
Economy gets a boost from tax reform. 
Economic growth surpassed 4 percent in 
the second quarter, lifted by strengthened 
consumption and business investment. The 
new tax law has stimulated the economy 
by increasing after-tax earnings and push-
ing consumer and business confidence to 
near-record levels. This combination has 
sparked elevated spending and accelerated 
job creation. Through the first half of 2018, 
the economy added over 1.3 million jobs, 
driving unemployment below 4 percent and 
boosting wage growth to 2.7 percent, its 
highest level since the onset of the reces-
sion. As a result, personal disposable in-
come has grown by 5.4 percent over the 
last year, dramatically outpacing the 3.5 
percent average growth rate over the past 
10 years. The combination of low unem-
ployment and more disposable income has 
translated into particularly strong consump-
tion. Through the summer, core retail sales 
growth surged to 5.6 percent, well ahead of 
the 10-year average of 3.1 percent.

Rising inflation and higher interest 
rates could cool momentum. Acceler-
ated growth brings with it some new chal-
lenges. Core inflation has nudged upward 
to 2.3 percent, raising caution at the Federal 
Reserve. To rein in inflationary pressure, the 
Fed has already signaled that it will tighten 
monetary policy by raising the overnight 
rate a total of four times in 2018; this will 
push up short-term interest rates. The chal-
lenge for the Fed is that long-term interest 
rates have been range bound, with the 10-
year rate hovering near 3 percent for the 
last six months. Unless the Fed can push 
long-term rates up, its monetary tightening 
policies could invert the yield curve, rais-
ing short-term Treasury yields above long-
term Treasuries. An inverted yield curve is a 
commonly perceived sign of an impending 
recession, raising the risk of a slowing eco-
nomic outlook.

Rising shipping costs influencing in-
dustrial real estate. Amid a growing 
economy and greater consumer spend-
ing power, retailers are rapidly expanding 
their logistics networks, which continues 
to strengthen the industrial sector. E-com-
merce sales rose 15.2 percent in the sec-
ond quarter from a year earlier, accounting 
for 9.6 percent of total retail sales. Rising In-
ternet sales are driving delivery costs higher 
as freight haulers approach their capacity. 
In the typical delivery supply chain, half of 
overall expenses are attributed to transpor-
tation costs, leading U.S. firms to carefully 
consider the placement of distribution and 
fulfillment centers to limit expenses. As 
e-commerce booms and companies must 
contend with a consumer that increasing-
ly demands rapid delivery, online and om-
nichannel retailers are focusing on the last 
mile, locating near the urban core to speed 
up delivery times and minimize transporta-
tion costs.   

Changing consumer habits push retail-
ers to adopt new strategies. Amazon 
remains a major influencer in the push to 
grow distribution networks as the compa-
ny recently accounted for nearly half of all 
e-commerce sales, leading other retailers to 
play catch up. Home Depot announced a 
$1.2 billion investment to pump up its sup-
ply chain and grow its online business, while 
Target has shifted to focusing on efficiencies 
in inventory management and will utilize 
stores as fulfillment centers. As consum-
ers are shifting to online platforms, numer-
ous other retailers, including grocers, also 
have plans that will greatly affect industrial 
demand across many markets. Just over a 
third of U.S. consumers are anticipated to 
buy their groceries online this year, leading 
Kroger to partner with Ocado, an online su-
permarket. To fulfill online orders, Kroger is 
on the search for roughly two dozen ware-
house and cold-storage facilities. 

Robust Economy Drives E-Commerce; Rising Shipping                
And Delivery Costs Influence Supply-Chain Strategies

Midyear 2018

Executive Summary
• Industrial deal flow grew at a greater 

rate than other property types on a 
year-over-year basis in the second 
quarter, while also bringing sales 
volume in the same quarter to a new 
high of $18.2 billion. 

• E-commerce sales climbed 15.2 
percent in the second quarter from 
a year earlier to now account for 9.6 
percent of total retail sales. 

• U.S. firms spent a record $1.5 
trillion on shipping expenses in 
2017 as increased demand has 
pushed transportation costs 
higher. Companies are strategically 
combating the increased cost of 
delivering products by taking up 
more space in dense residential 
areas, bridging the gap between large 
distribution centers on the outskirts of 
major metros.  

• The national industrial vacancy rate was 
4.9 percent in the second quarter, the 
lowest reading on record, to support a 
5.8 percent year-over-year increase to 
the average asking rent, which climbed 
to $6.78 per square foot. 

• In the first half of 2018, developers 
completed just over 112 million 
square feet of industrial space, with at 
least another 145 million square feet 
on tap for the remainder of the year. 
For 2018 supply growth surpasses 
the 255 million square feet delivered in 
2017 by roughly 5 million square feet, 
recording a new high for the cycle. 

The Industrial
Outlook



Economy

* Forecast 
** Trailing 12 months through second quarter

Tax Reform Brings Significant Changes 
For Real Estate Investment  
Retention of key real estate tax provisions just scratches the surface. 
The new tax law kept three of the most important rules for real estate investors: 
tax deferred exchanges, real estate depreciation and the mortgage interest de-
duction. Beyond this, the new rules deliver a host of important changes that 
could reshape investor strategies. Three important changes investors should 
consult their accountants about include: 

• 20 percent pass-through deduction:  For active investors using a pass-
through entity such as an LLC, the new 20 percent pass-through deduction will 
boost after-tax yields. This new deduction has a variety of restrictions based 
on income and asset base but offers substantive upside for those who qualify.

• Bonus depreciation: This temporary provision will phase out after 2023, 
but it enables investors to immediately expense personal property in real estate 
assets acquired after Sept. 27, 2017, boosting immediate cash flow. A Cost 
Segregation Study enables investors to identify the deductible components

• Restrictions on business interest deductions:  Companies that have 
loans on purchased locations they operate from have historically been able to 
deduct the interest on their real estate. Under the new rules, companies with 
average annual gross receipts of $25 million or more face limits on their overall 
interest deductions. The new rule can make the sale-leaseback of locations 
more beneficial for companies from a tax standpoint because leases remain a 
deductible expense. 

E-Commerce Provides Strong Tailwind 
Transportation costs, land restrictions give birth to new ideas. Historical-
ly low vacancies are driving developers to add more industrial space, with some 
getting creative to combat limited land availability and high construction costs. 
In Seattle, the first multistory warehouse in the U.S. is underway, allowing trucks 
to access the upper level through a ramp. The 590,000-square-foot three-story 
warehouse will dedicate 410,000 square feet to fulfillment operations for e-com-
merce purposes. Located minutes from downtown, close-in properties such as 
this dramatically cut transportation costs, which often makes up for the higher 
rents paid to be in an urban location. With available space at a minimum, infill 
redevelopment has been highly pursued. While his type of project comes with 
added challenges, consumer demand for quick delivery will keep this segment 
active, pushing more online retailers to seek out space in residential areas. 
 
Exceptional demand lifts rents amid elevated construction levels. In the 
first half of the year, more than 112 million square feet were completed in the 
U.S. with at least another 145 million on tap for the remainder of the year. 
Deliveries this year will climb past last year’s completions as strong industrial 
demand pushes construction to record highs. Amid several years of elevated 
development, substantive demand has moved rents higher at a robust pace, 
though rent gains are beginning to taper to more normalized levels. The average 
asking rent rose 5.8 percent in June from a year earlier to $6.78 per square foot, 
marking a slower pace of growth from the 7.7 percent increase posted last year. 
California markets lead the nation, with Sacramento posting a 23.2 percent 
increase to $6.58 per square foot, Oakland up 20.3 percent to $14.38 a square 
foot, and Riverside-San Bernardino up 16.5 percent to $7.78 per square foot. 

Economy and  Industrial Trends
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Vacancy and Rent Trends
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U.S. Industrial Investment

2018 Investment Outlook
• Industrial engine remains strong. Transaction velocity for the trailing 

12-month period ending in June climbed 14 percent from the previous 
12 months, recording greater growth than other property sectors. Strong 
investor demand lifted pricing 5 percent over the past year to $83.39 per 
square foot in the second quarter, while the average cap rate declined 10 
basis points to 7 percent.

• Buyers widen search parameters for greater upside, high yields. 
Investors remain bullish on industrial assets, increasing activity across the 
nation. Primary markets remain a target, while many investors are now 
seeking assets in secondary and tertiary markets due to robust rent gains 
and balanced supply growth there.  

• Last-mile warehouses trading above the market average. Infill 
properties with less than 50,000 square feet are in high demand among 
e-commerce companies, bridging the gap between larger distribution 
centers. Nationwide, warehouses in this size tranche recorded a price per 
square foot of $165 on average and a cap rate in the low-7 percent area. 

• Industrial investment activity reaches new high-water mark. Sales 
volume in the second quarter of 2018 hit $18.2 billion, the strongest second 
quarter for deal volume on record. Sales of individual assets contributed 
greatly, recording a new high of $11.8 billion in transactions during the 
second quarter. 

260 million square feet completed Y-O-Y

Industrial construction begins to taper.  Follow-
ing the delivery of 255 million square feet in 2017, 
completions rise with a forecast of 260 million square 
feet this year. Dallas/Fort Worth adds the most new 
space this year at 29 million square feet, followed by 
the Inland Empire at 27.5 million square feet. 
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U.S. RENT:

10 basis point decline Y-O-Y

Exceptional demand amid elevated construc-
tion tightens nationwide vacancy. Net absorption 
is forecast to total nearly 260 million square feet in 
2018, supporting a decline to the national vacancy 
rate, to 4.8 percent. Last year the vacancy rate fell 
below 5 percent for the first time on record.  

U.S. VACANCY:

Demand Outlook Sturdy as Pace of Construction Begins to Retreat

6.2 percent increase Y-O-Y

Rent growth holds above a 5 percent pace for 
fifth straight year. Strong tenant demand and tight 
vacancy lift the average asking rent for the seventh 
straight year, reaching $7.01 per square foot in the 
fourth quarter of 2018. At the end of last year a 7.8 
percent rent increase was registered. 

$0

$25

$50

$75

$100

18**17151311090705

A
ve

ra
ge

 P
ric

e 
p

er
 S

q
ua

re
 F

oo
t 

Price and Cap Rate Trends

A
verage C

ap
 R

ate

Price per Sq. Ft. Cap Rate

6%

7%

8%

9%

10%

A
ve

ra
ge

 C
ap

 R
at

e

Industrial Cap Rate Trends by Market Type

SecondaryPrimary Tertiary

6%

7%

8%

9%

10%

18**17151311090705

S
qu

ar
e 

Fe
et

 (m
ill

io
ns

)

Industrial Supply and Demand

-115

0

115

230

345

Completions Absorption

14131210 11 15 16 17 18*090807

* Forecast ** Trailing 12-months through second quarter 
Sources: Marcus & Millichap Research Services; CoStar; Real Cpital Analytics
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* As of Aug. 17

The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no 
representation, warranty or guarantee, express or implied, may be made as to the accuracy or reliability of the information contained herein. Note: Metro-level employment 
growth is calculated based on the last month of the quarter/year. Sales data includes transactions valued at $1,000,000 and greater unless otherwise noted. This is not intend-
ed to be a forecast of future events and this is not a guaranty regarding a future event. This is not intended to provide specific investment advice and should not be considered 
as investment advice. 

Sources: Marcus & Millichap Research Services; Amazon; Bureau of Labor Statistics; CoStar Group, Inc.; Experian; Moody’s Analytics; Real Capital Analytics; TWR/Dodge 
Pipeline; U.S. Census Bureau; Unata

Lenders Pursue Deals as Capital Plentiful; 
Caution Enforcing Underwriting

Fed watchful as economic surge raises inflationary pressure. Strengthened 
hiring amid exceptionally low unemployment levels has boosted wage growth, plac-
ing upward pressure on inflation. Amid this trend coupled with rising trade protec-
tionism and tariffs, the Federal Reserve appears determined to head off inflation risk 
by continuing its quarterly increases of the overnight rate. These actions are lifting 
short-term interest rates while the 10-year Treasury rate remains range bound near 
3.0 percent. Should the 10-year remain steadfast, Fed tightening could create an 
inverted yield curve in which short-term rates rise above long-term rates. Although 
this event has preceded every recession of the past 50 years, many economists 
suggest such an inversion this year could be an exception to the rule. Because of 
distortions caused by regulatory changes and quantitative easing, this inversion 
could be different. Nonetheless, the Fed’s stated path does raise recessionary risk 
levels because it could weigh on confidence levels and restrain spending by con-
sumers and businesses, thus slowing economic growth.  

2018 Capital Markets Outlook
• 10-Year Treasury still “sticky” at 3 percent. After surging at the beginning of 

the year, the 10-year Treasury has been range-bound near 3.0 percent. To create 
some headroom for its escalation of short-term rates, the Fed has tried to exert 
upward pressure on long-term interest rates by unwinding its balance sheet. This 
quantitative tightening has had little influence, particularly as foreign investors 
have enjoyed a yield premium relative to their native 10-year rates.

• Potential rapid interest rate escalation a downside risk. Although capital 
remains plentiful, lending could tighten quickly for a short period if interest rates 
rise rapidly. As experienced in late 2016 when the 10-year rose by more than 
80 basis points in 60 days, and again at the beginning of 2018 when there was 
a 60-basis-point surge, market liquidity could tighten if rates jump. Considering 
this has happened twice in the last two years, borrowers will likely benefit by 
taking a cautious approach with their lenders and lock in financing quickly. 
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