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The Puget Sound region reflected the broader national trend of a
decline in local retail spending at the close of the first half of 2025.
Consumer spending across the nation declined for the first time
since the start of the year in 2025, falling 0.1% in May after rising
0.2% in April. The local ports of Seattle and Tacoma reported sharp
drops in imports and exports in May, heightening concerns about
the broader regional economy, which is already facing headwinds
from weakened consumer spending, as well as a slowdown in job
growth. The market may experience a cooldown in the retail market
amid concerns of inflation and ongoing shifts in tariff policies, factors
that are likely to impact future spending behavior.

Over the past several years, vacancy and availability rates for
the Seattle retail market have slowly been on the rise. Both rates
experienced a 15-20% increase YOY to 3.9% and 3.6% respectively.
Although vacancies have ticked up, the currentrates are still holding
steady at a historical low when compared to the 10-year average of
4.4%. Additionally, the region is still one of the tightest retail markets
in the nation. A key driver of the tight conditions in Seattle's retail
marketisthe limited development of new retail space, coupled with
the ongoing conversion of existing retail properties into mixed-use
projects. Between 2020 and 2024, Seattle experienced the steepest
declinein retail inventory nationwide, which, in turn, has kept vacancy
and availability rates low.
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Although the average asking lease rate in the Seattle metro has
consistently declined over the past four quarters, asking rates
increased YOY and annual rent growth sits at 3.4% compared to 1.9%
nationwide. While rental rates continue to trend near the record high,
rentgrowth islagging behind the level seen in past years. Consumer
spending has declined across the region and the downward trend
in retail sales negatively impacts revenue for retail businesses, and
consequently, landlords face constraints on increasing rental rates.

A significant portion of new development in the Seattle market
consists of repurposing existing retail properties into mixed-use
projects, resulting in a reduction of retail inventory by approximately
1.6M SF since 2020. This decrease in the region reflects the fastest
drop in inventory in the nation during 2020-2024. Local and state
regulations promote higher density in designated areas like urban
and town centers. As a result, development has increasingly favored
mixed-use projects over standalone retail properties. Currently, the
largest projects in the Puget Sound include a 168,500 SF mixed-
use development on Village Road in Woodinville and 130,000 SF
atthe SW corner of Redmond-Woodinville Rd NE & NE 144th Rd in
Redmond. These two developments make up over half the volume of
properties in the development pipeline and most projects currently
under construction are estimated to be completed by year end.
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Market wide net absorption posted its third quarter of negative activity, ending
2Q 2025 with negative 591K SF, bringing the year-to-date total to negative
654K SF. Although there have been a handful of recent closures by national
retailers, the negative activity can also be attributed to a slowdown in overall
activity as leasing volume posted 593K SF in 2Q, a 5-year low for the Seattle
region. Demand is expected to slow in the coming quarters as big-box tenants
continue to close stores into the second half of the year, and consumer and
business confidence decrease due to ongoing economic uncertainties.

Overall investment activity picked up momentum in 2Q 2025, increasing from
836K SFin 1Qto 974K SFin 2Q. Year-to-date for the first half of 2025 is up 10%
compared to the first half of 2024, posting 1.8M SF cumulatively for both quarters.
Consumer spending is essential to maintaining retail demand, but the recent
slowdown in spending may create headwinds for the sector in the near term.
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Kidder Mathews is the largest fully independent
commercial real estate firm in the Western U.S.,
with over 900 real estate professionals and staff
in 20 offices in Washington, Oregon, California,
Idaho, Nevada, and Arizona. We offer a complete
range of brokerage, appraisal, asset services,
consulting, and debt & equity finance services
for all property types.
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This information supplied herein is from sources we deem reliable. Itis provided without any representation, warranty or guarantee, expressed or implied as to its accuracy.
Prospective Buyer or Tenant should conduct an independent investigation and verification of all matters deemed to be material, including, but not limited to, statements of
income and expenses. Consult your attorney, accountant, or other professional advisor.
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