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THE FUTURE OF RETAIL

The COVID-19 crisis is different. Unlike in previous crises, such as during the Global 
Financial Crisis or euro-zone crisis, the different retail segments have decoupled from 
each other during the corona pandemic. This is resulting in dramatically different 
developments between segments. Underlying, longer-term trends impacting retail have 
also accelerated during the prolonged lockdowns introduced by governments to combat 
the virus. Consequently, there will be no return to the times before the crisis. 

COVID has led to a tipping point in the structural change of Retail and related real estate 
segments, which will cause a lasting transformation in the industry. The sharp fall in foot 
traffic caused by the lockdowns has affected various retail segments in significantly 
different ways. Consumer spending patterns across the various retail sectors have also 
altered as a result of the financial impact of the crisis. Moreover, it is likely that the 
lockdowns will have a lasting impact on consumer behaviour as consumers intensified 
their e-commerce activities during the periods they spent shut in at home. 

COVID is not an episode, but the 
tipping point of persistent trends.
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This paper is part of a series examining how future 
trends will impact key asset classes, including 
Office, Residential and Retail & Logistics. 
One common angle for all asset classes will be to 
assess the impact of the COVID-crisis on industry
developments and the acceleration of trends.

Retail – the gap between 
segments is widening
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The different retail segments had been developing in parallel for decades with high 
street occupying the top end of the industry and food and convenience at the bottom. 
All segments benefited from the continuously growing economic power of consumers. 
However, even before COVID-19, the picture was changing. Consumer spending was 
becoming strongly differentiated amongst retail segments and many business models 
were thrown into question. 

The COVID-crisis accelerated these developments. The effects of the pandemic were 
felt unevenly throughout the sector with those segments most badly hit being the ones 
already experiencing a shift in business. For example, rents in food retail remained 
stable, but rents relating to fashion stores in some areas suffered. Going forward, rents 
will be a point of negotiation in those segments suffering as they often provide a key 
pillar for restructuring offline retail to make it profitable again, unlike labour costs which 
cannot be negotiated because of regulations.

• The in-store sales volume of (a) luxury products and (b) discount goods are expected 
to remain relatively stable in the foreseeable future across all sectors. Luxury and 
discount are expected to continue to see stable rents and returns and constant 
investor demand. However, it is expected that the focus on key concepts and brands 
in the luxury segment will continue to increase.

• Do-it-yourself (DIY) and convenience will experience stable rents and returns – and 
stable investor demand.

• Food retail is continuing to see stable rents and returns – and increasing investor 
demand. 

It is all different now: investment characteristics, outlooks and developments 
have decoupled. ‘Ugly ducklings’ are now swans, former stars have fallen.

• Accessible retail located out of town or in convenience locations anchored by food 
remain resilient.

• In comparison, high street and shopping centres are expected to stabilise at a 
significantly lower rent level. This could see strong devaluations of up to 30% in some 
B/2A locations. Consequently, investor demand is shrinking, leading to a difficult 
market to sell high street properties that are not state of the art and perfectly located. 

• The mid-market fashion segment is most hard hit by growing e-commerce. Rents are 
falling in most European markets, in some cases by up to 50%, as a result of excess 
supply. Investment levels will continue to decrease. 
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As a consequence of decoupling within the Retail sector, investors are shifting their 
portfolios towards the food, specialty markets with food anchors, DIY and convenience 
shops segments. They are reducing exposure to high street and shopping centres. While 
the overall share of Retail in the growing real estate portfolios of investors will diminish, 
the portion of food, specialty markets, DIY and convenience shops are expected to 
increase.

As the ticket size of such assets is usually significantly smaller than for high street & 
shopping centre assets, the deal pipeline, partnerships with retailers and the capability 
to manage larger portfolios will become even more important abilities for investment 
managers. At the same time, having asset management closely involved with the 
respective properties will become more critical with the ability of managers to increase 
the value of an asset a distinguishing feature.

The importance of specific asset knowledge for driving returns will further increase by 
managing: 

• Tenant mix to reducing the weight of fashion in comparison to food & beverage, 
leisure, sports, etc. 

• Extensions (extra buildability, additional plots acquisition, etc.).

• Uses, not only due to retail tenant mix changes, but also activities which make sense 
for a specific asset (data centres, self-storage, co-working, health, etc.).

The tide has turned: Investors are moving strongly towards 
food & convenience and want active management.  

• Architectural changes (integration of unused or underused areas, natural light and 
open-air spaces, façade height increase, buildability redistribution, etc.).

• Accesses and communication to optimise the flow in terms of the tenant mix.

• Building a local network (municipality, neighbourhood of owners, etc.) helps to 
attract visitors.

• Others: atmosphere, technology, services, logistics (helping the online/offline 
integration).
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• A boom for small retailers as it helps them start their business at the lowest cost 
possible.

• Multi-functional / mixed usage of retail centres and properties.

• The ongoing flight to digital is answered by physical stores through the implementation 
of ‘feel good’ and convenience measures. Examples are: bagless shopping, digital 
dressing rooms and store-to-door services.

• Personalised goods will create stronger ties between retailers and customers 
(“loyalty”). The positive side effect for retailers is the generation of valuable consumer 
data, which can assist in earning higher margins. Standard products will lose further 
market share.

Today, no one shops exclusively through a single medium. Some 95% of all 
e-commerce sales stem from retailers with a brick-and-mortar presence. The global 
demand for highly personalised products and services offered by brands and stores, 
both on- and offline is growing. Thus, elements of e-commerce are becoming an 
integral part of physical stores and will change the presence of retailers and concepts 
significantly: 

• Brands are reducing the number of stores and using those remaining more cleverly, 
including for click & collect, as a brand billboard or as a community hub or for 
immersive entertainment. 

• New flagship store formats will continue to emerge in 2021, offering a range of 
omnichannel services, such as BOPIS (buy online pick up in store) adapted for in-
store returns, in-store ordering and customisation.

• Physical stores will be complementary to e-commerce.

• As retail localisation trends evolve, we are likely to see increasing numbers of 
small stores, enhanced with hand-picked inventories, and neighbourhood stores 
designed to forge local connections.

• The ‘co-retail’ trend allows brands to share space and target complementary 
customer segments. Deciding to share space with or “host” another brand is 
a move that should be both convenient for the customer and an opportunity to 
refresh branding for both businesses.

Hybrid concepts will be the future in many retail segments.
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High street is shrinking in most cities, making it less attractive for investors. This also 
makes it more difficult to preserve strong footfall in non-prime locations. However, luxury 
shops will remain stable and keep their presence in attractive locations, which means 
the best high street locations will continue to thrive post COVID as retailers seek larger 
stores in such prime locations. 

Mid-market fashion retail is contracting and department stores closing, which is leaving 
empty spaces in cities. In addition, traditional high street shops are leaving main streets 
(and shopping centres) to be closer to consumers, which supports neighbourhood 
shopping. This is likely to increase the number of ‘dead shopping malls,’ opening the 
possibility for their reuse in new forms. 

Reduced rents and empty spaces on high streets provide opportunities for local 
businesses to return to city centres and provide characteristic, local shopping concepts. 
Food & beverage concepts are likely to be a key element of this. In this respect, food 
is the ‘new electronics,’ a segment that for many years served as an anchor to attract 
consumers and increase footfall. Discount will continue to be present in cities and 
shopping centres as well.

Cities will regain individual character 
through local retail concepts.

While these trends apply to all European markets, the economic development is 
diversified between the different countries. Southern European countries have been 
the worst affected (particularly in fashion) due to their weak economic fundamentals 
(for example, high unemployment and exposure to tourism). 

Germany and northern Europe economies have been less mauled by the crisis and are 
expected to rebound faster. In sum, eurozone real wage growth remains positive and 
unemployment – so far – low (except in southern Europe) due to ongoing government 
interventions, such as furlough schemes. 

In the medium term, economic recovery should see increased consumer spilling over 
into stores. However, this will occur at different speeds and no one can be sure of the 
recovery path. For example, online growth had started to tail off in the Netherlands 
and the United Kingdom before COVID-19 struck. Meanwhile, the fortunes of Portugal 
and Spain will significantly depend on a tourism recovery.

Europe is strongly differentiated  
by country.
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The environmental impact of private consumption is becoming more important to 
shoppers. This is changing traditional shopping habits. Today brands and retailers need 
to answer questions about carbon footprints, production methods, sustainability and 
working conditions. It is obvious that brands and retail businesses missing this trend will 
lose both reputation and turnover (for example, many fashion brands are still scrabbling 
to repair their reputation after a factory fire in Pakistan and a building collapse in 
Bangladesh in 2012/2013 killed more than 1,500 people and exposed the harsh working 
condition of their suppliers). 

Demographics will further accelerate this development. By 2035, Generation Z will 
become the biggest population group. Gen Z key attributes include convenience 
shopping, high street shopping and a unique attitude towards luxury goods. However, 
ESG is and will likely remain an important issue for this group. With the growing 
importance of ESG, e-commerce will be challenged to maintain its level of convenience 
for consumers while, at the same time, significantly improving its ESG footprint (less 
packaging, less traffic, less returns).

ESG will change e-commerce and 
retail, we just do not know how 
and when.
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Key PATRIZIA strengths in retail

• PATRIZIA’s strong European 
reach with Retail experts on the 
ground in 24 offices covering Fund 
Management, Asset Management 
and Transactions

• Established relationships and 
reliable partnerships with  
pan-European key tenants

Close to assets and tenants

• Pan-European AM team of around 
170 experts

• Dedicated AM team for Retail

Asset Management close to 
the property

• More than 8 billion EUR Assets 
under Management in Retail

• Early mover into food & convenience 
retail

• Biggest landlord for food retail in 
Germany

• 37 years of Real Estate experience

• More than 15 years of Retail 
experience

Strong Retail track record 
and dedicated team
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Important informationCover image: In January 2020, PATRIZIA sold  
68 food anchored retail assets in Germany to a fund 
managed. The assets were anchored by German food 
retailers such as Edeka, Lidl, Netto, Penny and Rewe. 
Daniel Herrmann, Head of Fund Management Retail, 
said: “As one of the first institutional movers into the 
food retail sector, we are well placed to capitalise on 
the growing investor focus on the German market.” 
PATRIZIA manages more than €7bn in the retail 
sector throughout Europe with the majority invested 
in the German food retail sector.


