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Industrial Market
Discussion Outline

• Market Conditions

• Cap Rate Analysis

• Sale Transaction Activity

• Regression Analysis – Physical Adjustments
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Market Conditions
3Q 2008 vs. 3Q 2009
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Market Conditions by Type
Warehouse & Flex

• Warehouse vacancy up (7.2% vs. 6.7% in 3Q 2008)
– Driven by negative absorption in Milwaukee & Ozaukee Counties

• Flex vacancy down (4.2% vs. 5.4% in 3Q 2008)
– Small businesses are continuing to lease rather than buy.

• Market uncertainty
• Tight credit markets
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Historical Industrial 

Market Statistics

• Economic Recession of the last +/- 6 quarters

– Vacancy rates have increased only slightly

– Rental rates have decreased only slightly

– Expect vacancy rates to slightly increase and rental rates to slightly 

decrease into 2010
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Historical Rental Rates

• Rental rates have remained flat over the past 2 years

• Anticipate a slight decrease in early 2010

• Rental market being propped up by short-term lease deals

– Users are leasing on a short-term basis rather than buying

– Free rent prevalent in the market (1 month free per year of lease term)
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CAP Rates – Costar
Buildings 15,000 Sq. Ft. & Larger

• Milwaukee CAP rates are 

typically higher than national 

CAP rates.

– Not the case from mid-2008 to 

early-2009.

• Over the past 12 months, the 

average CAP rate in 

Milwaukee has increased by 

+/- 150 basis points.
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CAP Rates
National Investor Survey

• CAP rates have increased 

dramatically over the past 12-

months.

– Both the warehouse & flex 

markets.

• Milwaukee CAP rates are 

typically 75-150 basis points 

higher than national CAP 

rates.

SURVEY CAPITALIZATION RATES

National Warehouse

Survey

Date

Survey

OAR

Change

(Basis Points)

3Q 2007 6.53% -

3Q 2008 6.63% +10

3Q 2009 8.46% +183

National Flex/R&D

Survey

Date

Survey

OAR

Survey

OAR

3Q 2007 7.55% -

3Q 2008 7.60% +5

3Q 2009 8.77% +117

Source: Korpacz Real Estate Investor Survey
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Milwaukee Area CAP Rates
Extracted from Actual Sales

• CAP rates increased 180 basis points in 2009.

– Limited sample size as there have been few industrial 

CAP rate sales in 2009.

• Expect CAP rates to remain at current levels into 2010.

All Metro
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Transaction Activity
(10,000+ Sq. Ft. Buildings)

• Industrial sales activity 
declined dramatically in 2009. 
(92 vs. 146)

• Average sale price increased 
slightly.

• Days on market increased 
slightly.

• Price to asking ratio 
decreased.

Source:  CoStar
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Regression Analysis
Building Age Adjustment

Average

# of

Sales $/SF

Building

Size

Clear

Height

Year

Built

%

Office % Change/Yr.

All Sales 187 $34.15 53,147 17 1969 14%

50+ yrs. Old 54 $24.63 50,719 14 1939 10%

40-49 yrs. Old 19 $28.53 19,471 13 1963 12% 1.4%

30-39 yrs. Old 30 $32.68 75,850 17 1972 19% 1.3%

20-29 yrs. Old 32 $32.76 56,260 18 1981 15% 0.0%

10-19 yrs. Old 39 $45.06 41,129 19 1992 16% 2.7%

1998-Present 13 $55.93 88,451 25 1999 15% 1.9%

• Building age adjustment of 1.5% per year is appropriate.

– All else being equal, a building constructed in 1989 will sell for +/- 1.5% 

less than a building constructed in 1990.
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Regression Analysis
Clear Height Adjustment

Average

# of

Sales $/SF

Building

Size

Clear

Height

Year

Built

% 

Office % Change

All Sales 187 $34.15 53,147 17 1969 14%

< 16 ft. 82 $30.04 28,174 13 1953 15%

16-18 ft. 50 $37.02 36,647 17 1979 14% 18.8%

19-21 ft. 21 $36.25 71,103 20 1984 15% -2.1%

22-24 ft. 15 $37.01 117,913 22 1986 16% 2.1%

25-28 ft. 8 $39.40 143,746 27 1986 12% 6.1%

29+ ft. 11 $39.94 125,826 32 1979 8% 1.3%

• Market doesn’t pay more for clear heights greater than 28 feet.

• This is incurable functional obsolescence.
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Regression Analysis
Office Space Adjustment
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Average

# of

Sales $/SF

Building

Size

Clear

Height

Year

Built

%

Office

% Change/ 

Add. %

All Sales 181 $33.42 54,157 17 1969 12%

0-5% Office 43 $23.69 93,177 17 1956 2%

6-10% Office 53 $27.74 47,650 17 1969 8% 2.9%

11-15% Office 37 $39.04 36,290 18 1977 13% 5.8%

16-20% Office 19 $41.92 30,452 16 1970 18% 1.4%

21-25% Office 16 $45.11 41,106 17 1980 23% 1.4%

26-40% Office 13 $45.99 53,185 18 1978 32% 0.4%

Note:  Excluded sales with >40% Office Space

• Market does not pay more for office space beyond 25% of the GBA.



Regression Analysis
Exterior Wall Type Adjustment

Average

Wall

Type

# of 

Sales $/SF

Building 

Size

Clear

Height

Year 

Built

%

Office % Change

Block 97 $37.42 33,821 16 1970 15%

Metal 44 $33.57 50,680 19 1983 11% -11.5%

Note:  Excluded sales with other wall types (brick, etc.)

• Buildings with concrete block exterior walls sell for +/- 10% more 

than buildings with metal exterior walls.
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