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Demand: Troubled Retalilers

Not Breaking Yet: Tenant disruption so far into 2024 has been minimal, as reflected by subdued bad debt
charges across REIT portfolios. While tenant watchlists are shorter than usual, some tenants are facing
challenges. The vast majority of them are not on the verge of bankruptcy but may still decide to close stores. For
example, Walgreens revealed in June a plan to close a substantial number of stores over the next three years,
indicating the current pharmacy model was, overall, not sustainable.
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U.S. Strip Center Supply Forecast

Limited Outsider Competition: Between 2000 and 2008, strip center new supply as a percentage of the total
stock averaged a hefty ~2.5% per year. However, following the Great Financial Crisis, new developments became
scarce, setting the stage for the strong fundamentals observed today. Looking ahead, strip center development
starts are expected to average just 0.3% of the existing stock annually between '24 and '28, the lowest level among
traditional sectors, which is fantastic news for strip center owners.
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Occupancy Rates

No Indication of a Slow Down: Retailer interest in strip center space remains strong, with no signs of easing up.
In 2Q24, the leased rate across REIT portfolios increased both sequentially (+50 bps) and on a year-over-year
basis (+70 bps), averaging a peak level of ~96%. The backlog of leases signed and set to commence in the next 12-
18 months was stable vs. 1Q24 but at historically high levels, which bodes well for future NOI growth.

Strip Center REIT Leased Occupancy Strip Center REIT Signed-Not-Opened Spread
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NOI Outlook: Sector-Level Forecasts

Growth Above Historical Trend: Over the next five years, same-property NOI is expected to grow at an average
rate in the low-3% range, above the long-term historical norm for the sector of ~2.5%. Strip center NOI growth is
projected to largely match the average of other real estate sectors after lagging the group significantly in the last

few years.
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Asset Values

Slight Nudge Up: Green Street's Strip Center Commercial Property Price Index (CPPI) is up ~3% from three
months ago, with higher NOI and lower cap rates each contributing roughly half to the increase. Values are down
~13% since the valuation peak in March '22.
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Capital Allocation

Public Market = Private Market: So far into '24, REITs have not materially grown or shrunk their portfolios,
except for Site, which has sold over ~15% of its assets as it prepares to shift its focus to convenience centers. This
year, Phillips Edison, InvenTrust, Federal Realty and Urban Edge have expanded their asset base by 1% to 4%. Of
the four, only Federal trades at a relatively material GAV premium. On average, strip centers trade roughly in line
with private market values.

Strip Center REITs Net Acquisitions
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