
Value-Add Buyers Reimagining Industrial Assets;

Owner-Users Raise Bids for Preferred Spaces

Elevated costs pressuring overall industrial market amid redevelopment surge 

along the East River. Fueled by surging demand for apartments, retail and offi ce space 

at rates below similar offerings in Manhattan, Brooklyn industrial properties are in high 

demand among developers and a core contingency of owner-users. As rental rates have 

jumped signifi cantly throughout the current business cycle, industrial tenants have begun 

to be displaced by elevated rents and higher-value redevelopment options. New industrial 

projects will total less than 65,000 square feet for the second straight year, highlighting 

the prohibitive costs of substantial industrial development as costs move higher over-

all. Despite the lack of meaningful construction, vacancy has trended higher for roughly 

18 months as net absorption turned decisively negative. Zoning changes in redeveloping 

neighborhoods such as Greenpoint and Williamsburg will allow many of the vacated as-

sets to be repositioned into higher-density uses such as apartments or retail.

Redevelopment uses steering costs upward; owner-users bidding aggressively to 

procure necessary spaces. Following the rezoning of several neighborhoods along the 

East River in the early 2000s, the Brooklyn industrial market has transformed substantially, 

with owner-users being displaced by larger apartment, retail and offi ce projects. Due to this 

phenomenon, assets in the metro have begun to move toward pricing based on end-use 

development purposes, particularly as multiple neighborhoods throughout the borough are 

zoned for greater density. Pricing can reach the mid-$450 per square foot range, with cap 

rates averaging in the mid-5 percent area. Owner-users remain active in the market yet have 

been forced to raise bids and look at more outlying locations to procure needed spaces. The 

shutdown of the L Train remains a major consideration for investors, and it will impact short- 

to midterm performance trends.
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Metro-level employment, vacancy and asking rents are year-end fi gures and are based on the most up-to-date information available as of January 2018. Asking rent is based on the full service marketed rental rate. 
Average prices and cap rates are a function of the age, class and geographic area of the properties trading and therefore may not be representative of the market as a whole. Sales data includes transactions valued at 
$1,000,000 and greater unless otherwise noted. Forecasts for employment and offi ce data are made during the fourth quarter and represent estimates of future performance. No representation, warranty or guarantee, 
express or implied may be made as to the accuracy or reliability of the information contained herein. This is not intended to be a forecast of future events and this is not a guaranty regarding a future event. This is not 
intended to provide specifi c investment advice and should not be considered as investment advice.
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2018 Market Forecast

* Forecast

Sources: Marcus & Millichap Research Services; CoStar Group, Inc.; 

Real Capital Analytics

Low unemployment will weigh on overall hiring as 30,000 jobs 

are created this year. In the previous yearlong period, 56,000 

positions were added to payrolls.

Developers are on track to complete 60,000 square feet this 

year as part of two projects. Last year, 40,000 square feet was 

brought online.

After rising 50 basis points in 2017, vacancy will edge higher 

to 5.7 percent this year as industrial tenants migrate to more 

affordable locations in the borough as well as outlying areas.

The average asking rent jumps to $24.30 per square foot as 

tight overall conditions and the urge to redevelop existing spac-

es impact overall pricing.

Zoning rights will remain a prime consideration among inves-

tors looking to deploy capital, with residential and offi ce uses 

most prized.

Employment
up 1.2%

Construction
60,000 sq. ft.

Vacancy
up 20 bps

Rent
up 7.0%
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