THE IMPACT OF THE COVID-19
CRISIS ON EUROPEAN LOGISTICS:

SOME THOUGHTS
JULY 2020

INVESTMENT MANAGEMENT

THE IMPACT OF THE COVID-19 CRISIS
ON EUROPEAN LOGISTICS:

SOME THOUGHTS

Un cambiamento lascia sempre aperta la strada per la creazione di altri (One change always leaves
the way open for the establishment of others - N. Machiavelli)

When we discuss about changes, dynamics
and expectations in the logistics sector, in
parallel we talk about the evolution of the
supply chain. It is now well-known that the
coronavirus outbreak has upset supply chains
around the world. Interestingly enough, this is
not the first time that an unexpected event has
had a disruptive effect on the European supply
chain. For example, the French lorry drivers'
strikes in November 1997 was the fourth of
such industrial actions seen in France in 13
years. The strikes involved road blockades to
either stop traffic on major routes or close
access to fuel depots, warehouses etc. Food
supply came to a standstill while other large
companies had to halt temporarily production.
These actions also had consequences on other
countries as Spanish farmers and German
manufacturing companies had their supply
chains cut off. The close economic link among
different countries and sectors became
apparent overnight. Needless to say, at that
time the world was much less integrated than
today.
During those years, investors considered
essential to have shops in very popular
high street locations that would receive
high customer flows. Those shops were the
figurehead of the consumer society. At the
same time, the logistics sector was rather
regarded as a mere uncool accessory to the

retail sector. The logistics sector hardly offered
any growth prospects.
Things have dramatically changed over the
last few years. Driven by the e-commerce
revolution, the logistics sector has been
largely upgraded, both in terms of its
standing within the wider economy and in
investors’ perceptions. Consumption has now
emancipated itself from the “classical” shop,
while access to products from all over the
world is now being provided by the logistics
industry directly to the consumers' doorstep.
As European economies are coming back to
life after the Great Lockdown, we are maturing
the belief that the pandemic has changed the
landscape for logistics in a permanent fashion.
Structural shifts that were already apparent,
such as the migration to online from physical
retail, have been accelerating. The way supply
chains work has been questioned too and this
may well lead to some increase in reshoring
and/or nearshoring and a shift to more
stockpiling, as political pressure is pushing for
an increasing grip on local supply chains.
With this context, this short note attempts
to provide some initial answers to some of
the questions investors are posing about
the potential for a long-lasting impact of
the pandemic on the structure of European
logistics.
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HOW HAS THE PANDEMIC
AFFECTED THE OUTLOOK
FOR E-COMMERCE?
The main driver for the rise of the logistics sector in recent years
- e-commerce - is now almost akin to an old hat. Amazon's huge
fulfilment centres have recently been synonymous with prime
transactions in every corner of Europe. The last-mile concept as a
coronation of the same-day delivery concept, has created one of
the most appetising investment products in the real estate world.

EXHIBIT 1:
EUROPEAN PARCEL
GROWTH (% P.A.)
Source: Apex Insight

As a result of the lockdown, there was a significant increase
in the use of the on-line channel, and this has also involved
the partaking of consumers who have never purchased on the
internet before. The pandemic emergency was therefore a double
whammy by creating: a) an expansion of the on-line users’ base
and b) an increase in the average purchasing basket. In addition
to the volumes that needed to be expanded in principle, more
space with refrigerated areas (and higher hygiene standards)
has been required to accommodate the increasing on-line food
turnover demand, as reported by the Bazaarvoice portal.
Parcel volumes are a good proxy for the growth in on-line
demand (Exhibit 1). While this indicator also captures increased
discretionary spending, it shows that parcel volumes are growing
rapidly. Moreover, companies such as Hermes or DHL are reporting
that even after the reopening of shops in several countries, parcel
numbers remain at pre-Christmas levels.
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Retailers and other consumer goods companies have promptly
reacted and are upgrading logistics processes, to match
growing and changing consumer demand. This means that EU
retailers need to invest more to keep up with their counterparts
in the US and China. Amazon and Alibaba have developed their
logistics infrastructure for a long time. Moreover, old-style
retailers such as Walmart, have converted some unprofitable
superstores into fulfilment centres for e-commerce, a trend
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that might be mimicked in Europe. Indeed, Prologis has
recently acquired a retail park in the UK with the view to
convert it into warehouses for e-retailers. Other examples
include Carrefour opening e-commerce specific warehouses
and M&S entering partnership with Ocado. We expect more of
this to come over the next years. There is an implication for
city-centre retail units, some of which could increasingly be
used as collection points.
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Of course, the path for e-commerce growth is not a oneway street and some challenges are likely to arise. Some
products might not be cost-effective for the retailer to
fulfil on-line, especially if consumers are not willing to pay
for delivery or for returning the good. Traffic congestion
is another highly sensitive issue, especially as cities are
turning towards more “green” means of transport. Finally
yet importantly, local governments may well step-up
measures to protect consumption in high street locations,
to avoid the desertification of city centres. This theme
is particularly relevant at a time when Germany's last
remaining department store group - Karstadt-Kaufhof decides to close 56 of its 172 department stores.
The acceleration of migration to online purchasing,
particularly for food retailers, will logically mean increased

EXHIBIT 2:
EUROPEAN ON-LINE
PENETRATION

demand for logistics space. It is indeed believed that online retailing requires 2x-3x the logistics space of physical
retailing.
We expect that, as the world return to a sort of quasinormal situation, shopping behaviours will not totally
revert back to the pre-Covid status as consumers
become less comfortable to shop in stores and enjoy the
advantages provided by on-line trade. As a result, a part of
the spending pool is expected to permanently shift to the
on-line channel. This will be also supported by the rise
in supermarket home delivery. We therefore anticipate a
step-up in the overall penetration rate of e-commerce this
year, followed by more linear growth in the following years
(Exhibit 2).
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According to Eurostat, more than 60% of Europeans shop online
(Exhibit 3). The UK counts the most online shoppers at 87%.
Nordics countries and Germany are close behind. Italy, on the
other hand, is far behind with 38% of its population shopping

EXHIBIT 3:
USE OF
THE INTERNET FOR
BUYING GOODS
OR SERVICES (%)
Source: Eurostat

online. As a result, we believe that there is a significant upside
for growth in the Italian e-commerce market as the country
tries to catch-up with other European countries.
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CONCLUSION: The Great Lockdown has produced a new segment of on-line shoppers and an increase in the on-line
demand for groceries. This is expected to result in the an acceleration of the e-commerce long-wave and to generate
additional demand for warehousing, for both large distribution centres and last-mile concept (along with cold storage).
Most brick-and-mortar retailers will have to follow suit or jeopardise their business operations. There is an increasing
chance that out-of-town retail (but possibly some town-centre retail too) units will evolve into logistics warehouses.
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DOES THE CASE FOR
RESHORING REPRESENT
A REALISTIC UPSIDE FOR
THE LOGISTICS SECTOR?
The idea of reshoring or nearshoring manufacturing is
nothing new. Over the last years, concerns rose about
rising labour costs in China, US-China’s trade war and more
general advances in robotics and automation that would
have implications for production costs. The Great Lockdown
has amplified these apprehensions in creating delays and
other types of bottlenecks around businesses’ global supply
chains, therefore highlighting the vulnerability to supply
disruptions in the occasion of an unexpected adverse event.
Companies caught unprepared by the pandemic are now
thinking to make fundamental changes to future-proof their
supply chains in the event of other shocks. According to a
recent PwC survey of finance leaders in the US, around a
third indicated supply chain issues as one of their top three
concerns related to the Covid-19 outbreak.
The rationale for reshoring (or nearshoring) is based on the
idea that companies may well be inclined to consider that
labour cost advantages, which are also on a decreasing
trend, no longer offset the risks of serious interruption to
supply chains. Naturally, the feasibility of changing sourcing

location depends on how substitutable a supplier is. For
example, it might not be efficient to reorganise an existing
supply chain for producers making complex goods, such
as aerospace and medical equipment, as it might be quite
difficult to find a cost-effective alternative. Companies will
then have to maximise the trade-off between the control
of the supply chain and the additional cost of reshoring.
For example, a study by Frankfurt-based Miebach
Consulting sees a strong reason in reshoring in the rising
expectations of customers in terms of services and product
quality. However, we believe that the cost implications of
repatriation or quasi-repatriation, especially in terms of
labour costs, of parts of the manufacturing process may
well deter many industries from actually undertaking it.
Ultimately, the evolution of supply chains also depends
on the potential for increasing use of technological
innovation and namely automation and robotics. Moreover,
methodologies such as 3D printing could benefit from
shifting attitudes to supply sources.
Overall, we do not expect previous offshore locations to
be completely replaced by nearshore ones, but rather to
provide a complement to them, since many customers
are also located in offshore regions. Within a European
context, markets in the CEE and Southern Europe are
the most well placed to benefit from proximity to ‘core’
Europe while offering competitive production costs. If
some of these location shifts then take place, it would
likely result in additional demand for warehouses in those
abovementioned markets.
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One point that rather strengthens the importance and
continued existence of offshore structures is the massive
expansion of mainland connections between China and
Europe. The development of new transport links between
Asia and Europe will allow Asian products to reach Europe
faster and at lower costs than before and this will certainly

provide Asian producers a huge advantage in relation to their
European competitors. Whereas in 2011 there were 17 trains
from China to EU, this number exploded to 3,673 trains in
2017. The power and potential of the New Silk Road comes
with its versatility (Exhibit 4).

EXHIBIT 4:
PLANNED INVESTMENT IN
EUROPE, RELATED TO BELT
AND ROAD INITIATIVE
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Distance, along with general restrictions on the transportation
of products, has resulted in heavy concerns for companies
chasing suppliers during the lockdown. New mainland
transport connections, such as the New Silk Road, might

A1
A3
A2

result into a potential downside for the North-West ports,
e.g. Rotterdam, Antwerp, and Hamburg, resulting into part of
existing demand for logistics shifting east to Germany and the
CEE countries.

CONCLUSION: It might be too early to draw a definitive conclusion about how the trend towards reshoring or
nearshoring evolves. There is a reasonable chance that some industries will find it preferable to keep their supply
chains at lower distance. This could favour logistics locations in the CEE countries and Southern Europe. However, we
suspect repatriation or quasi-repatriation of supply chains might well be less significant than advocated in the press,
as companies realise that cost implications are too high and have a serious impact on profitability. Of course, a quicker
path towards the adoption of technological innovation could change this equation. Finally, important endeavours
such as the implementation of the New Silk Road could shift the European ‘core’ of logistics from the North-West
ports to Germany and the CEE region.
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B2

In the past, large warehouses, perhaps even contractuallybound replacement suppliers, were considered akin
to unnecessary costs by manufacturers. However, the
experience of the pandemic has resulted in a reassessment
of the entire production process, as interruptions along the
supply chain have exposed the fragility of this system. To
quote an example, around 70% of Apple’s top suppliers are
located in Asia, which creates a concentration risk in the
case of factory shutdowns.
One of the results
of the pandemic is
that producers had
to rethink about the
adoption of the justin-time production
system(1) and consider the shift to a structure featuring
higher and regionally-available safety stocks in order to
future-proof supply chains at times of crisis. The issue
of access to supplies was also important for the logistics
market. Since the beginning of the crisis, the demand for
freely available storage capacity has shot up, as companies
had to face shocks such as a sudden increase in demand or
general supply shortages. Consequently, companies should
have learnt that the chance of further disruptions to trade
and transport could again result in blockages reappearing
somewhere along the supply chain. We believe that some
companies may well choose to stock up on inventories in
order to have some assurance in the case of another supply
shortage. Overall, this represents a potential upside for
logistics storage demand in the medium term.
The shortage has not only applied to production inputs but
also to finished products. The Great Lockdown has indeed
exposed some of the drawbacks of operating tight working
capital structures. During the lockdown, customers across
all European countries have emptied supermarket shelves
of pasta and toilet rolls, all resulting in important supply
disruptions. However, in Switzerland the situation was
different. The country had between three and six months’
worth of essential foodstuffs and medicines in storage
within its borders. This caution now looks sensible and
could generate other countries and industries to follow
suit. For example, Prologis expects retailers to stock up
on inventories by around 5-10% to improve resilience to

unexpected shocks. It is to be said, however, that some
companies may find that increasing stockpiling is too
expensive. Moreover, finding the land to accommodate
more storage might be not so easy. As a result, the overall
increase in stockpiling might be less significant than
expected.
There were also other reasons for supply disruption during
the lockdown. For example, some stores were overstocked
on some goods while others,
belonging to the same retailer,
were short on the same product.
In many instances this was due to
the scarce adoption of digitalised
integration of supply chains. The
opposite situation is typically
symbolised by Amazon, which benefits from a digitally
integrated system that supports 2nd day delivery. It is
only reasonable to assume that, in a future environment
featuring lower economic growth and consumer spending,
companies will be incentivised to invest more in digital
technology. This should help companies to better steer
their course during adverse times.
While logistics companies were already moving towards
automation before the Covid-19 emergency, the pandemic
has accelerated the trend and companies that were seeing
some digital equipment (e.g. shipment location tracking)
as an accessory will now consider these technologies as
a must-have. Within the new protocol of social distancing
and sanitation requirements, picking must take place in a
safe manner. This could well result in more space required
to fulfil a specific volume of orders.

IS JUST-IN-TIME BECOMING
OUT-OF-TIME?

CONCLUSION: The case for increased stockpiling
of both inputs and finished products has acquired
relevance in the light of the Covid-19 experience.
The argument for stockpiling mainly resides in the
difficulty to replace a product in case of stock rupture.
However, financial and land constraints might limit
the upside for increased storage demand. The case for
investing in digitalisation is also reinforced.
(1) Just-in–time production is a methodology aimed mainly at reducing times within the
production system. Companies employ this strategy to reduce storage costs, among other
things.
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HOW WILL THE CUTS BY
SOME EUROPEAN INDUSTRIAL
HEAVYWEIGHTS
AFFECT LEASING DEMAND?

The pandemic outbreak has has a deep impact on both
the aerospace and automotive industries. The closure of
borders caused the widespread cancellation of flights, while
the lockdown decimated demand for vehicles. As a result,
commercial airlines have responded by cancelling aircraft
orders. The same has applied to the automotive industry.
Aerospace Valley (Toulouse/France), Mid-Rhine (Southern
Germany) and the Midlands (Great Britain) are some of
the areas that are taking the brunt of the crisis. Airbus, for
example, which saw a 40% decline in completions in April,
will cut around 10%, or 10,600 jobs, of its workforce at its main production centres of Toulouse and Hamburg alone. The
number of orders for new cars also slumped to an unprecedented extent, as locked salesrooms and reluctance to buy in
times of rising unemployment caused sales to freeze. Many suppliers to both the aircraft and automotive industries, which
are based in various regional clusters in Europe, will also see their orders cut back.
The supply chain for both the aerospace and automotive industries will shrink in line with reduced demand. In the mediumterm it is quite likely that both sectors will be supported by government funds or other types of aid, as they are deemed
strategic and innovative sectors, while also providing many jobs. In the meanwhile, we anticipate some generalized
weakness for suppliers (mostly locally-based) to these sectors, and logistics demand from this base of occupiers.

CONCLUSION: We expect demand from suppliers for both the aerospace and automotive industry to remain weak in the
short-term. This type of occupiers is usually located in decentralised logistics parks, which usually feature relatively
higher yields. As a result, we remain cautious for this type of product, at least until both the aerospace and automotive
industries recover some strength.

THE IMPACT OF THE COVID-19 CRISIS ON EUROPEAN LOGISTICS: SOME THOUGHTS | JULY 2020 | 9

All factors described above in this document tend to
indicate an increasing demand for logistics space.
These trends need to be inserted in a context of already
insufficient supply to cater for rapidly increasing demand.
With on-line penetration being 12% on average, Prologis
estimates that every 1% of additional e-sales could result in
around 2 million sqm of incremental demand for European
warehouses. On the other hand, the market is featuring
significant shortage of modern, high-spec warehousing
space across most European markets. Indeed, the European
logistics property market is relatively underdeveloped,
particularly compared to the U.S. The U.S. market is
around three times more supplied than Europe (Exhibit 5).
Moreover, planning permissions are not easy to obtain.
There might be other more structural reasons to believe
that supply is unlikely to catch up with demand even in
the medium-term. For example, the German government
adopted the German Sustainability Strategy in 2017. This
consists into a commitment to reduce land consumption to
20 hectares/day by the year 2030 with the aim to achieve
a net zero land consumption target in Germany by 2050.
Any municipality in the country that is willing to convert
greenfield land into land apt for construction, needs to have
a sufficient number of issuable permits, this amount being
fixed. If the amount of permits is insufficient, additional
permits can be acquired from other municipalities. Some
general trend towards lower land consumption is also
taking place at a general European level: although still
claiming agricultural and semi-natural areas, average net

EXHIBIT 5:
LOGISTICS STOCK VS. DEMAND
Source: Prologis
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HAS THE COVID-19 PANDEMIC
IMPROVED THE OUTLOOK
FOR LOGISTICS?

land take in the EU-28 slowed from 922 sq km/year between
2000 and 2006 to 440sq km/year between 2012 to 2018 (2).
If anything, the Covid-19 pandemic will only exacerbate
the debate about sustainability and the built environment
with the result to make it even more difficult to build. This
might well lead to a drastic shortage of land for future
logistics areas, which are rarely located in urban areas
except for last-mile concepts. Fulfillment centres situated
at strategic hubs may be just as affected as storage areas
in rural regions. Increasing building regulation to comply
with “new hygiene protocols” might also result.
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Overall, this supply tightening is expected to mitigate the risk
of significant supply coming into the market and reduces the
risk of rental corrections. Although data series on European
logistics are far from perfect, vacancy rates for logistics are
currently believed to be much lower than at the time of the
GFC(3). Within this framework, and keeping in minds the caveats
related to the current market uncertainty, our base scenario
assumes only moderate rental correction this year, with
positive rental growth resuming from 2021. Unsurprisingly, it
is also crystal-clear that the longer the pandemic perseveres,
the higher the risks for real estate investment(4). However, we
retain our view that, within these circumstances, the logistics
sector should be seen as particularly defensive.
In the medium-term, in spite of the fact that rental values are
close to their previous cycle highs, we believe there is still
some margin for rental growth, as the current environment
just describes an acceleration of structural changes already
being in place, which should not be derailed by the Covid-19
pandemic.
Based on the conclusions highlighted in the previous
paragraphs, planning for future disruption could result
into additional demand from a range of different occupiers,
ranging from retailers to manufactures. We believe that

demand for last-mile premises will keep being strong and
most likely conducive to relatively higher rental growth, albeit
pricing will reflect this potential upside. This will likely imply
some increase in the supply of multi-storey facilities and the
conversion of some out-of-town retail warehouses into lastmile distribution units. There are also important implications
for traffic management and congestion. We indeed expect
local governments to increase regulation on this aspect.
Electric transport, if widely adopted, could be the answer to
impending environmental issues. The start of the production
of an electric semi-truck designed by Tesla by the end of the
year is the beginning of one of the most transformational
events in the logistics industry. This innovation, when it
comes to mass production, will open up new possibilities in
meeting increasing environmental constraints.
We also believe that having easy access to transport knots
is likely to remain vital to logistics users. Therefore, the
importance of larger, regional warehouses, capable to
direct flows towards consumption centres remains key to
performance. In general, we advocate investing in modern,
very flexible units that can easily accommodate a wide range
of occupiers.

CONCLUSION: Within a context of general growth of the whole industry, it is more difficult to pick
losers. Fundamentals remain positive and upside risks generally outweigh negative risks. We favour
a combination of urban logistics along with larger, transport-wise well-positioned warehouses to
maximise portfolio diversification. The existing imbalance across European regions within the context
of e-commerce maturity results in additional diversification potential. The logistics industry is expected
to remain extremely dynamic and innovative. The ability to a) retain a flexible, easily-adaptable product
and b) to keep up with technological innovation trends is not optional but a necessity.
(3) For example, Savills estimates that vacancy for UK logistics currently stands at around 6.5%, while it was around 25% going into the GFC.
(4) Our base scenario assumes that there will not be a second round of extensive national lockdowns and outbreaks of the virus will be more localised.

THE IMPACT OF THE COVID-19 CRISIS ON EUROPEAN LOGISTICS: SOME THOUGHTS | JULY 2020 | 11

MAURIZIO GRILLI

THOMAS KOTYRBA

HEAD OF INVESTMENT MANAGEMENT
ANALYSIS AND STRATEGY

SENIOR RESEARCH ANALYST
thomas.kotyrba@bnpparibas.com

maurizio.grilli@bnpparibas.com

+49 89 12 17 33 17

+33 6 77 97 96 56

