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• What are Real Estate Investment Trusts (REITs)?
• A REIT is a company that owns / operates income-producing real estate (e.g., apartment, office, shopping centers, warehouses, 

regional malls, hotels, or healthcare facilities)
• The entity does not pay corporate income taxes in exchange for distributing at least 90% of its taxable net income as dividends 

to shareholders 
• Requires taxes to be paid by shareholders; taxes only paid once

• $1.00 trillion industry, more than 200 publicly traded equity REITs; perform well when economy is growing and vacancy rates are 
low

• Equity: Owns / operates income-producing assets; fully integrated organizations, meaning they engage in acquisition, 
development, and management of CRE for their own account

• Mortgage: Entity that lends money to an owner of RE and therefore does not have direct ownership of the asset
• Public vs. Private: Can be publicly traded or privately held; 187 / 225 REITs are publicly traded equity REITs, 15 timber / 

infrastructure REITs, and 30 mortgage REITs
• Public non-listed REITs (PLNRs): Own / operate / finance real estate and are subject to same IRS rules, but do not offer same 

liquidity that stock-exchange-listed REITs provide; there are 37 non-listed REITs
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• Vaccine rollout buoyed 4Q performance, especially in sectors that declined the most in early 2020
• Lodging / resorts returned more than 50%, retail grew 23.4%, and home financing / commercial financing mREITs rose 22.9% and 

32.4%, respectively
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• REIT success bifurcated
• Industrial, healthcare, data centers, and cell towers have been positively impacted by the pandemic

• Retailers shifting to ecommerce
• Increased use of connectivity for work 

• Offices, hotels / leisure, and retail suffered from the economic shutdown
• Offices will have an adjustment period, as companies and employees establish new protocols and 

procedures on where and how they work
• Retail seen as a shake-out; the weakest retailers have already filed for bankruptcy
• Risk in 2021 is the shift of spending away from retail and into leisure / entertainment
• Hotel / leisure expected to see rebound mid-year, given level of decline in 2020; still softer than 2019, 

according to STR
• 2021 occupancy could be down 50%, with demand returning to 2019 levels as late as 2023

• REITs need to redefine the value proposition of their properties
• Cost management
• Focus on tenant experience
• Changing lease terms and use of space (e.g., more conference rooms or reduction in open layouts, etc.)
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• REITs are negatively correlated to interest rates
• Rising rates increase the cost to borrow, pressuring REIT investment

• If unable to invest in property and/or raise rents, REIT AFFO (Adjusted Funds from Operations) will suffer
• AFFO is a financial performance measure; adjusts FFO (Funds from Operations) to deduct recurring expenditures 

required to keep real estate property running and generating revenues
• From an investor perspective, rising rates lower the appeal of REITs since a better return can be earned through a less 

risky asset, such as Treasury bonds and gold
Real Estate vs. Bond Yields

10-Year Outlook
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• 4Q20 GDP rises 4%, but it’s not enough to return the country to growth; full-year GDP down 3.5%, the worst year since the end of WWII
 Shape of long-term recovery remains uncertain

• Second stimulus and vaccine distribution a plus in 2021
• Still, layoffs are on the rise / unemployment elevated; continuing claims remain high, while this number is slowly declining
• Other near-term concerns
 Flare-ups in markets as they reopen
 Will schools reopen?
 Ongoing slowdown in international tourism
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Consumer Spending is 70% of U.S. GDP
• American households spent $13.300 trillion in 2019

• Of that, 64% went to services
• Largest components: housing ($2.200 trillion) and healthcare 

($3.800 trillion)
• Services hit by COVID-19 and could hinder GDP growth

COVID Accelerated Shift to Poverty For Many Americans
• Americans in poverty grew by 8 million since May, according to Columbia 

University
• Evictions rising as benefits from stimulus insufficient
• Increased number of families without health insurance, as unemployment 

rose
• Portion of Americans that are cost-burdened (spending 30%+ of income 

on rent) growing rapidly
• Consumer debt was rising pre-pandemic

• $92,000 in average non-housing debt for those making over $98,000 
– 2016 Federal Reserve analysis

Post-COVID Economic State
• K-shaped recovery
• U.S. budget deficit tripled to record $3.100 trillion
• Stimulus? $300 benefit puts 48% of workers above their prior income 

levels, compared to 76% under the $600 benefit
• 46% of households feeling serious financial pain – NPR poll
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• Vacancy rates remain elevated and this trend could persist through 2021 and into 2022, when they peak
• Rent growth was flat or weakened due to softening demand, particularly in retail and office

• Ongoing threat of bankruptcies and tepid business and economic environment are risks to rent in 2021; may not bottom 
out until 2023
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• REITs struggled with rent collection during the pandemic; this on top of rapid store 
closures

• Many worked with retail tenants on rent deferrals
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• Highlights
• Pandemic and related success of fulfillment options, such as BOPIS and curbside pickup has highlighted the importance of physical 

stores. The key is to be omnichannel, not multi-channel
• Integration between retail and industrial properties – driven by e-commerce
• Open-air centers and strip malls will likely perform the best in the near term, as they are better set up for fulfillment and may 

feel safer to the consumer, since its not an enclosed space
• Post vaccine rollout, more consumers will be interested in and could return to experiential retail and entertainment, giving 

REITs another opportunity to rethink the tenant mix in their properties
• Stimulus has lifted consumer spending, though additional funding may be necessary to maintain momentum
• Vacancies from bankruptcies and store-fleet optimization can be filled with new concepts, digitally native brands, health / wellness 

and other services
• Risks

• U.S. continues to be overstored; competition across categories remains intense
• There is 24 square feet of retail space per capita in the U.S. versus 16 in Canada, 5 in the U.K. and 4 in France, according to PwC
• 20% reduction in total U.S. retail real estate inventory by 2025, according to CBRE Research

• The pandemic and consumer financial struggles have put many retailers in distress, forcing store closures and, in the worst case, 
bankruptcy

• Brands need to reposition and optimize their store bases for today’s market, which includes e-commerce
• Interest rates will continue to rise. This makes it more expensive for REITs to borrow money to reinvest in new or existing 

properties
• Excess supply and high vacancy rates also make it difficult for REITs to pass on rent increases
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• COVID-19 Impacts
 Digital shift

 Non-essential stores temporarily close; accelerated e-commerce shift
 Category winners: home, grocery, electronics, casual apparel, home 

centers, toys, sporting goods, skincare (beauty), and general merchandise
 Category losers: formal apparel, gyms, theaters, restaurants, department 

stores, HBC, and jewelry
• Holiday 2020 Results

 Sales rise 3%, e.g., gas and autos, driven in large part by e-commerce
 Changing consumer behavior, shopping starting earlier

• Other near-term concerns
 Will there be additional government stimulus?
 After staying home for almost a year, there is risk 

that a large portion of discretionary spend shifts 
to leisure, away from retail

 How long will it take for majority of consumers to 
be vaccinated?
 Is vaccine effective on new strains?
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• January retail sales rose 6.1% (excluding auto and gas), 
significantly beating expectations, driven by stimulus
• All categories rebounded from December

• Strongest categories: electronics, home 
furnishings, department stores 

• Margin considerations 
• Inventory constraints led to lost sales but also 

mitigated 4Q gross margin pressure, as there was 
less clearance merchandise

• Ongoing spend on omnichannel will weigh on 
margins

• February 2021 outlook
• Potential sales boost from additional stimulus
• Beginning of the slow return to “normal” economy 

as more are vaccinated
• Cautiousness – unemployment claims high on 

absolute level as layoffs continue

Jan 2021
Jan 2021 

Est.
Dec 2020 
Revised  Jan 2021

m/o/m m/o/m m/o/m y/o/y
Total Retail Sales 5.3% 1.1% -1.0% 7.4%
Retail Sales Ex Auto 5.9% 1.0% -1.8% 6.1%
Retail Sales Ex Auto and Gas 6.1% 0.8% -2.5% 7.6%
Retail Sales Control Group* 6.0% 1.0% -1.9%

By Category:
Furniture 12.0% 11.7%
Electronics 14.7% -3.5%
Building materials 4.5% 19.0%
Clothing 5.0% -11.1%
General Merch 5.5% 5.9%
Department stores 23.5% -3.0%

Sporting goods, hobby, musical 
instrument and book stores 8.0% 22.5%
Gasoline Stations 4.0% -7.8%
Food Service/Drinking Places 6.9% -16.6%
Grocery 2.5% 11.4%
Health and Personal Care 1.3% 6.2%
Nonstore 11.0% 28.7%

*  Excludes auto, gasoline stations, building materials, food services and drinking places sales

Seasonally Adjusted Retail Sales 
Source: U.S. Census, Bloomberg
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Composition of the U.S. population getting older, 
but key consumer groups younger

• Behavior is changing, with each generation 
having their own preferences

 What channels do they want to shop?

 How do they want to be marketed to?

 Do they have brand loyalty?

 What inspires them to shop certain brands?

• Great Recession and COVID-19 disrupted the 
economic potential of Millennials and Gen-Z

 Higher levels of household debt

 Disadvantaged in wealth building

 Significant implications for retailers

 Currently surviving with aid of second 
stimulus



A LOOK AT THE COMMERCIAL 
REAL ESTATE MARKETYoung Customers Have Most Debt, Yet Most Important For Spending

Greatest source of Millennial debt are credit cards (20%) 
and student loans (21%), per a 2018 Northwestern 
Mutual survey
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• More than 50 major retail filings in 2020, compared to 32 
in 2019 and 48 in 2010; more than 6,000 bankruptcy-
related closures and 10,000 total closures, topping the 
2019 record of 9,500 closures

• Malls, apparel, home furnishings, and department stores 
hardest hit

• Growing number of filings disproportionately impacting 
small companies (<$50M) that are more exposed as 
stimulus dries up

2021 YTD through 1/19/21
Note: Public companies included must have at least 
$2.0 million in either assets/liabilities at time of bankruptcy. Private
companies must have at least $10.0 million. 
Source: S&P Global
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Seema Shah is the director of Consumer and Retail Trends at Creditntell. She has more than 20 years of experience in
consumer sector research and retail analysis. Prior to joining Creditntell, Seema was a senior consumer sector analyst at
Granite Capital and Privet Capital, where she initiated, researched and recommended investments for the portfolios. Most
recently, she covered consumer and retail equities for the Bloomberg Intelligence platform. Seema received her MBA from
Columbia Business School and her BA from The Johns Hopkins University.
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