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“The last three quarters of 2021 brought a flurry of
leasing and sales activity, resulting in Houston finishing
the year as the nation’s hottest retail market.”

Wade H Greene IV, CCIM | Principal | Director of Retail Services | Houston

Accelerating success. —



Key Takeaways

Reta l | + Vacancy continues to decrease

+ Positive absorption recorded
+ Rental rates increased 5.6% in 2021

C
[©]
s
%]
=)
o
a5

+ 2021 leasing volume reaches 5.8M SF
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Houston Highlights
Houston's vacancy rate decreased 40 basis points from 6.2% to 5.8% over the quarter as more inventory was leased than new
inventory delivered. Houston's retail sector recorded 1.3 million square feet of positive net absorption in the fourth quarter,
pushing the year-end total to 3.1 million square feet absorbed. Leasing volume reached 1.5 million square feet in Q4 bringing the
year-end net total to 5.8 million square feet. The average asking rental rate rose 2.8% over the quarter and increased by 5.6% on
an annual basis.
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Recent Transactions

PIZZA & DRAFTHOUSE ) 4 ID
I e
e s
Lease* Lease* Lease* Sale* Sale* Sale*
Aviator Pizza Kids Empire Lankford Grocery Store 13742 N Eldridge Velvet Taco Stone Gate Center
The Marq'E The Market at Crenshaw 5208 Bissonnet Inner Loop|43.30KSF  Inner Loop|3.0KSF  Northwest | 11.6K SF

Near Northwest |5.4k SF NASA/Clear Lake |12.0k SF Southwest | 3.2k SF

*Colliers Transaction
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Executive Summary
Commentary by Wade H Greene IV, CCIM

Houston Finishes 2021 as One of Nation’s Top Retail
Markets. What Lies Ahead?

In January 2021, the word most used amongst Houston'’s retail
experts to summarize the condition of the market and its
recovery was much like that of the rest of the world; uncertain.
Vacancy rose, leasing activity slowed and new developments
stalled, or were put on hold. Things soon changed for the
Bayou City and other major Texas markets following the end
of the first quarter. Due largely to the state’s position on
COVID-19 restrictions, consumers started to return to the
office (at a rate faster than any other city in the country) and
felt safe in leaving home to eat, drink and shop. The last three
quarters of 2021 brought a flurry of leasing and sales activity,
resulting in Houston finishing the year as the nation’s hottest
retail market. In January 2022, Bisnow reported that “Houston
has outpaced all other U.S. major metros for retail demand
and new construction deliveries. ” When speaking with our
peers regarding the outlook of 2022, the consensus is bullish
for these trends to continue. Even with the overall positive
market activity, which will continue through this year, there
are several trends that brokers and retailers alike will need to
navigate in 2022.

Lack of Inventory

Houston entered the pandemic as one of the top retail
markets in the country. Following the rapid reabsorption of
vacancy and increased new-to-market users in 2021, it became
clear that there is a lack of quality space in our market.

With increased competition for well-located real estate,
landlords are more methodical to whom they award their
sites. Creditworthiness, operating history and concept are all
becoming equally as important to who will pay the highest
rent. Fortunately, developers are also feeling confident in the
rebound of retail, and new urban core and suburban projects
are starting to come out of the ground. Several had been
scheduled to break ground during the pandemic. While this
should help the new site demand for many concepts, finding
quality spaces will likely remain a challenge for 2022. Many
users will need to exercise pertinence and creativity for the
right opportunity or pipeline sites for 2023 or 2024 openings.

Colliers | Houston | 21Q4 | Retail Report

Rental Rates

Economics 101 tells us that prices will increase with an
increase in demand and supply shortage. This has been
the case in Houston throughout 2021, as rents have slowly
crept up, especially in mature Inner Loop Trade Areas. With
construction costs hitting all-time highs, new urban and
suburban projects have seen increases in asking rental rates.
While developers and landlords are achieving higher rents
than in years past, we believe market rents should stabilize
throughout 2022. With inflation-setting records, one rental
economic trend likely to be implemented more often by
property owners in 2022 is annual rent increases on new
leases and renewals.

Supply Chain and Staffing

These are two COVID-19 trends that Houston's positive
velocity could not outrun. It will be intriguing to see how things
play out for both existing and soon to open retailers and
restaurants. Throughout the pandemic, restaurant operators’
staffing has been a significant issue and remains unsolved

in 2022. The rising labor cost and the challenge of being fully
staffed have posed a problem for many operators. Coupled
with higher rents and buildout costs, the already thin margins
in the F&B world become even harder to land in the black. As a
result, the quality of operator, concept and positioning of real
estate becomes more critical to be successful.

Throughout the history of retail, brick-and-mortar users
have constantly evolved. Somehow through the supply chain
issues brought on by COVID-19, retail store openings have
exceeded closures for the first time in over 5 years. Retailers
have used the supply chain issue as a way to use physical
stores as distribution centers. Through same-day, last-mile
at-home delivery and in-store pick up. Retailers have seen
in-store sales increase from consumers that are picking

up an item purchased online in the store. To double down
on getting consumers in their locations, brands emphasize
providing an experience that cannot be replicated online. We
can confidently say that major retailers will remain resilient
throughout 2022 and will see a second year of openings
eclipsing shuttered units.
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Direct Sublease Total Previous \[=14 Net
Property Total Availability  Availability  Availability Vacancy Vacancy Absorption  Absorption Under Deliveries  Class A Rental
Type Inventory SF Rate Rate Rate Rate Rate Current YTD Construction YTD Rates (in-line)

Strip Centers | 39,048,790 8.7% 0.1% 8.8% 7.9% 8.4% 237,352 779,047 461,213 309,808  $28.00-$42.00
Neighborhood | 69,557,896 9.9% 0.2% 10.1% 9.2% 9.7% 337,397 991,925 54,702 270,643  $30.00-$46.00
gz:’t':r‘;““y 47,244,988 8.5% 0.2% 8.7% 6.8% 7.1% 237,024 233,622 120,000 135,155  $30.00-$45.00
Power Centers | 30,968,879 6.2% 0.1% 6.3% 5.4% 5.7% 107,106 -170,089 0 4,191 $30.00-$45.00
Lifestyle 0 5 o 5 N
Conters 7,633,770 8.8% 0.0% 8.8% 3.5% 3.8% 21,002 502,976 485,516 523,184  $40.00-$85.00
Outlet Centers | 1,351,667 3.2% 0.0% 3.2% 1.5% 6.7% 69,605 44,692 23,000 0 $25.00-$40.00
Theme/
Entertainment | 727,610 1.5% 0.0% 1.5% 1.5% 0.8% -4,500 -3,362 0 0 $25.00-$40.00
Centers
Single Tenant | 86,545,945 2.4% 0.1% 2.5% 1.5% 1.6% 148,520 800,437 557,386 738,460 N/A
Malls 24,467,675 6.5% 0.0% 6.5% 8.1% 8.8% 157,518 107,432 119,703 0 N/A
nousTon 307,517,220 6.7% 0.1% 6.8% 5.8% 6.2% 1311,024 3,071,816 1,821,520 1,981,441
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The information contained herein has been obtained from sources deemed reliable. While every reasonable effort has been made to ensure its
accuracy, we cannot guarantee it. No responsibility is assumed for any inaccuracies. Readers are encouraged to consult their professional advisors
prior to acting on any of the material contained in this report.




