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How Long Will the Industrial Boom Last?
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Investors are diving into the U.S. industrial market, chasing after a property type that’s
having one of its best recovery cycles on record because of the never-ending need for more e-
commerce distribution space. However, with strong performance come higher prices, a trend
that’s pushed some firms out of the market and may eventually shrink yields if demand cools
down.

Last year the U.S. industrial sector registered net absorption of 238.6 million sg. ft., a high water
mark for the sector for net absorption gains, according to a recent report from real estate services
firm Cushman & Wakefield. Further, the national vacancy rate dropped for the 23rd consecutive
quarter in the last three months of 2015, to about 7 percent, the longest streak of net occupancy
growth in more than two decades.

The national development pipeline remains strong, with 180.5 million sq. ft. under construction,
and 172.4 million sq. ft. delivered in 2015, according to an official statement from Jason
Tolliver, head of industrial research for the Americas at Cushman. Supply still isn’t catching up
with demand, he noted.
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“Based on active tenant requirements, an indicator of future leasing velocity, there is a robust
pipeline of pent-up demand,” Tolliver said. “With current and projected demand from active
tenant requirements double the amount of speculative construction now under way, demand will
likely exceed supply for at least one more year as domestic fundamentals and industrial
occupancy drivers remain strong.”

However, costs to buy land and build are rising quickly. While lease rates are climbing now,
demand is expected to peak by the end of the year. Next year, investor sentiment may turn sour
as margins shrink.

Some firms are getting out at the top of the market. The 61-year-old Alter Group, which made
millions in the 1980s and 90s through its business park developments and industrial holdings in
Chicago, Phoenix and Atlanta, has decided to pull the plug on its industrial offerings and instead
focus on office properties, along with shortening its name to just Alter. Richard Gatto, executive
vice president of Alter, says that while the family business has turned more toward office
development and ownership in the past 15 years, the company also saw the writing on the wall
for industrial competition.

“We realized that to compete in industrial today, you have to have access to sizable public
capital. The larger REITs and institutions like USAA, TIAA, KTR, they’re putting forth a
majority of the equity, and it’s become harder for the developer to stay independent,” Gatto says.

Of course, Chicago is one of the more competitive markets for commercial real estate, especially
when it comes to industrial properties. A major logistics market, where million-sq.-ft. facilities
have felt small, the region is now seeing even more demand for infill locations, mirroring the
national trend of distribution companies trying to access “last-mile” space for Internet-purchased
goods.

Competition for infill properties has definitely reach full-froth capacity in major cities such as
Chicago, says Grady Hamilton, managing director with real estate services firm Trammel Crow.
“It’s clearly becoming more challenging to find available property close to cities, especially
buildings that meet the needs of the new e-commerce customer,” he says. “Whereas the last
cycle we were thinking that 30-foot clear heights were high, now these tenants want 40-foot high
and up, to accommodate the automation. Plus, you’ve got to think about added parking and even
security issues in properties just a few miles from downtown. That’s where there’s tremendous
competition for sites that fit the current need.”

He agrees with Tolliver that supply is not expected to catch up with demand until at least 2017,
especially if e-commerce requirements stay strong. “I think it’s just a great story in industrial
right now,” Hamilton says.



