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Retail Trends 
Commentary by Hannah Tosch and Kim Lenardson

It is no secret that retail has taken one of the hardest hits by the 
economy’s shutdown, surpassed only by hospitality. A closer 
look at the restaurant industry, in particular, reveals this sector 
is doing what they can but are hanging by a thread. COVID-19 is 
causing a ‘survival of the fittest’ effect in our restaurant community, 
restaurants are making changes to stay afloat, and we are finally 
seeing a shift to favor tenants here in Houston.

In today’s environment, it is not a matter of making profits for most 
restaurants; it is merely a matter of minimizing losses.  New data 
from Yelp shows that just over 50% of U.S. restaurants that closed 
during COVID-19 are now permanently closed. As we make our 
way through Q3, we see more restaurants shutter here in Houston 
as PPP loans dry up. Both one-off concepts, as well as larger 
restaurant groups, are disappearing, proving the more prominent 
players are not immune to COVID-19’s impact. Pappa’s, Houston-
based family of restaurants, announced the closure of 5 long-time 
locations throughout Houston. 

Regarding QSRs, we foresee inexperienced operators close 
unfortunately due to COVID-19, which will lead to more vacancy in 
the near term, leading to a steadier retail market. Any new store 
openings in the next year will be strong operators who are well-
capitalized, leading to fewer restaurant failures and vacancies in the 
future.

The restaurants that are open for business are making tangible 
changes to their business model. We see price increases on menus, 
even if it is just $1 or $2, due to supply chain shortages of certain 
foods. Many restaurants have implemented a limited menu to cut 
costs of too many ingredients and operations, some getting rid 
of happy hour entirely.  Restaurants are changing their operating 
hours to cut back on staff wages and focus on the time frame that 
will bring in the most revenue. Restaurant owners are rethinking 
site designs with less space and incorporate either a drive-thru or 
pick up window to keep business going should another shutdown 
happen in the future.

Houston’s retail sector negatively impacted by 
COVID-19 in Q2 and through the near-term 

Summary Statistics 
Houston Retail Market Q2 2019 Q1 2020 Q2 2020

Vacancy Rate 5.4% 5.3% 5.8%

Net Absorption (SF)
(million square feet) 1.3M 0.9M -1.3M

Deliveries (SF)
(million square feet) 0.7M 1.1M 0.4M

Under Construction (SF)
(million square feet) 3.1M 1.7M 1.6M

Asking Rents 
Per Square Foot Per Year Q2 2019 Q1 2020 Q2 2020

Average NNN $15.81 $16.71 $17.33

Neighborhood Centers $15.67 $15.30 $15.69

Strip Centers $19.04 $19.17 $19.17
 

The above asking rents are an average of all property types and classes that are currently listed with 
an asking rate. This average does not include properties that are fully leased or that do not list an 
asking rate.  Please see page 2 of this report for an expanded discussion of retail rental rates.
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Commentary - continued 
With many of the big box soft-good users and fitness concepts 
filing Chapter 11 (JC Penny, Neiman Marcus, Stage Stores, 24 Hour 
Fitness, to name a few), more (40k+) SF boxes are going to come 
to market. This poses another challenge to owners as soft-good 
users are downsizing their business models moving forward, even 
the ones that come out of Chapter 11. Some larger users, (50k+), 
are already revamping their model to be able to fit into the (20k) 
box, which brings their costs down.

Active tenants, restaurants and traditional retail, which can expand 
during these conditions, are set up for success as a tenant in 
today’s environment have more negotiation leverage than we have 
seen in over ten years. Houston retail rents have been at an all 
time high and absorption is negative for the first time since 2012. 
We believe that there will be a softening of rents as the markets 
adjust to higher vacancy and lower top-line volume for retailers. 
Landlords, highly motivated to sign deals, will be much more flexible 
if they can ink a deal.

Many landlords will be offering more free rent and are amenable 
to a “moving target” commencement date dependent on traffic 
returning. We are seeing landlords negotiate percentage rent based 
on capacity allowed or revenue. Many credit tenants are holding 
firm on requiring some form of force majeure language to be 
included in the leases that will cover them should another shutdown 
ensue. Smaller, local owners are struggling to accept that this type 
of language will likely be covered in all contracts moving forward. 

As the market continues to change through the Fall, owners, 
retailers and consumers alike will need to adapt to the shift in retail 
and restaurant life to keep the economy going.

Vacancy & Availability
Houston’s average retail vacancy rate rose 50 basis points from 5.3% 
in Q1 2020 to 5.8% in Q2 2020. At the end of the second quarter, 
Houston had 17.5M SF of vacant retail space on the market. Among 
the major property types, Theme/Entertainment and Single-Tenant 
retail had the lowest vacancy rate of 1.0% and 2.1%, respectively, 
followed by Lifestyle Centers at 2.7% and Malls at 3.3%. Neighborhood 
centers have the highest vacancy rate of 9.9%, followed by strip 
centers with a vacancy rate of 9.4%.

Approximately 450,000 SF of new inventory delivered during the 
second quarter and currently there is 1.6M SF of retail space under 
construction, of which 64% is pre-leased. One of the larger projects 
under construction is Brookhollow Marketplace located on a former 
Exxon campus in northwest Houston. The Fidelis owned development 
is approximately 190,000 SF and 100% pre-leased. Some of the 
tenants that will occupy space in the center include Burlington, 
Michael’s, Ross, T.J. Max, Old Navy, Ulta, Five Below, Rack Room 
Shoes and Bath & Body Works. Brookhollow Marketplace is expected 
to deliver in September 2020.

Sales Activity
Source: Real Capital Analytics

 Q2 2020

NO. OF PROPERTIES: 16

TOTAL SF: 0.6M

AVERAGE $/SF: $280

AVERAGE CAP RATE: 6.4%

Job Growth & Unemployment
(not seasonally adjusted) 
UNEMPLOYMENT 6/19 6/20

HOUSTON 4.0% 9.9%

TEXAS 3.8% 8.9%

U.S. 3.7% 11.2%

JOB GROWTH
Annual 
Change
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HOUSTON -5.6% -175K

TEXAS -5.3% -682K

U.S. -8.7% -17.7M
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Rental Rates
According to CoStar, our data provider, Houston’s citywide average quoted retail rental rate for all property types increased from $16.71 
per SF NNN in Q1 2020 to $17.33 per SF NNN in Q2 2020. These average rental rates are typically much lower than actual deal rates 
since they include all retail property types and classes, the majority of those properties are not well leased and are listed with discounted 
asking rates. According to Colliers’ internal data, Class A in-line retail rental rates can vary widely from $20.00 to $85.00 per SF, 
depending on location and property type.   

Absorption & Demand
Houston’s retail market posted 1.25M SF of negative net absorption in the second quarter, which is the first time Houston’s retail 
market has posted negative absorption since 2012. The retail sector posting the largest amount of negative absorption in Q2 2020 was 
Neighborhood Centers, with 535,450 SF of negative net absorption. Neighborhood Centers usually have one anchor and the balance of the 
center is occupied by smaller retailers offering services from nail salons to casual dining.

Leasing Activity
Houston’s retail leasing activity, which includes renewals, decreased 28.6% over the quarter from 1.4M SF in Q1 2020 to 1.0M SF in Q2 
2020. Looking forward, we expect leasing activity to decline during Q3 due to COVID-19. Some of the tenants that signed leases during the 
second quarter are listed in the table below.

Q2 2020 Select Retail Lease Transactions
BUILDING NAME/ADDRESS SUBMARKET SF TENANT LEASE DATE 

Shepherd Square Shopping Center Southeast 91,110 Floor & Decor1 Jun-20

First Colony Commons Southwest 41,462 Painted Tree Markeplace1 Jun-20

Mercado 6 Marketplace Southwest 36,823 O’Reilly Auto Parts1 May-20

Plantation Plaza South 32,260 Ollie’s Bargain Outlet1 Jun-20

20210 N US 59 Hwy Northeast 10,714 Paradise Grills1 Apr-20

Bayou Plaza Southeast 10,663 Dollar Tree1 Jun-20

1Direct/New 

Q2 2020 Retail Market Statistical Summary

PROPERTY TYPE RENTABLE 
AREA

DIRECT 
VACANT SF

DIRECT 
VACANCY 

RATE

SUBLET 
VACANT 

SF

SUBLET 
VACANCY 

RATE

TOTAL 
VACANT SF

TOTAL 
VACANCY 

RATE

2Q 2020 NET 
ABSORPTION

CLASS A RENTAL 
RATES (IN-LINE*)

Strip Centers (unanchored)  38,318,420  3,579,628 9.3%  21,784 0.1%  3,601,412 9.4%  (213,634) $27.00-$45.00

Neighborhood Centers (one anchor)  68,940,202  6,729,971 9.8%  118,065 0.2%  6,848,036 9.9%  (535,450) $28.00-$46.00

Community Centers (two anchors)  47,996,555  2,435,988 5.1%  132,469 0.3%  2,568,457 5.4%  (194,581) $28.00-$45.00

Power Centers (three or more 
anchors)

 29,850,812  1,646,266 5.5%  46,620 0.2%  1,692,886 5.7%  100,355 $28.00-$45.00

Lifestyle Centers  6,369,766  171,964 2.7%  - 0.0%  171,964 2.7%  13,475 $40.00-$85.00

Outlet Centers  1,321,772  55,505 4.2%  - 0.0% 55,505 4.2% (4,350) $20.00-$40.00

Theme/Entertainment  717,303  7,238 1.0%  - 0.0%  7,238 1.0%  - $25.00-$35.00

Single-Tenant  83,182,217  1,718,699 2.1%  30,240 0.0% 1,748,939 2.1% (182,080) N/A

Malls  23,430,028  769,883 3.3%  3,397 0.0% 773,280 3.3% (234,110) N/A

GREATER HOUSTON 300,127,075  17,115,142 5.7%  352,575 0.1%  17,467,717 5.8% (1,250,375)

Market Summary
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Q2 2020 Houston Retail Highlights
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Our philosophy
revolves around the fact

that the best
possible results come

from linking our global
enterprise with

local advisors who
understand your

business, your market,
and how to

integrate real estate
into a successful
business strategy.
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$129B
TRANSACTION VALUE

2B
SF UNDER MANAGEMENT

$3.5B
IN REVENUE

443
OFFICES

18,700
PROFESSIONALS

430
ACCREDITED MEMBERS

68
COUNTRIES

SIOR

ADVANTAGE
Colliers International (NASDAQ, TSX: CIGI) is a leading real estate professional services 
and investment management company. With operations in 68 countries, our more than 
15,000 enterprising professionals work collaboratively to provide expert advice to 
maximize the value of property for real estate occupiers, owners and investors. For 
more than 25 years, our experienced leadership, owning approximately 40% of our 
equity, has delivered compound annual investment returns of almost 20% for 
shareholders. In 2019, corporate revenues were more than $3.0 billion ($3.5 billion 
including a�liates), with $33 billion of assets under management in our investment 
management segment. Learn more about how we accelerate success at 
corporate.colliers.com, Twitter @Colliers or LinkedIn.

Colliers professionals think di�erently, share great ideas and o�er thoughtful and 
innovative advice to accelerate the success of its clients. Colliers has been ranked 
among the top 100 global outsourcing �rms by the International Association of 
Outsourcing Professionals for 13 consecutive years, more than any other real estate 
services �rm. Colliers is ranked the number one property manager in the world by 
Commercial Property Executive for two years in a row.
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