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I. Definition 

E-commerce is defined by the Department of Commerce as “sales of goods and services 

where the buyer places an order, or the price and terms of the sale are negotiated, over 

Internet or a mobile device”. Spurred by improvements in shipping and increased access 

to technology, the industry has experienced rapid growth in recent years, with Amazon, 

eBay, and craigslist exemplifying the E-commerce business model.i 

II. History  

The beginning of E-commerce can be traced to the 1960s, when retail and 

transportation businesses began using Electronic Data Interchange (EDI) to share 

business documents in an attempt to create “paperless” offices. The second generation 

of E-commerce has been characterized by the transaction of goods and services through 

the Internet, which started as a research platform, but has gradually evolved into a 

predominantly commercial vehicle. Companies such as eBay and Amazon typify this 

shift and have revolutionized the online shopping industry.  

III. Market Scale 

According to the most recent non-adjusted estimates released by the U.S. Department of 

Commerce, U.S. Ecommerce sales totaled $101.25 billion in Q3 2016, more than double 

that recorded five years prior in Q3 2011 (Table 1). The sector has experienced double-

digit year-on-year of growth in each of the past five years, which has meant that, as of 

Q3 2016, E-commerce constituted 8.4% of all retail sales in the United States, relative to 

just 4.7% in Q3 2011.  

 

 

Time Period E-commerce Sales ($M) Yearly Growth E-commerce as % of Total

3Q 2016 101,251$                             15.7% 8.4%

3Q 2015 87,530$                                12.1% 7.4%

3Q 2014 78,069$                                16.2% 6.6%

3Q 2013 67,175$                                17.9% 5.9%

3Q 2012 56,988$                                17.3% 5.2%

3Q 2011 48,585$                                4.7%

Table 1: E-commerce sales in the U.S. have grown in excess of 12% annually over the past five years  

Source: U.S. Department of Commerce  



IV. In a Changing Retail Landscape, Quality is Everything 

The growing prominence of E-commerce has dramatically impacted the retail landscape 

in the United States. Given the relative ease of shopping online, many physical retail 

outlets have had to adapt, with some retail subsectors responding better than others. To 

this point, high-quality malls, which offer a varied shopping experience featuring 

restaurants, entertainment options, and seasonal pop-up stores, have maintained strong 

performance. Likewise luxury retailers, often located in high street retail, have thus far 

proven resistant to the E-commerce threat. Indeed, in the 2017 Emerging Trends in Real 

Estate Survey, 49.3% of respondents indicated that high street retail represented a “buy” 

opportunity – the highest percentage of any retail subsector (Figure 1)  
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At the other end of the spectrum are department stores, as well as the lower-quality 

malls and power centers they anchor. Many of the goods these outlets sell are generic 

and easily-purchasable online, which, combined with a shift in consumer preferences 

towards cheaper fast-fashion outlets such as H&M and Zara, has resulted in lackluster 

sales relative to that of the broader retail industry. To this point, in the 2017 Emerging 

Trends in Real Estate Survey, 59.1% and 51.4% of respondents deemed power centers 

and regional malls a “sell” investment (Figure 1).  

 

V. Our Favorite Retail REIT – General Growth Properties  

Given the aforementioned headwinds to mall performance, it is not surprising that the 

Bloomberg Regional Mall Index is down 17.93% over the past 6 months (Figure 2). 

However, we believe this recent decline has made some retail REITs with predominantly 

high-quality portfolios attractive investments, especially considering that high-quality 

malls look well equipped to combat E-commerce’s growing market share. One such 

company is General Growth Properties (GGP), whose stock has declined 19.11% over the 

past 6 months (Figure 2).  

Figure 1: High-quality and luxury retail has proven most resistant to the E-commerce threat, as highlighted by 

the fact urban high street was the most positively-viewed retail subsector for 2017 

Source: 2017 Emerging Trends in Real Estate Survey  



 
 

 
 

According to Bloomberg, GGP’s mall portfolio has an average Sales per Square Foot 

(psf) of $581 – far above the $525 average among mall REITs as a whole – highlighting 

the high quality of the firm’s portfolio. It is worth noting that this figure lags slightly 

below that of GGP’s competitors - Simon Property Group (SPG), Macerich Co (MAC), 

and Taubman Centers (TCO). However, the firm’s strong dividend – GGP’s dividend 

yield stands at 4.23%, relative to the 3.78% median among its competitors - and strong 

relative Same-Store YoY NOI Growth - 5.10% relative to a 3.7% competitor median – 

make it a compelling investment. To this point, applying the competitor median P/FFO 

of 17.1x to GGP’s 2017 projected FFO per Share yields an 8.5% upside (Table 2). 
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GGP Bloomberg REIT Regional Mall Index (BBREMALL)

Company Name Ticker
Stock 

Price

Market 

Cap ($B)

SS NOI 

Growth 

(YoY)

P/FFO
Dividend 

Yield

General Growth Properties GGP $25.06 12.7 5.10% 16.4x 4.23%

The Macerich Co MAC $69.02 9.9 2.06% 16.8x 3.98%

Simon Property Group SPG $182.96 57.2 3.80% 17.4x 3.57%

Taubman Centers TCO $70.69 4.3 3.60% 19.3x 3.37%

Mean 3.64% 17.5x 3.79%

Median 3.70% 17.1x 3.78%

Source: Bloomberg – figures as of 2/6/2017 

Source: Bloomberg 

Table 2: Applying the current median P/FFO of 17.1x of GGP’s competitors to the company’s projected 2017 

FFO yields an 8.5% upside 

Figure 2: GGP’s stock has fallen 19.11% over the past 6 months, coinciding with a 17.93% 

decline in the Bloomberg REIT Regional Mall Index 

Implied Upside / (Downside) 8.5%

Applied P/FFO Multiple 17.1x

2017 Projected FFO per share $1.59

Price Target $27.18

Current Price $25.06



VI. Investors Should be Cautious of Retail-Heavy CMBS  

The poor performance of department stores has begun to translate into store closures. 

Over the last year, Macy’s and Sears (including Kmart) announced that they were 

closing 100 and 150 stores respectively. Given that department stores frequently serve 

as anchors to regional malls – popular CMBS collateral - closures of this kind, should 

they significantly hinder the broader operations of the mall, have the potential to cause 

losses for CMBS investors. To this point, of the 28 store closures most recently 

announced by Sears on December 28th 2016, 6 stores were located within CMBS 

collateral (Table 3).  

 

 

 

 

What does this mean for CMBS investors? Avoiding retail exposure altogether is 

unrealistic, given that of the $200 billion in CMBS set to mature by the end of 2017, 

28% is backed by retail properties. Rather, investors must be diligent to carefully 

analyze the nature of any retail collateral within a potential investment. Class B and C 

regional malls represent the biggest red flag, given that they are frequently anchored by 

department stores and located in secondary and tertiary markets. These very large 

properties also often demand sizeable loans, the liquidation of which can result in losses 

high up the capital structure. This is highlighted by the recent liquidation of the Hudson 

Valley Mall; according to Trepp, a $48.9 million loan securing the property within 

CFCRE 2011-C1 recently incurred losses of 85%, resulting in writedowns that reached 

the BBB- class – the largest loss within the CMBS 2.0 universe to date.  
 

VII. Future Industry Trends 
 

A. Improved Delivery & Security  

The development of cheaper and quicker shipping methods has been a key driver of the 

industry’s impressive growth.ii In the future, this essential part of the E-commerce 

business model looks set to improve further, with companies including Google, Amazon, 

and Walmart already investing significant funds towards developing delivery drones, 

droids, and driverless delivery trucksiii. Such delivery platforms have the potential to 

CMBS Deal Loan Name Location
Affected Collateral (% 

Loan Balance)

BSCMS 2007-T28  Charleston Town Center Charleston, WV 9.6%

GCCFC 2007-GG9  Boulevard Mall Amherst, NY 7.7%

JPMCC 2012-WLDN  Walden Galleria Cheektowaga, NY 9.6%

BSCMS 2006-PW13  Jasper Mall Jasper, AL 5.8%

LBUBS 2005-C2 Kmart - Parkersburg Parkersburg, WV 5.7%

JPMBB 2015 - C27 AOK Portfolio Corbin, Kentucky 0.2%

Source: Trepp 

Table 3 The most recent round of Sears closures affects 6 CMBS deals, highlighting the risks posed by continued poor 

department store performance to CMBS investors  



popularize the online purchase of groceries, which to this point have not become a 

substantial part of the E-commerce industry.  

Furthermore, according to the American Express Digital Payments Security Survey, 

enhanced security within online transactions will contribute to future E-commerce 

growth. New security measures include SafeKey, a one-time password provider, and 

Accertify, a fraud-prevent solution that tracks payment card networks. 

B. Mobile Shopping & Integration of Online-Physical Platforms  

According to Morgan Stanley, mobile E-commerce penetration in the U.S. was 19% in 

Q1 2015, up from 5% in 2012.iv The United States, however, still lags behind many other 

countries in this regard; mobile penetration in China and the United Kingdom was 38% 

and 25% respectively in Q1 2015, suggesting there remains the potential for further 

expansion of the U.S. mobile E-commerce market. Much of this growth will likely be 

fueled by cloud-based solutions such as Omnichannel. Such platforms reduce 

operational costs through integrating all aspects of a firm, such as brick and mortar 

stores, websites, and kiosks, into a single consistent experience.  

C. Consumer Data & Optimizing Web Traffic  

Within the E-commerce industry, there is a growing emphasis on consumer data 

collection, which has allowed firms to implement real time promotions based on 

consumer behavior to stimulate purchases. These real-time promotions have been 

shown to have a greater impact on ROI (Return on Investment) than price discounts. 

Online retailers have also utilized the online behavior of consumers to increase web 

traffic and purchases through techniques such as online chatbots and retargeting, in 

which a retailers’ advertisements reach out predominantly to prospective consumers 

who have a higher probability of clicking the advertisement. This not only increases 

sales and web traffic, but also reduces advertising costs.  

 

 

 

 

 

 

 

 



 

I. Relationship Between Industrial Real Estate and E-commerce 

E-commerce and Industrial commercial real estate are inexorably linked, given that E-

commerce firms require both space in which to store goods and locations from which to 

ship them. It is worth noting that all but the biggest E-commerce firms rely on UPS and 

FedEx for their shipping needs, but they nevertheless require somewhere to store 

finished goods before shipping to consumers.   

II. Types of Industrial Real Estate 

Industrial Commercial Real Estate can be divided into four main property types. 

i. Heavy Manufacturing facilities: Locations that are earmarked for manufacturing 

products.  

ii. Light assembly facilities: Simpler versions of heavy manufacturing facilities, which 

can be more easily more converted to other functions.  

iii. Flex Warehouses: Properties that nominally function as warehouses for the storage 

or distribution of goods, but have extra space that can be converted into office or 

retail space.  

iv. Bulk Warehouses: Large properties that predominantly serve as distribution centers 

for finished products. 

In the context of E-commerce, Flex Warehouses and Bulk Warehouses have derived the 

greatest benefit, as they provide a location for firms with international procurement 

chains to store finished goods before distributing them to their customers. This is 

highlighted by the rapid construction of these properties within the industrial hub of 

Inland Empire, California, since the recession (Figure 3). 

 

 

 

Industrial Commercial Real Estate & E-commerce 

 

 

Figure 3: Inland Empire’s warehouse industry grew rapidly from 2004-2014. Spurred by E-

commerce-driven demand, much of this growth came from 2010 onwards 

Source: California Employment Development Dept., LA Times 



III. Industry Performance  

Recent leasing trends in the Industrial market have been very positive. According to 

CBRE, demand is outstripping new supply on the market, which has contributed to a 

national vacancy rate of only 5%. This represents the lowest vacancy rate observed in the 

asset class since 2002v. Encouragingly, low vacancies, for the most part, are not being 

driven by excessively low rents; CBRE’s Net Rent Index for Industrial recently surpassed 

its 2008 peak, and is up 1.9% Quarter-on-Quarter, and 6.9% Year-on-Year. 

Furthermore, according to Cushman and Wakefield, in Q3 2016 a mere 54.5 million 

square feet of industrial real estate was delivered, while 77.4 million square feet was 

absorbed. This meant Q3 represented the 16th straight quarter in which net absorption 

surpassed its long-term national average, highlighting the industry’s consistent growth. 

Over the course of 2016, a projected total of 184.2 million square feet of Industrial real 

estate is expected to be delivered – a record amount for this cycle (Figure 4).   

 

 

 

Industrial real estate has far exceeded the expectations many had for t he asset class 

coming into this real estate cycle. This comes despite somewhat stagnant, albeit more 

recently positive, GDP growth figures since Q4 2014vi. This unexpectedly positive 

performance is largely due to the unexpected rapid growth of the U.S. E-commerce 

industry.  

IV. E-commerce has Driven Growth in Industrials  

The rapid growth of the E-commerce industry is both the cause and result of recent 

improvements in the storage and delivery of electronically-ordered goods. Shipping 

times have fallen dramatically in recent years, as highlighted by Amazon’s 2-day prime 

shipping guarantee and Google Express’s same-day delivery. Amazon prime, in 

particular, illustrates the benefit to sales of swift product delivery, with prime members 

Source: Cushman and Wakefield  

Figure 4: Industrial real estate supply and demand fundamentals remained strong in 

2016 



estimated to spend $1200 annually on Amazon, as opposed to $500 for non-prime 

members.vii.    

E-commerce is also pushing tenants into increasingly newer properties. This is because 

most Industrial properties built before the year 2000 are considered to be obsolete for 

modern E-commerce needs. Standard E-commerce amenities include technological 

features (such as automated warehouse systems) and higher than average ceiling 

clearance height (32-36 feet for an E-commerce warehouse as opposed to the traditional 

24-28 feetviii). Many tenants also demand additional space in their property, either for 

further expansion of the warehouse or to add other amenities like offices or parking 

spaces)ix. This means, as per Exhibit 3, roughly 85% of all existing Industrial properties 

across the nation (and roughly 90% of existing Industrial properties under 400,000 sf) 

are unsuitable for the growing E-commerce market as of Q4 2014.  

 

 

 

 

 

 

 

 

 

 

 

 

Though theoretical shipping alternatives (such as Drones and other new technologies) 

are actively being developed by E-commerce firms, ground transport based parcel 

delivery is by far the most common form of E-commerce fulfillment, especially among 

the bigger firms. It is worth noting that even once these alternative shipping methods 

are developed, demands for Industrial properties is more likely to change rather than to 

disappear, as firms will still need somewhere to store their goods before shipment. This 

eventual change may represent a change in desired amenities, for example, from 

properties with large loading docks to properties that have ample space to accommodate 

Drone delivery.  

Given the benefits of increasingly quicker shipping times, it is no surprise that an 

estimated 1 out of every three Industrial leases of over 500,000 sf signed between 2010 

and 2015 were related to E-commercex.  
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Figure 5: Under 15% of all Industrial Real Estate was built after the year 2000, suggesting that 

there is significant demand for spaces that can accommodate modern distribution technology 

Source: US Realco 



V. Future Predictions   

In the near term, Industrial real estate’s success seems poised to continue its fantastic 

growth figures, as demand continues set to outpace supply. It would be unwise, 

however, to assume demand will continue to grow at such a tepid rate going forward. E-

commerce’s rise will only continue at its current meteoric growth rate until it is just 

about out of retail sales to cannibalize, at which point it will likely only grow at the same 

rate as consumer spending. Because of this, going forward it will be important to time 

Industrial property investments and redevelopments carefully, as it would be a mistake 

to buy a property assuming E-commerce growth is still high, when actually E-commerce 

is growing at a more normalized pace. This risk, however, is fairly easy to mitigate, as 

investors just need to look at year on year E-commerce growth rates to determine 

whether E-commerce is reaching maturity before they make investment decisions on 

Industrial properties.  

Another risk faced by Industrial property owners going forward is the speed of 

technological innovation, which tends to make older Industrial properties obsolete more 

quickly than they would be in other asset classes. Despite this, it’s worth noting that 

properties currently considered to be obsolete are over 16 years old, meaning that 

investors with a shorter holding period still stand to benefit from Industrial Real Estate.   

As companies continue to increase competition over E-commerce sales and delivery 

guarantees, industrial real estate stands to benefit. To this point, Walmart recently 

announced free shipping on all website orders to keep customers who may have been 

otherwise tempted to use Amazon. Such offers are very costly to firms, and will likely 

require specialized rapid distribution centers near major population hubs.xi Such 

situations could represent a great opportunity for industrial firms to partner with large 

credit tenants to help them build out a network of specialized distribution centers, 

which would likely come with large rents and long term leases due to the high capital 

expenditure that would be required 

All in all, Industrial real estate’s recent success can in large part be attributed to the 

growth of E-commerce. As E-commerce continues to grow going forward, Industrial real 

estate will continue to feel the secondary benefit of the rise of E-commerce.  
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Appendix: 

i http://searchcio.techtarget.com/definition/e-commerce 
ii http://shippingeasy.com/4-ways-shipping-ecommerce-is-changing-in-2015-and-how-you-can-prepare/ 
iii https://www.bloomberg.com/news/articles/2016-04-18/droids-not-drones-are-the-future-of-e-commerce-deliveries 
iv http://www.morganstanley.com/ideas/mobile-and-free-delivery-drive-global-ecommerce 
v When CBRE began tracking data for the Industrial asset class  
vi Bureau of Economic Statistics (http://www.bea.gov/newsreleases/national/gdp/2016/_images/gdp3q16_adv_chart.png) 
vii http://fortune.com/2015/02/03/inside-amazon-prime/  
viii https://usrealco.com/openFile.aspx?file=E-Commerce%20-
%20Implications%20for%20Industrial%20Real%20Estate_May%202015.pdf&docType=Research&ext=pdf&year=2015 
ix  https://usrealco.com/openFile.aspx?file=E-Commerce%20-
%20Implications%20for%20Industrial%20Real%20Estate_May%202015.pdf&docType=Research&ext=pdf&year=2015 
x https://usrealco.com/openFile.aspx?file=E-Commerce%20-
%20Implications%20for%20Industrial%20Real%20Estate_May%202015.pdf&docType=Research&ext=pdf&year=2015 
xi Caldwell Commercial 
 


