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Background
Driven by long-term structural trends, such as the growth of
e-commerce and supply chain reconfiguration, the recent
outperformance of the logistics sector is set to continue.
However, with occupiers increasingly demanding more agile,
sophisticated and bespoke facilities, careful navigation is
required to optimize returns and manage risk in this fastchanging market.

Introduction

— To see the full series
of reports, click here.

Until recently, logistics assets largely flew under the investor radar
when compared to other property sub-sectors. Offices, hotels and
retail were typically viewed as the high performers, grabbing the
headlines and the attention of investors. Logistics was notable for
the relatively higher income yields on offer, testament to the need
to attract interest from the investor community.
Fast forward to today and the logistics sector exhibits attractive
demand and supply dynamics, provides exposure to long-term
structural themes and has a relevancy and worth that is not only
withstanding the pandemic, but has become increasingly critical.
The net result has been a period of outperformance for the sector
relative to other areas of the property market.
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Many of the drivers behind logistics’
outperformance, specifically the rise of
e-commerce and supply/demand imbalances,
remain intact and importantly, appear set to
stretch out long into the future - an estimated 138
million sq. m. (1.5 billion sf) of additional space
will be needed by 2025 to support the anticipated
growth in e-commerce alone (source: Euromonitor,
CBRE Research). COVID-19 has accelerated these
positive trends, rapidly increasing e-commerce’s
share of the global retail market and highlighting
the lack of new quality, high-spec assets. The
pandemic has also provided new tailwinds for the
sector – the need to build inventory to cope with
supply side shocks has increased calls for ‘justin-case’ as opposed to ‘just-in-time’ capability;
the cumulative effect of lockdowns and other
restrictions has focused minds on the environment
and wellness – more and more facilities are having
to stand up to ESG scrutiny.
Today’s logistics assets are required to offer
high-end functionality and match tailored criteria.
Gone are the days of one-size-fits-all properties.
Occupiers are increasingly looking for bespoke
solutions and are prepared to pay higher rents
to secure them, often on longer leases. A deep
understanding of what occupiers want, insights into
what dynamics are driving markets at the global
and local levels, access to comprehensive and up
to date market data, a global reach – all are needed
to ensure investors looking to capitalize on the
long-term opportunity presented by the logistics
sector, maximize returns and minimize risk.
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Putting ‘Modern’ into Logistics
Broadly speaking there are four categories of
Modern Logistics assets:
1. Global Gateway – generally large portadjacent logistics facilities that enable global
trade
2. Intermodal – logistic hubs near ports, airports
or rail that are strategically located for national
distribution
3. Distribution – facilities located in large
population centers for regional distribution
with easy access to interstate corridors and
thoroughfares
4. Fulfilment – assets which enable doorstep
delivery in large population centers, typically in
urban areas
Enter a Modern Logistics space and chances are
the fleets of forklift trucks and the endless rows
of racking that were the hallmarks of yesteryear
have largely been replaced by state-of-the-art
technology: automated storage and retrieval
systems; smart conveyor belts and pallet shuttles;
autonomous guided vehicles; automated boxing.
Modern Logistics is an asset class through which
productivity and efficiency can be enhanced rather
than constrained as was often the case with the
inflexible and inefficient buildings of the past. The
properties of today are being put to work.
Modern Logistics also plays a role in improving
productivity by providing a comfortable and
pleasant environment in which to work, a
benefit that, increasingly, is being regarded as a
requirement rather than a nice, but not necessary,
bonus. It is not uncommon to find staff amenities
such as fitness suites, improved dining options and
higher hygiene and environmental standards in a
Modern Logistics facility.
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Relative and absolute performance
The increased sophistication of Modern Logistics
spaces, combined with other key criteria such as
proximity to customers and labor pools is being
reflected in the marketplace. In many metro areas
around the world, spreads between the prime yields
of logistics assets and those of other property
types have narrowed and, in some cases, have
turned negative as tenants pay up for cutting-edge
assets in prime locations.
Even the onset of the pandemic could not prevent
capital values in the sector from posting impressive
growth. According to CBRE global index data,
logistics recorded almost 8.75% year on year (‘YoY’)
capital value growth in the year to end Q1 2021.
Compare this to capital value falls for global retail
and offices – see graphic below.

In terms of global transaction volumes across the
property market in the 12 months to end of Q1 2021,
the pandemic and associated lockdowns may have
led to a 31% decline however, the headline number
masks significant divergences at the sub-sectoral
level. While hotels registered a 63% decline, with
offices and retail down around 40%, the logistics
sector stood out for its resilience decreasing just
15% YoY (source: Real Capital Analytics, Capital
Trends, Global Q1 2021).
These datasets are, of course, backward-looking. Of
more relevance to investors is what to expect in the
future.

Figure 1: Industrial sector values relatively better supported
(global prime capital value indicies, YoY change %)
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Primed for a period of sustained
outperformance

Modern Logistics

to driving e-commerce penetration in individual
countries:
— % of urban population

Structural Theme 1:

e-commerce
A key driver of Modern Logistics’ outperformance
has been the rapid adoption of e-commerce. In
2015, online sales accounted for 8% or US$1 trillion
of the US$12.6 trillion global retail market. In just
five years, the value of online transactions soared
140% to US$2.4 trillion, accounting for 18% of the
US$13.5 trillion global retail market in 2020 (source:
Euromonitor). While this rate of growth is impressive,
ample room remains for e-commerce to continue its
upwards trajectory from 2020’s 18% level.
Drill down nationally and the scope for further
growth in the years ahead becomes even clearer.
According to Euromonitor, which analyzed
e-commerce adoption rates in 43 markets, South
Korea topped the rankings at 36%, with Mainland
China in second at 28% and the UK in third at
around 25%. The U.S. was close behind with a rate
of 21%. Even in those countries with the highest
penetration rates, there is considerable room for
future growth.
The differing rates across countries can be
explained by the strength of factors closely
associated with e-commerce growth. Out of 27
factors evaluated, CBRE identified six that are key

— Digital skills of population
— Mobile internet sales ratio
— Debit/credit card use
— Dominant e-commerce player
— Fixed broadband subscription/population
CBRE has been able to build on this research
thanks to its integrated approach to the sector.
An owner/operator/developer model, which
provides first-hand insights into what occupiers
are demanding and what developers are delivering;
an extensive presence in individual markets and
territories across the world; and an established inhouse research capability – all provide CBRE with
a uniquely comprehensive information pool from
which to draw upon. CBRE has put this information
pool to work to create an index that measures how
prominent the above six key drivers are in different
markets. The rankings are similar to those found in
the Euromonitor research, but CBRE has taken it a
step further and predicted how the key drivers may
evolve in those markets between now and 2025,
and how these will impact adoption rates.
As illustrated in the graphic below, in all the
countries covered, CBRE forecasts continued
strong growth in the rate of e-commerce adoption.

Figure 2: Global e-commerce forecast (internet sales as % of total retail sales)
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As the six key drivers strengthen, overall
e-commerce penetration rates can be expected
to continue to rise, which in turn will fuel further
growth in the global e-commerce market. In terms
of numbers, CBRE estimates global online sales
will increase to US$3.9 trillion by 2025, 62.5%
higher than 2020’s US$2.4 trillion level. As internet
sales grow, so too will demand for cutting-edge,
strategically located logistics facilities to fulfil the
higher levels of online orders received. Based on
the assumption that US$1 billion of additional
e-commerce sales needs an additional 92,903 sq.m
(1 million sf) of logistics space, CBRE calculates 138
million sq.m (1.5 billion sf) of new facilities will be
required worldwide over the next five years.
The e-commerce revolution has further to run and
promises to take the Modern Logistics sector with it.

e-commerce and the pandemic
The high correlation between e-commerce and
Modern Logistics has been highlighted by the
COVID-19 pandemic. Lockdowns, restrictions on
mobility and social distancing conspired to drive
an unprecedented uptick in e-commerce activity
over the course of the pandemic, as existing
online consumers upped purchasing activity and
previously reluctant converts had few alternatives
but to turn to the internet for their weekly
shop. Evidence of how the pandemic spurred
e-commerce growth can be found across the world.

United States
The U.S. Census Bureau’s Q1 2021 report estimated
U.S. retail e-commerce rose 39% YoY to US$215
billion, while IBM’s U.S. Retail Index suggests
COVID-19 accelerated the switch from offline to
online sales by five years.

Figure 3: eCommerce Sales Rose by 44% in 2020, But Only Comprise 21% of
Total Retail Sales ($B)
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Note: Factoring out the sale of items not normally purchased online, such as fuel, automobiles and sales in
bars and restaurants. Based on CBRE’s subjective views. There is no assurance any such trends will continue
in the future.
Source: Digital Commerce 360, U.S. Commerce Dept. 2020 data are early estimates from Digital Commerce
360. As of December 31, 2020.
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Asia Pacific
A report in the American Journal of Agricultural Economics in November 2020 entitled ‘COVID-19 and
the Demand for Online Food Shopping Services’ quantifies the relationship between rising infections and
online sales. By analyzing data gathered by Ubox, Taiwan’s largest agri-food sales platform, the authors Chang and Meyerhoefer, found that for every additional confirmed case of COVID-19 in Taiwan, a country
which has been one of the more successful in controlling the pandemic, online sales and the number of
customers rose by 5.7% and 4.9% respectively. The major economies in the region all experienced similar
strong growth, as the table below shows.

Figure 4: eCommerce trends in Asia Pacific
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Perhaps even more dramatically than other markets logistics performance in APAC has accelarated during
the pandemic. This growth is expected to continue with logistics projected to outperform office and retail
in income and capital growth over the next five years.

Figure 5: APAC core fund asset level trailing 12 month total return, %
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Source: MSCI Global Fund Index, regional asset level performance of assets held in core open-end fund, unleveraged before fees in local currency
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Europe
Individual markets in Europe entered the pandemic at different starting points in terms of e-commerce
penetration rates. The Netherlands and the UK topped the rankings when it came to online shopping
friendly countries while Italy and Portugal occupied the lower two spots.

Figure 6: United Nations B2C e-commerce index
(0-100)

Figure 7: e-commerce drivers ranked
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Despite the different starting points, all countries in Europe experienced an uptick in
growth during 2020 and beyond, including those with lower adoption rates.

Italy: a case study on the effects of the
pandemic on e-commerce growth
Lockdown, along with other measures brought in to
control the pandemic, spurred a dramatic pick-up in
online activity:

Before the onset of COVID-19, a combination
of socio-demographic factors and supply side
constraints such as lower broadband coverage,
lower use of credit cards, an ageing population with
less propensity to shop online and internet security
concerns, combined to cap the e-commerce
penetration rate in Italy at just 5% – one of the
lowest in Europe.

— 142% – the YoY increase in online shopping
turnover in the week beginning 16 March 2020
(source: Nielsen)
— 110,000 – the number of online customers
of supermarket chain Carrefour more than
doubled to 110,000 during the last three weeks
of March 2020
— 250% – the increase in the portion of the
population which purchased online in the week
commencing 12 March 2020 compared to the
week beginning 28 February 2020

Figure 8: Share of population using online
shopping prior to and during lockdown,
by country (week over week)

Figure 9: Amazon: estimate sales
growth in Italy
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With the pandemic still ongoing, it is too early to conclude that the changes seen in consumer behavior will
be permanent. However, large numbers of Italians have now experienced for themselves the convenience
and ease of shopping online. Lockdown has served to loosen the shackles that had held back e-commerce
growth in Italy, and it is reasonable to expect that the behavioral changes will largely stick.
EUROPEAN CREDIT STRATEGIES
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Structural Theme 2:

Favorable supply/demand
Low vacancy rates, absorption outpacing new development, market rents higher than in-place levels – all
are pointers towards a market where demand is outstripping supply. For example, all three were prevalent
in the U.S. logistics market prior to the onset of the pandemic; all three are still prevalent today.

Figure 10: New logistics development is
outpaced by absorption rates in the
U.S.

Figure 11: Historically widespread rental
rates lead to embedded value
across the U.S. logistics market
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Source for both figures: CBRE Econometric Advisors. As of December 31, 2020.
There can be no assurance any such correlations or trends will contnue in the future.

With U.S. online sales still only accounting for 21%
of total retail sales in 2020, and with expectations
for e-commerce penetration to continue to deepen
in the years ahead, significant scope remains for
further strong growth. As the experience of the
last 12 months has shown, this will only serve to
increase demand for high-spec logistics space.
Historically, supply of new space has struggled to
keep pace with demand. This is not expected to

change any time soon. As the figure below shows,
new and upcoming supply in all submarkets of the
major metropolitan areas across the world is below
– or only moderately above, the respective fiveyear historic average of annual new supply delivery
levels. Notably, all the areas in the figure had sub
5% vacancy rates during Q1 2021, with 18 having
vacancy rates of 3% or lower.

Figure 12: Current vacancy rates and supply pipeline relativities of selected markets/submarkets
Annual Avg. New Supply in 2021-2022, %
of 5YR LTA
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Sources: CBRE, JLL, TOODC, Urbis and CBRE Investment Management. Current vacancy as of Q1 2021.

9

© 2021 CBRE Investment Management

Perspectives

Modern Logistics

Structural Theme 3:

‘Just-in-case’… reconfiguration
of the supply chain
Other positive drivers, such as supply chain
restructuring, are in play too. Cross-border supply
chains combined with tight management of
cashflow and costs had spawned the spread of
‘just-in-time’ inventory systems around the globe.
These systems are centered around suppliers along
the chain providing inventory or raw materials to
their customers on demand. Confident that stock
will be delivered when needed, companies have
been able to cut stock levels on hand to just a few
days’ worth rather than a few months.
COVID-19 shattered confidence and broke the
chain. Lockdowns, quarantines, social distancing
and travel restrictions blocked up global trade
flows. Suppliers were no longer able to guarantee
‘just-in-time’ delivery. Nowhere was this more
keenly felt than in healthcare. At the beginning of
the outbreak, concerns over shortages in

Personal Protection Equipment for medical workers
prompted government action to secure supplies.
Elsewhere, a boom in sales of lockdown-friendly
items, such as televisions and games consoles,
resulted in a global chip shortage, which has been
acutely felt by automakers. Such is the scale of the
supply crunch that chip shortages are expected
to last into 2022 and possibly beyond, resulting
in some automakers having to lower their car
production targets.
The shock to the system has prompted a rethink.
Supply chains are being restructured. ‘Just-in-case’
strategies involving holding higher levels of stock
are being adopted. Business inventories are rising.
Demand for space is increasing.

Figure 13: Business inventories are expanding and creating demand
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Source: Digital Commerce 360, U.S. Commerce Dept. 2020 data are early estimates from Digital Commerce 360. As of December 31, 2020.
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Maximizing returns/
minimizing risk
An examination of the structural themes and
favorable demand/supply dynamics signals a
promising outlook for the Modern Logistics sector.
As with all investments, however, returns at the
asset class or market level are generated by the
aggregate performance of the relevant constituent
parts – some constituents perform better than
others. Modern Logistics is no different.
Logistics space built to sophisticated specifications
that embraces technology and conforms to high
ESG standards can command higher rents, longer
leases and higher capital values. Logistics space
that is dated, inflexible and inefficient can prove
hard to lease – let alone secure market rents.

However, a high-spec asset on its own is not
enough. Other factors need to be considered
including:
Location: is the asset located close to the
market(s) it is to serve, enabling delivery costs and,
in the case of fulfilment, delivery times to be kept
to a minimum?
Labor pool: is the asset in an area with a sizeable
pool of labor from which to draw upon?
Functional obsolescence: how quickly will
the asset become outdated in what is a rapidly
changing market?
Value: is the asking price likely to generate
acceptable returns?
Build or buy: which route will create the most value
– building new space, reconfiguring/redeveloping
old properties or buying in the market?
Investing in Modern Logistics – as with all markets,
requires careful navigation.
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Information is everything

A very modern growth story

Individual markets being driven by local/regional
dynamics in addition to broader structural themes;
tenants requiring tailored, state-of-the-art-space;
supply struggling to keep pace with surging
demand – the key to successfully investing in
Modern Logistics is access to comprehensive,
relevant and up-to-date data to inform the
investment decision-making process.

Growth in e-commerce and demand for Modern
Logistics assets go hand in hand. As highlighted
above, for every US$1 billion of additional
e-commerce sales, CBRE estimates an extra
92,903 sq. m (1 million sf) of logistics space is
required. With global e-commerce sales forecast
to increase by US$1.5 trillion to US$3.9 trillion
by 2025, 138 million sq. m. (1.5 billion sf) of
additional e-commerce dedicated logistics space
will be needed to support the anticipated growth
in internet sales (source: Euromonitor, CBRE
Research). This considerable number does not
take into account any other sources of demand for
space, such as the rise of ‘just-in-case’ supply chain
strategies. Despite recent positive performance and
based on the demand outlook alone, the best days
for Modern Logistics likely lie ahead.

Comprehensive: a 360-degree perspective on
what the tenant, the consumer and the owner need
as well as an understanding of the development
process helps match the right asset in the right
location with the right occupier. It also helps avoid
investing in assets which prove hard to lease,
become obsolete within a relatively short time
frame and underperform in terms of income and
capital growth.
Relevant: properties in demand in one
geography may not be optimal in others. Last
mile delivery centers may be highly sought after
in densely populated conurbations such as large
metropolitan areas like New York or London, but
less so in certain cities in Continental Europe
where populations may be more spread out and
e-commerce penetration less advanced. What
works for one market does not necessarily work for
the next.
Up-to-date: with technology changing rapidly and
key demand/supply drivers such as e-commerce
evolving quickly, Modern Logistics is a fast-moving
sector. Up-to-date information on-the ground not
only enables the successful navigation of today’s
markets but also those of tomorrow.

To satisfy this demand, new supply is needed. As
past performance has shown, new builds alone
will not provide the solution. Reconfiguration/
redevelopment of existing buildings will have to
play a role too. Investors ought not to limit their
investable universe to stabilized assets. New builds
and redevelopments ought to be considered. So
too should the needs of specific markets and
individual occupiers.
Access to comprehensive, relevant and up-to-date
market data, both at global and local levels, enables
investors to be optimally placed, on a risk and
reward basis, to fully capitalize on what is a very
modern growth story.

First-hand insights into what occupiers need, what
represents an attractive opportunity for the owner/
investor, what is driving the market and where the
market is heading are essential to ensure returns
are maximized and risks are minimized.
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If you would like to discuss the contents of this paper with our Logistics Strategies team,
or would like more information about investing in logistics real estate, please contact:
Mary Lang
Head of Americas Direct Logistics Strategies
M: +1 415 238 2850
E: mary.lang@cbreim.com

Christina Forrest
Head of EMEA Direct Logistics Strategies
M: :+44 (0) 77399 35743
E: christina.forrest@cbreim.com

Adrian Baker
President & CIO Asia Pacific Direct Real Estate
M: :+65 9731 3335
E: adrian.baker@cbreim.com

The information in this document is confidential and meant for use only by the intended recipient. This material is intended for informational purposes
only, does not constitute investment advice, or a recommendation, or an offer or solicitation, and is not the basis for any contract to purchase or sell any
security, property or other Instrument, or for CBRE Investment Management to enter into or arrange any type of transaction. This information is the sole
property of CBRE Investment Management and its affiliates. Acceptance and/or use of any of the information contained in this document indicates the
recipient’s agreement not to disclose any of the information contained herein.
Certain economic and market information contained herein has been obtained from published sources prepared by third parties and in certain cases
has not been updated through the date hereof. Neither CBRE Investment Management, any fund or program or its general partner, nor their respective
affiliates nor any of their respective employees or agents assume any responsibility for the accuracy or completeness of such information.
CBRE Investment Management has not made any representation or warranty, express or implied, with respect to the fairness, correctness, accuracy,
reasonableness or completeness of any of the information contained herein (including but not limited to information obtained from third parties), and
they expressly disclaim any responsibility or liability therefore. CBRE Investment Management does not have any responsibility to update or correct any
of the information provided in this presentation.

