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Phoenix Benefits
From Southern California Overflow

B [t is no secret that Southern California has the hottest industrial markets in the country, in large part
due to extraordinary growth in e-commerce that has led the Port of Los Angeles to set a new record
for volume every month. The Inland Empire (8.2%) and Los Angeles (6.9%) had the highest rent growth
over the last 12 months, and although Orange County's growth has been slower (2.8%), it has the
highest rental rates in the country at $11.11 per square foot.

B Being less than a day's drive from the busiest port in the country while offering cheaper rents than
the Inland Empire has led Phoenix to become a market in high demand for major tenants. Amazon,
Nikola, Red Bull and Five Below all have facilities underway. Taiwan Semiconductor Manufacturing
Co. is planning a massive site in North Phoenix; the first phase is 3.8 million square feet. Gatorade
recently signed a lease for 750,000 square feet of warehouse and distribution space currently under
construction in Tolleson Corporate Park, expanding PepsiCo's presence in the area.

B Tolleson Corporate Park is only one of the locations in the western part of the metro experiencing
massive supply growth due to its ideal location. One-half of the 14.0 million square feet under con-
struction is located in the Phoenix-West submarket, nearest to I-10, which offers access to Southern
California to the west and Phoenix Sky Harbor International Airport to the east.

B A robust new supply pipeline has, for now at least, kept a lid on Phoenix's rent growth. Average
rents increased only 3.4% over the last 12 months, while vacancies sit at 6%. Despite soft rent
growth, investors are bullish on Phoenix. Transactions totaling $396 million have already been re-
corded for the first quarter, with assets selling at an average of $140 per square foot, more than
double their average price five years ago. 17017 West Indian School Road in Goodyear, with Daim-
ler Trucks North America's parts distribution facility as sole tenant, traded for $43.1 million, or
$163.50 per square foot.

B Not all of the growth in Phoenix’s industrial market can be attributed to its proximity to Southern
Cadlifornia; local demographics also play a role. The Phoenix-Mesa-Chandler Metropolitan Statistical
Area added the third most residents of any metro in the country over the past decade, increasing by
more than 750,000 (18.0%). This not only provides quality labor supply for the industrial employers but
increases demand for more localized assets like last-mile delivery and cold storage.
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Rents and Occupancy:

Music City's Booming Industrial Market

B The national average rate for industrial real es-

tate increased 4.4% over the last 12 months to
$6.53 per square foot in March.

Rents increased the most over the year in the
Inland Empire (8.2%), Los Angeles (6.9%) and
Nashville (6.6%). Rents saw the lowest growth
in Detroit (-0.5%), St. Louis (0.0%) and Kansas
City (0.9%).

The vacancy rate remained unchanged at 6.1%,
indicating that new space is being absorbed
even as more than 10% of all stock has been
delivered since 2016. Vacancies were the low-
est in the Inland Empire (2.1%), Orange Coun-
ty (3.6%), Los Angeles and New Jersey (both
4.1%). Vacancies were the highest in Boston
(11.6%), Houston (11.0%) and Detroit (2.4%).

Nationally, new leases signed over the last 12
months cost $0.85 more than the average
lease. The premium for new leases was highest
in New Jersey ($2.31 per square foot), Seattle
($1.99) and Boston ($1.92).

With some of the fastest rental rate growth in
the country, Nashville may still be the hottest
market in the Southeast. Compared to the
market average, new tenants are paying $0.99
more per square foot for leases signed over the
last 12 months, a premium of nearly 20%. The
Music City has delivered 20.2 million square
feet since the start of 2016, 12% of stock, and
has not had a problem with absorption, as the
vacancy rate is 5.5%.

Nashville does not look to be slowing down
anytime soon, and this is reflected in the sales
figures: $165.1 million of sales have been
recorded for the first quarter, at an average
price of $72.85 per square foot. If this pace
continues, both numbers could shatter previous
records for the market. On the new supply
front, Amazon is building a 3.6 million-square-
foot facility in Wilson County, and Facebook
currently has a data center totaling 982,000
square feet in Sumner County.

Average Rent by Metro

National
Inland Empire
Los Angeles
Nashville
Seattle

Bay Area
South Carolina
New Jersey
Denver

Miami

Atlanta
Dallas-Fort Worth
Boston

Phoenix
Philadelphia
Chicago
Orange County
Twin Cities
Houston
Kansas City
St. Louis
Detroit

Mar-21

Average 12-Month

Rent

$6.53 4.4%
$6.22  82%
$9.80  6.9%
$4.99  6.6%
$8.48  6.0%
$10.48 5.8%
$5.64 5.7%
$7.53 5.0%
$7.42 4.4%
$8.40  4.0%
$4.43 3.7%
$4.60  3.5%
$7.62 3.5%
$6.87 3.4%
$6.05 3.4%
$5.18 2.9%
$11.11 2.8%
$5.72 2.3%
$5.70 1.9%
$416  0.5%
$3.92 0.0%
$5.69  -0.5%

Avg Rate
Signed
Last

Change 12-Month

$7.38
$7.66
$11.34
$5.98
$10.47
$11.15
$5.99
$9.84
$8.37
$9.38
$5.19
$5.14
$9.54
$6.57
$7.02
$6.40
$11.96
$5.21
$6.39
$3.83
$3.38
$4.13

Source: Yardi Matrix. Data as of March 2021. Rent data
provided by Yardi Market Insight
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Vacancy
Rate

6.1%
2.1%
4.1%
5.5%
6.9%
7.1%
8.3%
4.1%
8.3%
5.8%
5.1%
4.7%
11.6%
6.0%
4.9%
7.4%
3.6%
7.4%
11.0%
4.7%
6.7%
9.4%




Supply:
Pipeline Strong in Most Markets

B Nationally, 367.8 million square feet of new
industrial supply is under construction and an

Supply Pipeline (by metro)
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Source: Yardi Matrix. Data as of March 2021
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Source: Yardi Matrix. Data as of March 2021

additional 418.1 million square feet is current- Under CoanJ:rchecrtion glg:;::j
ly in the planning stages. Market Construction % Stock % Stock
_ N National 367,754,833 2.6% 5.6%
B So far this year, 60.5 million sguqre feet of new E— 13.964.617 e e
space has been delivered, with another 201.1
million square feet forecasted to be finished by Dallas=Fort Worth - 28,380,671 3.9% 9.6%
year end, according to Yardi Matrix. Denver 9,550,704 5.0% 8.5%
Seattle 4,452,807 1.9% 8.4%
B The largest pipelines are in metros with strong Charlotte 7,263,906 399 8.0%
demonql for |.r1d.u‘str|ol space and no geographic Indianapolis 9.794.517 3.6% 7 4%
constraints limiting land supply. These markets
include Phoenix (14.0 million square feet under emess Lty /225,520 4% /520
construction, 5.4% of stock), Dallas (28.4 mil- Philadelphia 10,538,236 3.3% 7.2%
lion, 3.9%), Memphis (12.2 million, 5.1%) and Nashville 7,922,025 4.7% 7.0%
Denver (9.6 million, 5.0%). Memphis 12,163,632 5.1% 6.7%
L . Columbus 7,070,461 2.9% 6.1%
B The smallest pipelines in the country on a per-
centage of stock basis are in one of two groups: Inland Empire 15,680,195 2.7% 9%
port markets where land is at a premium—Ilike Houston 17,275,539 3.4% 5.9%
Los Angeles, Orange County, New Jersey and Central Valley 8,011,474 2.9% 5.6%
Boston—and Midwestern markets where rent Tampa 4,419,335 2 6% 559,
growth and sole§ prices indicate demand has Boston 1552813 0.8% £ 4%
not exploded as in other areas of the country.
These markets include Cleveland (1.4 million Baltimore 2,857,965 1.6% 4.9%
square feet under construction, 0.5% of stock) New Jersey 8,668,698 1.9% 4.8%
and Minneapolis (1.4 million, 0.5%). Portland 3,484,300 2.3% 4.5%
Chicago 19,852,194 23% 43%
Bay Area 5,545,954 2.0% 4.2%
thionql New Supply Forecqst Atlanta 10,205,778 2.2% 3.8%
Detroit 9,615,080 2.2% 3.4%
s00v ™ Forecasted
Completed Cincinnati 5,820,256 2.5% 3.2%
Los Angeles 6,326,919 0.9% 2.8%
Bridgeport 2,252,740 1.4% 2.2%
Twin Cities 1,379,775 0.5% 1.7%
Orange County 610,326 0.3% 1.4%
Cleveland 1,358,250 0.5% 0.9%



Economic Indicators:
Manufacting Index Reaches High Not Seen Since 1980s

B The Institute for Supply Management's (ISM)

Economic Indicators
monthly survey hit its highest level since 1983

in March. The index, where a value above 50 in- National ISM Purchasing
dicates expo.nsion in the manufacturing sect.or, Employment Manager's Index
was at 64.7 in March. The survey of purchasing (March) (March)
managers at more than 300 manufacturing 144.1M 64.7
firms is a key leading economic indicator and 0.6% MoM A 29 MeM A
its current reading signifies that this year will 3% oY ¥ 13.0voY A
see robust growth in both manufacturing and
the broader economy. The New Orders Index Inventories Imports
grew to 68.0, the highest reading since Janu- (January) (February)
ary 2004, and the ISM noted that 15 of the 18 $2,000.78 $219.18

o . 1.2% MoM A -0.9% MoM ¥
manufacturing industries surveyed reported

-0.9% YoY ¥ 10.3% YoY A

growth in new orders.

B Despite optimism for expansion in the sector,
there are still risks that could dampen manu- Core Retail Sales Exports
facturing's outlook. Foremost among these is (February) (February)
e e $405.4B $131.1B
e global shortage of semiconductors. e e -3.5% MoM ¥
shortage drags into next year as some expect, 6.2% YoV A 5.1% YoY ¥
it could cause bottlenecks in the production of a
wide ereyy of items, from automobiles to Oppll_ Sources: Bureau of Labor Statistics; Institute for Supply

ances and perSOﬂO| electronic devices. Management, U.S. Census Bureau; Bureau of Economic
Analysis; Moody's Analytics

ISM Manufacturing Purchasing Managers Index

80 B Headline Number New Orders
B Employment Production
Inventories Supplier Deliveries

70

Index

2019 2020 2021

Sources: Institute for Supply Management

Yardi Matrix | April 2021 | 05



Transactions:
Southern California Assets in Demand

B Nationally, $8.1 billion in transactions have
been logged for the first quarter of the year.
There is a lag in recording all sales activity, but
the final numbers for the first quarter will likely
land below the $10.9 billion of sales in the first
quarter of 2020. While total volume may be
lower than last year, the average price of as-
sets has skyrocketed, increasing 29.1% over the
year to $110.04 per square foot.

Southern California has seen incredible de-
mand for industrial assets in the last few years,
and for the most part the trend is continuing
this year. Los Angeles and the Inland Empire
combined accounted for more than 15% of all
sales volume in the country in the first quarter.
With the Port of Los Angeles experiencing re-
cord volumes and the strongest rent growth in
the country, demand for these assets will re-
main strong for the foreseeable future.

Oddly, Orange County has so far yet to experi-
ence a similar flurry of activity this year, after
the fourth quarter of 2020 saw $425 million in
sales at an average of $231 per square foot.
With strong demand for industrial assets in the
region and a virtually nonexistent new supply
pipeline (0.6 million square feet under construc-
tion, 0.3% of existing stock), we expect activity
to resume in the market later this year.

Quarterly Transactions

$16B m Total Sales Price (L)
Price Per Sq Ft (R)

$12B

[ | T -
$8B
$40
$4B
$0B $0

2016 2017 2018

Source: Yardi Matrix. Data as of March 2021

Sales Activity

YTD Sales YTD Sales
Market (Mil, as of 03/31) Price PSF
National $8,113 $110.04
Los Angeles ‘ $775 $185.23
New Jersey $581 $276.87
Inland Empire $484 $156.15
Chicago $407 $73.93
Phoenix $369 $140.09
Philadelphia $312 $72.70
Baltimore $282 $108.30
Seattle $267 $204.30
Boston $239 $132.94
Bay Area $237 $141.16
Columbus $221 $56.67
Nashville $165 $72.85
Denver $157 $133.07
Central Valley $132 $92.97
Tampa $111 $65.68
Bridgeport $90 $90.89
Dallas-Fort Worth $89 $87.29
Twin Cities $75 $85.11
Atlanta $62 $70.11
Houston $56 $65.38
Kansas City $44 $68.07
Indianapolis $32 $42.92
Orange County $30 $237.83
Memphis $25 $30.04
Cincinnati $25 $45.21
Cleveland-Akron $19 $40.57
Charlotte $11 $52.89
Source: Yardi Matrix. Data as of March 2021
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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 do not always include portfolio transac-
tions or those with unpublished dollar values.

Supply statistics exclude owner-occupied properties.
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https://www.yardimatrix.com/contact-us
https://www.yardimatrix.com/Industrial

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

Manager, Business Intelligence
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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disclosed or reproduced in any form by any means without the prior written authorization of Yardi Systems, Inc.
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