Market Update
Despite the difficulties imposed by the COVID-19 pandemic, the industrial sector has shown impressive resilience
and will likely emerge from this crisis in comparably better shape than other real estate asset classes. The
increasing importance of e-commerce, last-mile delivery, and online shopping continues to increase demand for
industrial space. As e-retail and online sales continue to further their impact on retail as a whole, the industrial
sector stands to reap the benefits of a lagging brick-and-mortar retail sector. While industrial properties are not
immune to the economic impact, net absorption in the three quarters before the pandemic was 15% higher than in
the same period before the global financial crisis.(1) The industrial sector is on better footing now than in the last
recession and should be in a strong position to rebound once the economy fully reopens.

Rents are projected to decline in Q2
 Moody’s Analytics projects that rents will fall from an average of $5.20 per square foot (psf) in 2019 to $4.82 psf in their
baseline and $4.77 psf in their protracted slump forecasts for 2021.(2)
 Green Street Advisors forecasts that NOI growth will drop 5% from pre-COVID estimates through 2022.(3)

Vacancy rates are likely to increase in the short term
 According to CoStar Analytics, the national industrial vacancy rate is 5.4%, which is 0.5% higher than 12 months prior,(4)
with its forward-looking base-case scenario projecting a peak 5.46% in 2021 and a downside scenario topping out at 7%.(5)

Valuations are down due to COVID-19, but industrial is the least impacted sector
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 Per Nareit, total returns for industrial REITs were -0.83% year-to-date through May 31, significantly better than the
performance of other REIT types.(6)
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Transaction volume has already seen a sharp decline in Q2
 RCA reported that industrial transaction volume from March 1 to June 2, 2020, totaled 807 closed deals, down 55.9%
from the same period in 2019.(7)

Leasing activity is still in flux, as construction starts to see an increase
 As of May 21, the trailing 12-month national net absorption totaled 151 million square feet (SF).(8) CoStar’s leasing
forecast predicts that net absorption will turn negative in Q2, hitting a trough of negative 20 million SF in Q4 2020.(9)
 As of Q1 2020, 322.7 million SF were under construction, compared with 291.9 million SF in Q1 2019.(10) While this is a
positive indicator for the sector, it does present a potential risk if industrial market demand were to slow, resulting in a
near-term supply pipeline imbalance.

The biggest uncertainties are how supply chains will operate
 Supply chains are going to be deeply impacted after the crisis is over. As seen in China, there are long backlogs of
shipments, with inventory levels in flux for various industries. Some industries that may be negatively impacted include
construction, automotive, and oil.
 However, industrial space for last-mile delivery in major cities like New York and Los Angeles continues to be at a
historic low, given ever-growing demand for last-mile delivery services.(11)
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Action Items
Houlihan Lokey is ready to assist industrial owners and investors with assessing their real estate
portfolios and provide guidance to best position the sector to get through this crisis.
Revisit underwriting
assumptions, recasting cash
flow forecasts in light of the
current disruption.

Be proactive—opportunistically
begin lease renewal discussions
and consider strategic portfolio
adjustments.

Have an assessment done on
your property values to
understand the potential impact
of COVID-19, if any.

Perform a detailed tenant credit
analysis to inform cash flow
projections and anticipate
potential defaults in light of
COVID-19 disruptions.

? Contact Us
Houlihan Lokey has a successful track record in assisting real estate investors and owners through
times of extreme volatility and exogenous events.
Please reach out to one of the team members below for more information.
Jeffrey Andrews,
MAI, MRICS
Director
Co-Head of REVS
310.788.5364
JAndrews@HL.com

Michael P. Hedden,
MAI, CRE, FRICS
Director
212.497.7936
MHedden@HL.com

Tom Puricelli
Managing Director
Co-Head of REVS
404.495.7026
TPuricelli@HL.com

Additional Contributors: Nick Way, Leo Kao, Ashton Looney, and Andrew McLoon.
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Disclaimer
© 2020 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any
means or redistributed without the prior written consent of Houlihan Lokey.
Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the
accuracy or completeness of the information provided within this presentation. The material presented
reflects information known to the authors at the time this presentation was written, and this information is
subject to change. Houlihan Lokey makes no representations or warranties, expressed or implied,
regarding the accuracy of this material. The views expressed in this material accurately reflect the
personal views of the authors regarding the subject securities and issuers and do not necessarily
coincide with those of Houlihan Lokey. Officers, directors, and partners in the Houlihan Lokey group of
companies may have positions in the securities of the companies discussed. This presentation does not
constitute advice or a recommendation, offer, or solicitation with respect to the securities of any company
discussed herein, is not intended to provide information upon which to base an investment decision, and
should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide
investment banking or related services to these companies. Like all Houlihan Lokey employees, the
authors of this presentation receive compensation that is affected by overall firm profitability.
Houlihan Lokey is a trade name for Houlihan Lokey, Inc., and its subsidiaries and affiliates, which include
those in (i) the United States: Houlihan Lokey Capital, Inc., an SEC-registered broker-dealer and
member of FINRA (www.finra.org) and SIPC (www.sipc.org) (investment banking services); Houlihan
Lokey Financial Advisors, Inc. (financial advisory services); HL Finance, LLC (syndicated leveraged
finance platform); and Houlihan Lokey Real Estate Group, Inc. (real estate advisory services); (ii)
Europe: Houlihan Lokey EMEA, LLP, and Houlihan Lokey (Corporate Finance) Limited, authorized and
regulated by the U.K. Financial Conduct Authority; Houlihan Lokey S.p.A.; Houlihan Lokey GmbH;
Houlihan Lokey (Netherlands) B.V.; Houlihan Lokey (España), S.A.; and Houlihan Lokey (Corporate
Finance), S.A.; (iii) the United Arab Emirates, Dubai International Financial Centre (Dubai): Houlihan
Lokey (MEA Financial Advisory) Limited, regulated by the Dubai Financial Services Authority for the
provision of advising on financial products, arranging deals in investments, and arranging credit and
advising on credit to professional clients only; (iv) Singapore: Houlihan Lokey (Singapore) Private
Limited, an “exempt corporate finance adviser” able to provide exempt corporate finance advisory
services to accredited investors only; (v) Hong Kong SAR: Houlihan Lokey (China) Limited, licensed in
Hong Kong by the Securities and Futures Commission to conduct Type 1, 4, and 6 regulated activities to
professional investors only; (vi) China: Houlihan Lokey Howard & Zukin Investment Consulting (Beijing)
Co., Limited (financial advisory services); (vii) Japan: Houlihan Lokey K.K. (financial advisory services);
and (viii) Australia: Houlihan Lokey (Australia) Pty Limited (ABN 74 601 825 227), a company
incorporated in Australia and licensed by the Australian Securities and Investments Commission (AFSL
number 474953) in respect of financial services provided to wholesale clients only. In the European
Economic Area (EEA), Dubai, Singapore, Hong Kong, and Australia, this communication is directed to
intended recipients, including actual or potential professional clients (EEA and Dubai), accredited
investors (Singapore), professional investors (Hong Kong), and wholesale clients (Australia),
respectively. Other persons, such as retail clients, are NOT the intended recipients of our
communications or services and should not act upon this communication.
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