THE INDUSTRIAL SECTOR:
NO END IN SIGHT OF ITS SUCCESS
Although the pandemic has ravaged many commercial real estate sectors, the industrial market continues to thrive
and attract enormous interest from lenders, investors, and REITs. On account of the increase in e-commerce and the
continued need for last-mile distribution centers and regional warehouses, asset values of industrial properties are at
record highs and the market fundamentals have never been better.
This report will explain the causes behind the industrial market’s success, explain why industrial properties are worthy of
investment, and explore the future prospects of this asset class.

E-COMMERCE IS NOW AN ENTRENCHED FIXTURE OF OUR PURCHASING ECOSYSTEM; THERE IS NO
END IN SIGHT FOR THE DEMAND FOR INDUSTRIAL ASSETS FOR THE FORESEEABLE FUTURE.

The stay-at-home orders implemented in the spring of 2020 due to of the COVID-19 pandemic, caused e-commerce
to experience exponential growth. People who had never shopped online before were now motivated to do so. This
created the equivalent of 10 years’ e-commerce growth in three months. Q2 marked the highest year-over-year growth
for e-commerce sales nationally, increasing 44.4 percent from $138.96 billion in 2019 to $200.72 billion in 2020. 1
The pandemic didn’t create the e-commerce revolution, but it entrenched and accelerated the pre-existing trend toward
e-commerce and away from brick & mortar retail. For example, in 2018, 29 percent of Nordstrom sales were online,
which is equivalent to sales at 146 stores; and six percent of Target’s sales were online, which is equal to sales at 122
stores. 2
E-commerce sales are growing by 16 percent
ONLINE SALE METRICS
annually and increased by $1 trillion from 2014
to 2017 and will comprise 15 percent of all sales
by 2022. The challenge facing retailers such as
Amazon and Walmart is reducing the high cost of
transporting products. Consequently, the highest
real estate demand for these retailers is for space
at infill distribution facilities. But infill facilities aren’t
the only kind of industrial space demanded by
retailers these days. As retailers shift to a “just-incase” or increased safety-stock supply chain model,
demand for regional warehouse space is increasing since large quantities of consumer goods can be stored in them.
Few goods are stored in “last-mile” infill buildings as they are smaller facilities. It is estimated that these dynamics are
creating a situation where more than 1 billion square feet of additional industrial space will be needed by 2025 to meet
the surging demand for space. 3

INVESTOR DEMAND FOR E-COMMERCE DISTRIBUTION FACILITIES, ESPECIALLY FOR CORE, URBAN
INFILL FACILITIES WITH QUALITY INCOME, HAS NEVER BEEN STRONGER BECAUSE OF HOW CRITICAL
THEY ARE TO THE CONSUMER SUPPLY CHAIN.
There is a surge in demand for industrial real estate from investor groups who have never been in the sector before. It is
entirely understandable since the fundamentals of the market and the case for investing in industrial assets have never
been stronger.

LEE & ASSOCIATES RESEARCH

1

THE INDUSTRIAL SECTOR:
NO END IN SIGHT OF ITS SUCCESS
•

•

•

•

Industrial vacancy is at an all-time low. The massive amount of new industrial supply coming to market is being
quickly absorbed due to the dramatic increase in online shopping. A large amount of new product has not slowed
rent growth. Industrial assets continue to deliver a consistent return on investment (ROI).
Not only are vacancies low now, industrial properties are expected to have lower, long-term vacancy rates postpandemic compared to other asset classes. Moreover, longer lease-terms also result in undisrupted cash flow. The
top 11 industrial markets are all seeing rising rents, especially in class-A product and product close to urban cores.
Expense ratios are typically lower since industrial buildings require simpler construction compared to office or
multifamily. This results in fewer and less intense maintenance issues as compared to other asset classes.
Demand for industrial space has exceeded supply for 42 consecutive months now, with net positive absorption of
nearly 57 million square feet in the third quarter, bringing total space absorbed year-to-date to about 120 million
square feet. Tight market conditions and solid demand translates into rent growth. As a result, developers remain
bullish on the future of the industrial market. Of the 312 million square feet of industrial space under construction at
the end of the third quarter, 38 percent is preleased. 4
Valuations of industrial assets are at record highs and compressing cap rates are at record lows. 5

THE FUTURE PROSPECTS OF INDUSTRIAL REAL ESTATE ARE NOT ONLY BRIGHT AND STRONG, BUT
THERE IS NO END IN SIGHT OF ITS SUCCESS.
To the extent that the future is foreseeable, the prospects for the industrial sector have never looked better. Here’s why:
•

•

The success of industrial real estate as an asset class isn’t a statistical or a nominal phenomenon. Instead, it is driven
by a fundamental shift in consumer behavior. The way people shop now—i.e., online—is causing a surge in the kinds of
buildings demanded. Instead of demanding malls and retail centers, demand now surges for small infill facilities and
large regional warehouses. The only way this is going to change is if there is a radical change in delivery technology
or if consumer behavior changes, and right now, there is no sign that either will change. All indications point to an
acceleration, rather than abatement, of the trend toward online shopping.
In terms of the numbers, the fundamentals of the sector have never been better. More than 1 billion square feet
of additional industrial space will be needed by 2025 to meet the surging demand for industrial space. Industrial
vacancies are practically nonexistent in-barrier core markets; asset values are at all-time highs and relative to all
major CRE sectors, industrial cap rates have compressed the most over the past ten years.

For all intents and purposes, there is no end in sight for the success of the industrial sector.
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