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Abstract

The paper examined the effect of vacancy rate on the rental returns of shopping centres in six
major retail areas in Akure. Data on rental values and vacancy rates in 35 shopping centres
were collected from 17 estate surveying firms in Akure. The shopping centres had a total
number of 1,352 rentable spaces with 1,183 occupied. The data was analysed using
Descriptive statistics such as frequency distribution tables and graph, one sample t - statistics
and Simple Linear Regression Analysis. The result showed that vacancy in shopping centres
are on the increase especially in Oke ijebu axis of Akure thereby causing a decline in the
expected returns from the centres. The result further showed that as vacancy rate in
shopping centres increases the rent per meter square reduces as owners tends to reduce rent
to retain tenants. There is need for shopping centre developers to employ the services of the
Estate Surveyors and Valuers to carry out feasibility and viability appraisal of their projects
before embarking on them. This gesture will check over supply of centres.
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Introduction in demand may significantly increase

Shopping centres are retail properties vacant space. With low demand for space
with special qualities compared to other in a property and vacancy rates rising
property investments (Gerbich, 1998). through new construction, out — migration,
However, it appears the forces driving decline in customers patronage or other
retail expansion all over the world have means, landlords have had to offer reduced
deviated from actual consumer demand. rents and significantly increased incentives
Benjamin et al. (1995) reported that the in order to attract or retain tenants (Belsky
pace of shopping centre development in the and Goodman, 1996; Frank, 2010). This
United States gave an indication of this step at reducing the risk of vacancy through
assertion. Therefore, Benjamin et al. (1998) reduced rents by the landlords has also led
noted that shopping centre developers who to reduction in the expected return and
respond to a positive demand shift by hence, the investment performance of
building new shopping space could stand shopping centres especially in the
the risk of rents not increasing appreciably developed nations. With vacancy on the
after the demand shift. Rather, the demand increase and tenants having much space
shift may induce a substantial increase in rental options, the negotiating power for
quantity supplied, and any subsequent fall shop spaces switches to the tenant until
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into
1993;

vacancies and rent come back
equilibrium (Hartzell and Webb,
Belsky and Goodman, 1996).

Belsky and Goodman (1996) opined
that changes in the rents depend on the
deviation of the rental vacancy rate from its
natural level. In other words, the natural
rental vacancy rate is that rate at which
there is no upward or downward pressure
on rents. The natural vacancy rate varies
across time, space and structural type. The
natural rate depends upon factors that affect
the rate at which vacant units come on the
market and the average duration of
vacancies. In addition, the level of the
natural vacancy rate has direct implications
for the return on property investment. In the
long-run equilibrium, the lower the natural
vacancy rate, the greater the amount of rent
generated by a given rental property,
everything else held constant (Hagen and
Hasen, 2010). If the natural vacancy rate
declines over time, the return on rental
property investment will rise ceteris
paribus. The higher the rate at which
tenants take up leases in a shopping centre
(demand), the lesser the void/vacancy in
such a centre and vice versa (Rosen and
Smith, 1983). This low vacancy therefore,
guarantees the rental return from such
shopping centre.

However, the increased relative
political influence of Akure as a state
capital since 1976 has greatly promoted its
rapid growth and increased socio -
economic activities (Aribigbola, 2008).
Business activities are taking a new shape
due to the heterogeneous massing of people
into the city in search of greener pasture.
This might lead to increase in the demand
for food, clothing and other necessities
thereby resulting into high demand for
retail/shopping spaces. The need for more
retail centre accommodation prompted
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developers who want to maximize returns
on the limited available space to develop
shopping complexes on multiple floors
(Ezeokoli, 2012). In spite of the gesture on
the part of the developers to meet demand,
there seems to be vacant shop spaces in
some of the shopping centres.

A number of studies have tested the
relationship between vacancy rates and rent
levels in the housing and commercial office
market. These studies include Eubanks and
Sirmans, 1979; Rosen and Smith, 1983;
Rosen, 1984; Voith and Crans, 1988;
Wheaton and Torto, 1994; Belsky and
Goodman, 1996; Sivitanides, 1997; Gabriel
and Nothaft, 2001, Hagen and Hansen,
2010. Of these studies, Wurtzebach et al.
(1991) examines the effect of inflation and
vacancy rates on office and industrial real
estate performance. The result shows that a
major difference is found between the
inflation hedging effectiveness of office
and industrial properties. The difference
were further analysed in relation to vacancy
rates in the two properties and vacancy
variation was especially high for the office
market but lower for the industrial market.
Therefore, the relative impact of vacancy
rates upon office and industrial property
was found to be a significant factor in
explaining returns, thus affecting inflation
hedging characteristics. While this study
related inflation and vacancy to real estate
returns, other studies such as Rosen and
Smith, 1983; Wheaton and Torto, 1988;
Voith and Crane, 1988; Gabriel and
Nothaft (2001) find the duration and
incidence of vacancies, and natural vacancy
rate, to vary significantly  across
metropolitan areas. Gabriel and Nothaft
(2001) provide estimates of natural vacancy
rates for 29 metropolitan areas that fall
within a narrow range between 4% and
4.5% for a time period between 1987 —
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1996 and found out that vacancy varies
significantly across metropolitan areas with
a number of factors including housing
costs, heterogeneity of the housing stock,
tenant mobility and population growth.
Wheaton and Torto (1988) allow the
natural vacancy rate to vary in linear
fashion with time and find a significant
upward trend. Voith and Crane (1988)
allow for variation over both time and
space. The result showed that there is
significant variation in natural vacancy
rates for office space across cities, between
suburban and central city markets and over
time.

Although the vacancy rate in these
studies varies over a time period, the basic

conclusion is that the wvariation is
significant across metropolitan areas.
Furthermore, these studies used either

residential or commercial office data as an
indication of real estate returns. Unlike
previous work, this study examines the
effect of vacancy on shopping centre
investment return across the city over a
period of 2007 to 2012. Data on shopping
centres were chosen as real estate returns
since this type of study is relatively new in
Nigeria which is a developing economy.
Also, because of the different cultural
setting in both the developed and
developing country it is believed that this
study will add to the body of knowledge
especially in Nigeria.

Methodology

Data on rental values and vacancy rates
in 35 shopping centres along five (5) major
transport routes in Akure (Oba — Adesida,
Oyemekun, Oke — Ijebu, Oluwatuyi, Oke —
Aro and Federal University of Technology,
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Akure) with a total number of 1,352
rentable spaces were collected. The areas
were chosen because they are the major
retail areas in Akure (Table 1). Twenty (20)
registered Estate Surveying firms in Akure
were selected for the study. This number
was taken from the 2012 register retrieved
from the Secretariat of the Ondo State
branch of The Nigerian Institution of Estate
Surveyors and Valuers (NIESV).
Questionnaire was administered on the
Estate Surveying firms and seventeen (17)
of them were filled and returned
representing 85% response rate. The data
collected were analyzed using frequency
distribution tables and graph, One — Sample
t — test and Simple Linear Regression
Analysis. Graph was used to show the
rental trend of the shopping centres. One —
sample t — test was used to measure the
mean differences of the rental returns from
the shopping centres in the study area while
Simple Linear Regression Analysis was
used to determine the effect of vacancy rate
on the rental returns from the shopping
centres. The form of regression analysis
used is

Rit=a9 + biVAC + e( ----------=--=------ 1)
Where:
R = the rental return at time t
Vacr; = Vacancy rate on shopping
centres for period t

The result from the analysis of these data
formed the basis for inference made in this
research work.

The rate of vacancy (VAC) was obtained
using the formula;

vacant spaces l:mz_':l

¥ 100....(2)

Vacancy Rate =
y total spaces I:-mz}



Effect of Vacancy on Shopping Centres’ Investment RetUINS.uuesess BELLO & EZEOKOLI

Table 1: Operationalization of Variables

Variable Definition of Variables Measurement
RV Rental Value Actual (¥)
VACR Vacancy Rate Actual (%)

Table 2: Total Number of Shopping Spaces in the study areas

Selected areas Number of Shopping centres ~ Number of Spaces in Vacant Spaces
shopping centre

Oba Adesida 06 283 02
Oyemekun 07 185 07
Oke — Ijebu 07 257 95
Oluwatuyi 08 260 19
Oke — Aro 04 263 46
FUTA 03 104 0
TOTAL 35 1352* 169*

Results and Discussion
Table 3: Average Vacancy Rate in Shopping Centres According to Location

Centre Location Total Space (M%) Vacant Space (M?) Vacancy Rate (%)
Oba Adesida 2807.93 13.94 0.50

Oyemekun 2353.55 105.85 4.50

Oke [jebu 3609.39 1274.13 35.30

Oluwatuyi 3061.43 222.60 7.27

Oke Aro 3397.68 627.27 18.46

FUTA 1182.71 0.00 0.00

Total 16412.69 2243.79 13.67

In Table 3 above, Shopping Centres
along FUTA and Oba Adesida roads
recorded the lowest average vacancy rates
of 0.00% and 0.50% respectively, while
shopping centres along Oyemekun has
vacancy rate of 4.50%. On the other hand,
Oke Ijebu has the highest average vacancy
rate of 35.30%, followed by Oke - Aro with
average vacancy rate of 18.46%. Centres
along Oluwatuyi have vacancy rate of
7.27% which is still low compared to other
areas. The result can be attributed to the
fact that Oba Adesida and Oyemekun road
are the core areas of Akure where
commercial activities are at their peaks,
thus causing demand for shopping spaces to
be high in these areas. On the other hand,
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the Federal University of Technology,
Akure (FUTA) as an institution creates its
own niche due to the demand of the
students as noted by Peacocke (1999) that
one of the major characteristics of students
demand is that it monopolizes the market.
Thus, centres close to it are bound to boom
with economic activities due to the
presence of students. Hence, shopping
centres along the Federal University of
Technology, Akure (FUTA), Oba Adesida
and Oyemekun roads are performing better
than that of Oke - [jebu and Oke — Aro with
high vacancy rate of 35.30% and 18.46%
respectively. Shopping centres along Oke—
Ijebu and Oke—Aro can be said to be at
distress point as suggested by Costar Group
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(2010) that any shopping centre with rental income from shopping centres and
vacancy rate above 15% 1is in distress. hence, on the retail property market in
Therefore, this level of vacancy could have Akure.

significant effect on the total realisable

Table 4: Rental Value per Square Metre of Shopping Spaces from 2007 - 2012

Location 2007 2008 2009 2010 2011 2012 Growth Rate (%)
ADESIDA

Moses - 6000 6000 6000 6000 6000 .00
Oluwatobi 3200 3700 3700 5200 5200 5200 9.00
Dan Adu - 5500 5500 5500 6500 6500 6.00
Olukayode 3100 3400 4200 4600 5400 6900 12.00
Arowolo 3400 3800 4600 5000 5700 5700 9.00
GAB - 5700 5700 5700 5700 5700 .00
OYEMEKUN

YemSam - - - 3700 3700 3700 .00
Ogunlalaka 3100 3100 3100 3100 3100 3100 .00
Archade 2300 3100 3100 3100 3800 3800 8.00
POWA HQ - - - 5500 5500 .00
Olorunlagba - - - 3200 3200 3200 .00
Omokinde 2900 2900 2300 2300 2300 2300 -4.00
SayYou 3100 4000 4000 4000 5000 5000 7.00
OKE 1JEBU

Clement 4200 4200 4200 4200 4200 4200 .00
Rufus 2000 2000 2000 2000 2000 2000 .00
Tobbi - - 2300 2300 2300 2300 .00
Olufunmilayo - - - 2000 2000 2000 .00
Josabol - - - 1800 1500 1500 -7.00
New Park - - - 1600 1600 1600 .00
Ajoyemi - - - 1300 1300 1300 .00
OLUWATUYI

Emilia - - 3400 3400 3400 4300 6.00
Raimed - 2800 3400 3400 4600 4600 11.00
Kikiowo - - - 2300 1800 1800 -7.00
JAAK 900 900 1050 1050 1050 1400 8.00
Daniels - - 1800 1800 1800 1800 .00
Anifowose - 1800 1800 1800 2300 2300 5.00
OKE ARO

Yomisola 900 900 1400 1400 1400 1400 7.00
K Centre - - - - 1900 1900 .00
Hephziba 1100 1100 1400 1400 1800 1800 6.00
Stefal 2200 2200 2200 2200 2200 2200 .00
Omojowo - - - 2300 2300 2300 .00
BDivisio - - - 2300 2300 2300 .00
FUTA

Ajuola - - - - 6700 6700 .00
Adejuyig 2300 2300 2300 2300 2300 2750 3.00
Atolagbe 1900 1900 1900 2300 2300 2300 7.00
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Figure 1: Rental Trend of Shopping Centres by Location

The rent per meter square in Table 4
was indexed to have the same base year for
easy analysis. In Table 4 and figure 1, the
Rent per meter square (Rent/m?)  of
shopping spaces in the various shopping
canters was shown to vary across locations.
Shopping Centres along Oke Ijebu and Oke
Aro showed poor rental growth in the years
under study (2007 to 2012). For instance,
while spaces in other shopping centres were
showing increase in value over the years
(an upward trend), Oke — Ijebu did not
witness growth in any of the centres.
Instead Josabol witnessed a fall in rental
value from N1,800/m? of space in 2010 to
N1,500/m? in 2011 and 2012 respectively.
This could be in order to retain tenants in
the shopping centre as suggested by Frank
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(2010). In addition, Oke — Aro only
experienced growth in Yomisola shopping
centre from N900/m” in 2008 to N1,400/m”
in 2009 and the growth remained constant
through 2009 to 2012. Also, in Hephziba
shopping centre in Oke — Aro, witnessed
growth in rentals in 2010 (N1,400/m2) and
the amount rose to N1800/m” in 2012. This
may be attributed to high vacancy rates
experienced in centres in the two locations
as depicted in the table. The high vacancy
rate might have been as a result of supply
being more than demand in these locations.
Benjamin e al. (1998) argued that over-
supply of shopping spaces can cause
vacancy in some centres due to shift in
demand to other centres.
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Table 5: One-Sample Statistics of Shopping Centres’ Rental Values between 2007 and 2012

Shopping Centres N Mean Std. Dev T-Statistics Test Df Sig. (2-tailed)
Value = 1
Moses 5 1.0000 .00000(a) - - -
Oluwatobi 6 1.3800 29230 3.184 5 .024*
Dan Adu 5 1.0720 .09859 1.633 4 178
Olukayode 6 1.4600 37529 3.002 5 .030*
Arowolo 6 1.3700 27964 3.241 5 .023*
GAB 5 1.0000 .00000(a) - - -
YemSam 3 1.0000 .00000(a) - - -
Ogunlalaka 6 1.0000 .00000(a) - - -
Archade 6 1.3650 22242 4.020 5 .010*
POWAHQ 2 1.0000 .00000(a) - - -
Olorunlagba 3 1.0000 .00000(a) - - -
Omokinde 6 .8667 .10328 -3.162 5 .025*
SayYou 6 1.3167 .18348 4.227 5 .008*
Clement 6 1.0000 .00000(a) - - -
Rufus 6 1.0000 .00000(a) - - -
Tobbi 4 1.0000 .00000(a) - - -
Olufunmilayo 3 1.0000 .00000(a) - - -
Josabol 3 .8667 11547 -2.000 184
New Park 3 1.0000 .00000(a) - -
Ajoyemi 3 1.0000 .00000(a) - - -
Emilia 4 1.0625 .12500 1.000 3 .391
Raimed 5 1.3680 .29397 2.799 4 .049*
Kikiowo 3 .8667 11547 -2.000 2 184
Jaak 6 1.2000 21909 2.236 5 .076
Daniels 4 1.0000 .00000(a) - - -
Anifowose 5 1.1000 .13693 1.633 4 178
Yomisola 6 1.3333 25820 3.162 5 .025*
IJK Centre 2 1.0000 .00000(a) - - -
Hephzibah 6 1.2400 .19616 2.997 5 .030*
Stefal 6 1.0000 .00000(a) - - -
Omojowo 3 1.0000 .00000(a) - - -
B-Division 3 1.0000 .00000(a) - - -
Ajuola 2 1.0000 .00000(a) - - -
Adejuyigbe 6 1.0333 .08165 1.000 5 .363
Atolagbe 6 1.2400 26291 2.236 5 .076
(*Significant at 0.05)

From table 5, the mean rental returns from
Oluwatobi, Olukayode, Arowolo, SayYou
Plaza, Raimed Yomisola and Hephzibah
are significantly higher than the observed
T-statistics, indicating that these shopping
centres are significantly producing annual
rental returns above the t-value. However,
the mean rental return from Omokinde
shopping centre is significantly lower than
the observed t- statistics value, indicating a
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reduction in annual rental values of the
centre over the period of study. The mean
scores of 1.0 exhibited by some shopping
centres in the Table revealed that there is
no growth in the rental returns from the
centres over the period of study. This might
be as a result of the vacancy in some of the
shopping spaces. To curb this, rents were
fixed to retain tenants. The centres with
significantly higher t-value are performing
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better than others and have the prospect of
rental growth provided the centres are
always fully occupied or highly demanded
for (effective demand). This is why
landlords of such centres often increase
rents knowing that the tenants will pay,
whereas the Landlords of the centres with t-
value less than and/or equal to 1.00 are still
struggling to retain tenants in them by
reducing or maintaining fixed rent passing
on these centres.

The result of the analysis in Table 6 below
shows that there is considerably high
percentage difference between the actual
rentals received and the expected rentals
from the shopping centres with high

vacancy rate. For instance, due to the high
vacancy rate experienced in Clement and
New park shopping centres, the percentage
difference between their expected and
actual rental return are 81.82% and
110.39% respectively. From the table it can
be seen that vacancy rate has a direct
correlation with deviation of actual return
from the expected returns. The implication
of this is that high level of vacancy could
depict unprofitability of an investment and
this can lead to poor performance of such
investment. Therefore, every prudent
investor ought to work at avoiding
excessive vacancy rate in their property so
as to maintain high performance.

Table 6: Percentage difference between Actual and Expected Rental Returns from the

Shopping Centres
Shopping Total Space Vacant Vacancy  Expected Rental  Actual % Diff.
Centre (Mz) Space (Mz) Rate (%) Income (N) Rentals

Income (N¥)

Oba Adesida
Moses 146.30 0.00 0.0 877800.00 877800.00 0.00
Oluwatobi 731.81 13.94 1.9 3805400.00 3732910.00 1.94
Dan Adu 283.14 0.00 0.0 1840410.00 1840410.00  0.00
Olukayode 940.90 0.00 0.0 6492210.00 6492210.00  0.00
Arowolo 588.06 0.00 0.0 2587460.00 2587460.00  0.00
GAB 117.72 0.00 0.0 675740.00 675740.00 0.00
Oyemekun
YemSam 163.35 32.67 20.0 604400.00 483520.00 25.00
Ogunlalaka 182.95 0.00 0.0 567150.00 567150.00 0.00
Omonije Archade 601.13 0.00 0.0 2284290.00 2284290.00  0.00
POWA H/Q 196.02 0.00 0.0 1078110.00 1078110.00  0.00
Olorunlagba 230.00 20.91 9.1 726800.00 660730.00 10.00
Omokinde 52272 52.27 10.0 1202256.00 1082030.00 11.11
SayYou 457.38 0.00 0.0 2286900.00 2286900.00  0.00
Oke - Ijebu
Clement 261.36 117.61 45.0 1097712.00 603742.00 81.82
Rufus 196.02 0.00 0.0 392040.00 392040.00 0.00
Tobbi 250.91 0.00 0.0 577083.00 577083.00 0.00
Olufunmilayo 365.90 45.74 12.5 731810.00 640330.00 14.29
Josabol 261.36 0.00 0.0 384200.00 384200.00 0.00
New Park 2117.02 1110.78 52.5 3387230.00 1609980.00 110.39
Ajoyemi 156.82 0.00 0.0 200000.00 200000.00 0.00
Oluwatuyi
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Emilia 264.88 6.97 2.5 900456.00 876758.00 2.70
Raimed 209.09 0.00 0.0 574992.00 574992.00 0.00
Kikiowo 457.38 26.14 5.7 1051974.00 991861.00 6.06
Jaak 1006.24 0.00 0.0 1408730.00 1408730.00 0.00
Daniels 444.31 39.20 8.8 799762.00 729194.00 9.68
Anifowos 169.88 26.14 154 390000.00 330000.00 18.18
Yomisola 313.63 91.48 29.2 439085.00 311018.00 41.18
1JK Centre 196.02 32.67 16.6 372438.00 310365.00 20.00
Oke - Aro

Hephziba 2012.47 548.86 27.3 3622450.00 2634509.00 37.50
Stefal 196.02 0.00 0.0 431244.00 431244.00 0.00
Omojowo 849.42 78.41 9.2 1953666.00 1773327.00 10.17
POWA B/D 339.77 0.00 0.0 781466.00 781466.00 0.00
FUTA

Ajuola 271.81 0.00 0.0 1821156.00 1821156.00 0.00
Adejuyigbe 362.04 0.00 0.0 995610.00 995610.00 0.00
Atolagbe 548.86 0.00 0.0 1262369.00 1262369.00 0.00

Table 7: Summary of Model of the Effect of Vacancy Rate on Rental Values of the Shopping

Centres
Model R R Square Adjusted R Std. Error of the
Square Estimate
1 .308(a) .095 .068 1702.67714
Table 8: Analysis of Variance
Model Sum of Squares Df Mean Square
Regression ~ 10054102.873 1 10054102.873  3.468 .071
Residual 95670611.412 33 2899109.437
Total 105724714.286 34

Table 9: Regression Coefficient of the Effect of Vacancy Rate on Shopping Centres Rental

Values
Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 3668.427 333.986 10.984 .000
Vacancy Rate -41.569 22.322 -.308 -1.862 .071*

R =0.308, R* = 0.095, Adjusted R* = 0.068.
(* significant at 0.10)

Table 7 reveals the coefficient of
determination (RZ) as 0.095 indicating that
9.5% of the sample variation in shopping
centres rental value is attributed to changes
in vacancy rate, while the other 90.5%
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variation could be attributed to other factors
not considered in this paper. However,
table 9 further revealed that the relationship
between vacancy rate and rental values of
shopping centre is inverse and weak (-
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0.308) though not significant at 0.05
significant levels (0.071). But at 90%
confidence level, it can be said that vacancy
rate has a causal effect on rental values of
shopping centres in Akure.

Thus, the model can be re-written as:

RV =3668.427 — 41.569VACR + e

This shows that a unit change in
vacancy rate causes -41.569 units of change
in the rental value of shopping centres. The
implication of this is that as vacancy rate is
increasing the rent per meter square in the
shopping centres decreases. This is because
tenants would seek centres where volume
of sales is high; therefore owners of vacant
centres will have to reduce rents to retain
tenants. The result is consistent with the
findings of Hartzell and Webb (1993),
which discovered that the return-vacancy
relationship is generally negative and
significant i.e. vacancy rate in commercial
property negatively affects the expected
returns from the property. Also, the study
of Frank (2010) on the global real estate
management in Europe revealed that with
low demand for space in a property and
vacancy rates rising, landlords have had to
offer reduced rents and significantly
increased incentives in order to attract or
retain tenants. This reduced rents coupled
with some level of vacancies in shopping
centres have caused high variance between
expected and the actual rental income as
shown in table 6. Some landlords are
sometimes forced to convert shopping
centres to other uses like residential due to
poor performance.

Conclusion
The paper focused on the effect of
vacancy rate on shopping centres

investment returns in selected areas of
Akure. From the analysis, it was found that
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the average rate of vacancy in shopping
centres in Akure is 13.67%. The result also,
shows that centres in Oba Adesida,
Oyemekun and FUTA experienced low
vacancy rate. Oba Adesida and Oyemekun
are in the core of the city where
commercial activity is most pronounced
while FUTA as an institution creates its
own niche. However, vacancy rate in Oke —
Ijebu and Oke — Aro are high, thereby
affecting the expected returns from the
centres. Furthermore, it was shown that
Vacancy rate has a negative effect on the
rental values of shopping centres in Akure
indicating that an increase in vacancy rate
will cause a decrease in the expected rental
value. It is therefore, recommended that the
shopping centre developers should employ
the services of the Estate Surveyors and
Valuers to carry out feasibility and viability
appraisal of the project. This gesture will
check over supply of centres. Estate
Surveyors and Valuers should work in
conjunction with the shopping centres
owners in fixing the rent of the centres as
this will forestall excess rent charged by
owners which invariably may cause
vacancy.
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