton Beach and
North Palm Beach County submarkets continue to emerge as vigorous retail
trade areas. In Boynton Beach, projected population growth and high
population density will continue to generate retailer demand, leading to
shopping center vacancy in the high-5 percent range and effective rent growth
of approximately 7 percent this year. Over the long term, household growth in
Boynton Beach, in the area bounded by State Road 7 and Congress Avenue
north of Boynton Beach Boulevard, will stimulate greater space demand.
Overall, retailers can do little wrong in the county’s prime retail trade areas,
but western communities, such as Royal Palm Beach and Wellington, will
receive greater attention this year. 

Investment in multi-tenant properties is expected to rebound early in 2007
as windstorm insurance becomes more readily available and rate increases
moderate. Shopping centers in areas such as the city of West Palm Beach, Boca
Raton and Boynton Beach will sell at a faster pace once the effects of greater
insurance costs can be more accurately quantified. Some properties, however,
may encounter a modest short-term uptick in vacancy from tenants leaving
due to higher occupancy costs. Additionally, there could be a greater number
of repeat sales of properties purchased a few years ago, as some owners may
have achieved return thresholds faster than expected due to the market’s
robust fundamentals. 

2007 Market Outlook

◆ 2007 NRI Rank: 11, Up 1 Place. West Palm Beach creeps closer to the top
10, nudged by an expanding, wealthy population, solid retailer demand
and strong retail sales.

◆ Employment Forecast: Total employment will increase 1.8 percent, or
11,000 positions, this year. In 2006, 22,000 jobs were created. 

◆ Construction Forecast: After 1.8 million square feet was delivered in 2006,
builders will complete 1.5 million square feet this year. Shopping centers
account for the majority of the space slated for delivery this year, with the
largest completion being the 400,000-square foot Boynton Town Center.

◆ Vacancy Forecast: A slowdown in housing-related spending will reduce
retailer demand, leading to a 20 basis point rise in the vacancy rate to 6.4
percent. Among properties measuring 400,000 square feet or more,
vacancy is expected to remain in the 1 percent range.

◆ Rent Forecast: A 6 percent increase in asking and effective rents to $23.38
per square foot and $21.24 per square foot, respectively, is forecast in 2007.
Tight vacancy in Boca Raton could support rent growth in excess of 8
percent this year.

◆ Investment Forecast: Residential and commercial growth are expected to
accelerate in the vicinity of the Scripps Institute’s new facility in Jupiter.
Investors will increasingly focus on undeveloped land nearby and
existing retail properties that can be upgraded or reconfigured. 

Population Growth Continues to Lure
Retailers to West Palm Beach
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Up 1 Place 2007 Rank: 11 2006 Rank: 12

Market Forecast Employment: 1.8% ▲ Construction: 17% ▼ Vacancy: 20 bps ▲ Asking Rents: 6.0% ▲



* Estimate  ** Forecast
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Single-Tenant Outlook

There has been a clear division in buyer demand for single-tenant retail
properties. The investment market is split based on quality: asset
quality, location quality and credit quality. This year, we expect cash-

flush institutional investors will continue to seek out high-quality assets in
prime locations. However, sellers listing less attractive assets will likely have
to adjust their expectations when marketing their properties. While cap rates
for premium assets offered little spread over the 10-year Treasury yield, cap
rates for lower-quality product increased during the second half of 2006. 

Cooling Housing Market to Impact Retailers 
The cooling housing market and corresponding decline in cash-out

refinancing activity are expected to lead to a slower rate of growth in the
economy as a whole, and in the retail market specifically. Home
improvement stores will likely be the hardest-hit group, as homeowners, no
longer recording annual double-digit appreciation in home values, are
expected to put off pricey remodeling projects. Despite this cooling, there are
elements of the economy that should offset some of the effects of the housing
market. Employers continue to create jobs, albeit at a slower pace than one
year ago. Losses in construction and manufacturing positions are being
offset by strong growth in white-collar employment sectors. Interest rates
declined throughout much of the second half of 2006, and while the Fed is
keeping a watchful eye on inflation, rates are expected to remain low or even
decline further this year. Energy prices have dropped considerably from
their highs, which has increased discretionary income in the majority of
households. This trend could provide some positive momentum for
struggling dollar stores, as lower-income buyers are typically most impacted
by elevated fuel costs. Wal-Mart’s slowing sales have caused the country’s
largest retailer to pull back new store growth, but other discounters and
warehouse stores are expected to continue expansion plans.

Fast-Food Chains Looking to Breakfast for Growth
Investors continue to pay top dollar for fast-food properties. The median

price has increased 5 percent over the past year to $497 per square foot, with
cap rates rising approximately 20 basis points to the mid-6 percent range.
Sales activity was concentrated in Wendy’s and Taco Bell stores with both
chains experiencing similar levels of sales velocity in 2006 as they did the
previous year. Cap rates for fast-food properties started to rise in the second
quarter of 2006, including Taco Bell restaurants, where cap rates rose approx-
imately 50 basis points to 7.4 percent. 

Late last year, Burger King reported an 82 percent surge in fiscal first
quarter profit, driven by higher margins, modest same-store sales growth
and successful new restaurant openings. Strong operating results have some
traditional burger properties taking aim at the current breakfast leader,
McDonald’s. Wendy’s, which completed the sale of its Baja Fresh Mexican
Grill chain late last year, is considering entering the breakfast market for the
first time, while Burger King is optimistic about future growth linked to a
breakfast addition to its value menu. At the end of 2006, fast-food restaurant
owners were facing public pressure from the New York City Board of
Health, which approved a measure that requires restaurants to phase out
nearly all artificial trans fats from their menu items. This ban, as well as other
proposed legislation, will likely cause restaurants to implement changes in
cooking oils across the country, since the majority of chains utilize a single
recipe for most products; this modification could lead to increased costs and
lower profit margins.

Investors Targeting Top-Tier Assets While
Retailers Adjust to Cooling Economy

Single-Tenant Sales Trends  
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Single-Tenant Retail Transactions 2006
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Single-Tenant Outlook

Discounters Growing Despite Wal-Mart’s Struggles
The climate for major discount retailers has been mixed as of late. Tough

times for Wal-Mart have raised concerns regarding the retail market’s strength
in general, although many analysts attribute the company’s recent weakness to
poor customer service and the lack of a cohesive business plan. Wal-Mart,
which announced its worst same-stores sales performance in 10 years in
November last year, will slow store expansion and capital spending growth
considerably in 2007. Domestic construction of Wal-Mart stores is expected to
be focused almost exclusively on the Supercenter format, which has come
under harsh criticism from many local municipalities. Target typically attracts
more affluent households than Wal-Mart and has found greater success
offering trendier housewares and higher-quality apparel. As a result, Target
has reported healthier same-store sales growth of 5.9 percent and expansion
plans include the addition of 75 new stores in 2007, similar to its growth over
the past two years. Both retailers have made recent efforts to increase
pharmacy sales by expanding their respective $4 generic drug plans. During
the fourth quarter of 2006, Wal-Mart expanded the program to nearly all of its
domestic stores, and Target quickly followed suit by rolling out a comparable
generic drug program to all of its stores. 

Buyers have cautiously pursued investment opportunities for discount
stores. The median price for all big-box stores declined 2 percent in 2006 to $87
per square foot. However, investors are still willing to pay a modest premium
for Wal-Mart stores and prices rose slightly over the past year to $90 per
square foot, while cap rates remained unchanged in the mid-6 percent range.
Dollar stores are feeling the effects of a cooling economy and increased
competition. Dollar General, the largest retailer by number of stores,
announced plans to close more than 400 underperforming locations this year,
although the company will continue to open new stores. Investor interest in
dollar stores has cooled recently. Buyers have become more cautious due to
the industry’s slowing sales growth, comparatively poor leasing terms and
lower-quality construction and locations. 

Home Improvement Chains Focusing on Customer Experience
Home improvement stores are expected to be most affected by the cooling

housing market, as the combination of fewer home sales and a reduction in
cash-out refinancing activity curbs spending on home improvement projects.
At the end of 2006, Home Depot reported a 5 percent decline in same-store
sales from one year earlier, and early forecasts put the company’s annual
earnings per share in the 4 percent to 5 percent range, after years of double-
digit gains. Lowe’s is experiencing a similar slowdown and reported a 4
percent decline in same-store sales during the fourth quarter of 2006 when
compared to the levels one year earlier. As a result of weaker sales, Home
Depot announced plans to reduce store openings over the rest of the decade to
approximately 100 new locations annually, half the number added in recent
years. Lowe’s has yet to reduce its forecasts for new construction, with current
plans including the addition of 155 new locations in 2007. 

Investors concerned with saturation will want to measure the effects of
cooling new store construction on same-store sales. In an effort to increase
brand loyalty, Home Depot is making efforts to improve the customer
experience by increasing staffing levels and rolling out its high-design line of
Orange Works products later this fall. The near-term outlook for smaller
hardware stores, including Ace and True Value, appears somewhat brighter
than the larger home improvement centers, as these stores become the
preferred destination for customers seeking only a few items.
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* Estimate  ** Forecast

2007 Retailer Expansion
New Locations and Percent Increase in Store Total

N
u
m

b
e
r 

o
f 

N
e
w

 S
to

re
s

0

200

100

300

400

Wal-Mart/
Sam’s Club

8%

12%

4% 11%
5%

3%

Lowe’s Home
Depot

Kohl’s Target Costco

Big-Box Property Sales Trends
M

e
d
ia

n
 P

ri
ce

 p
e
r 

Sq
u
a
re

 F
o
o
t

$40

$60

$80

$100

A
v
e
ra

ge
 C

a
p
 R

a
te

6%

8%

10%

12%

00 01 02 04 05 06*

Median Price per Square Foot
Average Cap Rate

Grocery Stores
Drugstore/Pharmacies

Restaurants
U.S. Retail Sales

Warehouse Clubs/Superstores

R
e
ta

il
 S

a
le

s 
- 

A
n
n
u
a
l 
C

h
a
n
ge

0%

5%

10%

15%

20%

02 03 04 05 06*

03

Retail Sales Growth by Store Type



Investors Drawn to Strong Performance of Drugstore Chains
Solid operational performance and favorable demographic shifts support

a positive outlook for sustainable long-term growth in the drugstore sector.
Walgreens are the most sought-after assets in this property segment, with the
median price rising 9 percent over the past year to $393 per square foot. Rising
prices have pushed cap rates down approximately 40 basis points from one
year ago to the low-6 percent range. Walgreens in prime locations were trading
at or below 5 percent in recent years, but rates this low have become increas-
ingly infrequent. The median price for CVS stores rose 6 percent over the past
year to $384 per square foot, with cap rates in the mid-6 percent range. Cap
rates for drugstore properties have leveled off, and even showed a slight
upward bump during the last few months of 2006. The top two chains
continue to report impressive results during the fourth quarter of 2006;
Walgreens reported a year-over-year increase in same-store sales of 9.4
percent, while CVS reported a gain of 8.4 percent. 

There are some competitive forces that are worth watching in the
drugstore industry. First, drugstore investors will want to monitor the effects
of CVS’s purchase of Caremark, which occurred during the second half of
2006. Both parties spoke of synergies and cost savings at the time of the
merger, but it has not yet been seen if this will result in greater operating
performance. Another emerging trend for drugstores is the attempt of Wal-
Mart and Target to increase their presence in the prescription drug market by
offering their respective $4 generic drug programs nationwide. Lastly, Rite-
Aid shareholders recently voted on a proposal to purchase Brooks and Eckerd
drugstores, which would bring their total number of stores to approximately
5,000, making the company a more competitive rival to Walgreens and CVS. 

Organic Grocers Playing a Larger Role 
Investors are cautiously pursuing supermarket properties, as traditional

grocers continue to implement changes to respond to competitive threats
brought on by Wal-Mart Supercenter locations and natural and organic
retailers. Mainstream grocers, including Kroger and Safeway, are responding
to the 7 percent to 9 percent annual growth of the natural and organic food
market by expanding current offerings. Additionally, traditional grocers
continue to feel the price pressures brought on by Wal-Mart Supercenters.
Although this large format is encountering resistance in several markets, Wal-
Mart will continue to bring new Supercenters online, albeit at a slower pace
than in recent years. In addition, organic grocers are making changes as well.
Wild Oats is trying to enhance the shopping experience at its stores by
introducing higher-quality cuts of meat and fresher fish. The late-2006
resignation of the conservative Wild Oats CEO has been interpreted as a sign
that the company will look to increase its growth plans going forward. As part
of its marketing strategy, Wild Oats also announced that it will close its
Phoenix-area Henry’s Farmers Markets stores, citing increased competition
and limited brand awareness. 

Elevated competition, coupled with some saturation and declining same-
store sales growth, will likely result in an expansion slowdown at organic-
leader Whole Foods. During the second half of last year, Albertsons, the
formerly independent grocer, was sold to a consortium of retailers and
investors. The company is now being sold off in portions regionally, with the
sale of another 132 Northern California and Northern Nevada stores to Save
Mart expected to close in early 2007. After the completion of the sale to Save
Mart, Albertsons, which had operated more than 2,300 stores across the
country, will operate only 390 stores.* Estimate  ** Forecast
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Single-Tenant Outlook

Drugstore Property Sales Trends
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Grocery Store Sales Trends
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Single-Tenant Outlook

Recent Single-Tenant Sales Highlights

2 0 0 7  A n n u a l  R e p o r t p a g e  5 7

Square Price per
Property Name City State Sales Price Feet Sq. Ft.

7-11 Escondido CA $1,400,000 3,400 $411.76

Albertsons Portland OR $3,064,072 36,924 $82.98

Applebee’s Visalia CA $2,020,000 32,234 $62.67

Arby’s Gainesville TX $1,140,421 4,216 $270.50

Arby’s Las Vegas NV $1,750,000 2,990 $585.28

Big Lots Allen TX $1,500,000 31,500 $47.62

BJ’s Wholesale Club Miami FL $25,757,400 114,209 $225.53

Buffalo Wild Wings Charlotte NC $1,739,288 4,717 $368.73

Burger King Denver CO $1,400,000 2,347 $596.51

Carl’s Jr. Phoenix AZ $2,135,000 4,242 $503.30

Checker Auto Phoenix AZ $1,700,000 7,000 $242.86

Chevy’s Restaurant Union City CA $3,642,014 7,255 $502.00

Claim Jumper Phoenix AZ $5,625,146 12,114 $464.35

CVS Chicago IL $7,458,784 21,845 $341.44

Dairy Queen Sun City West AZ $1,100,000 2,852 $385.69

Del Taco Watsonville CA $1,304,347 2,768 $471.22

Denny’s Carson CA $1,812,500 5,654 $320.57

El Pollo Loco Garden Grove CA $1,400,000 2,264 $618.37

Family Dollar Cleveland OH $1,230,000 9,160 $134.28

Friendly’s Ice Cream Matawan NJ $1,725,000 1,971 $875.19

Hollywood Video Gilbert AZ $2,100,000 7,488 $280.45

Home Depot North Conway NH $11,185,629 132,972 $84.12

Jack in the Box Puyallup WA $2,255,000 2,636 $855.46

Kentucky Fried Chicken Auburn CA $1,272,727 2,978 $427.38

Krispy Kreme Santa Rosa CA $1,975,000 5,000 $395.00

Lowe’s Home Improvement Center Pembroke Pines FL $7,677,500 140,534 $54.63

Macy’s Los Angeles CA $11,859,600 169,998 $69.76

PepBoys Oak Park MI $1,400,000 19,800 $70.71

Pier 1 Imports San Jose CA $4,250,000 8,030 $529.27

Rite Aid Steubenville OH $1,955,000 11,335 $172.47

Sam’s Club Natick MA $26,300,000 126,600 $207.74

Staples Seattle WA $6,700,000 23,696 $282.75

Starbucks Hesperia CA $1,710,000 1,750 $977.14

Taco Bell Long Beach CA $1,425,000 1,989 $716.44

Taco Bell Melbourne FL $1,100,000 2,008 $547.81

Target Lakewood CO $9,750,000 147,847 $65.95

Walgreens Murrieta CA $6,785,000 9,991 $679.11

Walgreens Round Rock TX $6,210,000 13,965 $444.68

Wal-Mart Marietta GA $22,898,289 203,007 $112.80

Wendy’s Cape Canaveral FL $2,250,000 3,411 $659.63



2007 National Retail Report

Marcus & Millichap’s National Retail Group (NRG) is comprised of more than 340
retail investment specialists located within the firm’s offices nationwide. The
group specializes in providing investment advisory and transaction services for all

types of retail real estate, including single-tenant properties, ground-leased properties,
strip centers and neighborhood, community, specialty and entertainment properties. Key
experts within the NRG specialize in power centers and regional malls.

Turning Expertise into Investor Value

Setting the Standard for Client Services
■ Marcus & Millichap was founded on the principles of creating value for sellers based

on market knowledge, access to the largest pool of qualified investors and exchange
buyers, and a system of creating the broadest possible exposure for every property.
Commonly referred to as the “value of representation” by our sales force and clients,
this service approach is the cornerstone of our business. Our extensive local market
knowledge and retail property expertise enable us to advise owners on precision
market pricing, property positioning and creating long-term investment strategies
that support wealth generation and preservation.

Integrating Research, Marketing and Transaction Expertise
■ Retail investors have come to rely on Marcus & Millichap for access to the nation’s

highest-quality inventory of investment properties. Our inventory is one of the
largest selections of investment options supported by a high standard of pricing and
underwriting. Investors also benefit from our value-added services, including
competitive financing, extensive local and national research, and professional
marketing services.

Unparalleled Access to Private and Institutional Investors
■ Our NRG management and retail professionals are in constant communication with

institutional investors as well as high-net-worth individuals, syndicators and
developers. Our 36-year history of maintaining personal relationships with a diverse
base of investors creates the most effective exposure to the right investors. The
result is maximum value through a reliable and timely process.

For further information, contact:
Bernard J. Haddigan
Managing Director, National Retail Group
Marcus & Millichap
500 Northpark Town Center
1100 Abernathy Road, N.E.
Building 500, Suite 600
Atlanta, Georgia 30328
Tel: (770) 393-1700
bhaddigan@marcusmillichap.com

National Retail Group
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Retail Research Services

Marcus & Millichap’s Research Services group utilizes a two-tiered approach of
combining local market research with national economic and real estate analysis
to develop premier research services for real estate investors. Marcus &

Millichap’s research capabilities are customized by property type to service the unique
needs of owners and investors in various property sectors. Market reports are produced
on a regular basis in addition to specific submarket and area analyses to support clients’
investment decisions.

Fact-Based Investment Strategies

Supply and Demand Analysis
■ Comprehensive retail property analyses are produced based on the latest data on

new supply, vacancies, rents and sales trends tracked internally and through the most
respected data sources in the industry. On the demand side, expansion and closure
announcements by tenants are tracked regularly as well as vital local and national
economic and demographic indicators. This comprehensive approach enables our
retail investment professionals to integrate all variables that impact retail property
values for the benefit of our clients.

Expert Financial Analysis
■ Our financial analysts work closely with our retail investment experts to establish the

current and future value of retail assets using custom models. Peer properties are
analyzed in detail to establish rent, vacancy and other competing factors relating to
valuation. In addition, retail projects under construction, recent retail property sales
as well as comparable properties on the market are reviewed.

Tenant, Credit Analysis
■ Our national database of businesses allows our NRG professionals to analyze

employment density, major employers at the local level as well as employment by
industry and/or business category to further determine the economic strength of
specific trade areas. Access to various credit rating databases allows owners and
investors to evaluate the strength of key tenants and establish various re-tenanting
options and property positioning strategies within local markets.

For further information, contact: 
Erica L. Linn
National Research Manager
Marcus & Millichap
2398 E. Camelback Road, Suite 550
Phoenix, Arizona 85016  
Tel: (602) 952-9669
elinn@marcusmillichap.com
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Marcus & Millichap Capital Corporation provides owners and investors access to
the most competitive real estate financing through prominent national and
regional lenders. Our network of experienced and dedicated finance profession-

als assures that each refinance, acquisition or development financing receives the ideal
rate and terms available in the marketplace. Each transaction is executed through a
reliable and closely managed process.

Experience, Relationships Produce Optimal Financing

Specialized Financing Expertise
■ Our national team of finance professionals has specialized experience in providing

financing for a full range of investment property types. Our goal is to secure the most
competitive financing in both loan terms and proceeds by leveraging our expertise in
local real estate markets as well as the national capital markets.

Proactive Loan Package Design
■ Our financing experts optimize the loan package, structure and terms based on the

specific needs and objectives of the client. From the application process to lender
selection and managing the funding, we use a proactive approach to simplify the
entire process for the client.

■ The track record and market knowledge of our representatives play a critical role in
designing the right loan package up front. Each transaction is positioned to achieve
the best financing before the application process begins. Based on the latest local
real estate market conditions, we produce a detailed assessment of the subject
property and current capital market conditions.

A Broad Selection of Lender Relationships
■ Through our long-term relationships with well-established and respected lenders, our

professionals are able to secure the right financing, with the most attractive rates
and terms, for each transaction. 

■ Reliability and the ability to deliver the ideal financing package on time are key
aspects of our lender selection, which includes commercial banks, securitized
lenders, Fannie Mae, Freddie Mac, life insurance companies and other capital
sources. Only lenders with a proven history of execution are chosen on behalf of our
clients.

For further information, contact:
William E. Hughes
Managing Director, Marcus & Millichap Capital Corporation
19800 MacArthur Blvd., Suite 150
Irvine, California 92612
Tel: (949) 851-3030
Fax: (949) 851-4345
whughes@marcusmillichap.com

Marcus & Millichap Capital Corporation
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