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The NAIOP Industrial
Space Demand Forecast *
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Amid lower pressure on global supply chains, increasing inventory carrying costs, a cooling economy and a decrease in the rate of e-commerce
expansion, retailers and logistics firms have slowed the rate at which they acquired additional industrial space this year. Net absorption of
industrial space in the first two quarters of 2022 was 151.2 million square feet, down sharply from 2021’s record pace but still notably higher than
in prior years (see Figure 2). The authors expect the still-hot industrial market to cool, and they forecast that the net absorption rate will continue
to decline until it returns to the pre-pandemic trend. Total net absorption of industrial space in the second half of 2022 is forecast to he
112.4 million square feet, and full-year absorption in 2023 is forecast to he 209.4 million square feet (see Figure 1 for quarterly projections).

The Industrial Market

Supply chain congestion eased during the first half of 2022, as illustrated by the decline in the Federal Reserve Bank of New York’s Global Supply
Chain Pressure Index from 4.35 in December 2021 to 2.41 in June 2022. As a result, retailers and logistics firms have shown less interest in leasing
or buying industrial space before it is needed, a trend that contributed to higher absorption in 2021. Amazon’s decision to substantially scale
back its expansion plans is the most prominent example of this shift in demand for industrial space. Nonetheless, smaller e-commerce firms, and
even traditional retailers, continue to lease more distribution space despite slowing e-commerce growth as more consumers return to shopping
at bricks-and-mortar retail. Industrial vacancy rates remain historically low as the ability to supply new space continues to face physical and
political limitations in land-constrained markets. These low vacancy rates continue to cause asking rents, and ultimately transaction prices,
to increase. Premium prices are being paid for properties with soon-to-expire leases and even vacancies as they allow owners to lease out more
space at record-high market rates.
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Reserve Bank presidents has been revised downward from 5.5% to 1.7%. Similarly, the projected growth rates for 2023 and 2024 were revised
downward from 4.0% and 2.2% to 1.7% and 1.9%, respectively.? High inflation prompted the Federal Reserve to raise interest rates by 0.75%
in June—the largest single increase since 1994—and raise them again by another 0.75% in July. Substantial uncertainty remains about how
high the Fed will need to raise rates to contain inflation, and how severe the effects will be for the U.S. economy.

Inflation has also had a pronounced effect on the Consumer Confidence Index, which is now at its lowest level since February 2021,* even
though the national unemployment rate currently stands at a historically low 3.6%.° By reference, the unemployment rate was 3.5% in February
2020, immediately preceding the pandemic. Although consumer confidence has declined, consumer spending remains strong, as evidenced
by a willingness to travel despite higher airline fares and gas prices. Nonetheless, continued price inflation for energy, food and housing may
eventually lead consumers to decrease discretionary spending on goods. The good news for consumers is that gas prices have been declining,
though they remain higher than in recent years. If the U.S. were to enter an economic recession in the coming months, it would likely impair
consumer spending, resulting in lower demand for goods and for the space needed to store those goods.

The Forecast Model

The authors utilize various explanatory drivers in the forecast’s statistical model, such as the lagged net absorption, real gross domestic
product growth, inflation and output gaps, monetary policy, and seasonal effects. The current forecast has been revised downward to near
the lower boundary of the previous forecast, which assumed that end-users of industrial space would cease occupying more space than
they currently need in 2022. That lower boundary had predicted that net absorption during the first half of 2022 would be 136.8 million
square feet, whereas the actual net absorption rate was 151.2 million square feet. The current forecast for industrial net absorption in the
second half of 2022 is 112.4 million square feet, with lower and upper boundaries of 102.4 and 122.3 million square feet, respectively.
The full-year forecast for industrial absorption in 2023 is 209.4 million square feet, with lower and upper boundaries of 189.5 and 229.3
million square feet. The forecast for the first half of 2024 is 99.1 million square feet of net absorption, with lower and upper boundaries
of 89.2 and 109.1 million square feet.
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Actual Versus Forecast

Net absorption in 2021 was almost double the absorption observed in 2020, reflecting rapid economic growth, continued growth in
consumer spending on goods and the expansion of e-commerce (see Figure 2). During 2021, 432.5 million square feet of industrial
space was absorbed, compared with the forecast of 329.5 million square feet.

Note that CBRE Econometric Advisors substantially revised its historical absorption data for the first two quarters of 2021, increasing
reported absorption in the first half of the year by 34 million square feet. Since lagged absorption has a significant effect on the
forecast, the lower absorption data that was then available resulted in a lower forecast for the second half of 2021 than would have
been the case if the authors had received the current version of the historical data.

Key Inputs and Disclaimers

The predictive model is funded by the NAIOP Research Foundation and was developed by Guirguis and Randy Anderson, PhD, formerly of the
University of Central Florida. The model, which forecasts demand for industrial space at the national level, utilizes variables that comprise the
entire supply chain and lead the demand for space, resulting in @ model that can capture most changes in demand.

While leading economic indicators have been able to forecast recessions and expansions, the indices used in this study are constructed to
forecast industrial real estate demand expansions, peaks, declines and troughs. The Industrial Space Demand model was developed using
the Kalman filter approach, where the regression parameters are allowed to vary with time and thus are more appropriate for an unstable
industrial real estate market.

The forecast is based on a process that involves testing more than 40 economic and real estate variables that theoretically relate to demand
for industrial space, including varying measures of employment, GDP, exports and imports, and air, rail and shipping data. Leading indicators
that factor heavily into the model include the Federal Reserve Board’s Index of Manufacturing Output (IMO), the Purchasing Managers Index
(PMI) from the Institute of Supply Management (ISM) and net absorption data from CBRE Econometric Advisors.
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