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   A key
battleground

The industrial landscape is evolving. Structural shifts across the economy 
are helping to fuel the continuing surge in demand for industrial and 
warehouse space, with longer-term undercurrents of change also 
impacting the sector. While the trajectory of the industrial market’s 
development is reliant on multiple external drivers, it is itself a critical 
factor in the outlook for several other sectors and trends, including the 
UK’s net zero goals.

Demand for industrial and warehouse space 
continues to rise, driven by a combination of 
e-commerce growth and a global disruption to 
supply chains.  For many organisations, their 
logistics operations are also under intense scrutiny 
in their drive to decarbonise. The residual increase 
in the volume of e-commerce transactions during 
the pandemic combined with downstream 
disruption, goods shortages and the global 
spotlight on ESG, has put supply chains under the 
microscope like never before – including the long-
term sustainability of the sector. 

Owners and developers of warehousing and 
logistics space are setting increasingly stringent 
carbon and sustainability targets for both new 
and existing portfolios, responding to demand 
drivers from across real estate and the consumer 
base. While change is already underway 
and visible – and often cited as an ‘easy win’ 
compared to other sectors – the scale of the task 
ahead in terms of making a sustainable industrial 
sector is vast. Furthermore, the size of the sector 
and its environmental impact mean that it is a 
key battleground for the UK’s net zero strategy – 
one with a multitude of highly influential trends 
to consider.

Industrial demand is exceptionally strong 
As shopping habits have changed over the past decade, with online retailing accounting for a growing 
share of the market, there has been a consequential increase in demand for industrial space. The 
heat of the market has not only caused increased transactional activity across the sector – Amazon 
alone have acquired c.40 million sq ft since 2016 – but has also driven efficiency in the use of space 
and automation. Industrial and warehouse facilities are no longer seen just as ‘big sheds’, but rather 
sophisticated spaces of innovation and state-of-the-art technology. 

Post Brexit UK
While the impacts of Brexit on trade are still to 
fully play out, it has encouraged companies to 
de-risk supply chains, providing a further fillip to 
UK industrial demand, at least in the short term.  
With added impetus from the Covid pandemic, 
the increased focus on contingency planning 
requires increased levels of stock by reshoring, 
as just-in-time inventories become just-in-
case. Higher shipping costs, a weaker Sterling 
and the desire to increase sustainable supply 
chains have all contributed to an element of ‘old 
demand’ returning to the UK. In addition, post-
Brexit UK has increased financial incentives, with 
the creation of eight ‘free ports’ spearheading 
this policy – and expected to catalyse demand. 

Green growth
The technological and green revolution will itself 
be a catalyst for further demand in the sector.

The electrification of the automotive industry 
is a key element to the UK’s zero carbon goals. 
Advanced electrical engineering is a growth driver 
to industrial demand and gigafactories, which 
produce batteries for electric vehicles, are vital 
to the future of the British car manufacturing 
industries, as well as fuelling the clean HGVs 
of the future – the essence of the logistics 
industry. Gigafactories are due to be built in 
Blyth and Coventry, while Nissan and its battery 
partner Envision have also announced plans to 
build a gigafactory near their existing plants in 
Sunderland. There will be further growth in this 
sector in the short – medium  term.
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Power
The uses of industrial space are also evolving 
– bringing with them increased needs for 
renewable energy. Aspects of the green 
revolution are contributing to this, such as 
high-tech manufacturing including gigafactories. 
The growth of data centres is also adding to 
the pursuit of power. The proliferation of cloud 
computing and the advent of the internet of 
things is driving increased demand for data 
centres, which have seen considerable growth 
over the last five years and particularly during 
Covid. Demand is expected to accelerate further 
in years to come, with estimated growth of 
around 10% per annum over the next five years. 

Innovation within the industrial and logistics 
sector is also having an impact, with the rollout 
of 5G-enabled supply chains and the rise of 
automation. The move towards automation 
in warehousing and on the factory floor has 
accelerated, with this only likely to increase as a 
result of reduced labour supply, as well as due 
to the efficiency upgrades that the technology 
can offer. Benefits from automation are often 
maximised through having an optimal mix of 
robotics and human, high-skilled jobs. However, 
this arrangement typically requires more power 
– having to cater for both technical and human 
requirements and conditions.

While there will be partial offsetting of the 
growing energy requirement through increased 
energy efficiency, the availability of clean-
sourced power is an increasingly important 
consideration for high-consumption occupiers.

Changing locational demand
Development opportunities in the industrial sector are being created not only from 
the increasing level of occupier demand but also the increasingly bespoke supply and 
the proliferation of supply in historically non-prime locations, providing greater labour 
availability, lower cost solutions and more pre-let opportunities as well as, in some 
cases, power availability.

Locations in the North East, East Midlands and Yorkshire have witnessed considerable 
increases in big box development, while recent historic de-industrialisation of stock 
in inner cities has been tempered by the reverse obsolescence created by new 
e-commerce demand for old urban industrial units. 
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Greening supply chains
As businesses become increasingly focused 
on their strategy towards net zero carbon 
emissions, taking care of one’s own actions is the 
relatively easy win. Direct emissions from owned 
or controlled sources (Scope 1) and indirect 
emissions from heat, power and water (Scope 
2) are often simpler to measure and address as 
they are under the direct remit of the company. 
‘Scope 3’ emissions, however, which encompass 
all other indirect emissions across the supply 
chain and hence are more difficult to quantify 
and control, are typically over 11 times higher 
than their operational – scope 1 & 2 – emissions1. 

While all companies have supply chains, those 
involved in product production, distribution, 
retailing and infrastructure – i.e. the users of 
industrial and distribution real estate – tend 
to be most carbon intensive.  Indeed, the eight 
largest value chains make up more than 50% of 
global emissions alone2 – providing significant 
scope for change. As leading companies from 
every sector move down their own net zero 
carbon paths, the demands they will place on 
their suppliers will continue to rise.

The inherent complexity of supply chain 
management lends itself well to greening. 
Smart management systems will enable carbon 
accounting across each component of supply 
chains. Some of the improvements being made 
are relatively simple – whether that’s through 
SKU and packaging rationalisation, consolidation 
of deliveries, minimisation of ultra-fast deliveries 
or through collaboration across providers 
such as the DPD/Post Offive tie-in3. However, 
on a larger scale, this supply chain reaction 
is leading to improvements across entire 
logistics networks and driving greater focus 
on the sustainability credentials of a site from 
prospective occupiers. This is already visible 
at the top end of the market and is filtering 
through to the smaller tenants. Combined 
with the transparency of green certifications, 
buildings which do not align with companies’ 
sustainability targets will simply be filtered out 
before the search has even begun.

For both new and existing industrial property, 
this greening of the supply chain means that 
there will be an increasing focus on demand-
led decarbonisation and is being matched by 
innovation from developers and landlords. For 
example, Prologis reduced its greenhouse gas 
emissions by 37% between 2016 and 2020 – 
the equivalent of removing 482,000 vehicles 
from the road. Increasing demand provides 
the opportunity to advance sustainable 
technologies and design innovations in new 
developments that could be used to create a 
strategy to limit embodied and operational 
carbon in existing buildings.
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DNO Distribution network operator – regional electricity companies who act as intermediaries between the National Grid and consumers to provide electricity.

Energy 
performance gap

Discrepancy between the designed energy efficiency of a building and the operational reality, with buildings typically underperforming relative to their 
design estimates. Operational energy models can be used to identify and address this gap.

Energy saving 
doors Insulated doors with an airtight seal when closed which can help to deliver an energy-efficient space.

EPC Energy performance certificate – a standardised measure of energy efficiency for UK properties which provide a rating and a grade from A to G, with A being 
the most efficient.

EVs Electric vehicles – these are cars, buses and other mechanised transport methods which are powered solely through electricity via a rechargeable battery.

External insulation An airtight and waterproof layer fixed to the outside of the building, usually a wall, to improve thermal performance.

Green roofs A specifically designed roof which has a thin layer of soil with vegetation planted into it, typically moss or small plants. Green roofs can provide greater 
insulation, rainwater storage and well-being benefits.

Green walls A living vertical garden installed internally or externally, which uses plants and greenery to provide insulation, air quality improvements and well-being 
benefits. 

Ground source 
heat pumps 

An exchange system which utilises the heat naturally stored a few metres below the Earth’s surface to heat the building and produce hot water with a high 
level of energy-efficiency.

HVAC system Heating, ventilation and air conditioning systems – crucial components of large modern buildings which regulate the internal atmosphere and often a major 
consumer of operational energy.

Internal insulation Installing padding or filling within the building to prevent heat loss from drafts or thermal gradients. Examples include cavity wall insulation, underfloor 
insulation and loft insulation.

LED lighting Low-energy alternatives to traditional fluorescent and incandescent light bulbs, operating at up to 90% greater efficiency.

LEED Green building accreditation framework that rates buildings based on their sustainability, energy efficiency and well-being credentials.

Locally sourced 
materials 

Components and supplies which have been produced and acquired in the nearby area, reducing the embodied carbon footprint of the material by 
minimising transportation.

Low-emitting paint Paints and materials which release a low amount of indoor air contaminants, reducing occupants’ exposure to odours, irritants and other hazards to health 
and well-being.

MEES Minimum energy efficiency standard – required levels of energy performance, introduced in the UK in 2016 and currently based on EPC grades.

On-site energy 
generation

Consumers producing their own power locally. This can be ‘behind the meter’, meaning that the consumer uses their own supply entirely, or excess power 
may be sold back to their DNO through a PPA.

Operational 
energy modelling

Detailed surveys measuring the actual energy consumption within the building in day-to-day operation. These studies provide information on where and 
how energy is used, providing insight on how to reduce this.

PPA Purchase power agreement – a contract between a DNO and a smaller-scale energy producer, such as a consumer producing onsite power, where the DNO 
agrees to buy electricity from the producer.

Retrofitting Improving the environmental credentials of the existing built environment, typically through upgrading the insulations, lighting and HVAC systems to 
increase energy efficiency.

SECR Streamlined Energy and Carbon Reporting – large UK companies using over 40,000kWh of electricity annually must present their energy consumption and 
carbon emissions, as well as their actions taken to improve energy efficiency.

Skylights Creating means for extra light and heating reduces the need for electricity at certain times of the day.

Solar PV 
(photovoltaics) Energy produced from sunlight, typically through solar panels.

TCFD Climate-related Financial Disclosure – a framework requiring firms to disclose their contributions and exposure to climate-related risks including in 
investments, mandatory in the UK from April 2022 for large businesses.

Waste-to-energy 
plant A facility which generates energy through incinerating excess refuse and waste.

Wind turbines Windmills capable of producing electricity through the kinetic energy of the wind. These are often small-scale for onsite generation. *Credit to Arbnco for work done on EPC modelling of buildings


