THE CHANGING NATURE
OF INDUSTRIAL DEMAND
The U.S. warehouse market is booming like the red-hot housing sector, as companies compete for scarce distribution
space to meet surging e-commerce demand. The competition is driving up industrial rents as retailers and logistics
providers race to move goods closer to population centers, with some engaging in bidding wars for the most coveted
sites. Businesses are pushing to deliver online orders faster to the homes of digital shoppers and responding to growing
consumer spending that is driving an economic rebound. This report will analyze and describe the changing nature of
industrial demand.

1

Demand for industrial real estate is so strong that taking rents—the initial base rent agreed on by a landlord and
tenant—are rising faster than asking rents. Industrial taking rents were up 9.7% in the first five months of 2021
compared with the same period last year, while industrial asking rents rose 7.1% across all major U.S. markets.
Prices are rising at a particularly strong rate for logistics space near ports and cities, and for big-box warehouses such as
those used in sizeable online fulfillment operations. For example, first-year base rents in Northern New Jersey jumped
by a third year-over-year through May, while those in Southern California’s Inland Empire rose 24.1%. In addition, taking
rents for bulk warehouse space of 500,000 or more square feet increased 13.2% from the same period in 2020.1

2

The pandemic and lockdowns that shuttered many storefronts and kept people at home, supercharged online sales
pushing retailers to speed up investments in digital shopping capabilities. E-commerce will account for 26% of all
U.S. retail sales by 2025, up from an estimated 20% in 2020, putting further strain on warehouse supply and generating
demand for another 330 million square feet of distribution space.
Logistics providers, retailers, and wholesalers that supply those merchants are adding more warehouses to serve as
regional hubs to deliver goods faster and cut transportation costs. Companies are also looking to keep more inventory
on hand to guard against shortages.2

3

The amount of available industrial land for new warehouses near urban centers has declined over the past decade,
according to a June research report from Prologis Inc., the largest owner and manager of logistics real estate by
square footage.
That adds to the pressure on the supply of warehouses, especially for larger buildings with higher ceilings and ample
parking, to accommodate labor-intensive e-commerce fulfillment and push more development out to the secondary
markets.3

4

The internet, e-commerce, mobile communications, and urbanization are driving a revolution in retail and, as a
result, changing the nature of the warehouse as we know it. To help understand how much e-commerce is changing
things, consider Target and Amazon as examples.
Target fulfilled 30 percent of its online orders from stores in Q4 and netted a record number of online customers who
picked up their orders in person. Online sales for Target in Q4 jumped 34 percent and Amazon sold over 12.6 billion
items in 2020. It has opened 28 sorting centers, 59 delivery stations, and 65 Prime Now hubs, and it is expected to build
a logistics supply chain that others can use over the next 10-15 years.4
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All of this e-commerce activity is causing tremendous demand for infill locations for last-mile distribution centers.
Infill facilities are smaller fulfillment centers built in dense urban areas filled only with the best-selling items. Infill
facilities support the delivery of goods to customers who want one-hour and two-hour delivery timeframes. Infill land is
located in a city and has usually been developed but is now vacant and can be re-purposed for new users.

6

As a general rule of thumb, “last-mile” refers to the last point of distribution or sortation to the final destination of
a home or business. However, different companies have different definitions of “last-mile”. For Walmart, it means
order today, receive shipment tomorrow, second day or three-to-five day delivery depending on final delivery zip code.
However, for Amazon, it means within 2-4 hours and next day equals order by midnight, get it by noon-5 next day. For
most others, it means order by noon, delivery today before 8 PM.

DID
YOU
KNOW

Prologis, the largest industrial landlord in the world, has branded their last-mile strategy as
the Prologis Last Touch®. Their website states that “Last Touch® properties can reach large,
dense, affluent populations within hours. Our Last Touch® distribution hubs enable faster,
more efficient delivery from e-commerce providers to consumers’ homes.”5

7

Amazon has opened over 60 Prime Now Hubs and
fresh delivery stations over the last few years. Prime
Now Hubs are fulfillment centers built in dense urban
areas filled with that metro area’s specific bestselling items.
In addition, it has recently purchased Whole Foods and
has secured the right to use department stores owned by
Kohls as return centers.
Although multiple players are jockeying for dominance
in the e-commerce space, with 40% of the market share,
Amazon is by far the dominant actor. It is little wonder that
its policies and preferences are setting the agenda in the
field. According to eMarketer, here are the main players
within e-commerce as of Q2 of 2021.
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TOP 10 US RETAIL E-COMMERCE COMPANIES, 2021
billions, % change, and % of total e-commerce sales

COMPANY

BILLIONS

% CHANGE

% OF TOTAL
E-COMMERCE SALES

1. Amazon

$367.19

15.3%

40.4%

2. Walmart

$64.62

21.2%

7.1%

3. eBay

$38.67

3.0%

4.3%

4. Apple

$33.62

11.7%

3.7%

5. Best Buy

$20.34

13.0%

2.2%

6. Target

$20.23

23.7%

2.2%

7. The Home Depot

$20.02

13.2%

2.2%

8. Kroger

$15.04

17.8%

1.7%

9. Costco

$14.58

19.2%

1.6%

10. Wayfair

$13.88

14.0%

1.5%

Note: represents the gross value of products or services sold on the website of each company listed (via browser
or app), regardless of the method of payment or fufilment; excludes travel and event tickets.
Source: eMarketer, Feb 2021
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The information and details contained herein have been obtained from third-party sources believed to be reliable, however, Lee & Associates has not
independently verified its accuracy. Lee & Associates makes no representations, guarantees, or express or implied warranties of any kind regarding
the accuracy or completeness of the information and details provided herein, including but not limited to, the implied warranty of suitability and
fitness for a particular purpose. Interested parties should perform their own due diligence regarding the accuracy of the information. The information
provided herein, including any sale or lease terms, is being provided subject to errors, omissions, changes of price or conditions, prior sale or lease, and
withdrawal without notice. Third-party data sources: The sources listed above, CoStar Group, Inc., and Lee & Associates proprietary data. © Copyright
2021 Lee & Associates all rights reserved.

