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Investment in logistics real estate provides a number of benefits, including competitive risk-adjusted returns,
portfolio diversification, inflation-hedging characteristics, a high initial yield and potential for long-term growth.
The logistics real estate industry is multifaceted. Demand is influenced by both cyclical and structural forces, with
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upward pressure on demand stemming from the urbanization of consumer populations, growing consumption
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activity, increased global trade, the reconfiguration of supply chains and the rise
of e-commerce.
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Adept operational and managerial expertise is required for long-term investing. Distribution strategies that prioritize
proximity to consumer populations emphasize the importance of location. Additionally, the evolution in user requirements necessitates a corresponding evolution of logistics facilities, producing significant differentiation among
existing logistics buildings and the need for the future development of cutting-edge facilities. Careful site and asset
selection, along with capital recycling strategies, mitigates the risk of locational or functional obsolescence.

INVESTMENT CHARACTERISTICS
KEY COMPONENTS OF A BALANCED
PORTFOLIO
Logistics is an important component of real estate
as an asset class. The total investable universe of U.S.
commercial real estate is estimated to exceed $6 trillion.1
Industrial real estate, which includes logistics facilities, is
one of the four major property types. Logistics real estate
accounts for nearly 20 percent of industry benchmarks,
such as NCREIF, and more than one-quarter of U.S.
commercial floor space.2
Logistics real estate provides diversification benefits
and a hedge to inflation. Logistics real estate returns
have a low correlation to other asset classes, such
as stocks and bonds (see Figure 1). Furthermore, its
unique characteristics provide a level of differentiation
from other commercial real estate property types. For
example, logistics properties typically have triple-net
leases with shorter terms, compared with office and
retail, that provide a greater hedge to inflation as a result
of limited exposure to rising operating expenses and
more frequent recalibration of in-place and market rents.
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FIGURE 1: Correlation by Asset Class, Past 20 Years
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Note: REITs = NAREIT Equity REIT Index, stocks = S&P 500, hedge funds =
Credit Suisse/Tremont Hedge Fund Index, gov’t bonds = Barclays Capital
Government Bond Index, commodities = S&P GSCI Commodities Index,
corporate bonds = BAML BBB Corp Bond Index
Source: Prologis Research, NCREIF, NAREIT, Standard & Poor’s, Credit Suisse,
Tremont, Barclays Capital, Bank of America Merrill Lynch

ATTRACTIVE INVESTMENT YIELDS
Logistics real estate provides competitive riskadjusted returns relative to other property types and
asset classes. Using NCREIF returns for private U.S.
real estate as a proxy, industrial real estate posted the
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highest total return in the year through Q2 2016, with
13.3%, and has been above average in the past three,
five, ten and twenty years on a compound annual basis
(see Figure 2). During all of these historical intervals, the
income
Figurereturn
2 for industrial real estate surpassed that of
any other major property type (see Figure 3).
FIGURE 2: Total Return by Property Type
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OUTLOOK FOR OUTPERFORMANCE
Logistics real estate is a growth industry. Investment
in logistics real estate allows one to capitalize on a
number of structural tailwinds, including the growth of
e-commerce, urbanization of consumer populations,
supply chain innovations and increasing global trade. As
structural demand rises, a limited supply of land, competition from other land uses and increasingly difficult
regulatory environments in many regions together are
affecting new supply.
Currently, logistics real estate has attractive
investment timing. In addition to a high initial yield
for logistics real estate, the asset class is positioned
to benefit from rising income in the next several years.
Although rents have increased significantly, NOI growth
is still in an early, burgeoning stage. Correspondingly,
PREA’s Consensus Forecast Survey shows logistics real
estate achieving the highest total return in the longer
term of 2015-2019 (see Figure 4).

Figure
4 4: Average Annual Forecasted Total Return by
FIGURE
Property Type, 2016-2020F
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FIGURE 3: Income Return by Property Type
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INDUSTRY DRIVERS
LARGER, DENSER CITIES

Logistics real estate investments have a high initial
yield. Cap rates, which measure initial income for each
dollar invested, are higher for logistics real estate than
for any of the other three major property types. On
average during the past 20 years, institutional-quality
industrial cap rates have been 110 basis points higher
than apartments, 60 basis points higher than office and
20 basis points higher than retail.3

2

Urban population growth drives the efficiency of and
demand for logistics real estate. Worldwide, the share
of people living in urban areas has grown from approximately 30 percent in 1950 to nearly 55 percent in 2014
and is expected to reach nearly 70 percent by 2050 (see
Figure 5). Urban concentrations drive consumption of 2
goods that require storage and distribution. In the U.S.,
urban households earn 32 percent more annually than
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rural households, and they spend 18 percent more on an
absolute dollar basis, with higher expenses for housing,
food, and apparel.4 More suburban cities are expected
to grow in size and number in situations where urban
centers reach capacity. As businesses seek entry into
these new markets, demand for localized fulfillment
centers is expected to increase.

Figure 5

FIGURE 5: Growth in Urban Population, Global
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FIGURE 6: Real Value of Exported Merchandise
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INCREASING GLOBAL TRADE ACTIVITY
Logistics has risen on stronger trade winds in the
past couple of decades. The value of real global exports
more than doubled between 1980 and 2014 (see Figure
6).6 Trade has become more ingrained as the normal
course of economic activity; in the U.S. for example,
imports have risen to 12 percent of economic activity, up
from less than 3 percent in the early 1980s. This increase
reflects a boom in the number of trade agreements
struck since the early 1990s, which have resulted in lower
tariffs. Trade negotiations now in progress include the
Trans-Pacific Partnership and the Trans-Atlantic Trade and
Investment Partnership, which focus on lifting non-tariff
barriers to enhance global trade. Given this historic trend,
forecasts point to further global trade expansion activity.
Demand for logistics space in trade-linked markets has
grown in the wake of this global restructuring.
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THE E-COMMERCE BOOM
Further adoption and implementation of e-commerce
channels requires logistics real estate. Growth in
e-commerce is expected to continue at a brisk double-digit
rate (see Figure 7).6 The unique nature of e-commerce brings
a set of requirements that increases the need for logistics
real estate. Prologis Research estimates that e-commerce
companies require three times as much logistics space as
a traditional retailer with brick-and-mortar store fronts (see
Figure 8). This demand stems from greater product variety,
larger inventory levels, individual packaging operations and
the handling of returns that are unique to e-commerce.
As online sales continue to increase, more companies
will need fulfillment centers positioned in or adjacent to
population centers. Demand for these logistics facilities
has broadened across geographies and size segments.
Furthermore, because e-commerce users typically do not
have materially different requirements from other users,
most existing logistics facilities will remain attractive to
e-commerce users. In this white paper, we trace the development of an e-commerce business as it expands its supply
chain and corresponding logistics real estate footprint.
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Figure 7
FIGURE 7: Global E-Commerce Sales Volume and Share
(US$, billions)
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Figure 8
FIGURE 8: Real Estate Needs of E-Commerce
Versus Traditional Retailer
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Source: Prologis Research

RISING CONSUMPTION
Business cycles boost demand for logistics real
estate. As consumption becomes an increasing share of
economic output, recovery phases in economic cycles
become periods when consumer goods and capital
investment generate increasing demand for logistics
space. Wages, employment levels, housing construction and industrial production all tend to rise during
expansionary periods, propelling consumption and
investment activity by U.S. households and businesses.
More activity at ports and rails requires more distribution
centers, among other logistics infrastructure. Structural
trends such as e-commerce and global trade enjoy
boosts during these times, as well. To track demand
for logistics real estate throughout economic cycles,
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Prologis Research has developed a proprietary survey,
the Industrial Business Indicator (IBI), which reflects
business activity in logistics and space utilization. Click
here for our latest IBI.

MODERN LOGISTICS REAL
ESTATE ASSETS
DIVERSE USER BASE
The tenant base for logistics real estate comprises
companies and organizations across a broad range
of industries. Major groups include retailers, wholesalers, shippers such as FedEx and third party logistics
(3PL) companies. Other users include manufacturers,
suppliers, construction firms, tech firms and pharmaceuticals. User size also varies. Smaller-scale operations
may use only a portion of a building, whereas larger
businesses such as Amazon or FedEx generally lease a
large building (up to a million square feet or larger) for
their exclusive use.

LOCATION IS KEY
Desirable locations for logistics real estate include
proximity to a large consumer population, transportation infrastructure and/or global trade gateways such
6
as ports. Logistics users tend to require real estate in two
main market types that can be segmented into what we
define as Global markets and Regional markets. Global
markets (e.g., Los Angeles, New York/New Jersey) are
supported by strong demand from large population centers
and superior access to airports, ports and ground transportation, which facilitates a high volume of global trade
activity. They are often supply-constrained infill markets
where rental rates are firmer as a result of high barriers
to new supply. Regional markets (e.g., Portland, Austin)
possess positive demand drivers, as well, but have less
diversity and scale than Global markets, such as access to
sizeable consumer populations or proximity to trade infrastructure, but not both at scale. Buildings in these markets
serve the needs of major users by fulfilling regional distribution needs. In this white paper, we outline the evolution
of Global and Regional logistics markets across the globe
and attempt to quantify their relative maturities.

BUILDING INNOVATIONS
Logistics real estate is characterized by specific
building features designed for the rapid circulation
of goods. Notable asset characteristics include ceiling
height, column spacing, number of dock doors, crossdocking capabilities and coverage ratio - the share of
the land site covered by a building. Higher ceilings allow
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for dense racking and/or advanced material handling; as
such, ceiling heights continue to rise toward 40 feet (in
the most expensive markets). Wider column spacing
allows rack configurations to optimize cubic square
footage. Greater dock door counts, cross-docking and a
low coverage ratio (or conversely, a high ratio of land not
covered by a building and available for other activities)
facilitate flow.
The evolution of the modern logistics facility has rendered
certain buildings obsolete for some users. We examine
the impact of obsolescence on logistics real estate in this
white paper. Although combinations of these characteristics will be important to users and will help to define
modern specifications, leasing velocity indicates that
location alone can be the most important deciding factor
among occupiers, preserving the usability of an asset
for many years despite a feature set that may not match
modern requirements.

PROLOGIS RESEARCH

CONCLUSION
Industrial real estate is a growth industry with
attractive investment characteristics. An important
part of a balanced portfolio, the benefits of logistics
real estate investment include attractive risk-adjusted
returns, diversification, inflation-hedging characteristics and a high initial yield. Additionally, diverse demand
drivers provide stability throughout the economic cycle,
while long-term structural trends should add tailwinds to
demand through future cycles. Although these benefits
span the asset class, careful asset selection is crucial to
minimize the risk of locational or functional obsolescence.

LEASE TERMS
Logistics real estate leases hedge against inflation
and allow for more frequent adjustments to market
rents than do other major property types. Often,
logistics property leases are triple-net, where all operating
expenses, taxes and insurance are recovered from the
tenant. Lease terms average three to five years. Rent
terms normally include fixed 2-3% annual increases.
This structure results in stable net operating income
(NOI) growth year-to-year, but generally substantial NOI
increases occur with rent increases upon tenant rollover.

ENDNOTES
1. Morgan Stanley
2. U.S. Energy Information Administration, 2012 Commercial
Buildings Energy Consumption Survey. Major commercial
real estate includes office, warehousing and storage,
services, retail, and food sales building types.
3. NCREIF
4. U.S. Bureau of Labor Statistics
5. World Trade Organization
6. Goldman Sachs
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FORWARD LOOKING STATEMENTS
This material should not be construed as an offer to sell or the solicitation
of an offer to buy any security. We are not soliciting any action based on
this material. It is for the general information of customers of Prologis.
This report is based, in part, on public information that we consider reliable,
but we do not represent that it is accurate or complete, and it should
not be relied on as such. No representation is given with respect to the
accuracy or completeness of the information herein. Opinions expressed
are our current opinions as of the date appearing on this report only.
Prologis disclaims any and all liability relating to this report, including,
without limitation, any express or implied representations or warranties for
statements or errors contained in, or omissions from, this report.

expectations in such forward-looking statements are reasonable, we can
give no assurance that any forward-looking statements will prove to be
correct. Such estimates are subject to actual known and unknown risks,
uncertainties and other factors that could cause actual results to differ
materially from those projected. These forward-looking statements speak
only as of the date of this report. We expressly disclaim any obligation
or undertaking to update or revise any forward-looking statement
contained herein to reflect any change in our expectations or any change
in circumstances upon which such statement is based.
No part of this material may be (i) copied, photocopied, or duplicated
in any form by any means or (ii) redistributed without the prior written
consent of Prologis.

Any estimates, projections or predictions given in this report are
intended to be forward-looking statements. Although we believe that the
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ABOUT PROLOGIS

Prologis’ research department studies fundamental and investment trends
and Prologis’ customers’ needs to assist in identifying opportunities and
avoiding risk across four continents. The team contributes to investment
decisions and long-term strategic initiatives, in addition to publishing white
papers and other research reports. Prologis publishes research on the
market dynamics impacting Prologis’ customers’ businesses, including
global supply chain issues and developments in the logistics and real estate
industries. Prologis’ dedicated research team works collaboratively with
all company departments to help guide Prologis’ market entry, expansion,
acquisition and development strategies.

Prologis, Inc. is the global leader in logistics real estate with a focus on
high-barrier, high-growth markets. As of June 30, 2016, the company
owned or had investments in, on a wholly owned basis or through
co-investment ventures, properties and development projects expected
to total approximately 666 million square feet (61.9 million square meters) in
20 countries. Prologis leases modern distribution facilities to a diverse base
of approximately 5,200 customers across two major categories: businessto-business and retail/online fulfillment.

Copyright © 2016 Prologis, Inc. All rights reserved.
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