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e No respite in Q1 — the challenges
facing the UK retail sector transcend
the macro-economic backdrop and
political arena. While these remain
the focus of the media, the issues
facing the high street are far more
structural and will take considerable
time to resolve.

e Ongoing unrest and fall-out
amongst retail occupiers continues
to weigh very heavily on property
market performance and retail
property investment markets,
although this is taking time to be
fully reflected in some asset values.

e  Conversely, the UK consumer
remains surprisingly defiant. Retail
sales generally have held up
astonishingly well in the face of
wider macro-economic and political
turmoil. Indeed, Q1 even saw an
acceleration in retail spending
growth.

e Q1 retail sales values (exc. fuel)
grew year-on-year by 5.1%. There
was minimal uplift from inflation,
with retail sales volumes also up by
a very healthy 4.8%. March proved
particularly strong (values +6.6%,
volumes +6.2%), despite Easter
falling in April in 2019. Clothing
(+4.8%) had its best quarter since
2017.

“The UK retail sector has
far bigger fish to fry
than Brexit. Ongoing
structural change will
take many years to fully
play out, but the high
street is anything but
dead.”

Knight
Frank

Consumer Confidence

Retail Footfall
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The long-awaited pre-pack
administration and subsequent CVA
of Debenhams inevitably set a very
negative tone in retail occupier
markets. The first 22 store closures
were announced as part of the CVA,
towards an indicative target of “up
to” 50 sites.

Arcadia remains the other major
high street retailer on the “watch
list”, with a CVA / administration
likely to materialise in Q2. Other
CVAs may follow later this year, but
few are likely to be of the disruptive
magnitude of those of Debenhams
and Arcadia.

Retail property values continue to
freefall. All retail capital values
declined by a further 0.9% in March
alone, bringing the rolling 12
month figure to -8.2%. Rebasing of
values in shopping centres has been
more severe (-10.5%) than in retail
warehouses (-8.5%).

Investor sentiment towards retail is
understandably weak, although
there is a tendency to tar all assets
with the same negative brush, even
those with solid fundamentals.
Shopping centres remain the most
challenged sub-segment, as
evidenced by all-time low volumes

in Q1.

Conversely, other retail sectors are
increasingly becoming a sound
counter-cyclical play. The common
denominator of these is relatively
simply — “relevance” to the
catchment or market that they
serve. The investment case for retail
remains income. Retail is forecast to
deliver income returns of 5.1% in
2019, versus 4.2% for Industrial and
3.9% for Offices.
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Retail Rental Growth by sub-sector
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Shopping Centre Transactions

£, billion

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

mmm No. of Transactions, ths B Q4, hs MQ3, hs MQ2, hs BQT, lhs

Source: Knight Frank Research

Stephen Springham

Partner, Head of Retail Research

+44 20 7861 1236
stephen.springham@knightfrank.com

Investment Volumes by sub-sector

Q4 Q1 Q2 Q3 Q4 Q1
2017 2018 2019

mmm No of Deals, rhs W Other, Ihs M Unit Shop, Ihs mRW, |hs mSC, |hs

Source: Property Data

RETAIL
Charlie Barke

+44 20 7861 1233

Partner, Shopping Centre Investment

charlie.barke@knightfrank.com

Yields

3

!
3 P
s
¢
CEERD

™ <]

T
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

= OOT-Bulky Goods Parks === OOT-Open A1/Fashion Parks mem Swap Rates, 5 Year
m SC-Secondary s HS-Prime == SC-Regionally Dominant s HS-Good Secondary

Source: Knight Frank Research

Andrew McGregor

Partner, Out-of-Town Investment
+44 20 7861 1531
andrew.mcgregor@knightfrank.com



