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L ogistics demonstrates
resilience amid uncertainty

Ares’ David Roth and Wilson Lamont explain how disruptors like the covid-19
pandemic and the so-called ‘Amazon effect’ are shaping a buoyant logistics market

A growing appetite for e-commerce
globally has increased the need for
logistics space — pushing up rents in
the process — which is attracting in-
vestors’ interest in industrial real es-
tate. In turn, asset prices are rising, but
supportive supply versus demand is set
to keep markets healthy, argue David
Roth, head of US real estate equity, and
Wilson Lamont, co-head of European
real estate equity, at global alternative
investment manager Ares Management
Corporation.

The pandemic has

accelerated e-commerce
sales. How is this affecting
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demand for logistics space and
rents in the markets in which
you operate?

David Roth: If you go back 10 or 15
years, the industrial business was real-
ly about business-to-business — it was
suppliers who were delivering prod-
uct mostly to other businesses. Over
time, this has evolved to the point
where the fastest growing parts of the
business are the ones that service direct
to consumer.

We saw total e-commerce sales
increase by 32 percent in the second
quarter of 2020 and the percent of
e-commerce sales of total retail sales
jumped to 16 percent from 12 per-
cent in the first quarter. Looking for-
ward, the percent of total sales through
e-commerce could exceed 30 percent
by 2030.

However, there has been, and
should continue to be, a strong accel-
eration in e-commerce sales with the
onset of covid-19. A lot of people who
never would have relied upon buying
online are now living by that method.

If you combine this trend with slow-
er growth or weakness, depending on
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the market and tenant, in the tradi-
tional model that involved more of a
business-to-business approach to dis-
tribution, demand for certain parts of
the industrial sector — particularly the
parts of the distribution channel that
are used in e-commerce — is incredibly
high. We are seeing that demand, and
vacancies are at very low levels.

Wilson Lamont: In terms of industrial
property vacancies, Europe is similar to
the US at 5 percent vacancy or below
in most markets. Where land supply
is tight, we have seen rents jump from
anywhere between 10 and 20 percent,
particularly for those locations close
to large metropolitan areas, especially
for smaller facilities that are servicing
last-mile demand and able to deliver
parcels in under two hours. That is
having a powerful impact on demand
and, therefore, rents.

What is the outlook for

new supply in key logistics
markets?
DR: We feel a lot of comfort from the
fact that we are starting at very low
levels of vacancy today. Logistics is a
product that is relatively easy to build
and also fairly easy to stop if it gets
over-built.

We believe that we are at national
high levels of supply, but also with high
levels of demand. In many markets we
are starting to see a little bit of excess
supply relative to demand, which is
driving a slight uptick in vacancy.

But, at least in the near-to-interme-
diate term, we think that is going to
be a modest outpacing of demand na-
tionally, just driven by large pipelines
that groups like Ares and others have.
Longer term, we think there will al-
ways be some need for new product to
address obsolescence of older product
that doesn’t have the specifications that
tenants need, like ceiling heights, dock
door penetration and trailer parking
ratios for bulk distribution. Consider-
ing demand in those markets, current
rent growth and low vacancy levels, our

upgrade their facilities.

facilities across the board.

A key disruptor has been the so-called ‘Amazon effect’.
How is logistics adapting to changes brought about by
this global phenomenon?

WL: We certainly see an ‘Amazon effect’, where major players are having a
significant impact across the markets in which we operate. As an example,
in the UK today, Amazon has 60 live leasing requirements, representing
about 30 million square feet. To put that in context, we think this year there
is going to be a little under 50 million square feet of take-up in the UK.

When you look at Germany, Amazon’s requirements are double their
needs in the UK. When you have this amount of demand in the market, the
impact is significant, considering the tight supply. And of course, rents in
these locations are growing quite significantly.

DR: The implications of the ‘Amazon effect’ clearly have to do with
certain locations in the US. For instance, we believe Cincinnati is going to
benefit from being an Amazon Air hub. Additionally, Amazon Prime Air,
which will use drones to deliver packages, has the potential to be a major
disrupter. The development of this technology hasn’t been seen before
and, over the long term, that may have implications for tenants needing to

In our view, demand for newer space is going to be significant, because
of the pressure that Amazon is going to put on every retailer to step up their
game as it relates to how their product reaches consumers.

We believe this is going to drive the need for more state-of-the-art

view is that they should remain healthy
for some time.

WL: In Europe we have seen take-up
for logistics space tracking significant-
ly ahead of new supply for the last six
or seven years. Today, the large bal-
ance-sheet developers remain very dis-
ciplined with regard to new speculative

development, where they are typically
focused on build-to-suit type situa-
tions. From a traditonal European
banking perspective, there are very few
banks prepared to lend on a pure spec-
ulative logistics development.

We see new supply coming in cer-
tain markets, particularly in conti-
nental Europe, where there is more
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land available to develop, like Poland
as an example. But, overall, we think
the supply outlook in Europe remains
supportive versus demand, certainly
supportive to rents continuing to be on
a strong upward trajectory in most of
the metropolitan markets that we are
operating.

How is strong institutional

demand affecting asset
prices?
WL: There’s no doubt that logistics
and industrial is strongly in favor, at-
tracting investors from around the
world. This is due to the sector’s strong
fundamentals, but it’s also one of the
few sectors where investors are seeking
to invest their capital in the real estate
market today.

With hospitality impacted by cov-
id-19, the structural decline of retail
and questions around certain formats
of office occupation, we’re seeing larg-
er volumes of capital concentrating on
a narrower set of property types, name-
ly logistics, industrial and residential.
That trend is adding to huge demand
for a more limited product set.

So, in the last 12 months we would
estimate in several European mar-
kets there has been 100 basis points
of downward yield compression for
the best quality well-let assets — and
that goes for whether you are in the
primary markets of the UK and Ger-
many or, to a lesser extent, France and

the Netherlands.

DR: There has been approximately 8
percent annual capital appreciation for
US industrial properties over the last
seven to eight years, and that has been
incredible. If you look at the product
type relative to others, exit cap rates
compressed by 200-300 basis points in
some US markets.

Looking at that, you could say that
provides a risk, but we believe the de-
mand for this product will continue.
Rates aren’t likely to go through the
roof and the supply/demand picture
should remain favorable. Overall, our
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“In Europe we have
seen take-up for
logistics space tracking
significantly abead of
new supply”

WILSON LAMONT

belief is that capital is going to contin-
ue to flow into this sector and that is
going to support robust values on an
ongoing basis.

In which pockets of

the market do you see
overinflated values?
DR: There is some risk around older
products because the desire for state-
of-the-art product becomes greater as
Amazon becomes more impactful on
the markets. And retail bankruptcies,
which we haven’t really seen much of
yet, are likely to come for those retail-
ers that traditionally have been focused
more in the business-to-business logis-
tics property type. Those retailers are
currently occupying a lot of the older
product, and I get concerned when 1
see that.

WL: Over the last four or five years
we have been operating intensively on
what I have described as core-plus or
value-add assets, which are often older
generation assets that we felt still had
a role to play, but they were certainly
not premier assets. As the market has
evolved and matured, our point of en-
try is focused on brand new assets. This
is especially important in a post-covid
market environment where worker

wellbeing and ESG considerations are
substantially more important to both
occupier and investor.

To what extent is the
impact of potential

retail bankruptcies on tenants
affecting the logistics sector?
DR: If a retailer is being liquidated,
obviously the industrial box that they
are sitting in will go vacant. But if you
have decent industrial assets and a re-
tailer goes bankrupt and is being re-
structured, it is going to come out and
likely still need that industrial space.
As I said earlier, those retailers tend
to occupy some of the older product.
The good news for the product that is
well-located and could be repurposed
for third-party logistics (3PLs) for
activities such as processing returns.
Since the return process generally does
not need the same state-of-the art asset
that an Amazon or other e-commerce
retailer needs for a fulfilment center,
these locations could offer selective op-
portunities for older product.

WL: In continental Europe, retailer
bankruptcies have been more limit-
ed, but I do think they are coming. In
the UK, on the contrary, we have seen
significant retailer bankruptcies in the
last five or six years, even before cov-
id-19, but interestingly, the tradition-
al brick-and-mortar retailers that are
failing typically have underinvest-
ed, less sophisticated, smaller supply
chains and distribution networks ver-
sus, for example, Amazon or some of
the 3PLs; so, they are using more space
in stores rather than in distribution
warehousing.

We monitored a watchlist of 30 re-
tailers in the UK that we thought were
at risk of bankruptcy over the course of
2020, and their total amount of logis-
tics space was around 5 million square
feet. Compared to an annual take-up of
close to 50 million square feet, this is a
manageable amount to come back on
to the market. We see it as a low risk in
the current market conditions. m
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Disclaimer

These materials are being provided for informational
purposes and as part of a sponsored interview
conducted by PERE and are neither an offer to sell, nor
the solicitation of an offer to purchase, any security, the
ofter and jor sale of which can only be made by definitive
offering documentation. Any offer or solicitation with
respect to any securitics that may be issued by any
investment vehicle (each, an “Ares Fund”) managed
or sponsored by Ares Management LLC or any of
its subsidiary or other affiliated entities (collectively,
“Ares Management” ) will be made only by means of
definitive offering memoranda, which will be provided
to prospective investors and will contain material
information that is not sct forth herein, including
factors relating to any such investment. Any such
offering memoranda will supersede these materials
and any other marketing materials (in whatever form

provided by Ares Management to prospective investors.
In addition, these materials are not an offer to scll, or
the solicitation of an offer to purchase sccuritics of Ares
Management Corporation (“Ares Corp”), the parent
of Ares Management. An investment in Ares Corp is
discrete from an investment in any fund directly or
indircctly managed by Ares Corp. Collectively, Ares
Corp, its affiliated entitics, and all underlying subsi
entitics shall be referred to as “Ares” unless specifically
noted otherwise. Certain Ares Fund sccurities may be
offered through our affiliate, Ares Investor Services LLC
“AIS”), a broker-dealer registered with the SEC, and a
member of FINRA and SIPC.

In making a decision to invest in any securitics of an
Ares Fund, prospective investors should rely only on the
offering memorandum for such securities and not on
these materials, which contain preliminary information
that is subject to change and that is not intended to be
complete or to constitute all the information necessary
to adequately evaluate the consequences of investing
in such securitics. Ares makes no representation or

warranty (express or implied with respect to the
information contained herein  including, without

limitation, information obtained from third parties

and expressly disclaims any and all liability based on or
relating to the information contained in, or errors or
omissions from, these materials; or based on or relating
to the recipient’s use (or the use by any of its affiliates or
representatives ) of these materials; or any other written
or oral communications transmitted to the recipient or
any of its affiliates or representatives in the course of its

evaluation of Ares or any of its business activitics. Ares
undertakes no duty or obligation to update or revise the
information contained in these materiz

S.

The recipient should conduct its own investigations
and analyses of Ares and the relevant Ares Fund and the
information set forth in these materials. Nothing in these
materials should be construed as a recommendation
to invest in any sccurities that may be issued by Ares
Corp or an Ares Fund or as legal, accounting or tax

Coronavirus and Public
Health Emergency Risks

As of March 17, 2020, there is an outbreak of a novel
and  highly  contagious form of  coronavirus
“COVID-19”, which the World Health
Organization has declared to constitute a pandemic.
The outbreak of COVID-19 has resulted in numerous
deaths, adversely impacted global
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advice. Before making a decision to invest in any Ares
Fund, a prospective investor should carefully review
information respecting Ares and such Ares Fund and
consult with its own legal, accounting, tax and other
advisors in order to independently assess the merits of
such an investment.

These materials are not intended for distribution to, or
usc by, any person or entity inany jurisdiction or country
where such distribution or use would be contrary to law
or regulation.

These materials contain confidential and proprictary
information, and their distribution or the divulgence
of any of their contents to any person, other than the
person to whom they were originally delivered and
such person’s advisors, without the prior consent
of Ares is prohibited. The recipient is advised that
United States sccurities laws restrict any person who
has material, nonpublic information about a company
from purchasing or selling sccurities of such company
and options, warrants and rights relating thereto and
from communicating such information to any other
person under circumstances in which it is reasonably
foresecable that such person is likely to purchase or sell
such securitics. The recipient agrees not to purchase
or sell such securities in violation of any such laws,
including of Ares Corp or a publicly traded Ares Fund.

These  materials may  contain = “forward-looking”
information that is not purcly historical in nature, and
such information may include, among other things,
projections, forecasts or estimates of cash flows,
vields or returns, scenario analyses and proposed or
expected portfolio composition. The forward-looking
information contained herein is based upon certain
assumptions about future events or conditions and is
intended only to illustrate hypothetical results under
those assumptions (not all of which will be specified
herein . Not all relevant events or conditions may have
been considered in developing such assumptions. The
or achievement of various results and objectives
is dependent upon a multitude of factors, many of which
are beyond the control of Ares. No representations are
made as to the accuracy of such estimates or projections
or that such projections will be realized. Actual events
or conditions are unlikely to be consistent with, and
may differ materially from, those assumed. Prospective
investors should not view the past performance of Ares
as indicative of future results. Ares does not undertake
any obligation to publicly update or review any forward-
looking information, whether as a result of new
information, future developments or otherwise.

Some funds managed by Ares or its affiliates may be
unregistered private investment partnerships, funds
or pools that may invest and trade in many different
markets, strategies and instruments and are not subject
to the same regulatory requirements as mutual funds,
including mutual fund requirements to provide certain
periodic and  standardized pricing and  valuation
information to investors. Fees vary and may potentially
be high.

commercial activity, and contributed to significant
volatility in certain cquity and debt markets.  The
global impact of the outbreak is rapidly evolving, and
many countries have reacted by instituting quarantines,
prohibitions on travel and the closure of offic
businesses, schools

retail stores, and other public
venue: Businesses are also implementing  similar
precautionary mes Such mecasures, as well as
the general uncertainty surrounding the dangers and
impact of COVID-19, are creating significant disruption

LUICS.

These materials also contain  information about
Ares and certain of its personnel and affiliates whose
portfolios are managed by Ares or its affiliates. This
information has been supplied by Ares to provide
prospective investors with information as to its general
portfolio management experience. Information of a
particular fund or investment strategy is not and should
not be interpreted as a guaranty of future performance.
Moreover, no assurance can be given that unrealized,
targeted or projected valuations or returns will be
achieved. Future results are subject to any number of
risks and factors, many of which are beyond the control
of Ares. In addition, an investment in one Ares Fund will
be discrete from an investment in any other Ares Fund
and will not be an investment in Ares Corp. As such,
neither the realized returns nor the unrealized values
attributable to one Ares Fund are directly applicable to
an investment in any other Ares Fund. An investment in
an Ares Fund (other than in publicly traded securitics
is illiquid and its valuc is volatile and can suffer from

adverse or unexpected market moves or other adverse
cvents. Funds may cngage in speculative investment
practices such as leverage, short-sclling, arbitrage,
hedging, derivatives, and other strategics that may
increase investment loss.  Investors may suffer the loss
of their entire investment. In addition, in light of the
various investment strategies of such other investment
partnerships, funds andor pools, it is noted that
such other investment programs may have portfolio
investments inconsistent with those of the strategy or
investment vehicle proposed herein.

This may contain information obtained from third
partics. Reproduction and distribution of third party
content in any form is prohibited except with the
prior written permission of the related third party.
Third party content providers do not guarantee the
accuracy, completeness, timeliness or availability of any
information, including ratings, and are not responsible
for any errors or omissions (negligent or otherwise ),
regardless of the cause, or for the results obtained from
the use of such content. THIRD PARTY CONTENT
PROVIDERS GIVE NO EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED
TO, ANY WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. THIRD PARTY CONTENT PROVIDERS
IALL NOT BE LIABLE FOR ANY DIRECT,
INDIRECT, INCIDENTAL, EXEMPLARY,
COMPENSATORY,  PUNITIVE, SPECIAL  OR
CONSEQUENTIAL DAMAGES, COSTS, EXPENSES
LEGAL FEES, OR LOSSES (INCLUDING LOST
INCOME OR  PROFITS AND OPPORTUNITY
COSTS OR LOSSES CAUSED BY NEGLIGENCE
IN' CONNECTION WITH ANY USE OF THEIR
CONTENT, INCLUDING RATINGS. Credit ratings
are statements of opinions and are not statements of fact
or recommendations to purchz
They do not address the suitability of sccuritics or the
suitability of sccuritics for investment purposes, and
should not be relied on as investment advice.

se, hold or sell securities.

in supply chains and cconomic activity and are having
a particularly adverse impact on  transportation,
hospitality, tourism, entertainment and other industrics.
The impact of COVID-19 has led to significant volatility
and declines in the global public equity markets and it
is uncertain how long this volatility will continue. As
COVID-19 continues to spread, the potential impacts,
including a global, regional or other economic recession,
arc increasingly uncertain and difficult to assess.





