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A sustainable future

How will Industrial assets adapt to changing
occupier expectations?
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New Zealand’s
population is
growing
New Zealand’s population growth has
outperformed most other developed nations over
the last decade, having grown at the second fastest
rate of any country in the OECD since 2011.

66%
International migration has been a key driver of
that growth, particularly over the period 2013-19,
where it accounted for 66% of the total increase
in population.

Population growth per year (historical and forecast)
Migration has primarily been from within the Asia Pacific Region, particularly from China, India, and Australia.
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International migration has, and will continue to be, driven by New Zealand’s strong life quality proposition,
which is underpinned by two key factors:

1.

As above, strong governance and
civic engagement, which has
been exemplified by the country’s
outstanding response to the
COVID-19 pandemic.

An ongoing survey by Bloomberg has consistently
ranked New Zealand as the number 1 country in
the COVID-19 Resilience Ranking - highlighting its
strong borders, high community compliance rate
and near-elimination of the virus.

2.

New Zealand is well known for its
high quality of life features.

The OECD Better Life Index rates New Zealand at a
7.3 out of 10 – well above the OECD average - due
to its outperformance in terms of employment,
education, healthcare, environment, community
and civic participation.

Furthermore, the gap between the highest score
and the second highest (Singapore) is the largest
of any two consecutive countries on the list: 5.5
points.
The standing of New Zealand as a safe and secure
country has risen substantially since the start of
the pandemic, and this will continue to draw new
residents from other countries who have not been
as successful in suppressing the virus.

Rank

Country

Resilience Score

1

New Zealand

76.8

2

Singapore

71.3

3

Australia

70.9

4

Taiwan

70.1

5

China

66.3

6

Norway

64.5

7

Finland

64.5

8

Japan

63.6

9

Hong Kong

63.5

10

Vietnam

63.0

Source: Bloomberg (Nov 2020)

Image courtesy of ATEED

The trend of strong international migration driving
national population growth is anticipated to be an
ongoing one.
Oxford Economics forecasts indicating that New
Zealand’s population will grow at an average rate
of 0.9% per annum from 2021-2025, similar to or
higher than most other developed nations.
This will have continuing implications on the
industrial market, particularly in underpinning longterm stability in expansionary occupier activity.
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Structural
tailwinds
support
Industrial
and Logistics
uses
Several major structural changes
have been accelerated because of the
events of 2020, and many of these
are going to be long-term drivers of
continuing industrial demand in
New Zealand, including:

eCommerce adoption
The online retailing sector in New Zealand was
relatively immature at the end of 2019, accounting
for approximately 9.8% of total retail sales as per NZ
Post.
The imposition of COVID-19 related restrictions has
accelerated the shift towards eCommerce, which
reached 10.9% of total sales by December 2020,
increasing the reliance of retailers on industrial
warehousing and logistics providers to reach their
customers.
It is unlikely that the online retailing market in
New Zealand will reach the scale of other developed
nations, such as the UK which has averaged
approximately 26.3% as at the end of 2020.
This is primarily due to some geographic
constraints, specifically that the distances between
urban centres are generally quite significant and
traffic networks very busy – particularly around
Auckland and Wellington.
However, there remains scope for further adoption
to closer to the global average (18.9%), which will
drive further expansionary industrial activity.
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Urbanisation

Food retailing

New Zealand has a very high rate of urbanisation in
comparison to most countries.

Food retailing is becoming an increasingly
significant part of the retail expenditure story.

As at the end of 2019, 87% the country’s population
was classified as urbanised – significantly higher
than the global average of 56%.

Over the 12 years to the end of 2007, food retailing
accounted for an average of 34% of retail sales.

It is worth noting that, despite the elevated level of
urbanisation, cities in New Zealand are relatively
small by global standards and some, including
Wellington and Auckland, are constrained by
geographical and topographical features of the
surrounding areas.
However, the concentration of New Zealanders in
urban areas is providing opportunities for retailers
and logistics providers to service large proportions
of the population from single locations, and
encouraging the expansion of online retailing
platforms, which flows through to industrial
demand.

It has since increased to an average of 38% over the
following 12 years, reaching a peak of 40% during
the COVID-19 lockdowns in 2020.
As food retailers continue to expand their online
platforms, they are also having to expand their
supply chain capacity and, with it, their industrial
footprint.
Given the relatively inelastic nature of nondiscretionary goods, such as food, it is expected
that this will continue to be a steady driver of
industrial demand over the medium-to-long run.

87%

40%

Is the percentage of the country’s population
that was classified as urban in 2019.

Is the percentage of retail sales that were sourced
from food retailing in 2020.
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Population is a key multiplier for
industrial development
JLL Research has calculated that Australia has
historically produced industrial stock at a rate of
approximately 4.5sqm per additional resident.
Given the relatively similar market fundamentals
and high urbanisation rate, it can be assumed that
New Zealand requires a similar volume of industrial
stock per person.
Based on current population forecasts from Oxford
Economics, it is expected that between 1.0 and 1.3
million sqm of stock will need to be constructed
between 2021 and 2025.

As per current JLL Research estimates, there
are currently 1.15 million sqm of projects in
the pipeline across Auckland, Wellington and
Christchurch which may complete in this period.
However, declining land availability and
construction cost pressures are making
development in these key markets increasingly
challenging.

JLL Asset Creation Model – New Zealand (2021-25) population growth and population ratio

Growth

Ratio
3.5sqm

4.0sqm

4.5sqm

5.0sqm

5.5sqm

0.6%

531,400

607,200

683,100

759,000

835,000

0.8%

711,300

812,900

914,500

1,016,100

1,117,700

1.0%

892,700

1,020,200

1,147,700

1,275,300

1,402,800

1.2%

1,075,500

1,229,100

1,382,800

1,536,400

1,690,100

1.4%

1,259,800

1,439,800

1,619,700

1,799,700

1,797,700

Source: JLL Research
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The next generation of Industrial
assets will need to evolve
New Zealand has moved beyond the carbon
neutral ambitions of most countries with
legislation passed in 2019 that commits to
making the country carbon neutral by 2050.

For many businesses, the extent to which they and
their corporate real estate (CRE) partners invest
into features which improve environmental, social
and governance (ESG) standards is becoming an
increasingly important consideration.
This is going to have a material impact on future
development of industrial assets across the
country.
Occupiers are likely to increasingly demand
specific sustainability metrics are met under new
lease agreements.
That dynamic is already playing out in the
development and acquisition space, where
there is a strong market for larger sites with older
improvements which are primed for demolition
and redevelopment to modern standards.
This is particularly common in the New Zealand
market, given that a substantial proportion of
industrial stock is of secondary quality and no
longer fit-for-purpose in a modern context.

Commercial building life cycle carbon contribution (60 years)

28%

70%

2%

Emissions before
building occupation

Emissions released during 60
years of occupation

Emissions related to water
consumption over 60 years

Source: New Zealand Green Building Council
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15%
The potential operating cost saving
over five years for industrial buildings
with a Green Star rating.

From an occupier perspective, a focus on
improving the sustainability of their premises
is important to not only their marketability
and brand, but also to their capacity to build a
financially sustainable business.

The choice of premises to occupy is already a
critical one in terms of a business’ sustainability
credentials, as over 70% of emissions are released
during the occupation phase of a building’s life
cycle as per BRANZ.

As per a recent report by the New Zealand Green
Building Council, savings on operating costs over
a 5-year period can be as high as 15% in industrial
buildings which are Green Star rated.

The way in which these choices are made moving
forward, including an increased focus on the social
and environmental costs of occupying a premises,
will have a substantial impact on the types of
assets made available in the industrial occupier
market.

The World Building Council showed that a 2%
upfront cost to support sustainable design
principles can result in an average saving of 20% of
total construction cost over the lifetime of an asset.
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The evolution has already begun

Foodstuffs Distribution
Centre, Auckland

Air NZ Logistics
Building, Auckland

Mighty Ape Distribution
Centre, Auckland

5 Green Star Rating
Office Design
NZ Green Building Council

5 Green Star Rating
Industrial Build
NZ Green Building Council

5 Green Star Rating
Industrial Build
NZ Green Building Council

•

Recently constructed
distribution centre near
Auckland airport, which
will service all Pak ‘n Save,
New World and Four-Square
supermarkets in the North
Island.

•

Includes 2,915 solar panels
on the roof, covering
approximately 6,000sqm the largest anywhere in New
Zealand. The panels create
sufficient energy to power
up to 213 average-sized new
homes.

•

•

Also recently completed,
this 5,000sqm Inflight
Logistic Warehouse at
Auckland Airport houses
the in-flight distribution
operation and other general
storage for Air NZ.
The building is naturally
ventilated with operable
louvres at low levels in the
walls and 14 roof mounted
ventilators to help with air
movement. Clear roofing
allows daylight throughout
the building, reducing the
need for electric lighting.
All water systems are submetered.

•

Constructed in 2018, this is
a 10,000sqm distribution
center and head office
developed for Mighty Ape
by Argosy.

•

Key sustainable features
include a reduction
in expected energy
consumption through
minimisation of solar gain
and energy-efficient heating
and cooling systems and
lighting. Materials have also
been targeted to reduce
waste and environmentally
harmful products.
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Assets which fail to adapt will
be left behind
Over the long run, assets which fail to keep up
with the evolving ESG requirements of industrial
occupiers will likely risk extended let up times,
shorter lease terms and declining asset values.
To hedge against this, investors and owners of
stabilized assets will need to become increasingly
selective in their capital allocation.
This will include accounting for a broader range of
factors in analyzing the long-term viability of the
income stream of a particular asset.

Developers will also need to become increasingly
thoughtful and deliberate in their design practices
and adoption of ESG principles in order to
minimize embedded emissions in their assets
during the development phase.
Furthermore, the use of technology to minimize
operational emissions (e.g. solar power, water
recycling) will expand beyond the institutional
development space, and likely be increasingly
retrofitted on existing assets in order to combat
future value risks.
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