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Vacancy, New Supply Drive Rent Growth

B Industrial space remains in big demand, causing tenants to pay increasingly higher rents for a
shrinking amount of available space. The national vacancy rate was 4.1% in September and the
average rent for in-place leases was $6.88 per square foot, growing 5.8% over the past year. While
rents are climbing and vacancies are falling virtually everywhere, markets adjacent to ports with a
lack of land to build new supply are seeing the most extreme trends.

B Southern California—with the ports of Los Angeles and Long Beach among the busiest in the country—
is the leading example. The markets with the highest marks for growth of in-place rents over the past
12 months were the Inland Empire (2.6%) and Los Angeles (2.1%), with Orange County not far behind
(7.1%). On the East Coast, the New Jersey market—near the Port of New York and New Jersey—has
seen rents grow 7.6%. These markets also have some of the lowest vacancy rates, with the Inland
Empire at 1.1%, Los Angeles 2.0%, New Jersey 2.5% and Orange County 2.7%. As a result, tenants are
paying hefty premiums for new leases in these markets. The average cost of a lease signed in the last
12 months in Los Angeles was $17.39 per square foot, $5.90 higher than the market average. The new
lease rate in the Inland Empire was $12.29 per foot ($4.85 higher than the market average), in Orange
County it was $17.36 per foot ($4.71 higher) and in New Jersey it was $11.60 per foot ($2.63 higher).

B New supply in these markets cannot keep pace with demand. Los Angeles has 2 million square feet un-
der construction (0.3% of stock) and has delivered just 14.8 million square feet since the start of 2020.
Orange County has 3.3 million under construction (1.8% of stock) and delivered 1.6 million in the last
three years. While the Inland Empire has a large under-construction pipeline of 34.9 million feet (5.1%
of stock) and delivered 54.4 million since 2020, it is not nearly enough to keep up with demand. Reports
hint that much of the market's stock under construction is already leased. New Jersey has 15.7 million
square feet under construction (2.9% of stock) and delivered 20.3 million since 2020.

B The relationship between rents, vacancy and new supply comes into focus when looking at Midwestern
markets, especially those in high demand. Some markets, particularly centrally located logistics hubs
like Indianapolis (2.3%) and Columbus (1.9%), have vacancy rates that can compete with the tightest
port markets. However, these markets have not seen significant in-place rent growth—which was 3.0%
in both markets—thanks to high levels of new supply. Indianapolis has 24.9 million square feet under
construction (7.6% of stock) and has delivered 32.7 million over the last three years. Columbus has 17.7
million square feet being built (6.4% of stock) and has delivered 22 million feet since 2020.
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Rents and Occupancy:
New Supply Keeps Rent Growth Down in Houston

National in-place rents for industrial space
averaged $6.88 per square foot in Septem-
ber, growing 5.8% year-over-year, according
to Yardi Matrix.

Growth of in-place rents was slowest in Mem-
phis (2.0%), Houston (2.0%), Tampa (2.2%)
and Chicago (2.4%).

New leases cost $1.38 more per foot than
the average in-place lease, with leases signed
in the last 12 months averaging $8.26 per
square foot.

While most markets saw tenants pay premi-
ums for new space, in some markets the dif-
ference between all leases and new leases was
negligible. Most of these markets were far
removed from busy ports and have large sup-
ply pipelines as a percentage of existing stock.
Denver, St. Louis, Kansas City, Charlotte,
Houston and Memphis all had an average rate
for new leases slightly below the market aver-
age for in-place leases. These markets either
have above-average vacancy rates (St. Louis),
high levels of new supply (Kansas City, Char-
lotte) or both (Denver, Houston, Memphis).

The national vacancy rate in September was
4.1%, unchanged from the previous month.
Despite economic uncertainty, industrial space
continues to be in high demand.

Houston has one of the highest vacancy rates
in the country (7.8%), with rents growing only
2.0% over the past year and no spread be-
tween new and in-place leases. Although it is
a port market—handling the seventh great-
est amount of containers among the coun-
try's ports—Houston does not face the same
geographic constraints to new supply that
most other port markets do. Since the start
of 2020, it has delivered 52.8 million square
feet, nearly 10% of stock. With an additional
22.5 million square feet under construction, it
is not likely to capture the rent growth found
near other ports.

Average Rent by Metro

Avg Rate
Sep-22 Signed in
Average 12-Month Last 12 Vacancy

Rent Change Months Rate
National $6.88 5.8% $8.26  41%
Inland Empire $7.44 9.6% $12.29 11%
Los Angeles $11.49 9.1% $17.39  2.0%
Boston $9.25 7.7% $10.36 8.2%
New Jersey $8.97 7.6% $11.60 2.5%
Phoenix $7.61 7.5% $8.34 33%
Orange County $12.65 7.1% $17.36 2.7%
Detroit $6.10 7.0% $6.97 5.9%
Seattle $9.50 6.3% $10.68  6.5%
Bay Area $11.88 6.3% $12.70  4.6%
Philadelphia $6.73 6.2% $7.38 4.1%
Dallas—Fort Worth $5.15 5.7% $6.11  35%
Atlanta $4.82 5.5% $5.43 23%
Cincinnati $4.38 5.3% $4.69  6.5%
Miami $9.43 5.2% $11.30 3.3%
Portland $8.65 5.2% $9.67 51%
Baltimore $7.06 5.2% $8.38  4.0%
Central Valley $5.70 4.8% $6.86 1.9%
Twin Cities $6.14 4.6% $6.89 7.3%
Nashville $5.45 4.2% $6.73 1.6%
Kansas City $4.34 3.6% $4.05 4.9%
Charlotte $6.37 3.2% $6.09  42%
Denver $8.11 3.2% $7.37 6.2%
Columbus $4.09 3.0% $4.58 1.9%
Indianapolis $4.11 3.0% $4.46  2.3%
St. Louis $4.29 2.6% $3.69 6.9%
Chicago $5.51 2.4% $591  42%
Tampa $6.62 2.2% $7.87 81%
Houston $6.01 2.0% $5.74  7.8%
Memphis $3.59 2.0% $3.55 5.3%

Source: Yardi Matrix. Data as of September 2022. Rent data
provided by Yardi Market Insight. National rent and occupancy data
is a weighted average of the top 30 markets.

Yardi Matrix | October 2022 | 03


http://CommercialEdge.com

Supply:
Phoenix Pipeline Boom Continues

B A total of 703 million square feet of industrial
space is under construction nationally, repre-
senting 4.0% of stock. An additional 650.3 mil-
lion square feet are in the planning stages.

Supply Pipeline (by metro)
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No market in the country has more industrial
supply under construction as a percentage of
stock than Phoenix, and only Dallas has more
square feet being built on an absolute basis.
Phoenix has become an industrial hotbed for
a few reasons: Land for industrial properties
is limited in Southern California, and because
Phoenix is a six-hour drive away, the market is
drawing overflow demand from tenants that
can't find space near the ports. Cheaper and
more abundant space in the Phoenix metro
area combined with in-migration over recent
years has created a strong labor pool. The
types of industrial properties being built in
Phoenix are diverse, but manufacturing makes
up a large share of the pipeline. The 3.8 million-
square-foot Taiwan Semiconductor Manufac-
turing Plant is the largest project being built in
the market, and electric car maker Lucid's AMP
—Phase 2 is the second largest at 2.9 million
square feet. Data centers are also common,
and Vantage is building a 1.0 million-square-
foot center in Goodyear. A plethora of logistics
and distribution facilities are also being built in
the market.

National New Supply Forecast
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Source: Yardi Matrix. Data as of September 2022
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Market Construction
National 703,004,164
Phoenix 44,813,371
Indianapolis 24,872,648
Dallas-Ft. Worth 61,967,685
Columbus 17,680,871
Inland Empire 34,917,430
Denver 12,613,011
Kansas City 11,963,618
Nashville 9,215,830
Charlotte 12,617,672
Houston 22,472,327
Philadelphia 13,623,988
Memphis 9,435,200
Central Valley 10,640,549
Cincinnati 8,061,324
New Jersey 15,697,189
Chicago 26,659,255
Atlanta 14,280,428
Seattle 7,663,127
Baltimore 5,430,473
Boston 6,145,944
Tampa 5,669,008
Bay Area 7,080,014
Minneapolis 5,888,310
Orange County 3,281,291
Bridgeport 2,327,050
Detroit 4,538,622
Cleveland-Akron 2,950,656
Portland 1,217,040
Los Angeles 1,997,477
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Source: Yardi Matrix. Data as of September 2022
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Economic Indicators:
Producer Prices Remain Elevated

B The Producer Price Index (PPI), which measures

Economic Indicators
supply-side inflation faced by the producers of

both goods and services, grew at a monthly National ISM Purchasing

rate of 0.4%, and 8.5% on a 12-month basis. Employment Manager's Index

Core PPI, which excludes volatile food and en- (September) (September)
153.0M 50.9

ergy prices, increased 0.4% on the month and

5.6% over the past 12 months. Goods prices, 03'2;/; I\:'(o:\:': '19'96'\:0\24:
5 5 o 9% =7. o

driven by a 1.2% increase in the cost of food, °

rose 0.4% on the month and 11.3% year-over-

year. Services grew at a monthly rate of 0.4% Inventories Imports

and an annual rate of 6.8%. uly) (August)

$2,434.3B $270.1B

B Inflationary pressures have eased in the sec- 0.6% MoM A -1.5% MoM ¥

ond half of the year, but inflation remains well 18.4% YoY A 13.4% YoY A

above the Federal Reserve's target. The Fed has

increased interest rates 75 basis points on two

sepj'rote occasions ir;].ZC(j)i?kor.]dl.rfcler?t Eﬂotion Core Retail Sales Exports

readings suggest a third hike is likely in Novem- P e

ber. We are already seeing the impact of higher $490.9B $182.5B

interest rates on the transactions market, with 0.3% MoM A -0.4% MoM ¥

average prices and total sales volume slowing in 7.6% YoY A 22.1% YoY A

the third qugrter. A higher cost Of C_Opit0| mgy Sources: Bureau of Labor Statistics; Institute for Supply

also constrain the new-supply pipeline, despite Management, U.S. Census Bureau; Bureau of Economic

continued demand for space. Analysis; Moody's Analytics
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Transactions:
Pricing Cools Slightly in Third Quarter

B nall, there was $65.4 billion of industrial trans- Sales Activity
actions during the first three quarters of the e -
year, according to Yardi Matrix. Market Price PSF  (Mil, as of 09/30)

B The average sale price of an industrial build- Ej;f::;es iii $§igg;
ing in 2022 is $128 per square foot. After Inland Empire $302 $3.850
seven straight quarters of increases, the Houston $145 $3.604
average sale price slightly decreased in the Dallas $102 $3,560
third quortgr, falling to $127 per square fgot Chicago 88 $3,537
from $136 in the second quarter. Rising in- New Jersey $172 $2,662
terest rates, inflation and other economic E— $201 $2’657
headwinds have dampened the transactions Philadelphia $116 $2'234
market. Despite the decrease in the quarter, Bay Area $237 $1’767
prices have increased 15.5% over the past '
year and 53.9% over the past two years. Atlanta $112 $1,537

Boston $182 $1,423

B Of the top 30 markets covered by Yardi Matrix, Denver $163 1421
half saw prices slip in the third quarter from Torhpc ) $129 127
the second. The average sale price in Balti- Indianapolis $80 $928
more fell 40% in the third quarter, Charlotte Columbus $83 $924
saw prices fall 36%, and both Tampa and the Nashville $154 $916
Central Valley had 30% quarterly declines. SEEiE 250 $854
With volume down in the quarter and a lag Baltimore $119 $810
in collecting some sales, it is too early to say Oleliigs CoUBy $364 $799
whether this is the start of a trend or just a Detroit $66 $766
blip. Not every market saw declines in sale Twin Cities $106 $741
prices in the third quarter. Columbus was up Charlotte $95 $706
57% from the second quarter, Atlanta 41% Memphis $61 $704
and the Bay Area 40%. Central Valley $107 $502

Cincinnati $70 $487

Source: Yardi Matrix. Data as of September 2022

Quarterly Transactions
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Source: Yardi Matrix. Data as of September 2022
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Definitions

Yardi Matrix collects listing rate and occupancy data using proprietary methods.

B Average Rents—Provided by Yardi Matrix Expert, 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.

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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Contacts

Peter Kolaczynski Rob McCartney

Manager, Commercial Sales Manager, Matrix
Peter.Kolaczynski@Yardi.com Rob.McCartney@Yardi.com
(800) 866-1124 x2410 (800) 866-1124 x2412

Doug Ressler

Media Contact
Doug.Ressler@Yardi.com
(800) 866-1124 x2419

DISCLAIMER

Although every effort is made to ensure the accuracy, timeliness and completeness of the information
provided in this publication, the information is provided "AS IS" and Yard Matrix does not guarantee, warrant,
represent or undertake that the information provided is correct, accurate, current or complete. Yardi Matrix
is not liable for any loss, claim, or demand arising directly or indirectly from any use or reliance upon the

information contained herein.
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