
� The slowdown of the global economic
environment is mirrored at a national level with
indicators showing negative growth, increasing
unemployment levels, consumer confidence at
historic lows, increasing levels of credit defaults
and an unwillingness to spend amongst the
public.

� However, at times of crisis, some create new
opportunities from difficult situations. A number of
sectors, such as Travel, Hotels, Food, Fashion,
Household, Automotive, have adopted a “low
cost” philosophy to meet market changes, by
introducing cheaper brands to incentivise
consumer spending.

� Following a record year of shopping centre
openings (28 new centre’s opened in 2008,
creating 1.1m square metres of commercial floor

space), 2009 has seen original forecasts being
reduced by 45% to around 605,000 sqm. As more
projects could be delayed or postponed this figure
could be subject to further adjustment.

� Investor activity has been affected by the
economic pessimism, with the number of
transactions down by 45% in 2008. However, the
total investment volume in 2008 did not reflect the
market slowdown because on the one hand
various transactions signed in 2008 were carried
over from 2007 and on the other hand the lot
sizes were larger.

� Initial indications in 2009 show that the
slowdown in investment activity continues.
Although deals have been signed, they are mainly
small lot sizes.

“The unfavourable international economic conditions and the
uncertainty about the outlook of the Spanish economy have
eliminated investment activity in the first quarter of 2009. As shopping
centre owners are gradually accepting this reality we are seeing some
real price adjustments that could lead to more transactions”.

Luis Espadas - Retail Investment Director
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Economy

The end of 2008 and the beginning of 2009 reflect the
depth of the ongoing international economic crisis, with
decreases in GDP in almost every country. Spain is no
exception and quarterly economic data confirm the
economic recession: fourth quarter year on year
growth of only 0.7% (quarter on quarter decline of -
1.0%) and 2008 total growth of 1.2% compared with
3.7% in 2007. In this final quarter the Eurozone also
experienced quarterly and annually decreases of 1.6%
and 1.5% respectively with total year growth of 0.7%.

GDP, consumer spending and unemployment rate

Source: INE

Deteriorating consumer spending is one of the principal
causes. The annual variation in the final quarter of
consumer spending, falling to -2.3% has led to the
contribution of national demand to GDP growth being
reduced from -0.2% to -3.0%. Sales volumes during
2008 confirm this reality and it did not appear that
consumer confidence was set for a sudden
resurgence.

CPI y Euribor

Source: INE

Consumer confidence and retail sales

Source: INE, ICO

The latest available data on retail sales from March
2009 show a decrease of 7.6% with respect to one
year before. Small chains have performed worst (-
5.9%) than the larger chains (-3.6%) whilst sales from
large surface areas (shops of more than 2,500 sqm)
fell 10.6%. Although consumer confidence continues at
low levels, ICO information had it sitting at its highest
figure since March 2008. The Consumer Price Index,
like the Euribor, continues its strong descent since last
summer and in March, for the first time, reached a
negative figure (-0.1%).

An even more negative factor is unemployment. The
unemployment rate reached 17.4% in the first quarter
of this year. The number of unemployed rose by more
than 800,000 with respect to the previous quarter
meaning that as of April there was a total of 4,010,700
unemployed without any indication of a short term
reactivation of the Spanish labour market.

It is expected that, following the deepening of the crisis
in 2009 that the Spanish economy will begin to show
signs of recovery in 2010 and after this, will pick up a
path of growth in the years which follow.

Economic forecast (y-o-y variation)

Source: INE, Consensus Economics (April)

Economy
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2007 2008 2009 2010

GDP 3.7% 1.2% -2.9% -0.4%

Consumer
spending 3.4% 0.1% -3.5% -0.7%

CPI
(annual average)

2.8% 4.1% 0.2% 1.6%



Footfall, demand and rents
Footfall

Spanish footfall levels in 2008 were very similar to
those of the previous year; only 0.5% lower and we
can therefore identify stability in the number of
consumers visiting commercial schemes. In the
monthly comparisons we can observe that the data
from both years evolves almost in line up until the last
two months of the year when the difference moves out
to 7%. The seasonal impact of winter discounts is
shown by the recovery of the index in January 2009
although in February and March it contracts slightly
again on previous years.

We point out that sales levels haven´t been
proportionate to footfall levels. There is no significant
increase in sales levels in the months in which footfall
levels were more positive, it is therefore safe to say
that people continue visiting shopping centre’s,
demonstrating their consolidation as commercial and
leisure destinations, however spending levels don’t
match those of previous years. In an economic
situation such as the one we are presently facing
saving takes priority over spending.

Footfall index

Source: Footfall

Demand and Turnover

The difficult situation of the world economy and the
impact on the Spanish economy is felt in all
professional sectors and social levels. The growth in
family savings given the uncertain outlook is directly
proportional to the restraints in spending. Discount
“Sales” periods were considered the source of
salvation for retailers Christmas campaigns. According
the “Confederación Española de Comercio” (Spanish
Retail Federation) sales grew by 20%, but with
aggressive discounting, that reached 80% in some
cases and 50% in almost all, has taken its toll on final
results. The CEC calculated a descent of 3% and the
“Asociación Nacional de Grandes Empresas de
Distribución” (National Association of Distribution

Companies) quantified the reduction in sales of its
members at 5%.

According to the latest data published by the Spanish
Office of Statistics, in February 2009 drops in retail
sales covers many sectors. The breakdown by product
type demonstrates that service sector and food sales
have witnessed the lesser impact, with falls of 5% and
8.8% respectively and at the other end of the scale
household goods and personal goods have seen drops
of 24.3% and 10.6%.

According to the “Asociación Nacional de Fabricantes
e Importadores de Electrodomésticos de línea blanca
(ANFEL)” the electrodomestics and white goods sector
has closed the first quarter with turnover 27% less than
the same period in 2008.

With respect to the textile sector, the information
published by Worldwide Fashion show a drop in sales
of 6% at the end of 2008. The principal motives: The
stagnation of consumer spending and reduction in
prices. Price has taken over other factors such as
quality and design as the main motive for a purchase.
This explains the drop in the average spending that
each Spaniard allocated to the purchase of clothing in
2008, €584 (€37 less than in 2007), with an average of
38 items being purchased compared to 39 in the
previous year.

Occupancy rates and rents

This situation is increasing the rent to sales ratios of
retailers, which is leading to them requesting rental
discounts of between 15%-25%. Locally based
retailers are those who directly suffer although the
larger groups and chains are also suffering given the
current climate. When lease contracts are approaching
an end or in the letting process of new centres, rents
are clearly being negotiated downwards. In addition, it
is becoming more common for landlords to make cash
contributions to required tenants fit-out works as extra
incentives for retailers to enter a scheme.

In prime centre’s the best units obtain rents in the
region of €90/sqm/month, 10% less than the previous
year. In addition, occupancy levels in centres have
been affected by the closure of some shops or the
reduction of contracted occupied space in others. Over
a year ago prime shopping centre’s generally had
100% occupancy levels whereas now the average is
between 90%-95%. Clearly these prime schemes are
more able to defend themselves better against the
effects of the crisis, whilst secondary schemes in more
peripheral areas of larger cities, with increased
competition or in secondary cities could see vacancy
levels being as high as 20-25%.
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Retailer expansion

In this hostile climate a significant amount of retailers
have stopped expanding, waiting until the economic
situation shows signs of recovery. Others have slowed
or reduced their expansion plans.

On the other hand some chains are taking advantage
of the situation in order to grow. For example, low price
supermarkets (Lidl, Dia or Mercadona) are benefiting
and the traditional brands (Carrefour, Hipercor,
Alcampo etc) are trying to retain and attract customers
through aggressive marketing campaigns. El Corte
Ingles have launched the new discount brand Aliada,
where pricing is the main factor.

In the fashion sector almost all of the groups are
focusing on low cost brands or have created new “low
cost” lines. Some examples include C&A who have
introduced the Avanti chain, aimed at shoppers
interested in low cost fashion, Decathlon have just
opened the first Koodza shop which offers basic
products at cheap prices. Inditex pioneered what some
call “low cost chic” and in addition to aggressively
growing their cheaper brands (Bershka & Stradivarius)
have extended the Lefties network, which could stand
on its own with collections created specifically for this
chain.

GLA per 1,000 inhabitants

Source: AECC

The Pricing war and “cheap and chic” firms aspire to
compete with brands such as the Swedish H&M or British
Primark whose philosophies are based on affordable
prices. Other firms born with the objective of dominating
the value end of the market are the French brands Kiabi
and Merkal who have an important presence in retail
parks. Other sectors where low cost retailers have a
presence include home decoration, construction and DIY.
Brico Dêpot now has various shops in Spain. The latest
was recently opened in Crevillente, Alicante. Their slogan
perfectly summarises the company’s policy: “Precios bajos
todos los dias” (Low prices every day).

The low cost concept however is not a substitute to
consumer habits; there is a place for everything in the
market. For that reason retailers that are capable of
strategically segmenting new customers and identifying
their necessities and attitude to buying will come out of the
crisis with flying colours.

New developments

Record year of shopping centre openings

2008 closed with a historic record of new retail floor
space completions. A little more than one million sqm of
space was introduced in the form of 28 shopping
centres and 5 extensions. The total amount of retail floor
space (excluding high street) now exceeds 13million
sqm. Retail density in Spain is at 282 sqm for every
1,000 people, increasing 3% from the previous year’s
figure. Madrid continues to have the highest density with
466 sqm per 1,000 people. Regions which have
advanced in the rankings include Galicia, Murcia and
Aragon. Galicia has now passed to the second range of
retail densities. (In 2007 the region had 199 sqm but is
now in the 200-299 sqm bracket).

The original forecast amount of new shopping
centres for 2009 has been reduced 45%

With reference to retail projects forecast to open in
2009, the total forecast volume has been reduced by
some 45% with respect to the figures calculated prior
to the middle of 2008. The record achieved in 2008
was due to be slightly overtaken by the 2009 figure but
the delays in starting construction and the paralysis of
certain projects has been the result of the lack of
liquidity and financing. According to data facilitated by
the Spanish Association of Shopping Centres, the
Gross Lettable Area that will be created in 2009 will be
more than 605,000 sqm. We should probably
reconsider and perhaps adjust this figure halfway this
year given that some of the proposed schemes
included have now been put on hold due to lack of
financing. In other cases, developers are strategically
delaying the course of works, holding back letting until
2010 in the hope that economic indicators show signs
of recovery.

With the information available as of today, the regions
with the largest amount of planned retail space are
Madrid and The Canary Islands. Madrid has the most
new space coming on to the market with 23% of the
total new space, which will be distributed over 4 new
schemes, two of which have more than 50,000 sqm.
Up until now (April 2009) three new centres have
opened in Spain representing 10% of the new space
predicted for the year.

Expansion and new developments
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Main retail centre openings 2009

Source: AECC
VL: Very Large L: Large ME: Medium-sized
S: Small RP: Retail Park

2010 Developments

And what for 2010? At this moment the projects
forecast for 2010 total close to 1.3 million sqm even
though, as in 2009, this figure will be adjusted
significantly. Two regional projects in 2010 will be close
to 300,000 sqm themselves. Marineda Plaza in La
Coruña and Puerto Venecia (British Land) in Zaragoza
both exceed 100,000 sqm.

Another aspect worth highlighting from the future
projects is the important presence of new retail parks.
25% of all 2010 developments (by number of volume)
fall under this category. The projects won’t be
particularly large and will only represent 10% of all new
surface area but this type of product is being
welcomed by customers and has good scope for
growth in Spain.

Total GLA and number of centres opened

Source: AECC

By Autonomous Communities, Andalusia, Madrid and
Galicia are the regions that have the highest
concentration of new retail floor space and between
the three provide 85% of the total.

But will they all be completed? And in what timescale?
The lack of financing and the economic difficulties that
developers are currently experiencing seem to cast a
shadow over the Outlook for new developments and
for this reason it won’t be strange that delays occur in
the construction process or there is even paralysis of
the works. The rhythm of letting and interest which the
new projects create will also be factors to bear in mind.

Investment

The investment market showed a reasonable
amount of activity in 2008

The year closed with a total volume of deals of
€1.645bn of deals completed, a very similar level to
that of 2007. Therefore, where are the devastating
effects of the now familiar crisis reflected? Or is it that
the retail market is sidestepping the crisis? Neither one
nor the other. The difference between the office market
where the decrease in investment volume was 50% is
that the shopping centre sector carried over numerous
deals from 2007, which permitted the 2008 total
volume to exceed 2007 by 3%.

Another important point to identify is that, despite the
signing of fewer transactions, the average transaction
size has been larger and therefore the average volume
size for 2008 is almost double that of 2007.

Projects and investment
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Centre Location Area
(sqm) Type Developer

El Mirador de
Jinamar Telde 90,000 VL Cointe Eroski

El Tiro Murcia 70,000 L El Tiro de
Murcia

Aranjuez
Plaza Aranjuez 54,400 L Superco

Plaza Nueva Leganés 50,000 L Realia

Espacio
Coruña A Coruña 41,000 L Multi

Development

Vilamarina Viladecans 31,600 ME Metrovacesa

Aragonia Zaragoza 30,000 ME Zaragoza
Urbana

Puerta Europa Algeciras 29,400 ME Grupo San
José

Alhsur Granada 18,200 S Jardines de
la Vega

León Plaza León 18,000 S Martinsa

Cavaleri S.J. de
Aznalfarache 17,000 RP Parque S.J.

Zielo
Shopping

Pozuelo de
Alarcón 15,600 S Hines



Investment 2008
Main investment transactions 2008 - 2009

Source: Savills Research

From the most relevant transactions it is worth pointing
out the deal formed by La Maquinista in Barcelona and
Habaneras in Torrevieja which was registered two
times. In summer Metrovacesa sold the two centres to
Unibail Rodamco in the biggest deal of the year, more
than €400 million. At the end of the year GIC
subsequently purchased a 49% share in the centres.

Retail investment market

Source: Savills Research

A portfolio sale of 13 Eroski hypermarkets and two
shopping centres in various locations in Basque
Country also stands out. This was a sale and
leaseback deal whereby Eroski will continue occupying
the assets on a long lease length. Topland was the
purchaser for €361 million.

(until April)

Who have been the most active investors in the
market?

The foreign funds took absolute control of the market.
By investment volume Unibail-Rodamco stand out with
involvement in 40% of all retail transactions but various
UK originated funds contributed to 37% of the capital
invested in Spain.

The sell side was dominated by national companies.
64% of the firms with strategies of disinvestment were
Spanish whose profiles were mixed from investment
funds to property companies or developers and this
doesn´t include food retailers that contributed with sale
and leaseback operations.

By type of product almost two thirds of total retail
investment volume involved shopping centres. Inside
this bracket the category of schemes which represent
the majority percentage are large centres (between
40,000 sqm and 79,999 sqm).

Summing up, investors have focused on good quality
acquisitions. We refer to large schemes, well
consolidated, dominant in their catchment areas and
this obviously entails higher investment volumes. In
other words secure transactions or at least with
minimum risk.

Spain Retail Market - Spring 2009 6

Year Centre Location Area (sqm) Million € Vendor Purchaser

2008 Nueva Condomina (41%) Murcia 145,000 143 British Land Henderson

2008 Rivas Futura Rivas
Vaciamadrid 37,000 81 Grupo Avantis AXA REIM

2008 Portfolio Barclays several locations 24 branch
offices 65 Barclays Redevco

2008 La Maquinista Barcelona 59,500
434 Metrovacesa Unibail-

Rodamco2008 Habaneras Torrevieja 24,000

2008 Portfolio Eroski several locations 144,000 361 Eroski Topland

2008 La Maquinista (49%) Barcelona 59,500
213 Unibail-

Rodamco
GIC Real

Estate2008 Habaneras (49%) Torrevieja 24,000

2009 Parque Principado (50%) Oviedo 60,000 confidential Grupo Lar ING Real
Estate

2009 Plenilunio Madrid 70,000 235 Banif Orion Columbia



Yields and investment 2009
Yields
Corrections in pricing

The continued adjustment in prices during 2008
caused yields to rise. Prime shopping centre gross
yields sit at 7.0%, 200 basis points above the level at
the start of 2008 and 250 with respect to summer 2007
figures (beginning of the “credit crunch”). Gross yields
for secondary centres sit at around 8.0%, that’s to say
175 points above the level at the beginning of 2008
and 255 higher than summer 2007. Prime retail park
yields have witnessed the most extreme adjustment
where the difference between yields now and at the
beginning of the crisis is 280 basis points and currently
sits at 7.25%.

Retail yields in Spain (until March 09)

Source: Savills Research

We have to clarify that given the scarcity of competed
transactions and true comparables the yields are in
part a reflection of market sentiment, estimates of what
prices would be achieved for certain assets and based
on offers which have been presented but for the
moment not accepted.

The investment market in the first few
months of 2009

Despite reaching levels superior to 5% in the summer
months of 2008 the Euribor has continued decreasing
and closed in March with a historical low: 1.909% and
the weakening of the index still hasn`t troughed given
that based upon the daily evolution of the index the
average at the beginning of May is 1.70%. The
breathing space provided by the low interest rates has
however failed to activate the market as the financial
institutions continue to maintain tight restrictions on
access to credit. In spite of this we have noticed that
some international banks are willing to provide the
finance for operations to go ahead.

Although the market is moving very slowly during the
first three months of the year various transactions have
concluded, however the negotiations for these deals
had begun in 2008.

The good opportunities presented by current market
conditions are not escaping. Santander Banif Inmobiliario
was able to close the sale of Madrid’s Plenilunio Shopping
Centre in record time. In February 2009 they announced
that the centre was for sale and it had changed hands by
the beginning of May.

There is product on the market as well as investors
seeking opportunities and therefore it is only a matter
of time before buyer and seller expectations match.
The problem is that not all product is “investment
grade” and when there are offers, the proposed
amounts do not meet the owner’s perspective of value.
On the other hand, the economic environment (lower
consumer spending, growth in unemployment etc.) fails
to inspire investors to throw themselves into the fold.

Despite everything investors are permanently
analysing the different investment opportunities that
exist. We have grouped different types of investors
together based upon their profiles. On the one hand
we have traditional investors, the majority being
international. Generally, all have adopted a “wait and
see” approche even though some German investors
with requirements for their special funds are showing
certain interest in the market and are keen on small
volume sizes. In general, the product which seems to
be attracting most interest from these types of buyers
are prime retail parks but at strongly negotiated prices
and without much pressure to buy this year. On the
other hand various opportunistic funds, principally
Americans, are on the hunt for good investment
opportunities, with yields close or superior to 9%.
Finally, we have private investors who are in the
majority Spanish. They seek more reduced investment
volumes, up to €30 million and focus mainly on high
street retail units which are well located, with good
tenants and long term lease contracts.

The changing rhythm of yield levels shows no signs of
stagnation although the reduction in rental levels could
lead to this adjustment slowing down. Little by little
buyers and sellers expectations of value are now
narrowing.
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