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Industrial market soarmg onhigh, may face b1t of slowdown

By Camia Crvigo

The South Flerida industrial
market is seeing occupancy
rates at their highest level in
nine years, while asking rents
increased for the 20th consecu-
tive quarter, according to the
pewest data, but the market
should be facing a natural and
minor slowdown in coming
years, experts agree.

In the first quarter of 2016,
more than 500,000 square feet
of new industrial inventory was
delivered, vacancy was at $.9%
and occupancy was at 95.1%. a
nine-year high, according 10
Newrmark Grubb Knight Frank’s
South Florida Industrial Market
Report.

“Warehouse and distribution
spacesaw the largest year-over-
year rise. to $7.73 per square
foot from $6.84 per square
fool.” the report said. “General
industrial space followed closely
to $6.95 per squarc foot from
$6.38 per square foot during
the same time period.”

“Ii’savery interesting time in
the Miami industrial market.”
said George Pino. president of
State Strect Realty.

The Medley area 15 at 3%
vacancy, while airport areas are
at 4.5%. their lowest numbers
in “nearly 10 years,” Mr. Pino
said.

E-commerce has been one of
the leading industries that has
absorbed quite a bit of space
and will continue driving ab-
sorption, he said.

Amazon leased 173,000
square feet in Miami’s Atrport
East mn first quarter 2016, ac-
cording to the market report.

The e-commerce industry wil}
fuel a strong demand for indus-
trial product, especially indense
urban locations close o con-
sumers, said Alex Zylbergiait.
senior vice president of invest-
ments in the Miami office of
Marcus & Miilichap.

The telecommunication in-
dustry toek the lead for the buik
of mid- to large-size lease deals
in Scuth Florida during first
quarter 2016, accounting for
601,000 square feet. according
to the same report.

The current condition of the
industrial market, Mr. Pino said,
has Jed develepers to feel the
pre.sure te produce and build
new statc-of-the-art modern
warchouses in the arport area.
Mediey and also Hialeah Gar-
dens.

“In vears, Hialeah Gar-
dens was never on the radar for
development of new ware-
houses. Duc 1o lack of land and
demand for new modern. effi-
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Panama Canal’s expansion will aid Miami’s industrial market, but how much is unciear: George Pino.

cient buildings. numerous de-
velopers are now developmg in
the Hialeah Gardens arca,” he
said.

South Floridais anticipatinga
dramatic boost in international
trade with the $5.25 billion ex-
pansion of the Panama Canal.
expected to be operational by
the end of the month.

There seems to be consensus
among industry experts that it
will bolster the industrial mar-
ket. but no one can be sure to
what extent.

=1 think it’s [going to be]
positive. 1 don’t think we're
going to see 2 huge impact in
Miami-Dade County - a lot of
that cargo is going to other
ports.” Mr. Zylberglait said.
“It’s probably not {going to be]
2 game-changer. [but] it’s zll
good and positive.”

While he doesn’t expect the
Panama Canal expansicntobea
game-changer for the market
either, Mr. Pino is quick to note
thathe believes it will definitely
help.

“I do feel it will have a posi-
tive impact on demand. but to
whatextent remainsobe seen.”

In January. Miami Today re-
ported that about 7% of the
product that will be coming
through the Panama Canal will
o to warchouses, with the rest
distributed via rail.

“For a lot of companies now.
efficiency is the name of the
game — they’re looking for the
efficiency that new Class A
buildings provide.” Mr. Pino
said. “However. if supply of
Class A diminishes... but de-
mand is still there. that’s a great
thing for Class B buildings...
because companies will have to
make do with what is in inven-
tory if there 1s not enough sup-

ply to meet demand.™

Even now, he said. a very
strong demand remains for Class
B product. “Even with new
product on the market, Class B
contuinues 1© perfnrm well.™

= think investing in smaller
Class B and C industrial build-
ings in Miami-Dade County is
still a safe bet given our market
position. given our continned
growth and the fact that we
have limited supply,” Mr.
Zylberglaitsaid.

“Ithink we’ll see some rede-
velopment of seme of the older
product in some areas,” he said,
adding that he sees this happen-
ing already in “attractive” areas
like Wynwood and the Design
District. where investors are
buying old houses.

But the industrial real estate
market in Miami faces 2 chal-
lenging problem — dwindling
available land upon which to
build.

“The reality is that South
Florida is surrounded by water
and the Everglades. It"s not At-
lanta. where land sprawls for-
ever,” Mr. Pino said. “It’s a
realistic possibility thatone day
we will run out of land.”

A solution could come in the

molish it and put 2 new ware-
house there that will go up and
provide ali the necessary ameni-
ties for the company,” said Elias
Porras. senior vice president of
Colliers International South
Flonida.

As weak international econo-
mics struggle to stabilize, the
industrial market has felt a mi-
nor pullback from foreign in-
Yestors. experts agree. butthere
haven’t been major conse-
qucnees.

In the wake of their weaken-

ing domestic currencies, for-
investors have become
more conservative and cautious,
Mr. Zylberglait said.
e ones that have the dol-
lars will sull find a way 1o pur-
chase real estate. They would
much prefer to park their money
here than in a volatile govern-
ment internationally,” Mr.
Porras said.

However. Mr.
said. foreign investors are go-
ing to continue to invest. “It’s
not the end of the road for
foreign iavestors.”

“The market fundamentals
remam strong,” he said. “It's
still a very healthy market and
values are still showing strong
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purchase and demolition of Class
C and D warehouses 1o build
newer product. This 1s unltkely
en masse soon, Mr. Pino said,
because real estate Is so expen-
siveand valuations will be high.

“As time goes on and real
estate down-cycles, developers
will start to look at those possi-
bilittes.” he said. “There’s go-
ing to be a ime where there is
5o land to build on.”

“The older warehouses — at
some point in time - it will
become feasible for you to be
abie to buy that property. de-

The first quarter of 2016 saw
the average asking rent increase
for the 20th consecutive quar-
ter. according to the same mar-
ket report. with an increase of
$0.76 per square foot from this
time last yearto $7.90 per square
foot. the highest average since
2006.

The constant rise of rents
can be atiributed in large part 1o
the scarcity of land, Mr. Porras
said. Even with land prices as
high as they are, buildings are
selling and interest rates are up

" because there are enough in-
vestors still willing to pay these
high rates.

For example, he said. a com-
pany from Houston or Chicago
might lease 100.000 square feet
in its home city and only lease
80,0600 square feer in Miami,
but at Jeast its presence is stili
here. even if it’s on a smaller
scale.

But the industrial market in
Miami-Dade County 1sshowing
signs of slowing down. Mr.

~ Zylberglaitsaid

“We have a little bit of turbu-
fence towards the end of this
year and next year but in a four-
or five-year forecast. I don’t
see us being any worse than we
are today.” Mr. Porras said. °]
think prices will hold. There
may be a dip. bur we will re-
cover quicker.”

Y ear-to-date volume forprod-
uct in the $2.5 million to $20
million range is roughly $199
million, Mr. Zylberglait said.
down 30% from the same pe-
ried last year.

During the first half of the
second quarter, the volume of
deals has totaled $64.3 million,
involving nine propertics. he
said. compared to the $135 mil-
lion total from 24 properties for
the entire first quarter.

“This is comparing the first
half of the second quarter to the
whole first quarter,” Mr.
Zylberglait said. “So 1f you as-
sume that same volume contin-
ues - another nine properties in
the second half of the second
quarter — it would still be below
the 24 propertics in the first
quarter.”

Another factor to keep aneye
on in is the muiti-billion dollars
inloans reaching maturity in the
next two years. Mr. Porras said.

These loans. which are made
tomajor developers. will hold the
market down when they marure,
which is set to happen within the
next year or two, he said

“If prices stay high and stay
there  when loans mature then
we should be okay and get refi-
nancing done. Then people wiil
be okay.” Mr. Porras said.

However, this also means that
i asset values don’t keep ap-
preciating. developers will be
having a bad time trving to refi-
nance when that time comes

“Industrial will do well. It
alwayshas. it’s withstood time,”
Mr. Porras said. “For so many
investors. that’s their first
choice.”

“This is a market that every-
body wants.” he said. “Every
major player. every major insti-
tution wants to have a presence
nMiam.”
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