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- Industrial and logistics (I&L) combines large-scale logistics as well as light industrial properties and com-

prises extensive properties.

- I&L occupational demand is driven by global trends such as e-commerce and the digital transformation of

manufacturing.

- The main locations for I&L are metropolitan regions, complemented by dedicated areas for logistics or
modern production, especially in Germany, France, the United Kingdom and Benelux.

- The logistics sector is a liquid investment market but has experienced significant yield compression in

recent years.

- Light industrial has emerged as an upcoming attractive investment opportunity achieving above-average

returns, especially for business parks and light manufacturing property.

- Combining logistics and light industrial within an investment portfolio creates a solid foundation of mar-

ket liquidity and yield prospects, based on a well-diversified number of occupiers from different industries.

Industrial and logistics - benefiting from

economic dynamics

Industrial and logistics (I&L hereafter) are a major pil-
lar of the economy as well as the basis for the supply of
goods to companies and households. In this report, I&L
property is defined as comprising big-box logistics and
light industrial real estate. I&L is the answer to a range of
recent and continuing economic trends that are contri-
buting to expanding demand for industrial and storage
capacities in Europe. Firstly, the share of e-commerce
is steadily accelerating, with a projected growth rate of
6.8% p.a. until 2024.” E-commerce, in combination with
the trend of urban expansion” and growing demand for
timely deliveries, is increasing the need for urban logis-
tics - the second factor. Thirdly, the new industrial revo-
lution (so-called Industry 4.0) is pushing frontiers in the
digital transformation of manufacturing/production
and related industries as well as value creation processes.
Last, but not least, de-globalisation is bringing back sup-
ply and demand chains to the European market.

Besides its future-orientation, the stock of industrial
property is huge. The share of I&L in commercial real
estate in Europe is estimated as at least 30%.” Data from
Germany and the United Kingdom provides evidence
that most of this value has not been realized from an
investor’s perspective so far - which is especially true for
light industrial property.

Defining I&L property
I&L property is divided into two major sectors: logistics
and light industrial real estate.

Logistics property

For storing, picking and distributing goods, space and
infrastructure are needed. Logistics property - usually
at least 10,000 m? in size - fulfills this need and allows
for round-the-clock operations. Location wise, logistics
property requires good transport connections, ideally by
road, rail, water and air. It is not only found in metropo-
litan areas but, as logistic hubs, can also be concentrated
in more remote areas with proper access to transportati-
on routes.

Light industrial property

Light industrial is the general term for mixed-used com-
mercial property that is in or near metropolitan areas
with good transport connections. These properties ty-
pically have a medium-sized multi-tenant structure alt-
hough they can also include large single company occup-
iers. Due to the necessity to serve multiple tenants, they
exhibit a high degree of flexibility in terms of use and oc-
cupiers, which is a unique selling point. Light industrial
property can be classified into the following categories:
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1) Warehouse property
Warehouse property offers simple storage facilities up to
10,000 m?. The size distinguishes it from logistics pro-

perty.

2) Business parks

Business parks are centrally managed. They are compo-
sed either of a group of separate buildings or connec-
ted rental units. Business parks can be of all sizes and
commonly provide a 20-50% office share. Typical tenants
are companies involved in the light manufacturing and
warehousing/logistics sector.

3) Light manufacturing property

These assets comprise individual objects which are uti-
lized for diverse manufacturing purposes as well as al-
ternative uses like storage, research, service, wholesale,
and retail trading. They possess a flexible and reversible
utilization structure.

4) Conversion property

Conversion properties are usually transformed and revi-
talized former production plants or industrial areas with
potential for further densification.

Relevant European regions for I&L property

A straightforward way to identify regions of importance to
the logistics and light industrial sector is an analysis of res-
pective current and future gross value added (GVA) and as-
sociated positive employment growth in relevant industries.

Logistics economics

For the logistics sector, economic data on GVA and em-
ployment in the “transportation and storage” sector
yields the top ten logistics regions in Europe.

Figure 1: Top 10 regions in transportation and storage
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With a GVA of EUR 15.7 bn in 2019 and a growth rate
of 15% to 2029, le-de-France is the largest “transpor-
tation and storage” region. The average 2019 GVA fi-
gure for the top ten is EUR 8.7 bn, the associated GVA
growth rate is 0.9% p.a. Despite low projected future
employment growth, Madrid generates the second
highest GVA in transportation and storage, with EUR
12 bn in 2019 and +10% growth to 2029. Its accessibility
by water, road, rail and air makes Hamburg (2019: EUR
10.1 bn) Northern Europe’s prime logistics location,

ranked third.?

Ports are an important interface in the supply chain
between sea and land transportation and play a signi-
ficant part in logistics and freight distribution. Rotter-
dam (2018: 442 million tons), Antwerp (212 mt), and
Hamburg (118 mt) are the leading European ports by
freight and container volumes handled.”

Focusing on the regions that are expected to exhibit
highest GVA growth in transportation and storage
inevitably leads to Eastern Europe. The average an-
nual growth rate among the top five fastest-growing
East European regions in transportation and storage
is 4.2%. Their peers in the West (top fastest-growing
regions) have an average annual growth rate of 3.1%.

Figure 2: Top growth regions in transportation and storage —
by Eastern and Western Europe
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The impact of selected megatrends on transport modes

Urban logistics and the associated last-mile delivery is a
battle won on the road” and in areas with high popu-
lation density.” Capitals and their surrounding areas in
particular, such as Paris, London, and Berlin, meet both

criteria.”
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Business Park in Berlin| ®BEOS AG

An increase in e-commerce is creating greater demand for
freight transport, such as air cargo, in Europe.” Charles
de Gaulle (Paris) and Frankfurt am Main airports are
Europe’s leading cargo airports, each having handled
2.1m metric tons in 2019. Unexpectedly perhaps, Luxem-
bourg features among the top European cargo airports
after handling 893,000 tons of freight in 2019."”

De-globalisation is boosting demand for faster and re-
silient transportation infrastructure.”” Europe has one
of the densest networks of road, rail, and inland connec-
tions in the world. The transportation network density is
particularly high in Central Europe and Benelux as well
as around capitals and areas of intensive economic acti-
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Light industrial economics

When assessing light industrial property, an understan-
ding of their tenant-structure and distribution is useful.
Firstly, the tenancy profile includes occupiers of all si-
zes from large corporations to small and medium-sized
enterprises (SMEs).”” There are 1.7 million SMEs in Eu-
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rope'”, with Germany (388,000), the United Kingdom
(202,000), Italy (182,000), Spain (125,000) and Benelux
(89,000) hosting the highest numbers.”” Secondly, light
industrial occupiers are primarily operating in the fol-
lowing six industries:"”

- Manufacturing

- Wholesale & retail trade

- Information & communication

- Transport & storage

- Professional, scientific & technical activities
- Public administration & defence

Therefore, filtering regions respective to their GVA and
employment in these six industries can effectively iden-
tify regions that are particularly important for light in-
dustrial real estate. The result is a top ten list, led by Tle-
de-France and with Zurich at the bottom.”



4 // European Industrial & Logistics

Figure 3: Top 10 most important light industrial regions
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To conclude, Swiss Life Asset Managers identifies lea-
ding I&L regions in Europe using a range of relevant
metrics. These include current and future GVA and em-
ployment in relevant industries, population density, ad-
aptability to economic dynamics, infrastructure access
and quality as well as the potential for Industry 4.0. The
findings are illustrated in Figure S.

Real Estate Markets

Solid economic fundamentals and a positive outlook
for I&L create real estate markets investment opportu-
nity. Logistics is a well-known, established sector where-
as light industrial is more nascent. Overall, I&L invest-
ment volumes are rising steadily - from EUR 12.7 bn
in 2011 to EUR 36.4 bn in 2019. The United Kingdom,
France, and Germany attract the most interest, accoun-
ting for over 50% total European capital flows. Together
with the Netherlands, they hold a 69% share of total
volumes.

Table 1: Top I>'L regions by average 5-year

investment volume
Region @ S-yr volume in EURm
Amsterdam/Randstad 1,490
Paris 1,450
London (Metro) 1,388
Rhine-Ruhr 1,030
Frankfurt/Rhine-Main 523

Source: RCA

In the top regions, I&L property has proven relatively res-
ilient to the corona crisis. Although H1 2020 investment
volumes at a European level (EUR 13.8 bn) are 6% lower
than the volumes achieved in the comparative period of
2019, volumes in the top five regions (EUR 2.6 bn) in H1
2020 are 6% above their equivalent in H1 2019.

European logistics real estate market

In 2019, European logistics transaction volumes amoun-
ted to EUR 27.7 bn (+7% to 2018; +230% to 2011)."” Lo-
gistics thus constitutes more than two-thirds of the I&L
property market in 2019. After years of stability, prices
per m? are rising again (2019: +12% to 2018; +34% to
2011). The spike in transaction volumes in 2017 was due
to an exceptionally large portfolio deal that was spread
over multiple regions across Europe.*”
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Figure 6: Transaction volumes and average price/m? paid in
the European logistics property market
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The number of properties sold per annum is increasing
- despite the normal quarterly volatility. The data also
shows that the floorspace sold is correlated with the
number of properties sold. Between Q1 2011 and Q1
2020, floorspace rose by 110% to 9.511 million m* and
the number of properties sold by 180% to 339.

More than 50% of the investment volumes in 2019
were accounted for by the United Kingdom (19%),
France (19%), and Germany (17%). However, regional
rankings differed from this high level trend. Amster-
dam/Randstad in the Netherlands was the leading lo-
gistics investment market with investments of EUR 1.3
bn in 2019. It accounts for a one third share of the
Dutch logistics market (2019: EUR 3.4 bn). The second
and third largest regional investment markets in 2019
were Paris (EUR 0.8 bn ) and Rhine-Ruhr (EUR 0.6 bn).
These markets both account for a much lower share
of their domestic investment markets (France: EUR 5.1
bn; Germany: EUR 4.7 bn), equivalent to 16% and 12%,
respectively. This reflects their markets being less clus-
tered and offering greater regional diversification.””
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Figure 7: Greatest regional transaction volumes in the logis-
tics market
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Increasing investor demand is causing price appreciati-
on and yield compression. In 2019, average prime yields
in major European markets decreased by 30 bps to 4.5%.
Nonetheless, yields are still relatively high compared to
other sectors, for example they are almost 100 bps above
prime office yields.”” Values have fallen below 4% in Ger-
many whilst in the Netherlands and France they are still
above the 4.0% threshold. In the United Kingdom, yields
remained stable 2019 at 4.2%.

Figure 8: Net prime yields in the European logistics market
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The growing economic importance of logistics and inhe-
rent occupier demand for suitable property is reflected in
letting activity. Indeed, it is the healthy occupier market
that is driving the investment market.

Figure 9: Take-up volume in the European
logistics market
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Strong demand for logistics space has led to rising take-up
volumes over the past decade. Since 2018 though, take-
up in the core markets declined because of the low level
of space availability, especially in major Western markets.
Thus, demand has shifted to secondary markets. There
has also been greater occupational demand for Eastern
European locations due to space and cheap labour avai-
lability. Take-up volumes in Poland have risen as a result
(+33% to 2018; +15% p.a. on 3-year average).

The level of occupational demand for space is driving
prime rents in Europe. London has the most expensive lo-
gistics space at 152.0 EUR/m?/p.a. in Q1 2020, compared
to the European average of 70.6 EUR/m?/p.a.

Figure 10: Prime rents in the European logistics market
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Logistics Property in Hanover| ®BEOS AG

European light industrial real estate market

Provision of light industrial real estate has been increa-
sing. This is attributable to its contemporary nature and
proximity to metropolitan areas as well as its flexibility,
multi-use and multi-tenanted structure. These charac-
teristics also mean the sector offers risk diversification.
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That said, data availability for light industrial property
is scarce. At a European level some data on flex”” and
warehouse property (<10,000 m?) is available. Although
the overall market for light industrial property is therefo-
re underestimated, the available data provides an under-
standing of market developments.””

Figure 11: Rolling 12-month investment volume and yield of light industrial property
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Since 2011, transaction volumes have more than dou-
bled from EUR 3.5 bn to EUR 8.7 bn in 2019. Investment
weightings between flex and warehouse property have re-
mained relatively stable at 60% and 40%, respectively. The
popularity of the sector among investors is increasing but
it is a small niche market. There are two main reasons for
this. Firstly, its full investment potential has not yet been
unlocked because light industrial property is often owned
by SMEs who are only gradually becoming aware of the
benefits of selling their property. Secondly, the asset ma-
nagement of light industrial property requires specialist
knowledge that few investors possess.””

A total of EUR 65 bn was invested into flex and warehou-
ses (<10,000 m?) since 2011. The largest volumes were
directed towards the United Kingdom (36%) and Ger-
many (17%), followed by France (11%) and the Nether-
lands (9%). On a regional level, investment is distributed

in a similar manner to the I&L sectors previously con-

sidered.

Table 2: Top investment regions for flex property

Region 2019 volume @ S-yr volume

in EURm in EURm
Amsterdam/Randstad 576 523
Paris 326 273
London (Metro) 241 511
Rhine-Ruhr 176 113
Frankfurt/Rhine-Main 113 176

Source: RCA

Table 3: Top investment regions for warehouse
(<10,000 m?) property

Region 2019 volume @ S-yr volume

in EURm in EURm
London (Metro) 379 331
Amsterdam/Randstad 344 240
Birmingham 115 95
Manchester (Metro) 88 65
Paris 87 100

Source: RCA

Business Park in Cologne | ®BEOS AG



As investor demand causes capital growth and yield
compression, the average yield (cap rate) for light indus-
trial property declined from 7.9% in Q1 2011 to 6.3% in
Q1 2020 on a European basis. The yield of warehouses
(<10,000 m?) is 10 bps higher than for flex, according to
RCA. In a popular market like London, yields even went
as low as 4% in 2020.%

An analysis of the German light industrial market pro-
vides a more illuminating understanding of the sector
because of better data granularity for both the invest-
ment and the occupational market. The German market
is also a proxy for the significant unrealised potential of
light industrial property in Europe.

The overall market value of German light industrial proper-
ty is over EUR 560 bn, of which approximately EUR 280 bn
is investment-grade. Only a fraction of this volume is inves-
ted stock - the majority is still owner-occupied by SMEs. Yet
more SMEs are bringing their assets to the market” and
so the sector is becoming more accessible to investors. Out
of these EUR 280 bn of investment-grade stock, only EUR
17 bn has been circulating in the investment market since
2013. As a result, there remains a huge unmet investment
potential in the German market alone. The same is likely to
be true for other European markets, too.”

Figure 12: Investment volumes in the German light

industrial market
3,600

3,000

2,400
&
=)
=2 1,800
-8

1,200

600

0

2013 2014 2015 2016 2017 2018 2019

W conversion property M business parks W warebouse property
W light manufacturing property

Source: Initiative Unternebmensimmobilien

Transaction volume totaled over EUR 3 bn in 2019. This
suggests, on a European level, the light industrial market
is much larger than the data implies. According to RCA,
investment volumes for flex and warehouse (<10,000 m?)
stock in Germany in 2019 was EUR 1.6 bn.
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German light industrial data also sheds light on the he-
terogeneous prime yield levels and developments in light
industrial property.

Figure 13: Prime yields (gross) in the German light
industrial market
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Highest prime yields are recorded in business parks and
light manufacturing property (both 5.6% as of 2019).
Yields for warehouse and conversion property were more
than 100 bps lower at 4.5%. Prime yields of conversion
and warehouse property have stabilized. For business
parks, prime yields are compressing from a high level.

High demand for space combined with limited availabi-
lity and insufficient completions to cater for demand are
leading to falling take-up. In 2019, take-up in Germany
was 38% below the previous year.

Figure 14: German light industrial property take-up
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Logistics Property in Hanover | ®BEOS AG

Similar patterns emerge for other European areas such
as the Paris region and Denmark, where take-up volumes
and vacancy rates are declining.”” Growing rental levels
reflect that it is insufficient supply, rather than demand,
that is constraining take-up.

Figure 15: Prime rents for German light industrial property
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Rents have risen by 54% since 2013 in Germany on ave-
rage. Rents for flex space more than doubled and repre-
sent the most expensive space among light industrial

property (2019: 16.30 EUR/m?/p.m.). It is likely that re-
latively expensive space has reached its peak.

Summary

The combination of logistics and light industrial pro-
perty offers investors access to a well-diversified market
across sectors, use types, and regions. The market thatis
benefiting from current and future economic dynamics
and that is seeing rising occupier and investor demand.
The logistics market provides investors with the ability
to engage in a highly liquid and sizeable sector, although
it has low yield levels in the core markets. Light indus-
trial property is an emerging sector with significant
future investment potential that needs to be unlocked.
As light industrial and logistics owner-occupiers are sel-
ling their real estate, investment opportunities are mul-
tiplying. Light industrial is a specialist real estate class:
only a minority of investors can unlock its competitive
advantages and capture superior yields. A portfolio with
a balanced asset allocation of I&L property, focusing on
core European countries such as the United Kingdom,
France, Germany, and the Netherlands as well as key
metropolitan areas and capitals, allows for yield advan-
tages with simultaneous diversification benefits.
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