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The NAIOP industrial <
Space Demand Forecast \\x

Despite rising interest rates and growth in the supply of new space entering the market, the outlook for industrial real estate remains bright
as supply chain conditions steadily improve. Low vacancy rates will continue to support growth in rents and property values.

Net absorption of industrial space in the last two quarters of 2022 was 176.1 million square feet, down from 236.4 million square feet in
the first two quarters of the year. Given current economic conditions and recent demand trends, the authors estimate that quarterly net
absorption of industrial space will average 79.0 million square feet over the next two years. Total net absorption for 2023 is forecast to be
approximately 310 million square feet, and full-year absorption in 2024 is forecast to be around 323 million square feet (see Figure 1 for
quarterly projections).

The Industrial Market

The Federal Reserve has increased interest rates at each of its last eight meetings. While rising interest rates have increased the cost of borrowing,
the supply of industrial real estate continues to lag demand. The net result is a continued trend of higher rents and higher property prices.

Supply chain issues that hindered the delivery of construction materials through western ports have been mostly resolved, but demand for
industrial space around these ports continues to exceed supply, contributing to demand for space in inland markets. The shortage of space
along the West Coast is also contributing to strong markets for industrial space on the East Coast as more supply chains are rerouted
through eastern ports. Demand for e-commerce is
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American consumers. However, inflation-adjusted spending on goods peaked in 2021 as consumers shifted more spending to services last
year,* contributing to the recent softening of the industrial real estate market. Taken together, recent developments suggest that the odds have
improved for the Federal Reserve to contain inflation while avoiding a severe recession. Barring unforeseen challenges, the economy should
continue to support growth in demand for industrial space, albeit at a slower pace than in the last two years.

The Forecast Model

The authors utilize various explanatory drivers in the forecast’s statistical model, such as lagged net absorption, real gross domestic product
growth, inflation and output gaps, monetary policy, and seasonal effects. The current forecast has been revised upward to account for the
resilient economy and revised historical net absorption data. The predicted net absorption during 2023 is 309.8 million square feet with
lower and upper boundaries of 248.3 and 371.3 million square feet, respectively. The full-year forecast for industrial absorption in 2024 is
323.2 million square feet, with lower and upper boundaries of 261.7 and 384.7 million square feet.

FIGURE 2
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Net absorption in 2022 was down slightly from 2021, reflecting cooling economic growth and a shift
in consumer spending from goods to services (see Figure 2). During 2022, 412.5 million square feet
of industrial space was absorbed, compared with the forecast of 326.2 million square feet.

Note that CBRE Econometric Advisors substantially revised its historical absorption data for the
first two quarters of 2022, increasing reported absorption in the first half of the year by 85.2 million
square feet (equivalent to 99% of the difference between the actual absorption and the forecast
absorption for the year). Since lagged absorption has a significant effect on the predictive model,
the lower absorption data that was then available for the third-quarter forecast resulted in a lower
forecast for the second half of 2022 than would have been the case if the authors had received the
current version of the historical data. The first-quarter 2022 forecast had predicted absorption of
401.4 million square feet for 2022, or 2.7% less than the actual absorption for the year.
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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 a 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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