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E-Commerce Delivers Strong Impact on SD Industrial Market
Rising Demand for Logistics Space Expected to Continue in 2018
Murphy Development’s acquisition of 2001 and 2055 Sanyo Ave. in Otay Mesa -- 540,284 square feet for approximately
$27.8 million -- was San Diego's largest industrial property sale in 2017.The rising tide of e-commerce, and the
corresponding need for distribution and other logistics facilities to support fast, 'last mile' deliveries of goods ordered
online to shoppers, helped to lower the vacancy rate in San Diego County’s industrial property market in 2017.
The year started with Amazon Inc.’s opening of a new fulfillment center in National City -- its fourth to debut in the local
market since 2015 -- and ended with the Seattle-based titan preparing for a February 2018 move-in at University Towne
Center, where it leased 107,000 square feet of office space for operational purposes, details of which it has not yet
disclosed.
In the meantime, the San Diego region is now competing against more than 200 other North American cities to host
Amazon’s planned second headquarters, with locations being put forward including downtown San Diego, Mission Valley,
Otay Mesa and Chula Vista. Amazon has announced it plans to make a decision sometime in 2018, although analysts
consider San Diego to be a longshot given its location in the same time zone as Seattle.
Regardless of how that plays out, experts are generally expecting e-commerce and logistics to make their growth felt in
2018, in a market where CoStar has tracked the industrial vacancy rate during the past year to a historically low 4.4
percent -- way below the peak 11.2 percent seen in early 2010.
Also in the past year, industrial rents increased 5.6 percent -- well above the historical growth average for the San Diego
market of 2 percent -- and property sales volume as of mid-December had topped $1.8 billion (beating the historical
annual average of $1 billion). Meanwhile, deliveries of new warehouse and distribution space, totaling 1.1 million square
feet over the past 12 months, were running behind the historical annual average of 1.8 million square feet.
CoStar is tracking industrial projects under construction in San Diego County totaling approximately 2.5 million square
feet, most of them set for completion in 2018. The new industrial product -- much of it in speculative North County
projects -- is being delivered to market by developers including Badiee Development Inc., RAF Pacifica Group Inc. and
McDonald Property Group.
CoStar News contacted several local industrial property experts to get their take on what stood out in 2017 and what’s
ahead for 2018:
Ted Cuthbert, Senior Executive Vice President, Colliers International &nbsp;&ndash;&nbsp; 2017 was an incredibly active
year for the industrial market, with record low vacancy rates and strong demand. Even with 2 million square feet of new
inventory coming to the market by the end of 2018, we should continue to see low vacancy rates.
Specifically, extreme demand for warehouse and distribution space from third-party logistics companies and last-mile
providers will continue through 2018. The quality of new product coming to market sets a new standard with highly
functional building design and lifestyle amenities. As a result of the high-quality product, strong demand and limited land
availability, rental rates will continue to rise steadily.
Andy Irwin, Vice President, JLL &nbsp;&ndash;&nbsp; Construction of new industrial buildings in San Diego spiked in
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2017. North County is leading this trend with more than 1.5 million square feet of industrial space currently under
construction. Other large projects are underway in Poway and Otay Mesa.
Rising land prices, the high cost of entitling land, and high construction costs are forcing developers to seek rental rates
(for newly built space) that are at a premium to existing buildings. These rents are being validated by tenants searching
for the top-end features that are found in the new product. As the cost of developing these new buildings continues to
climb, we will see more developers acquire older product and reposition them with the some of these features.
Linda Greenberg, Principal, Lee & Associates &nbsp;&ndash;&nbsp; Institutional buyers were active purchasing both
portfolios and single-building assets with credit tenants during 2017. A significant trend in the market was the
repositioning of older industrial properties by new investors. Murphy Development’s acquisition of 2001 and 2055 Sanyo
Ave. in Otay Mesa -- 540,284 square feet for approximately $27.8 million -- was the largest industrial purchase in 2017.
The San Diego industrial market in 2018 should perform at a level at least equal to 2017 with respect to leasing and sales
activity. Biotech and defense-related businesses should be market leaders. Factors that could disrupt market momentum
are significant increases in borrowing costs and changes to NAFTA regulations that impose increased tariffs on products
manufactured in Mexico that are imported into the United States.
Ryan Sparks, Vice President, CBRE Group &nbsp;&ndash;&nbsp; General sentiment surrounding the San Diego
industrial market has been positive. Market fundamentals were strong in 2017, especially in the second half of the year.
Asking rates remain at all-time highs as demand continues to surge within certain segments of the market. Absorption
remains relatively stable given the tightness of the market.
With construction deliveries in the pipeline, we anticipate absorption to remain healthy moving into 2018. In addition, the
re-positioning/re-purposing of functionally challenged and outdated buildings has become a trend worth keeping an eye
on in the upcoming year. This will create more opportunities for owners and developers to alleviate pent-up demand in the
industrial market.
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