
e-Commerce and 
the next wave of 

Industrial Demand

e-Commerce—also known as online retail—represents a fundamental change in the retail consumption 
model. The switch from “bricks to clicks” has driven unprecedented demand for distribution and logistics 
space throughout the United States. This demand has pushed the national industrial market into a super-
cycle in which industrial fundamentals have bested historic records every year since 2013.

As of 2Q 2017, Atlanta is on pace to absorb 25.5 MSF before year’s end. That figure represents 25% 
more net absorption than it did in 2014, when it absorbed 19.7 MSF—the previous high-water mark of 
this cycle—and well above the Metro Region’s all-time best of 20.2 MSF, reached in 1998. 

Fundamentals like these need no qualification. However, by looking a layer beyond those numbers, one 
trend stands out: the strongest submarkets in this cycle are more infill than they have been in previous 
cycles. Of the 9 major metro markets, South Atlanta’s 7.8 MSF of positive net absorption constitutes 
over 61% of the Metro’s yearly total. Of that figure, Atlanta’s North Clayton / Airport market accounts 
for 4.8 MSF. In second place? Atlanta’s I-20W corridor, with 2.9 MSF of positive net absorption. Neither 
of these are core, regional distribution markets. However, they do offer something those distribution 
markets can’t – size and proximity. If you are looking for 300,000 SF within an hour of Atlanta’s CBD, 
they are 2 of 2 possible options.

This phenomenon raises a few questions. Is this shift a temporary, or structural change? How do 
increases in e-Commerce demand translate to demand for industrial warehouse space? Over the 
remainder of this cycle, where will we see the greatest value growth? Given that this demand is retail in 
nature, how will this shift impact the volatility of industrial’s fundamentals? This paper seeks to answer 
each of these questions in the above order.
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e-Commerce is a Structural Change

The Consumption shift from traditional, brick-and-mortar retail to e-Commerce appears to be structural 
change. Since 2000, e-Commerce sales have grown every year, while average retail occupancy has 
dropped 12% from a high of 92% to a low of 80% today. Industrial product, on the other hand, has a 
nearly-identical occupancy rate today as it did in 2000.

However, occupancy tells only a small portion of the story. Between 2000 and 2008, Industrial asking 
rates fell a total of $0.43 / SF, from $4.32 / SF in 2000, to $3.89 / SF in 2008. Retail, by contrast, saw 
rents grow from an average of $13.18 in 2000 to $16.12 in 2008. During the current cycle, Industrial 
rents have grown $0.58 / SF on average, while Retail rents have fallen $1.77 / SF on average:

Retail and Industrial Rent Growth – 2000-2008 cycle vs. 2009-2017 cycle
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Both of these changes—occupancy and declining rates—have occurred throughout the current economic 
cycle. Further, retail’s decline projects to accelerate: from 2004-2008, during one of the strongest 
economic booms since the roaring 20s, retail revenues on a per square foot basis actually declined 
as retailers expanded faster than their sales. Although the 2008 crash cut off the retail construction 
pipeline, store sales have yet to recover. Given current sales trends, in order to bring retail productivity in 
line with historical averages, retailers need to reconcile 10% of space nationwide—over 1 billion square 
feet. This dynamic is clearly illustrated by comparing the number of announced store openings with the 
number of announced store closings since 2010: 

Taken in light of the current industrial growth corridors—suboptimal areas for traditional industrial 
product, yet closer to population centers than before—indicates that this shift is likely a long-term, 
structural trend.
What does this mean going forward? Although retail expenditures will continue to grow, an increasing 
portion of those sales will occur digitally. e-Commerce rose from 6.9% of total retail sales in Q1 2015 to 
7.8% in Q1 2016, and finished the first quarter of 2017 at 8.5% of total retail sales1.  E-commerce sales 
projected to grow nearly 15% year-over-year, and will exceed 10% of all sales by 2020:
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This growth in market share will represent an extra $47b in revenues by 2020, when compared with 
2017, representing over $15.5b / year revenue growth.
While it would seem that this revenue growth would result in an equal increase in demand for space, it is 
important to note that this wave of e-Commerce based logistics tenants has a great appetite for term – 
it is not unusual to see tenants such as Amazon and Google sign leases for 10, 15, and even 20 years. 
These e-tailers are successful precisely because they know how to get the most out of every square 
foot of warehouse space. It is certain that they know exactly what kind of space demands they will have 
going forward. Their long-term leases are no accident—these tenants have made every effort to secure 
tomorrow’s requirements at today’s rates. However, the most significant reason current absorption 
trends will slow down is due to efficiency: e-Commerce tenants require much less space for the same 
inventory when compared with the retail demand they displace.

e-Commerce / Last Mile space is 7 times more efficient than its Retail equivalent
The latest wave of logistics-focused industrial product—high-function warehouse space—is the direct 
beneficiary of this shift. Features which drive efficiencies of scale—deep and wear-resistant concrete 
truck courts, 36’+ clear heights, high throughput traffic layouts including cross dock configurations and 
internal loop roads are not only more important than they were during previous cycles, but in many 
cases, are now essential to the viability of new construction. These efficiencies are also why retail’s right-
sizing won’t translate in a 1:1 increase in industrial growth.
The biggest differences in space demand between traditional, brick-and-mortar retailers and distribution 
fulfillment warehouses are (1) the need for non-functional, showroom space, and (2) the requirement 
that packages be stored in a way that is easy and convenient to retrieve by store personnel. Due to the 
high degree of automation2,  distribution fulfillment warehouses are free to store their shipments in the 
most efficient configuration possible. This allows tenants to take advantage of vertical space to an extent 
that no traditional retailer can match. 
Whereas the average vertical reach of a human being (and usable vertical space for a traditional retailer) 
is 7’3” – 7’6”, distribution warehouses routinely offer functional vertical storage up to and exceeding 36’ 
– nearly 5x the reach of the average human.
Additionally, by utilizing robots, logistics users can increase their space use efficiency in purely horizontal 
terms. In fact, by adding robots to its Baltimore fulfillment center in 2014, Amazon was able to store 
50% more inventory when compared with human-based transit, i.e. moving the goods from their shelves 
to the ‘picking’ stations, where packages are prepared for delivery. Taken together, these efficiencies 
represent a 7-fold increase over Retail Space on a per square foot basis.
This increased efficiency means that demand for retail-replacement logistics space is much lower on a 
per-square-foot basis. However, three trends—the need for speed, national e-Commerce demand, and 
population growth—indicate that future demand will continue to follow e-Commerce requirements.

Future Value Growth Will Follow e-Commerce Requirements
First, as e-commerce space continues to supplant its retail counterpart, one core element of the retail 
experience remains missing: speed. Although delivery times are much improved from previous cycles, 
there is still a significant delay between the purchase decision and receipt of the goods. This may not be 
very important for a long-term good, such as a computer or a lawn mower, but for perishables or other 
“need-it-now” goods, the delivery delay can be fatal in competing for a purchase decision. That means 
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that e-tailers, in order to grow, will continue to reduce delivery times. Out of necessity, this will require 
smaller, even more infill distribution centers. The result of this dynamic is that the “last mile” in the 
distribution chain will move as close as possible to the end consumer.
Second, national demand. Last-mile industrial services in other metro areas still require regional 
distribution markets such as Atlanta. These services focused on convenience, which requires speed. At 
the time of this writing, the fastest way to get goods from point A to point B remains by air. This means 
that airport markets, especially those in super-regional distribution hubs such as Atlanta, must support 
both local and regional demand. Demand for “last mile” services across the Southeast will depend on 
Atlanta as they grow. 
Third, population growth: By 2040, the metro Atlanta area projects to grow by over 30% to reach 8 
million residents. The resulting traffic will only serve to create additional strain on same-day delivery 
services. During rush hour, it can take over an hour to get from the top of 285 to the bottom, and 
this area encircled by 285 is a small fraction of the Metro area. To reach customers quickly, fulfillment 
distribution warehouses will need to get closer to population centers—which means they will also need 
to get smaller and more efficient.

The Future of Last Mile: Same-Day Fulfillment Services
The demand shift we have seen thusfar has involved large blocks of high-function industrial space. Going 
forward, these 500,000 SF+ developments will become more and more difficult to find and finance. 
Although big block space is currently in high demand, over the remainder of the current cycle, this space 
will become the next-to-last mile distribution space as e-tailers push for shorter distribution times. 
As a stop-gap, Amazon has begun to hire freelance drivers to make smaller quantities of deliveries. Even 
ride-share services such as Uber offer short-notice food deliveries. However, these models are inherently 
less efficient, as each driver adds a smaller marginal delivery capacity and greater marginal cost than their 
light truck counterparts. These inefficiencies drive up costs beyond those sustained by brick-and-mortar 
retailers, effectively shifting the incentive back to those retailers for short-notice services. To offset 
these rising costs, e-tailers will need to shift back towards their core competencies, which requires high-
function, infill distribution space.
Due to size constraints of smaller, infill parcels, this means that the next wave of demand will need to be 
even more efficient to provide consumers the products they desire at delivery speeds that compete with 
in-store purchases. The good news is that large chunks of prime, infill space are beginning to become 
available—the retail space being left behind by now-defunct retailers who are closing stores at a rapid 
pace.
The next generation of so-called “Last Mile” warehouses will be smaller, single tenant distribution 
centers, such as Amazon’s 130,000SF building in Smyrna, designed to facilitate same day delivery to 
Atlanta’s affluent northerly neighborhoods. In Downtown Atlanta, Amazon occupies a small office—
allowing for both drop offs and providing storage space for high demand products. Finding locations that 
allow for short term delivery to multiple locations is essential to e-commerce progress.
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Conclusion
Online sales projects to outperform the economy as a whole, and same-day delivery services project 
to outperform online sales. As both consumption and demographic trends shift towards shorter wait 
times for online purchases, demand for this smaller-yet-high-function infill product will push industrial 
fundamentals through the remainder of the current economic cycle, and well into the next. Investment 
in big block space is crucial to success now. Locating and re-purposing smaller, infill locations is key to 
holding the upper hand through the next economic downturn—especially as the regulatory environment 
evolves to allow for the ultimate same-day delivery service: Lightweight drones capable of delivering 
up to 55 lb packages directly, so long as the destination is within 10 miles of an Amazon distribution 
warehouse.


