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INTRODUCTION

Steady restaurant sales growth has been fueled by
increases in consumer spending, delivery options
and technological innovations such as “ghost
kitchens” and dining-in services.
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ABOUT THIS REPORT

This third installment of CBRE’s Food
in Demand series examines expected
changes that will impact fundamental
operations and real estate strategies

of the U.S. restaurant industry.

A NOTE ON TERMINOLOGY

Total restaurant sales are reported
under the Food Service & Drinking
Places classification by the U.S.

Census Bureau, which consists of the
following industry groups: Full-Service

Restaurants, Limited-Service Eating
Places, Special Food Services and

Drinking Places (alcoholic beverages).
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KEY TAKEAWAYS

E S ‘ ‘
Sales Growth

Restaurant sales growth
continues to outpace total
retail sales growth.

)

Food Delivery

Rising consumer demand for
restaurant delivery options is
causing dramatic shifts in restaurant
operations and partnerships with

third-party providers.

=9)
Fast Food

Fast casual and fast food
remain highly competitive, as
new operators have entered the
market and consumers demand
healthier options.

Ghost Kitchens

Investment in technology and
delivery-only “ghost kitchens”
is creating cost-effective ways
for restaurants to expand and
increase customer reach.
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While restaurant sales
growth will continue
to outpace total retail
sales growth based on

consumer demand and

rising prices, landlords
must be careful not to

weaken profitability with
too many competing uses.

Delivery-only
restaurants, known
as virtual restaurants
or ghost kitchens,
will become a
primary growth
vehicle of restaurant
delivery platforms.
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Restaurants will continue
refining solutions to delivery
challenges, including the

exchange of consumer market
and demographic data, as well
as data needed to personalize

in-app services—a critical
component of partnerships

between restaurant operators

and third-party service
providers.
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Restaurant operators
will continue investing
heavily in consumer-
facing and back-of-
house technology to
help control rising costs

through automation and

to improve customer
experience.
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Rapid growth in fast-
casual dining will
continue among
traditional concepts

as well as regional

and specialty startups
entering the market due

to lower barriers to entry.
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As “eatertainment”
operators downsize to
smaller, tech-driven
formats, they will infill

urban locations and be a
catalyst for revitalization

of urban main streets in
select markets.
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Fast food continues
evolving to meet
consumer demand

for healthy food
options, technological
conveniences and
modern designs.
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Diverse food halls will
expand further into
suburban markets but
must be executed and
operated correctly to be
successful.
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PREDICTION 1

While restaurant sales growth will continue to outpace total retail sales growth
based on consumer demand and rising prices, landlords must be careful not to
weaken profitability with too many competing uses.

FIGURE 1: Historical Restaurant Sales & Growth
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Source: U.S. Census Bureau, August 2019.
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PREDICTION 2

Restaurants will continue refining solutions to delivery challenges, including the
acquisition of consumer data—a critical component of partnerships between
restaurant operators and third-party service providers.

FIGURE 2: DELIVERY FEES ARE EATING AWAY AT PROFITS
B THIRD-PARTY DELIVERY ' RESTAURANT APP/WEBSITE
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PREDICTION 3

Delivery-only restaurants with no dining area, wait staff or traditional retail
storefronts— known as virtual restaurants or ghost kitchens+—will k - ome a
primary growth vehicle of restaurant delivery platforms. i

FACTS

DELIVERY CREATES A SUBSECTOR

Restaurant operators are quickly establishing delivery-only ghost kitchens to help serve
the growing delivery market. Existing operators use ghost kitchens to accommodate high-
volume takeout and delivery without impacting the dine-in restaurant experience during
peak serving periods. For entrepreneurs and startups short on capital, ghost kitchens
offer an efficient and cost-effective way to try new brands and types of cuisine, while
expanding overall sales in a delivery trade area. Leading investors and venture capital
firms are betting on expansion in the burgeoning sector, particularly in the U.S., Canada,

U.K., China and India.
RISE OF AGGREGATORS

Food aggregators with a new business model called “cloud kitchen space”—shared
kitchen spaces made for delivery-only restaurants using online ordering—have big
expansion plans and are attracting investor capital. Kitchen United plans to open 400
kitchen centers housing more than 5,000 individual ghost kitchens in high-demand
locations within the next four years.® These aggregators identify and fulfill delivery gaps
in the market by integrating with major delivery brands like Uber Eats, Postmates, Eat24,
DoorDash, Caviar and Grubhub. They also offer software and logistics support to get a
ghost kitchen operating in days rather than months.

LOWER BARRIERS TO ENTRY

Whether a ghost kitchen for a single operator or an individual unit within a multi-
operator virtual-cloud kitchen, this revolutionary delivery-only model is a cost-effective
and space-saving expansion strategy that lowers labor, real estate and operating costs.
Ghost kitchens can open in as little as 200 sq. ft. of space, and they have a decided
advantage of not having to dedicate space to seating or the overhead costs of running a
full-service restaurant. A traditional restaurant can easily cost millions of dollars to build
and open. Ghost kitchens can start up for as little as $20,000.
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REAL ESTATE
IMPLICATIONS

The emergence of ghost kitchens marks a

shift in delivery-only restaurants locating and
operating in industrial and secondary retail
space for lower costs. This is leading to the
reuse of underutilized real estate in shopping
centers, sometimes carved out of repositioned
anchor or big-box spaces, so long as the ghost
kitchen is within quick-delivery range of a
major consumer trade base.

Full-service restaurants will still rely on retail
space for the dine-in experience, but in the
coming years the growth of startup brands
will accelerate through expansion of ghost
kitchens.

Ghost kitchens are expanding
rapidly as consumers increasingly
become comfortable ordering
meals online, and as restaurants
and delivery services better
integrate to produce a seamless
and efficient ordering and delivery
platform.
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PREDICTION 4

Restaurant operators will continue investing heavily in consumer-facing and back-
of-house technology to help control rising costs through automation and to improve
customer experience.

FIGURE 3: PERCENT OF RESTAURANT OPERATORS, BY TYPE OF OPERATION,
WHO PLAN TO DEVOTE MORE RESOURCES TO TECHNOLOGY IN 2019
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REDICTION 4

Restaurant operators will continue investing heavily in consumer-fa
of-house technology to help control rising costs through automati
customer experience.

FACTS

8IN10 BACK-OFFICE INVESTMENT

More than eight in 10 restaurant Many operators say they will invest in back-office
operators agree that their use of technology for point-of-sale, inventory and table
technology provides a competitive management. More than a third of fine-dining
advantage, and many are planning establishments and at least half of operators in all other
to increase tech investment in 2019  restaurant categories said they would invest in back-
office technology."” A key goal is to improve the employee

GROWTH IN TECH experience to attract and retain workers amid a tight labor
INVESTMENT market and high turnover. Another objective is to better REAL ESTATE

i e manage food inventory and manage costs. Restaurants
Re?rouron’rs I Ly sof’rwore use an average of three technology vendors to manage IMPLICATIONS
to improve the customer experience

the back office.
but must not do so at the expense

of service. These software platforms  HH ARDWARE INVESTMENT

are used to determine customer consumer-facing and front-of-house operations,
preferences and personalize the . _ the physical layouts of restaurants will change. For
dining experience accordingly. More ~ resources fo .cus’romer.-focmg devices such as ’rabl.e’rs, example, the installation of check-in kiosks will
than half of operators say ’rhey ol iPads, tableside orderlng systems and orderlng kiosks.11 he|p streamline the er|vg| process and seating of
This is expected to drive the self-service kiosk market to an ' "~ customers thereby reducing the amount of space

estimated $30.8 billion by 2024.'? Panera and McDonald’s devoted to host areas.
have successfully used kiosk ordering for several years.

and delivery management.'® This KFC plans to have kiosks in 5,000 restaurants by 2020, consumers as restaurants continue to innovate and

technology is being used across while sister chain Taco Bell plans to have every U.S. employ more technological advances. Restaurants
all retail ca’regories. For example, store outfitted with this ’rechnology by the end of 2019. must balance investment in fechnology with the
This automation serves as a solution to rising labor costs constant challenge of providing an excellent service

invested $3.7 million in mobile app and difficulty retaining quality employees, while allowing and dining experience to retain customers.
developer Plexure, while fast-casual operators to conveniently serve more customers. With

chain Shake Shack upgraded its more than half of consumers stating that self-service

kiosks, electronic receipts, wearable tech for restaurant

servers and payment options on a smartphone app are

good ideas, many operators, including Burger King, Tim ' While technological innovation will greatly enhance cost

Hortons and Dunkin, have;annourieeggbiuieLelE A : effectiveness and convenience, it must not come at the
SUchSSuC Colcs 2 1 ‘ expense of the consumer dining experience.

As restaurants use more technology, especially in

About a third of restaurateurs said they will devote more

invest in front-of-house technology,
such as online or app ordering,

reservations, mobile payments Service and experience will still be critical to

fast-food chain McDonald’s recently

“Shack App” to accept Venmo and
Apple Pay.
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PREDICTION 5

Rapid growth in fast-casual dining will continue among traditional concepts as
well as regional and specialty startups entering the market due to lower barriers

fo entry.

FIGURE 4: TOP 20 FAST CASUAL RESTAURANT SALES IN 2018
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PREDICTION 5

Rapid growth in fast-casual dining will continue among traditional concepts
as well as regional and specialty startups entering the market due to lower

barriers to entry.

FACTS

24% IN THREE YEARS

The top 20 fast-casual chains had average
sales growth of 24% between 2015 and
2018." The fast-casual dining segment’s
rapid growth in post-recession years has
expanded consumer access to affordable
dining and contributed to increased
frequency of and overall spending on
dining away from home. Driven by wealth
constraints of millennials, who want
higher-quality food at a good price, sales
grew by 7% in 2018 and 9% in 2017."4

RAPID GROWTH
IN UNITS

Almost four in five restaurants opened
by top 500 chains in 2018 were a fast-
casual concept. Unit growth of the top
20 fast-casual restaurants over the past
three years averaged 19%, whereas the
unit growth of more mature fast-food
brands in shifting markets averaged only
1.4%."> Among all categories, the 500
largest restaurant chains added 1,569
restaurants in 2018. The fast-casual
sector alone added more than 1,200
locations, according to Restaurant Business
magazine.

DIFFERENTIATION
& QUALITY

The fast-causal segment is growing much
faster than fast food (quick service).
Consumers demand better-sourced food
and healthier options more often and

will pay a higher price for quality food
served in a fast manner. Yet with so much
competition, fast-casual chains must
differentiate themselves through savvy use
of technology platforms, excellent food and
a good experience.

The category growth is buoyed by health-
conscious consumers who are more

willing to try new foods and cuisines. This
curiosity has been spurred by a modern
food culture promoted by celebrity chefs,
food competitions and travel television
shows. Operators are responding to this by
creating more diverse menu choices and
entirely new concepts to test markets and
consumer demand. Additionally, farm-to-
table concepts are increasingly popular, as
regional players like Mendocino Farms and
Dot x Ott focus on fresh, regionally sourced
and sustainable ingredients that were once
offered only by fine-dining restaurants and
upscale purveyors.

4.

REAL ESTATE //

IMPLICATIONS

Historically, the barriers to entry for
regional players and startup fast-
casual concepts were prohibitive
given the cost of real estate and very
high failure rates. As landlords seek
to attract new and relevant dining
concepts to fill vacant retail space
and improve merchandising and

placemaking, deals have become ' \

more palatable and creative. This
has given rise to a new generation
of operators and created a very
dynamic and competitive sector in
the restaurant world.

I\

N

Despite potential economic
headwinds, people will still want to
eat out and will adjust to budgetary
reductions by moving down the
“food chain” of restaurants, from
fine dining to full service to fast
casual to fast food. The biggest
beneficiary of this trend will be fast
casual.
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PREDICTION 6

Fast food continues evolving to meet changing consumer demand for healthy
food options, technological conveniences and modern designs.

FIGURE 5: TOP 20 FAST FOOD RESTAURANT SALES IN 2018
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