Second Quarter 2017 / Industrial Research Report

Denver

Market Facts

58,938
Jobs added in the last 12 months ending
in May, a 4.0% increase in employment.

2.3%
Unemployment in Denver, which is
significantly lower than the national
unemployment rate of 4.1%.

4.4
Square feet of space now under
construction, with 71% preleased.

4.5%
The Denver industrial vacancy rate
remains near historic lows.
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Market Overview
Denver’s population has grown rapidly
in recent years as people are drawn to
the city for its employment opportunities
and quality of life. Although Denver has a
centralized location at the intersection of
two Interstates, the area is more isolated
than other major metropolitan areas,
leading to a largely locally-driven industrial
market. Denver’s population boom,
coupled with the rise in e-commerce, has
changed market fundamentals in recent
years as large distributors are increasingly
attracted to Denver. Demand for largescale fulfillment centers has impacted
Denver’s industrial leasing and construction
activity in the past year. In June, Amazon
announced its plans to open its second
Colorado fulfillment center in Thornton
with over 855,000 square feet (sf ), and
Nestlé Waters said that it will expand its
350,000-square-foot facility, to launch its
new online shopping and delivery service.
E-commerce is projected to remain a major
driving force in Denver’s industrial market
throughout 2017.

Strong demand and a lack of quality
available space have caused a development
boom in Denver’s industrial market, with
over 4.4 million square feet (msf ) currently
under construction. Although the vacancy
rate is up by 20 basis points from the
previous quarter, it remains near-historically
low levels at 4.5%. Denver’s low vacancy
rate is prompting speculative development
and an increasing amount of preleasing in
proposed/under construction buildings.
Denver’s building boom continued to pay
off in the second quarter with elevated
levels of leasing activity brought on by
additional options in the market. Leasing
activity totaled nearly 3.9 msf year-to-date.
Previously, leasing activity was low due
to a lack of space for tenants to expand
into. Average asking rates have grown
substantially in recent years but stabilized
in the last nine months, a welcome
relief to tenants in the market who have
experienced sticker shock. Denver’s
industrial market is growing at a fast pace
and demand is projected to remain high in
2017.
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The Denver industrial market recorded
575,031 sf of absorption in the first
quarter, increasing to over 1.1 msf in
the second. The strong absorption
this quarter was mainly due to
tenants taking occupancy of newlydelivered space. The Denver industrial
market is largely driven by warehouse
and distribution properties. These
properties recorded the overwhelming
majority of absorption in the second
quarter, totaling 717,929 sf. Flex
properties recorded 245,338 sf of
absorption. Manufacturing properties
recorded positive net absorption of
187,925 sf. Leasing was incredibly
active in the second quarter. Amazon
announced plans to build a second
fulfillment center in Thornton,
eventually creating 1,500 new jobs.
Leasing activity in the past year was
constrained due to a lack of available
space for tenants to expand into.
However, Denver’s construction boom
has provided additional options for
tenants, leading to an increase in
leasing activity.

Vacancy & Availability
Construction is finally helping to
alleviate the tight industrial market.
Due to new deliveries slightly
out pacing absorption, vacancy
increased by 20 basis points to 4.5%.
Vacancy plummeted in 2014 due to
high activity in the market and has
remained near historic lows since.
Manufacturing properties recorded
the lowest vacancy in the second
quarter (2.3%), followed by warehouse
and distribution properties (4.2%).
Flex properties recorded the highest
vacancy rate at 8.3%. The majority
of construction activity is occurring
in warehouse and distribution
properties. The remaining space under

construction is heavily preleased but
still has available space, which will help
to alleviate tightness in warehouse and
distribution product. A limited amount
of manufacturing product is under
construction, and therefore vacancy
is expected to remain incredibly low
in these properties. Manufacturing
tenants planning to expand within the
market have few options. Therefore, an
uptick in manufacturing build-to-suit
activity is projected going forward.
Overall vacancy is expected to remain
relatively stable throughout 2017, as
continued development balances out
strong demand.

Asking Rates
Average asking rates increased
substantially in recent years due to
the growing economy and continued
demand. The strong appreciation in
asking rates led to tenants expressing
sticker shock as their leases came up
for renewal. However, asking rates in
the second quarter only increased by
$0.09 per square foot (psf ) to $8.38
psf NNN. Asking rates are projected to
grow at a slow and sustainable pace.

Development
Strong demand and a lack of available
space caused a development boom
in Denver’s industrial market. Over 4.3
msf is currently under construction
with 71% preleasing. In the first quarter,
619,789 sf delivered, but only 109,961 sf
was completed in the second quarter.
4.3 msf delivered in 2016, adding
much-needed available space to the
Denver market. Development activity is
expected to remain steady in 2017, with
several projects scheduled to break
ground in coming months. Significantly
preleased new development indicates
that the industrial market will remain
tight throughout 2017.
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Construction Timeline
2Q17 Building Deliveries
Enterprise Business
Center – Building 6
(647,000 sf). East I-70/Montbello.
21800 E. 19th Avenue – Best Buy
(251,6800 sf). East I-70/Montbello.
HUB 25 – Buildings A, B & C
(377,992 sf). Northeast.
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Trends to Watch

 Amazon is building a 1.0-msf
fulfillment center in the East
I-70/Montbello submarket.
Located in the Prologis Park 70,
it is expected to deliver by late
2017 and will add 1,000 new
jobs. Amazon also announced it
was planning the construction
of a second 855,000 sf fulfillment
center in the North submarket.

 Buildings One and Four of the
Majestic Commerce Center in the
East I-70/Montbello submarket
will complete construction
by the end of 2017, adding
321,703 sf to the market and are
preleased. Majestic Commerce
Center currently contains over 4
msf and is projected to total 12
msf at full build out.

 Kwal Paint signed a 181,348 sf
lease for 21301 E. 33rd Dr, in the
East I-70/Montbello submarket.

 Simmons, Chep, New Age
Beverages Group, Intermountain
Electronics and Polycom Inc.
each renewed leases for 62,227 sf
to 129,000 sf.

 Wesco Distribution signed a
lease at 11198 E. 45th Ave. for
135,598 sf ($5.50 psf NNN), in the
East I-70/Montbello submarket.

2011

 Quick Holdings took occupancy
of the largest sublease deal in
the second quarter, moving
into 104,699 sf of 11551 E. 45th
Ave., in the East I-70/Montbello
submarket.

The price of oil averaged
$53.53/bbl. in the first
quarter, declining to
$49.42/bbl in the
second quarter.
Most economic sectors
reported growth in the
last 12 months with
Education and Health
Services (4.4%), Leisure
and Hospitality (5.3%),
and Other Services
(3.1%) leading the way.
Median home prices
are up by 6.9% from
the previous year to
$389,000.
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