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Robust Net Absorption to Start 2017
Key Takeaways
 > The Greater Phoenix retail market began 2017 on an upswing, 
with net absorption outpacing expectations, vacancy creeping 
lower and asking rents ticking higher. The strong start brightens 
the outlook for the rest of 2017.

 > Net absorption topped 700,000 square feet to start 2017, and 
during the past 12 months, tenants have moved into a net of 
nearly 2 million square feet. 

 > While asking rent trends are mixed at the submarket level, rents 
are rising at the metro level. Asking rents in Greater Phoenix 
reached $13.98 per square foot in the first quarter, 1.7 percent 
higher than one year ago. 

 > Sales of shopping centers were steady from the fourth quarter  
of last year to the first quarter of 2017. The median price dipped 
to $102 per square foot, and cap rates rose to an average of 
8.2 percent. The mix of assets that sold during the quarter 
influenced price and cap rate trends. 

 
Greater Phoenix Retail Market

The Greater Phoenix retail market got off to a strong start to 2017. 
Net absorption totaled more than 700,000 square feet in the first 
three months of the year, the strongest quarter of tenant move-ins 
in more than a year. Net absorption has averaged approximately 
500,000 square feet per quarter over the past five years, and the first 
quarter has generally been the weakest period in each given year. 
This strengthening tenant demand is prompting new development. 
Construction topped 1.7 million square feet in 2016, and is forecast 
to reach approximately 1.4 million square feet this year. This 
development activity will likely slow the pace of vacancy improvement, 
even as tenants expand at a healthy pace. Vacancy is forecast to dip 
to approximately 9 percent by the end of 2017. 

Summary Statistics Phoenix Market

Vacancy Rate 9.3%

Change from Q1 2016 (bps) -10

Net Absorption (thousands SF) 705

New Construction (thousands SF) 306

Under Construction (thousands SF)  1,001 

Asking Rents 
Per Square Foot Per Year

 $13.98 

Change from Q1 2016 1.7%
 

Market Indicators
Relative to prior period

Market
Q1 2017

Market  
Q1 2016

Vacancy

Net Absorption

Construction

Rental Rate
 
 
First Quarter Employment Trends*

Total Nonfarm Phoenix Metro

Retail Phoenix Metro

Total Nonfarm United States

Retail United States
 
 *Source: Bureau of Labor Statistics
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After momentum built in the investment market in 2016, there was a 
bit of a slowdown in the first few months of this year. The number of 
retail properties changing hands was fairly flat, but there was much 
less activity at the high-end of the pricing scale. In 2016, sales of 
properties priced over $10 million accounted for more than a quarter 
of the total transaction count. In the first quarter of 2017, sales of this 

size accounted for approximately 10 percent of total sales velocity. 
With fewer high-dollar properties selling in the first quarter, the 
median price declined and cap rates pushed higher to start 2017. The 
stronger absorption and leasing activity being recorded in the market 
may prompt the sale of additional high-vacancy retail centers as 
investors pursue value-add strategies. 

RETAIL SALE ACTIVITY

Property Address / Intersection Submarket Sale Date  Sale Price Size SF  Sale Price SF 

6135-6145 N 35th Ave., Phoenix North Phoenix 1/10  $41,335,000 274,255  $151 

2824-2920 N Power Rd., Mesa East Valley 2/23  $21,748,438 130,577  $167 

Recent Transactions in the Market

RETAIL LEASE ACTIVITY

Property Address Submarket Tenant  Size SF  

1625 E Camelback Rd., Phoenix Downtown Phoenix Target  50,428 

4940-4980 W Ray Rd., Chandler East Valley Aspire Fitness  37,092 
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Vacancy:
 > Retail vacancy in Greater Phoenix ticked lower to start 2017, dipping 
20 basis points to 9.3 percent. The rate is 10 basis points lower than 
one year ago. While the rate is improving at a modest pace, vacancy 
is at its lowest point since late 2008. 

 > Net absorption got off to a robust start to 2017, totaling more than 
700,000 square feet. This is the highest quarterly total in Greater 
Phoenix in more than a year, and the strongest first quarter since 
2008. 

 > The vacancy rate in the East Valley remains elevated, even as tenants 
continue to move into new spaces. Vacancy in the East Valley ended 
the first quarter at 10 percent, 30 basis points lower than one year 
ago. Net absorption in the East Valley totaled more than 385,000 
square feet in the first quarter, and tenants have moved into a net of 
more than 1.1 million square feet during the past 12 months.

Rents:
 > Asking rents inched higher in the first quarter, reaching $13.98 per 
square foot. Current asking rents are 1.7 percent higher than they 
were one year ago. Rents rose in 2015 and 2016 following several 
years of declines.  

 > Rent trends are mixed at the submarket level. While asking rents 
are trending higher as a whole, there are still a few areas in Greater 
Phoenix, including North Phoenix and Deer Valley/Northwest Phoenix 
where rents have inched lower during the past year. 

 > Tenant expansion in the East Valley is driving rents higher. Asking 
rents in the East Valley have spiked by 6.5 percent in the past year to 
$13.81 per square foot. Rents in the East Valley have rebounded by 
approximately 8 percent from the market low in early 2015.

Investment Trends:
 > Sales of shopping centers were steady from the fourth quarter  
of last year to the first quarter of 2017. Transaction activity was  
very consistent throughout 2016 and that trend continued in  
the first few months of this year. While overall activity was consistent, 
there was a decline in properties selling for $10 million and higher.

 > After the median price spiked by more than 15 percent in 2016, prices 
dipped during the first quarter. The median price in the first quarter 
was $102 per square foot, down from $130 per square foot in 2016. 
The median price in the few transactions that closed over $10 million 
was $159 per square foot.

 > After compressing into the low-7 percent range in 2016, cap rates 
rose in the first quarter, averaging 8.2 percent. Some of the rise in 
cap rates is due to the mix of properties changing hands. Thus far 
in 2017, the shopping centers that have sold have generally not had 
strong anchor tenants. Grocery-anchored centers have accounted for 
just 10 percent of the total transactions to this point in 2017.

Vacancy by Submarket Cluster
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Outlook: 
The strong start suggests that the Greater Phoenix retail market is poised 
for a healthy year of improvement in 2017. Annual net absorption has 
averaged approximately 2 million square feet over the past five years.
Preliminary forecasts call for a higher total in 2017. Ongoing employment 
growth is supporting the strengthening retail outlook and an additional 
boost will likely come from the housing market. New home sales spiked 
by more than 30 percent from 2015 to 2016, and single-family permitting 
trends point to another substantial increase in the year ahead. These new 
home sales often drive additional retail spending. Population growth is also 
buttressing the retail market. In 2016, the population in Maricopa County 
expanded by 82,000 residents, the largest increase of any county in the 
United States in that time. 

While the traditional drivers of retail demand are showing some clear 
signs of momentum, there are still some market forces that could drag 
on operating fundamentals in the months ahead. Traditional retailers, 
particularly those that occupy large footprints, are facing increased 
competition from e-commerce. This increased competition is also 
resulting in declining margins for some retailers. During the first quarter, 
Sears announced a “going concern” about the future of the company in 
its current form. While the company has not yet announced any store 
closures that would affect the Greater Phoenix market, Sears has a 
significant local presence, occupying more than 750,000 square feet of 
retail space in centers in Phoenix, Glendale, Chandler and Mesa. 


