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Development Pipeline Slows

Following two years of record industrial deliveries, the development pipeline has slowed in recent
quarters. The amount of new stock coming to market will decline during the next couple of years,
but the long-term outlook for industrial development remains bright.

The size of the industrial supply pipeline has shrunk for six straight quarters as deliveries have
outpaced starts. More than 1.1 billion square feet began construction between 2021 and 2022, but
starts fell to 357.5 million last year. Through the first six months of 2024, only 97.8 million square
feet have been started. This slowdown has been driven by normalizing demand from tenants, the
record level of new supply recently delivered or set to be delivered, higher costs of construction
loans and economic uncertainty.

The reshoring of manufacturing will have a significant impact on industrial real estate supply over the
long run. Many of the projects that have broken ground in recent years are manufacturing facilities.
According to CommercialEdge, between 2018 and 2021, manufacturing accounted for 7-8% of
square feet started annually. In 2022 and 2023, manufacturing’s share jumped to more than 13%,
and so far in 2024 it accounts for 16.1%.

Data from the Census Bureau confirms this surge in manufacturing development. In May, annualized
construction spending on manufacturing facilities totaled $234.1 billion. That is more than double
the amount of spending two years prior and triple the amount in May 2021. However, the rapid
pace of growth appears to be over, as May's figure was up 20.3% year-over-year and 1.3% month-
over-month. Manufacturing returning stateside will propel the industrial sector because much of this
spending is on semiconductor plants that will allow additional advanced manufacturers to set up shop
in the U.S. The ripple effects from the current spending boom will be felt throughout this decade.

We anticipate that the new development pipeline will grow again in the next few years, albeit not at
the historical levels seen recently. Developers remain interested in adding industrial space, as the
planned portion of the pipeline currently has 561.2 million square feet. Once the market absorbs
recently completed stock and the cost of capital begins to decrease, we expect that many of these
projects will see shovels in the ground. Manufacturing, data centers, and the long-term shift to
e-commerce and omnichannel retail all remain positive drivers for industrial development.
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Rents and Occupancy:
Rent Growth Slower in Midwest

B National in-place rents for industrial space
averaged $8.04 per square foot in June, an
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$1.30 and Chicago $1.31.

is a weighted average of the top 30 markets.
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Supply:
Dallas Pipeline Slows

B Currently, 375.7 million square feet of industrial
space, representing 1.9% of stock, are under
construction, according to CommercialEdge.
An additional 561.2 million square feet are cur-
rently in the planning stages of development.

SUppIy Pipeline (by metro)
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Economic Indicators:
Producer Prices Tick Upwards

B Producer prices increased 0.2% in June and 2.6% Economic Indicators
year-over-year, according to the Bureau of Labor

Statistics. The Producer Price Index (PPI) was National Il Purc:hasmg
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15 months, and the index bears monitoring, as 2.6% YoY A 2.5% YoY A
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Transactions:
Southern California Still in Demand

B Industrial sales totaled $25.1 billion through Sales Activity
the first half of the year, according to e e
CommercialEdge data, with properties Market Price PSF  (Mil, as of 6/30)
trading at an average of $139 per square National $139 $25122
foot. Demand for industrial assets remains Sy AiEs $570 $2,285
strong, with the average sale price of an in- Dallas—Fort Worth $152 $2,006
dustrial property up 12.9% over 2023. Los Angeles $311 $1581
) ) ] Chicago $98 $1,314
Southern Cadlifornia has been the most in- New Jersey $256 $1.063
demand region for industrial real estate dur- Phoenix $165 $1.049
ing this decade. The ports of Los Angeles and Inland Empire $227 $893
Long Beach are the two busiest in the nation, Houston $102 $763
and the region's large population has driven
. . Atlanta $118 $714
demand for warehouse, distribution and man- Derver $146 661
ufacturing facilities. Consequently, the region's
three markets—Los Angeles, Orange County Or?mg? ;ounty L0 oot
and the Inland Empire—have been at or near Twin Cities $95 3618
the top of in-place rent growth for years. Even Seattle 220 eh
as vacancy rates have crept upward in these Charlotte $71 $421
markets due to normalizing tenant demand, eree $132 $401
properties are still highly sought after by inves- Baltimore $133 $366
tors. Earlier this year, Rexford paid $1 billion for Ceniial vellsy $129 $366
3 million square feet across 48 properties in Los Columbus $79 $334
Angeles and Orange County. While the Inland Boston $158 $275
Empire has seen a surge of new supply in re- Cincinnati $80 $242
cent years, Los Angeles and Orange County are Portland $169 $237
very constrained by land availability. The prop- Indianapolis $98 $219
erties that Rexford acquired are 98% occupied, Nashville $153 $213
according to reports, a figure that is unlikely to Philadelphia $107 $187
decrease, given the state of those markets. Cleveland $49 $139
Source: CommercialEdge. Data as of June 2024
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Definitions

CommercialEdge collects listing rate and occupancy data using proprietary methods.

B Average Rents—Provided by Yardi Market Insight, a cutting-edge service that uses anony-
mized and aggregated data from other Yardi platforms to provide the most accurate rental
and expense information available.

B Vacancy—The total square feet vacant in a market, including subleases, divided by the total
square feet of office space in that market. Owner-occupied buildings are not included in va-
cancy calculations. Also provided by Yardi Market Insight.

Stage of the supply pipeline:

B  Planned—Buildings that are currently in the process of acquiring zoning approval and
permits but have not yet begun construction.

B  Under Construction—Buildings for which construction and excavation has begun.

Sales volume and price-per-square-foot calculations for portfolio transactions or those with
unpublished dollar values are estimated using sales comps based on similar sales in the mar-
ket and submarket, use type, location and asset ratings, sale date and property size.
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O CommercialEdge

Reliable commercial real estate data, built up over more than a decade of extensive
research. Powered by Yardi.

CommercialEdge provides the industrial segment's most comprehensive market intelligence
service and listing management platform, sustaining data-driven decisions.

(@ Commerccldge e+ s [Tormr]  ® @< Key features:

e 8 () Continually growing nationwide coverage with 162 markets
currently included

RS R oot (©) Researched and verified data, powered by a team of 400
experienced property research specialists

(©) Exhaustive property reports featuring data points such as
ownership, leases, sales, debt, taxes and more

(©) Building and portfolio performance overview with current
average rents, vacancy rates and maturing leases

(©) Extensively researched tenant data with an accuracy rate
two to three times higher than the industry average

() Real-time market trends based on actual transactional and
n leasing data with Yardi Market Insight

(©) Dedicated tools, including automated competitive building
sets, broker tour books and dedicated property webpages

(©) Access to the CommercialEdge Listing Network — including
CommercialCafe, PropertyShark, Point2 and CommercialSearch

Capitalize on comprehensive commercial real estate research

Nationwide property and listing data all in one place, specifically engineered for

The data presented in this report is provided by CommercialEdge.
For recent news, product updates, and additional office and industrial market reports, visit our blog.
To learn more about CommercialEdge, email us at getinfo@commercialedge.com or schedule a demo directly.
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