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EXECUTIVE SUMMARY 

 

 

Building Size Classification Up to 70,000 sf 70,000 - 120,000 sf 120,000 - 250,000 sf 250,000 + sf

No. of Buildings 145,589                          5,038                              10,448                            5,478                              

Stock (MSF) 3,718                              462                                  1,764                              2,571                              

Availability Rate (%) 7.70                                 8.30                                 10.70                              11.30                              

Net Asking Rent ($/sf) 6.67                                 5.83                                 4.92                                 4.14                                 

   Rent Growth 1-year % 5.71                                 7.17                                 3.58                                 2.99                                 

   Rent Growth 5-years % 17.02                              19.96                              16.86                              15.00                              

Net Absorption (ann. 2015, MSF) 1,229                              504                                  377                                  779                                  

*Includes all Owner and Renter designations

Source: CBRE-EA, data as of Q1 2016, except where otherwise noted

The Case for Small Bay 

Warehouse 

 Small bay warehouse and industrial facilities (up to 120,000 square feet) are a significant property sector, 
accounting for over one quarter of all competitive, investable industrial space.    

 Institutional investors underweight this segment of the industrial market, as small bay warehouse facilities 
account for only 9.7% of institutional industrial investments.    

 In general, these facilities are more likely to be multi-tenanted, serving a broad mix of tenants in local 
distribution, construction, light industrial, and service industries. The facilities often have ground level doors, 
and lower clear heights than larger distribution facilities. 

 Local economic activity and population growth are key demand drivers, in contrast to large bulk distribution 
facilities, which are driven by the path of goods movement.    

 Small bay warehouse facilities tend to be located in more densely-populated infill areas and thus benefit from 
higher barriers to entry and replacement costs.  On average, they have achieved above average occupancy 
rates and market rental growth over the long-term.   

 Leases tend to be shorter-term, which allow rents to adjust more quickly to market and new demand 
conditions.   As a result, market rents for smaller spaces tend to be less volatile over the long-term.   In 
addition, small warehouse market rents tend to outperform larger bulk distribution spaces in both periods of 
economic strength and weakness.    

 Small bay industrial facilities are more likely to be held by local or regional private owners and developers; 
hence ownership tends to be highly fragmented. This presents opportunities in creating economics of scale in 
property acquisitions and management for larger integrated investment platforms.     

 Small bay industrial facilities also benefit from low operating and capital expenses, which generate high cash 
flow efficiency relative to other property types.    

 The historical track record of small warehouse investment performance in institutional portfolios has been 
favorable.  NCREIF investment returns have largely matched overall property returns over the long-term.   In 
addition, the volatility of small warehouse returns (as measured by standard deviation) has been considerably 
less than average.  

 The sector’s property fundamentals continue to improve, as limited construction and strong demand have 
caused market rents to appreciate. We believe small warehouses provide better investment value than bulk 
distribution spaces at this stage of the real estate market cycle.   Small warehouses offer limited construction 
risk, better prospects for rent appreciation, and higher initial investment yields than bulk distribution 
warehouses.    

 We believe that small warehouses will benefit from a number of significant trends related to the growth of e-
commerce.   As retailers look to establish same-day delivery options for their consumers, small facilities 
located near densely populated areas are likely to benefit. 
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MARKET OVERVIEW 

MARKET CHARACTERISTICS AND SIZE 

INSTITUTIONAL INVESTMENT 

Exhibit 1. Institutional Investment in Warehouses 
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ECONOMIC INDICATORS 

Exhibit 2: On a Per Capita Basis, Small Warehouse Space at Record-Low Levels 

TENANT MIX 

STRUCTURAL INDICATORS 
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The Case for Small Bay Warehouse 

Exhibit 3: Occupancy Consistently Higher in Smaller Buildings 

Exhibit 4: Small Warehouse Rents Outperform Over the Long-Run, with Less Volatility 
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The Case for Small Bay Warehouse 

Exhibit 5: Small Warehouses Provide Superior Cash Flow Yields 

LONG-RUN PERFORMANCE 

 

 

 

 
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Exhibit 6: Small Warehouse Outperforms in Periods of Economic Strength and Weakness 

 

 

 

 

 

 
 

RECENT FUNDAMENTAL PERFORMANCE 

Warehouses Warehouses

Period of:* < 120,000 sf 120,000 sf +

Strong Growth 1.63 0.79

Weak Growth 0.56 -0.63

Source: CBRE, CoStar Group, Moody's Economy.com

Average Net Asking Rent Growth, Quarterly 

Year-Over %Change

Strong growth: quarters where real GDP growth is 

one-quarter standard deviation above its mean

Weak growth: quarters where real GDP growth is one-

quarter standard deviation below its mean
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Exhibit 7: Large Warehouses Account for a Majority of New Construction and Planning Projects 

Exhibit 8: Small Warehouse Availability Falls Below Market Averages
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CURRENT INVESTMENT PROSPECTS 

 

 

 

 

 
 
 
 

OUTLOOK 

E-COMMERCE AND INVENTORIES 
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Exhibit 9: Retailers Are Holding More Inventories to Satisfy E-Commerce Demand 

THE LAST MILE 

REVERSE LOGISTICS 
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CONCLUDING COMMENTS 
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