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NEW YORK CITY

Food & Beverage Leads NYC Retail Comeback

The vaccine mandate for indoor dining has not stopped tenants and landlords from doing new deals or dissuaded
customers from patronizing their spaces.

Taylor Williams

2 I‘_“he fervent desire that many
Americans have to make up for
lost eating, drinking and social-

izing time has New York City’s food
and beverage (F&B) market roaring
back to life, prompting tenants to
revisit growth plans, landlords to ag-
gressively market their spaces and the
brokers who represent the two sides
to sharpen their pencils.

In mid-August, New York City
Mayor Bill de Blasio announced that
residents wishing to eat or drink in-
side a restaurant or bar would have to
show proof of receipt of at least one
dose of a COVID-19 vaccine. Yet after
two months of seeing this policy en-
forced, local brokers say the mandate
has had a minimally adverse impact
on business. Consequently, leasing ac-
tivity, which began rebounding a year
ago, is now accelerating in the F&B
space.

According to data from CBRE, F&B
deals accounted for 30 percent of all
new retail leases executed in New
York City between March 2020 and
August 2021. The company’s research
team also identified 65 F&B leases
throughout New York City in 2021
alone, representing about 33 percent
of the total deal volume.

Specifically ~ within  Manhattan,
there were 24 leases executed for F&B
concepts in the third quarter totaling
approximately 76,000 square feet, per
CBRE. In their analysis, the report’s
authors noted that the dara proved
that the market was not yet at pre-pan-
demic levels, but that it suggested that
“operators remain optimistic about
the city’s return to normalcy.”

Much of this activity centers on new-
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New Jersey-based Katz & Associates recently represented 7-Eleven franchisees in their lease
negotiations for three new stores in Manhattan, including this 3,471-square-foot location at
675 Eighth Avenue. Elevated demand for the convenience store giant’s quick-service food and
beverage offerings lies at the heart of the 7-Eleven’s aggressive expansion throughout the
country.

to-market concepts. Many of these
operators have observed the various
practices — promotion of curbside
pickup, conversion of outdoor dining
space, use of igloos, opening of ghost
kitchens — that existing restaurants
have used to survive throughout the
pandemic.

Among the largest F&B deals to
close in recent months are 16 on Cen-
ter, a Chicago-based food hall concept
that leased 13,024 square feet in Chel-
sea; Mexican chain Pink Taco, which
committed to 10,519 square feet in
Times Square; Mezeh Mediterranean
Grill, which inked a deal for 7,800
square feet in the Flatiron District; and
Kyu, an Asian concept that signed a
deal for 6,600 square feet in NoHo.

Richard Skulnik, vice chairman and
partner at locally based brokerage

firm RIPCO Real Estate, represented
Miami-based Kyu in its lease negoti-
ations. In his view, that deal reflects
the kind of opportunities that current-
ly exist for new-to-market concepts in
New York City: low rents are incen-
tivizing these operators to throw their
growth plans into action — if they can
find quality space.

“The perfect 3,000-to 5,000-square-
foot restaurant space that was vacat-
ed during COVID that has utilities
hooked up and vents that meet code
— it doesn’t exist,” says Skulnik. “It’s
all been leased, mostly by restaura-
teurs and groups that didn’t buy into
the fact that Manhattan was dead,
but rather saw this as a good time to
expand.”

“When deal volume started to recov-
er, restaurants looking for second-gen-

12/8/2021, 2:04 PM



Shopping Center Business December 2021

3of7

https://editions.mydigitalpublication.com/html5_viewer/iframe.html?da...

NEW YORK CITY

eration spaces were at the forefront of
that activity,” adds Karen Bellantoni,
vice chair of retail at Newmark’s New
York City office. “A lot of those food
and beverage deals have been in the
making for the last 12 months, around
when tenants could start to look at
spaces again.”

Bellantoni is not particularly sur-
prised by this activity, as F&B users
are usually among the first segments
of the retail market to recover after
economic downturns. In a market in
which rents are depressed, restaurants
and bar operators can compete for
spaces on more equal footing than
their soft goods counterparts, she
explains.

And rents are indeed depressed,
despite the uptick in tenant demand.
The average asking rate in the third
quarter across Manhattan’s retail cor-
ridors declined for the 16th consecu-
tive quarter to $605 per square foot,
according to CBRE’s third-quarter
market report. That figure represents
a decline of 1.6 percent from the pre-
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This image shows a rendering of the interior of Floraison, a new restaurant concept by chef
Matthew Kenney that is under construction at 1245 Broadway in Manhattan’s NoMad District.
CBRE represented the tenant and the landlord in the negotiations for the 10-year lease, which

was signed in February.

vious quarter and a decrease of 8.3
percent year over year.

Given these conditions, F&B users
are competing for spaces that would
normally be occupied by soft goods
retailers. And because demand for
food and drink from both tenants
and consumers is so strong, sources
say that many landlords are willing to

invest in renovating their spaces to be
marketable to F&B tenants, either on
their own initiative or as part of an ex-
panded tenant improvement package.

LOCATION MATTERS

The table is clearly set for tenants
to be aggressive. But landlords must
wrestle with the question of wheth-
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NEW YORK CITY

Pictured is the interior of one of the Florida locations of Carrot Express, which is opening a new
restaurant in Manhattan before the end of the year. Menu items include grain bowls, burgers
and wraps that are all sourced with healthy ingredients — a key segment of the demand for

new F&B concepts in New York City.

tendijk, executive managing director
at Cushman & Wakefield, is one such
broker. He says that while rent de-
clines have undoubtedly been more
pronounced in office-heavy submar-
kets like Midtown, the depressed rates
are starting to lure tenants back in.
“Landlords in CBDs or office-heavy
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submarkets are willing to do ramp-
ups in which the rent is 20 percent
less in year one and 10 percent in year
two and then stabilized in year three
— that’s how a lot of retail deals in
Midtown are structured right now,”
he says. “The return to the office has
been more of a dimmer than the flip-
ping of a switch,
but we’ve seen a
lot of deals for fast
casual restaurants
that expect office
occupancy to sta-
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tion opportunities.

years.”

Some retail own-
ers in office dis-
tricts may want to
doshort-term deals
to get some quick
cash flows and
then reset in 2022

when, presumably,
e ot office  occupancy
and daytime traffic
levels will be high-
er. Bur sources say
that just isn’t feasi-
ble for most F&B
users.

“Food and bev-
erage operators are
never going to be
fine with five-year
deals because the
capital  expendi-
ture to build out
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any potential

one of those spaces is always going
to be much more substantial than that
of a dry goods user,” Soutendijk ex-
plains. “So we’re seeing shorter five-
year deals from traditional retailers —
athleisure, home furnishings, sporting
goods — because those are turnkey
spaces that don’t need much work. But
that’s not the case with F&B.”

Soutendijk’s team recently negotiat-
ed a 2,700-square-foot lease for Car-
rot Express, a culinary concept origi-
nally launched in South Florida in the
1990s, at 18 W. 23rd St. in the Flatiron
District. Construction of the space is
underway, and the tenant expects to
open before the end of the year. The
deal speaks to the fact that for the
right F&B concept, which includes
healthy foods and other distinctly
unique ideas, landlords are willing to
make heavier capital investments in
their spaces.

Most restaurant and bar operators
looking for space are pushing for a
minimum lease term of 10 years, notes
Skulnik of RIPCO. Not only is this a
function of high capital expenditures
needed to successfully build out the
physical storefront and interior dining
space, but also of the extensive process
required to develop and market the
brand, he says.

“Most restaurants that we get pro-
posals from have been asking for 15
years because they want to lock in
lower starting base rent, but none
will do less than 10 because the up-
front costs are too great, even with
landlord contributions,” he says. “But
some soft goods retailers are request-
ing shorter terms with options for
more years.”

“Others want those 10-year deals
because no matter what concessions
they get — free rent, more tenant
allowance or improvement dollars
— the investment they’re making in
the space is more than just the soft
and hard costs,” he continues. “That
investment also includes marketing,
inventory stockpiling and training of
staff — all at that location.”

As a result of these conflicting ap-
proaches and needs between tenants
and landlords, New York City is see-
ing retail and restaurant deals with
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Demand for retail and restaurant
space in Northern New Jersey has
long been buoyed by spillover ten-
ants that find themselves priced out
of premium spaces in New York City.

Yet despite the fact that retail rents
throughout the city have been de-
pressed for the last 18 months, users
have not flocked to Manhattan and
Brooklyn at the expense of the fringe
markets of Northern New Jersey. In
fact, brokers in the latter region see a
healthy level of demand from a wide
range of users that see opportunity in
the current conditions.

“The closures of national soft
goods retailers that were squeezed
by reduced demand and supply
chain constraints during the height
of COVID-19 left some beautifully
built-out spaces,” notes Kevin Pelio,
director of leasing at Azarian Group.
“This has benefitted local and re-
gional operators who can come into
a prominent retail location without
the capital-intensive, upfront invest-
ment typically required in a normal
market.”

Pelio adds that the larger trend
among brick-and-mortar retailers
to reduce initial capital outlays and
build-out costs has also led to reduc-
tions in landlords’ tenant improve-
ment (TI) allowances.

LARGE-FORMAT RETAILERS FIND TURNKEY SPACES, EXPANSION OPPORTUNITIES
IN NORTHERN NEW JERSEY

Brian Katz, CEO of Englewood,
New Jersey-based Katz & Associ-
ates, concurs that certain retailers
are aggressively backfilling well-lo-
cated, move-in-ready boxes in North-
ern New Jersey. He cites a shopping
center in Totowa that his firm leases
as a prime example of the type of
the tenant turnover and backfilling
of space that are occurring in the
market.

“The center had an empty
50,000-square-foot Toys ‘R’ Us, an
empty 40,000-square-foot Babies
‘R” Us, an empty 20,000-square-
foot Office Depot and a vacating
50,000-square-foot Bob’s  Stores,
says Katz. “The only tenant left was
Hobby Lobby. Fast forward to to-
day, there’s a signed lease for 50,000
square feet with Marshalls for a
building that’s under construction,
a signed lease with Aldi that’s open
and a signed lease for 30,000 square
feet with Total Wine & Spirits that’s
under construction.”

Homesense, a discount furniture
retailer that is part of the T]X Cos.
family of brands, is backfilling the
space previously occupied by Bob’s
Stores.

As is the case in New York City,
numerous categories that either fall
directly or tangentially into the food

and beverage (F&B) sector represent
a big demand driver, says Danielle
Brunelli, president of Old Bridge,
New Jersey-based R.] Brunelli & Co.

“In the F&B sector, tenants mak-
ing pushes in Northern New Jersey
include Amazon Fresh; local grocers
such as Greenway Markets and Key
Foods; convenience store operators
like Wawa and Quick Check; fast ca-
sual chains like Chick-fil-A, Chipotle
Mexican Grill and Raising Cane’s, as
well as specialty bakeries like Crumbl
Cookies,” she says.

Discount retailers, providers of
cosmetic services and medical users
have also been active in the market,
Brunelli adds. And with large-scale
new construction projects stymied
by labor shortages, materials price
increases and land availability, the
expansion strategies of many tenants
rest on finding quality existing spac-
es. This trend is expected to continue
in 2022.

“We expect a strong finish to 2021
with tenant demand and leasing ac-
tivity remaining brisk as we head
into 2022,” says Pelio. As a result,
the availability of quality retail space
will continue to be absorbed allowing
even more rent growth for 2022 and
beyond.”

— Taylor Williams
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tremendous variance in the lease terms.
This variance may be a bit unusual, but
then so is most of what’s defined shop-
ping, dining and entertainment over the
last 18 months. If anything, the discrep-
ancies in lease terms speaks to the fact
that tenants and landlords understand
the need for flexibility in order to get
deals done.

“We’re seeing deals inked at two years
and 10 to 15 years and everything in be-
tween, including some pop-ups for less
than a year,” says Bellantoni of New-
mark, who also works out of Midtown
Manhattan. “We've also seen some se-
rious competition on spaces with three
or four proposals, with multiple parties
vying for the lease. In some neighbor-
hoods, the leasing velocity is as strong
as it was pre-pandemic.” SCB
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