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ECONOMIC 
OUTLOOK

RECOVERY ACCELERATES
After four-and-a-half years of steady but sub-standard growth with real gross domestic product (GDP) rising at an average 
annual rate of 2.0% per year, the U.S. economy is poised to accelerate in 2014 and 2015. As the uncertainty caused by the fiscal 
debate in Washington D.C. fades, and the impact of the tax increases and spending cuts enacted in 2013 diminish, the private 
economy is expected to grow more rapidly, boosting real GDP by about 3.0% in 2014 and 3.5% to 4.0% in 2015.

KEY DRIVERS OF GROWTH 
As we enter 2014, two sets of forces should lead to stronger economic growth: less fiscal drag and reduced uncertainty. The 
“fiscal cliff ”, which the U.S. faced at the beginning of 2013, led to a combination of tax increases and spending reductions by the 
federal government that reduced 2013 GDP by an estimated 1.5%. Strong growth in the private sector offset this decline and 
led to the moderate 2.0% expansion of 2013. While there will be further fiscal drag in 2014, as the sequestration process 
continues, it will not be as significant as last year. More importantly, the uncertainty that has surrounded fiscal policy for the 
past two-and-a-half years is diminishing. 

We do not anticipate any significant shifts away from current policy, but as the budget debate becomes less of an obstacle, 
uncertainty will diminish. This should lead to higher levels of confidence for both businesses and consumers. 

ECONOMIC OUTLOOK
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ECONOMIC 
OUTLOOK

DRIVERS OF GROWTH
As confidence improves, the key 
private sector drivers of growth 
include:

• The continuing revival of the housing 
sector—which will boost construction 
as well as sectors such as furniture, 
appliances, utilities and financial 
services.

• Activation of pent-up demand by 
consumers —as durable goods wear 
out, households will be more willing 
to spend to replace them.

• Rising demand for exports as Europe 
and Asia grow more rapidly.

• A shift in business attitudes and the 
greater willingness to take risk is 
expected to lead to stronger 
employment growth and increased 
investments in people and equipment.
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The result will be stronger increases in disposable income  
leading to rising consumer and business spending. Households and 
businesses are generally in excellent financial condition, but have 
been cautious about increasing spending. Retail sales growth, 
which slowed to only 4.3% in 2013, is forecast to accelerate to 
5.8% in 2014 and 5.4% in 2015.

Investment in equipment is also forecast to accelerate in 2014  
and 2015 as rising business confidence leads to more risk taking.  
A healthier economic climate will be highly beneficial to the 
industrial sector. With demand for goods from consumers and 
businesses rising, manufacturing production and shipments will 
increase at a healthy pace. In addition, imports and exports of 
goods will also increase more rapidly. 

Overall, the economic environment for the industrial sector is 
expected to be the best since before the 2007-2009 recession. In 
December of 2013, industrial production hit a post-recession high.
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U.S . MARKET 
OVERVIEW

E-COMMERCE DRIVING DEMAND 
With online sales anticipated to reach $370 billion by 2017, up 
from $231 billion in 2013, the industrial real estate market will 
be a main beneficiary. Increased sales translate into greater 
demand for logistics facilities, tailored to the needs of 
e-commerce. While location has long been the most 
significant success factor in retail, e-commerce is redefining 
the meaning of “ideal location” for a fulfillment center. The 
evolution of e-commerce from a two- to three-day delivery 
window to a same-day fulfillment model is driving the new 
design requirements and the clustering of big-box sites near 
population centers. 

The rise of urbanization and further regionalization to support 
online shopping is a leading demand driver that will 
increasingly influence real estate decision makers and markets. 

To accommodate the evolving landscape, many brick-and-
mortar retailers are setting up dual operations backed by 
mega-distribution facilities that support both online and 
in-store inventory.

In response to this powerful demand driver, we are seeing a 
significant amount of new development projects that are 
catering to e-fulfillment — for both e-commerce-only retailers 
like Amazon and multi-channel retailers such as Walmart and 
Target and others that are seeking to expand their 

U.S. MARKET OVERVIEW
CONTINUED MOMENTUM
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U.S . MARKET 
OVERVIEW

e-commerce business. Vir tually all of the demand in this sector 
is for build-to-suit or owner-built facilities due to the highly 
specialized fulfillment and distribution requirements of 
e-commerce and omnichannel retailing.

Seven buildings exceeding one million square feet (msf ) were 
delivered to the market during the first nine months of 2013, 
six of which were on a build-to-suit-basis. Construction 
completions totaled 60 msf through the third quarter, already 
surpassing 2012’s year-end total of 58 msf. However, the 
overall vacancy rate continued to decline, even with the 
addition of 29.5 msf of new speculative construction during 
the first nine months of the year. The Inland Empire led the 
nation in construction activity at the end of the third quarter, 
with 16.4 msf currently in development, followed by the PA 
I-81/I-78 Corridor, with 8.3 msf.

Demand for big-box space is also growing in secondary major 
distribution and population hubs such as Indianapolis, 
Memphis, Phoenix and Houston. Approximately 380 msf of 
new supply is projected to be added to the U.S. industrial 
base from 2014 to 2017, about 18% less than what was added 
from 2005 to 2008. 

SHIFT IN TRANSPORTATION AND  
LOCATION STRATEGIES
Other factors that are influencing investment and location 
decisions in the U.S. include inflationary wage pressures in 
China, the return of manufacturing jobs to the U.S. and overly 
risky global supply chains. Industrial development is also being 

driven by changes in the supply chain, as ports get ready for 
the opening of the widened Panama Canal. After the Panama 
Canal expansion is completed in 2015, many of the products 
traditionally transported to the West Coast may be left on 
vessels to make the journey all the way to East Coast ports.

With an eye to the increased volume and demand, new 
distribution hubs are being developed nearby to serve U.S. 
ports: Cranbury/Robbinsville in Central New Jersey, just south 
of Port Newark-Elizabeth; York in Central Pennsylvania, a 
short drive north from the Port of Baltimore; and Pooler, 
Georgia, near the Port of Savannah. The Panama Canal 
expansion could also be a game changer for South Florida 
industrial real estate since the Port of Miami will be able to 
handle the post-Panamax ships – a huge advantage that will 
drive demand for modern, institutional-quality buildings able 
to handle the newest containers and trucks. 

Cities that are especially well positioned to attract new 
distribution projects are those that link to the global economy 
through ports and airports. The major inland ports of Chicago, 
Dallas/Fort Worth, Southern California’s Inland Empire and 
Atlanta have benefited the most from increased international 
container volume. This has allowed them to experience the 
largest increase in demand for industrial space. Collectively, 
more than 107 msf of new supply is expected to be delivered 
in these four markets in the next four years. 

2012 2013F 2014F 2015F 2016F 2017F
Atlanta  $3.69  $3.47  $3.56  $3.67  $3.83  $4.00 

Boston  $5.66  $6.72  $6.95  $7.29  $7.61  $7.67 

Chicago  $4.15  $4.29  $4.38  $4.51  $4.67  $4.77 

Dallas  $4.24  $4.32  $4.43  $4.53  $4.66  $4.75 

Denver  $5.83  $5.52  $5.75  $6.00  $6.18  $6.28 

Houston  $5.03  $5.06  $5.26  $5.50  $5.81  $6.07 

Inland Empire  $4.61  $4.84  $4.90  $4.98  $5.01  $5.02 

Los Angeles  $6.47  $7.13  $7.20  $7.40  $7.82  $8.02 

Miami  $5.62  $6.14  $6.45  $6.79  $7.22  $7.59 

New Jersey Central  $5.43  $5.87  $5.97  $6.11  $6.30  $6.33 

New Jersey North  $6.10  $6.27  $6.45  $6.71  $6.97  $7.14 

Oakland  $5.64  $5.85  $6.03  $6.29  $6.51  $6.58 

Orange County  $8.11  $8.65  $8.86  $9.21  $9.47  $9.43 

Philadelphia  $4.72  $4.95  $5.05  $5.21  $5.35  $5.44 

Phoenix  $6.84  $6.58  $6.71  $7.00  $7.24  $7.36 

Portland  $5.74  $5.74  $5.84  $5.98  $6.11  $6.20 

SF Peninsula  $14.08  $14.11  $14.45  $15.60  $16.48  $17.19 

Silicon Valley  $12.76  $13.39  $13.83  $14.56  $15.25  $15.40 

U.S. - C&W Markets  $5.68  $5.92  $6.19  $6.33  $6.79  $7.16 

RENT FORECAST RENT GROWTH RANKING
2012-2017
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Boston 2012 2013F 2014F 2015F 2016F 2017F
Atlanta 9.6% 8.5% 8.1% 8.0% 7.4% 6.9%

Boston 17.2% 14.3% 13.7% 12.5% 11.2% 10.7%

Chicago 8.7% 8.1% 7.4% 6.3% 5.3% 4.7%

Dallas 10.3% 9.5% 9.6% 9.6% 9.5% 9.6%

Denver 6.3% 6.5% 7.7% 7.6% 7.1% 6.3%

Houston 6.5% 7.2% 7.3% 7.0% 6.5% 6.4%

Inland Empire 7.1% 6.1% 6.4% 6.6% 6.1% 5.3%

Los Angeles 4.3% 4.4% 4.5% 4.5% 4.0% 3.4%

Miami 6.9% 8.3% 8.0% 7.8% 7.1% 6.6%

New Jersey Central 8.2% 8.2% 8.0% 7.4% 7.1% 6.8%

New Jersey North 10.1% 9.4% 9.1% 8.5% 7.9% 7.5%

Oakland 6.8% 6.3% 6.0% 5.4% 5.0% 5.2%

Orange County 5.2% 4.5% 4.3% 3.7% 3.2% 3.1%

Philadelphia 6.1% 5.9% 5.9% 5.0% 4.6% 4.4%

Phoenix 11.8% 10.9% 10.1% 9.8% 10.6% 10.7%

Portland 7.3% 7.6% 7.0% 5.9% 5.4% 5.2%

SF Peninsula 6.8% 6.0% 6.3% 6.4% 6.5% 7.4%

Silicon Valley 9.8% 9.5% 9.3% 8.7% 7.9% 7.5%

U.S. - C&W Markets 8.3% 7.5% 8.0% 7.4% 7.0% 7.1%

VACANCY FORECAST VACANCY DECLINE RANKING
2012-2017
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U.S . MARKET 
OVERVIEW

With escalating fuel and trucking costs, there has also 
been increased emphasis on railways and leveraging 
intermodal distribution centers. 

As transportation costs rise, more shippers are looking 
to locate their distribution centers closer to their end 
markets and to reduce long-haul trucking costs by using 
intermodal rail. Although the major hubs are leading 
the way in absorption and construction, activity is 
trickling down to smaller markets, including Kansas City, 
Missouri. Kansas City is second only to Chicago 
nationally in terms of the number of freight trains 
passing through and tops the nation when it comes to 
freight tonnage traffic. The new Logistics Park Kansas 
City (LPKC) Intermodal Facility in Edgerton is a 1,550-
acre master-planned distribution and warehouse 
development anchored by BNSF’s newest intermodal 
facility. This facility was designed to accommodate the 
growing demands of freight rail transportation in the 
region and will initially nearly double BNSF’s lift 
capacity in the Kansas City market. 

The growth of intermodal and its drivers are making 
inland ports that are several hundred miles from 
seaports more feasible. Distribution center and 
warehouse rental rates tend to be cheaper inland than 
near seaports. The Virginia Inland Port was one of the 
first and is being joined by projects in Greer, South 
Carolina and Cordele, Georgia. The latter two allow 
their connecting seaports, Charleston and Savannah, 
respectively, to protect their existing business by 
providing intermodal access to inland industrial space. 
Greer’s intermodal rail link will remove 25,000 trucks 
from the road between Greer and Charleston, which 
contributes to the project’s sustainability aspect.
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WAREHOUSE/ 
DISTRIBUTION

WAREHOUSE DISTRIBUTION  
RAMPING UP EFFICIENT DISTRIBUTION

ORDER FULFILLMENT IS CHANGING
New supply chain configurations are changing the industrial 
landscape. Technological advances in fulfillment are affecting 
the demand for warehouse space, influencing not only building 
size requirements, but also the location and build-out of the 
facilities. Amazon is leading the charge, rapidly building new 
state-of-the-art distribution facilities to achieve its goal of 
same-day deliveries in most major markets, and often these 
facilities are one million square feet or greater. Amazon 
currently has fulfillment centers in 15 states and plans to 
expand into more states soon.

In order to compete, other retailers such as Walmart and 
Home Depot are also occupying mega-facilities, such as Home 
Depot’s new 1.6-msf facility at the CenterPoint Intermodal 
Center in Chicago and a 1.1-msf facility in Atlanta. The list of 
large tenants pursuing build-to-suit developments is expanding 
to consumer product companies including Procter & Gamble, 
which built a 1.7-msf distribution center in the PA I-81/I-78 
Distribution Corridor and a 1.4-msf distribution center in the 
Inland Empire. PepsiCo has a 1.2-msf distribution center under 
construction in Dallas. 

While the million-plus square-foot distribution centers make 
up a small fraction of total new construction, overall building 
size continues to increase. The average warehouse under 
construction is between 300,000 to 350,000 sf and is greater 
than 500,000 sf in several markets. On the PA I-81/I-78 
Distribution Corridor, where the existing average warehouse 
in the market is over 300,000 sf, the average new warehouse 

is nearing 900,000 sf. In Dallas, the average warehouse 
currently under construction is over 550,000 sf, dwarfing the 
100,000 sf average size of the existing inventory. 

As the footprint is expanding, so is ceiling height. Clearance 
height in the new facilities is often 36 to 40 feet to 
accommodate two mezzanine levels for picking and packing. 
Overall, square footage requirements, including vertical space, 
aim to accommodate high-velocity picking and packing, rather 
than cubic storage of products, as was the case with 
traditional DCs. Newly built omnichannel fulfillment centers 
are also differentiated from traditional distribution centers by 
specialized features including greater building depth, with 
wider column spacing to accommodate a new generation of 
warehouse management systems. The facilities have 
specialized material handling equipment and racking, and 
frequently a cross-dock configuration.

CONSTRUCTION AND SPECULATIVE 
DEVELOPMENT ON THE RISE
Construction is ramping up to meet the rising demand for 
high-quality, class A warehouse/distribution space. With 
warehouse vacancy at its lowest rate in five years, declining 14 
quarters in a row after peaking in the first quarter 2010, 
strong market demand for high-quality class A space has led to 
its short supply. As a result, construction is ramping up quickly, 
not only in major markets mentioned above, but also in 
secondary markets such as Indianapolis and Louisville. In 
geographically constrained markets, developers and 
distributors are pushing far ther inland. While the Inland 

SUPPLY & DEMAND TRENDS RENT VS. VACANCY
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WAREHOUSE/ 
DISTRIBUTION

Empire is the greatest example of this migration, similar 
expansion is happening in other markets, such as recent 
approvals for a 30-msf development project in Tracy, CA, 
located 50 miles from the Port of Oakland. 

High demand is also spurring more speculative development, 
particularly in the Inland Empire, which currently has over 
12 msf of speculative warehouse/distribution space under 
construction. Developers have even begun building speculative 
projects in smaller markets again. As interest grows in new 
state-of-the-art facilities, the largest distribution hubs such as 
Inland Empire, Chicago and Atlanta will see significant 
construction through 2017. Vacancy rates are expected to fall 
substantially over the next five years even as new supply is 
added in these markets.

GROWING RENTS
Warehouse/distribution rents should begin to pick up in 2014, 
and strong appreciation is likely to kick in thereafter. Despite 
steady demand through 2013, rents increased at a slow pace, 
averaging growth of just over 0.5% per quarter during the last 

three years. Much of the reason for stubbornly low rent 
growth is partially attributed to the fact that as the recovery 
continues to favor newer high-quality product, the price gap 
between class A and class B/C space has been widening. In 
some large coastal markets with geographical constraints, this 
lack of high-quality class A space has resulted in lower market 
activity and absorption. As a result, we can expect to see 
more redevelopment and retro-fitting of existing facilities in 
coming years, with the top markets commanding a premium 
for these types of projects. 

Asking rents in Boston are expected to increase by over 35% 
through 2017, Miami by over 34%, and Southern California, 
including both Los Angeles and Orange County, by over 20%. 
Other markets without land constraints, such as Phoenix and 
Houston, will also see more rapidly increasing rents.

2012 2013F 2014F 2015F 2016F 2017F
Atlanta $3.33 $3.26 $3.34 $3.44 $3.59 $3.76 
Boston $4.91 $5.62 $5.84 $6.14 $6.46 $6.66 
Chicago $4.00 $4.14 $4.19 $4.28 $4.36 $4.42 
Dallas $3.49 $3.57 $3.65 $3.75 $3.84 $3.91 
Denver $4.46 $4.70 $4.92 $5.16 $5.33 $5.42 
Houston $4.58 $4.64 $4.84 $5.05 $5.33 $5.55 
Inland Empire $4.07 $4.26 $4.30 $4.35 $4.36 $4.37 
Los Angeles $6.44 $6.75 $6.93 $7.37 $7.78 $7.97 
Miami $5.55 $6.07 $6.37 $6.72 $7.10 $7.45 
New Jersey Central $4.26 $4.55 $4.63 $4.74 $4.83 $4.88 
New Jersey North $5.82 $5.96 $6.15 $6.41 $6.68 $6.84 
Oakland $4.70 $5.07 $5.23 $5.45 $5.66 $5.76 
Orange County $6.98 $7.44 $7.83 $8.36 $8.83 $9.02 
Philadelphia $4.24 $4.43 $4.59 $4.79 $4.97 $5.12 
Phoenix $5.52 $5.95 $6.21 $6.60 $6.93 $7.12 
Portland $5.57 $5.47 $5.58 $5.72 $5.87 $5.97 
SF Peninsula $9.46 $8.88 $9.36 $10.10 $10.81 $11.09 
Silicon Valley $6.19 $6.00 $6.22 $6.69 $7.12 $7.25 
U.S. - C&W Markets $4.68 $4.85 $5.03 $5.12 $5.45 $5.72 

RENT FORECAST RENT GROWTH RANKING
2012-2017

  0%       

Portland

Inland Empire

Chicago

Dallas

Atlanta

New Jersey Central

Silicon Valley

SF Peninsula

New Jersey North

Philadelphia

Houston

Denver

U.S. - C&W Markets

Oakland

Los Angeles

Phoenix

Orange County

Miami

Boston

20%        40%

2012 2013F 2014F 2015F 2016F 2017F
Atlanta 9.8% 8.5% 8.0% 8.0% 7.4% 6.9%
Boston 16.7% 12.9% 11.9% 10.4% 8.8% 8.0%
Chicago 11.0% 10.3% 9.2% 7.5% 6.1% 5.2%
Dallas 9.7% 8.9% 9.0% 9.0% 9.0% 9.2%
Denver 5.0% 5.2% 6.9% 7.4% 6.7% 5.8%
Houston 6.7% 7.3% 7.4% 7.0% 6.6% 6.5%
Inland Empire 7.1% 5.9% 6.3% 6.8% 6.4% 5.4%
Los Angeles 4.4% 4.3% 4.2% 4.0% 4.0% 3.4%
Miami 7.1% 8.5% 8.3% 8.2% 7.4% 6.8%
New Jersey Central 9.3% 9.0% 8.9% 8.3% 7.9% 7.7%
New Jersey North 10.3% 9.6% 9.4% 8.9% 8.5% 8.2%
Oakland 6.2% 6.2% 5.8% 5.4% 5.0% 5.5%
Orange County 5.5% 4.4% 4.1% 3.4% 2.7% 2.5%
Philadelphia 5.6% 5.3% 5.6% 5.2% 5.1% 5.2%
Phoenix 11.7% 10.7% 9.7% 9.1% 10.7% 11.1%
Portland 7.2% 7.3% 6.6% 5.3% 4.9% 4.5%
SF Peninsula 6.6% 5.5% 6.0% 6.2% 6.4% 7.0%
Silicon Valley 6.5% 6.3% 6.2% 5.9% 5.1% 4.6%
U.S. - C&W Markets 8.3% 7.5% 7.8% 7.0% 6.6% 6.6%

VACANCY FORECAST VACANCY DECLINE RANKING
2012-2017
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MANUFACTURING

After the steep decline in output during the Great Recession 
and the loss of over 2.5 million jobs in the last 10 years, the 
U.S. manufacturing sector has been slowly recovering in recent 
quarters. This sector is the single largest contributor to total 
economic growth since 2009 accounting for 26% of GDP, 
followed by retail & wholesale trade (14%) and education & 
healthcare (10%). Manufacturing activity has increased every 
month since June of 2013, according to the Manufacturing 
Institute for Supply Chain Management. 

The outlook is positive, but the comeback is looking much 
different from past decades. Companies that will successfully 
produce in the U.S. will be focused on a more skilled 
workforce, access to distribution channels and highly 
automated processes. 

INTERNATIONAL LABOR COMPETITION
Cheap labor markets such as the China, India, Philippines and 
Mexico have seen an increase in wages over the last few years, 
but these numbers are still way below those in the U.S. In 
2012, the hourly compensation costs in the U.S. stood at 
$35.67, while wages in the Philippines and Mexico were at 
$2.10 and $6.36, respectively. Norway led at $63.36, with the 
U.S. falling into 14th place behind mostly European countries. 
Though wages in China and India are not directly comparable, 
in 2009, they were estimated at $1.74 and $1.24, respectively.

DECLINING VACANCY RATES
After peaking in second quarter 2010 at 7.7%, the national 
vacancy rate for manufacturing properties reached a five-year 
low of 5.9% in 2013. With a projected jump in completions of 
space to 3.8 msf, vacancy will increase in 2014 to 6.6%, but 
then stabilize in the 6% range for the coming years. At the end 
of 2013, the lowest vacancy market was Orange County and 
the highest vacancy was observed in Boston and Dallas/Fort 
Worth. No changes in this order are expected by the end of 
2017, but Boston and Philadelphia will see the most 
improvement.

CHICAGO: HIGH DEMAND FOR 
MANUFACTURING SPACE 
With over 10 msf of net absorbed space forecast for the next 
four years, Chicago is targeting to be the distinct 
manufacturing forerunner. Chicago has been experiencing an 
industrial renaissance. The number-one strategy behind 
driving jobs and growth is to expand its advanced 
manufacturing sector. Developers are very bullish on Chicago 
and are looking at old manufacturing sites for redevelopment. 
Buildings that had not seen interest in years are now in high 
demand. Among the most active companies are the food, 
plastics and metal sectors. 

Phoenix is another market that has seen an increased interest 
from manufacturers. Apple recently acquired a vacant 1.3-msf 

COMEBACK BRINGS CHANGES

SUPPLY & DEMAND TRENDS RENT VS. VACANCY
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MANUFACTURING

factory in East Mesa in which the company plans to 
manufacture sapphire glass for its products. This is the  
second U.S.-based plant within a year for the company and  
it will create 2,000 manufacturing, engineering and 
construction jobs.  

ACCESS TO LABOR BECOMES THE BIGGEST 
FACTOR
More automation will only be a partial solution. The Southeast 
saw a draw for manufacturing operations in recent years due 
to an affordable labor force, but other parts of the country, 
such as the Midwest, have a good employment base, great 
freight infrastructure and the mid- to high-skilled labor levels 
are expected to grow.

In Southern California, manufacturing employment trended 
downward for several decades as firms sought lower 
production costs elsewhere and greater efficiency through 
labor-saving innovations in the manufacturing process.  
Despite these job losses, manufacturing is not fading from  
the economic landscape in California. In fact, the value of 
manufacturing output for the state as a whole grew by more 
than 60% over the past 10 years. 

In Indiana, manufacturing was responsible for over 28% of the 
state’s output (auto industry). Other strong manufacturing 
states are Oregon (computer and electronic product 
manufacturing), Louisiana (petroleum and coal-based 
products), and Michigan (auto industry).

RENTAL RATES ON THE RISE FOR 
MANUFACTURING
Asking rates reached a national low of $4.88 psf net in 2010. 
Ending 2013 at $5.28 psf, rates are expected to grow at an 
average annual rate of 4% during the next five years as 
vacancy stabilizes. Dallas had the lowest asking rate for 
manufacturing space at $3.29 psf, while users had to pay 
$12.74 psf in the San Francisco Peninsula market. 

For the next few years, Atlanta is expected to offer the lowest 
asking rates, with Dallas and Chicago following. San Francisco 
Peninsula, Silicon Valley and Orange County will remain the 
highest-priced markets for manufacturers. The high rates are 
mostly due to the land constraint, as most of the 
manufacturing facilities in this area are dated and functionally 
obsolete. Generally, the greatest tenant activity in 
manufacturing in this area is coming from local food and 
beverage companies. However, it needs to be noted, that 
other factors, especially access to skilled labor and 
transportation will determine the decision process, with 
occupancy costs becoming more of an afterthought.

Most of the new construction until 2017 is slated to be 
completed in Chicago and Atlanta. In Chicago, a total of over 
2.0 msf in new buildings with smaller to medium-sized users is 
expected. Atlanta has a total of 1.2 msf in the pipeline. Overall 
nationwide, new construction will be mostly build-to-suit due 
to the very specific user requirements.

2012 2013F 2014F 2015F 2016F 2017F
Atlanta $3.35 $3.30 $3.35 $3.41 $3.48 $3.53 

Boston $5.28 $6.31 $6.37 $6.49 $6.61 $6.64 

Chicago $3.85 $4.00 $4.13 $4.29 $4.47 $4.56 

Dallas $2.96 $3.29 $3.40 $3.52 $3.74 $3.91 

Denver $4.14 $4.65 $4.72 $4.80 $4.84 $4.82 

Houston $5.34 $5.31 $5.42 $5.62 $5.90 $6.20 

Inland Empire $4.94 $5.03 $5.06 $5.11 $5.12 $5.14 

Los Angeles $5.70 $5.84 $5.99 $6.27 $6.55 $6.68 

Miami $4.27 $4.75 $5.08 $5.57 $6.12 $6.49 

New Jersey Central $4.44 $4.32 $4.49 $4.74 $5.02 $5.26 

New Jersey North $4.76 $4.88 $5.01 $5.20 $5.40 $5.54 

Oakland $5.90 $5.89 $6.07 $6.34 $6.58 $6.64 

Orange County $7.71 $8.36 $8.86 $9.45 $10.07 $10.28 

Philadelphia $3.69 $3.70 $3.92 $4.30 $4.58 $4.73 

Phoenix $4.92 $5.22 $5.17 $5.19 $5.23 $5.25 

Portland $4.69 $4.92 $5.02 $5.13 $5.24 $5.34 

SF Peninsula $9.28 $12.74 $12.92 $13.12 $13.63 $13.87 

Silicon Valley $8.64 $9.72 $9.98 $10.46 $10.86 $10.88 

U.S. - C&W Markets $5.00 $5.28 $5.29 $5.55 $5.87 $6.09 

RENT FORECAST RENT GROWTH RANKING
2012-2017
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Miami 2012 2013F 2014F 2015F 2016F 2017F
Atlanta 4.7% 5.3% 5.1% 4.8% 5.0% 5.3%

Boston 20.4% 16.9% 16.5% 15.8% 15.1% 15.0%

Chicago 5.8% 5.4% 5.1% 4.6% 4.0% 3.8%

Dallas 11.6% 11.3% 10.9% 10.5% 9.9% 9.7%

Denver 7.2% 7.7% 8.2% 6.4% 6.7% 5.3%

Houston 3.8% 5.5% 5.5% 5.1% 4.5% 4.4%

Inland Empire 6.9% 6.5% 6.5% 5.8% 5.3% 4.9%

Los Angeles 5.2% 5.3% 5.0% 4.5% 3.9% 3.7%

Miami 6.9% 7.3% 7.0% 6.6% 6.2% 6.0%

New Jersey Central 6.3% 5.5% 5.2% 4.8% 4.5% 4.3%

New Jersey North 7.6% 7.8% 7.4% 6.3% 5.2% 4.3%

Oakland 6.6% 5.6% 5.2% 4.6% 4.1% 4.1%

Orange County 4.1% 3.6% 3.6% 3.2% 2.9% 2.9%

Philadelphia 6.7% 6.2% 6.1% 4.2% 3.4% 2.9%

Phoenix 9.7% 8.9% 7.2% 8.7% 8.5% 8.6%

Portland 6.1% 6.2% 5.8% 5.5% 4.6% 5.3%

SF Peninsula 7.0% 7.2% 7.1% 6.7% 6.7% 6.9%

Silicon Valley 7.7% 6.6% 6.5% 6.1% 6.0% 6.1%

U.S. - C&W Markets 6.5% 5.9% 6.6% 6.2% 6.0% 6.1%

VACANCY FORECAST VACANCY DECLINE RANKING
2012-2017
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FLEX SPACE 
FUNDAMENTALS TO IMPROVE WITH JOB GROWTH

NEAR-TERM DEMAND FOR FLEX SPACE WILL 
REMAIN LACKLUSTER AS ANEMIC JOB 
GROWTH REMAINS A DRAG ON 
FUNDAMENTALS
As the economy struggles to add jobs, overall demand for flex 
space will remain muted through 2014, with total absorption 
holding at 84% of 2012 levels. Two stronger years are 
expected for 2015 and 2016—in the 9-msf range. 

Silicon Valley, which has enjoyed three years of strong demand 
driven by tech tenants, will continue to lead in 2014, 
accounting for almost 18% of space absorbed. Philadelphia, 
Dallas and Atlanta are all forecast to shift from negative to 
positive absorption in 2014. These markets will be among the 
top contributors to the total absorption over the 2014-2017 
period.

LONGER-TERM PROSPECTS REMAIN BRIGHT
With the economy expected to gain steam, the flex market 
will enjoy a sustained period of increased demand. 
Collectively, five markets, Silicon Valley, New Jersey Central, 
Philadelphia, Phoenix and Houston, are expected to account 
for 40% of positive absorption from 2014 through 2017. 
Characteristics that make these metros market leaders include 
their highly educated and skilled workforces, strong tech, 
biotech, pharmaceuticals, and energy bases, and established 
reputations as major centers of development and 
transportation corridors.

SUPPLY & DEMAND TRENDS RENT VS. VACANCY
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FLEX SPACE

VACANCY RATES WILL CONTINUE TO 
DECLINE
The overall U.S. vacancy rate is not expected to drop 
markedly over the next few years—staying in the 10% range. 
Some of the markets that will see notable improvement are 
New Jersey North, Phoenix and Boston. Concurrent with the 
uptick in demand, vacancy rates across all markets are 
expected to fall and construction is ramping up quickly, and 
not just in the major markets.

CONSTRUCTION IS EXPECTED TO PICK UP  
BUT GROWTH WILL REMAIN RESTRAINED
Developers have shown restraint in building new product 
over the past three years. However, the tide is changing, with 
8.7 msf of new supply expected to be delivered in 2014. 
Silicon Valley will be responsible for about 8% of the total 
new supply of 35 msf over the next four years. San Francisco, 
Houston and Dallas are following behind with over 1.0 msf 
each during the same time frame. This amount will satisfy the 
anticipated total demand of over 30 msf. 

OLDER SPACE REMAINS A VIABLE OPTION  
FOR CONVERSION AND RENOVATION
Landlords and tenants continue to find use for older flex 
space, particularly in highly sought-after tech markets such as 
Silicon Valley and Boston where options for quality space are 
limited. To meet tenant demands, landlords are expending 
significant capital to renovate and reposition older flex 
product in an effort to attract high-tech and biotech tenants 
to their properties. 

MOST FLEX MARKETS ARE EXPECTED TO  
POST HEALTHY RENT GROWTH AS 
FUNDAMENTALS TIGHTEN
Annual rent growth across markets is expected to average 
6.3% through 2017. Strong gains are expected in 2014 and 
over the forecast period in supply-constrained markets with 
low vacancy rates. Los Angeles and Miami will see the biggest 
gains with 40.8% and 36.9%, respectively. The two markets 
with the highest asking rates—San Francisco Peninsula 
($21.77) and Silicon Valley ($15.35)—will continue to occupy 
the top spots through 2017. With an expected increase of 
16.6%, San Francisco Peninsula will reach $25.83 psf.

2012 2013F 2014F 2015F 2016F 2017F
Atlanta $6.99 $5.14 $5.42 $5.73 $6.05 $6.35

Boston $8.15 $9.01 $9.26 $9.80 $10.37 $10.49

Chicago $8.58 $8.61 $8.77 $9.04 $9.38 $9.59

Dallas $7.37 $7.74 $8.02 $8.23 $8.57 $8.84

Denver $8.66 $9.08 $9.52 $9.98 $10.35 $10.59

Houston $6.81 $7.03 $7.37 $7.78 $8.30 $8.78

Inland Empire $8.59 $8.82 $8.99 $9.21 $9.38 $9.44

Los Angeles $9.42 $10.21 $10.80 $11.75 $12.71 $13.26

Miami $9.07 $9.87 $10.34 $10.92 $11.64 $12.41

New Jersey Central $12.98 $13.16 $13.64 $14.04 $14.41 $14.69

New Jersey North $9.00 $9.46 $9.70 $10.03 $10.31 $10.46

Oakland $7.83 $8.18 $8.39 $8.72 $9.05 $9.26

Orange County $10.93 $11.55 $12.04 $12.70 $13.28 $13.54

Philadelphia $7.98 $8.62 $8.31 $7.97 $7.74 $7.58

Phoenix $10.87 $11.04 $10.97 $11.21 $11.40 $11.44

Portland $8.43 $9.46 $9.42 $9.50 $9.54 $9.45

SF Peninsula $22.15 $21.77 $22.75 $24.45 $25.85 $25.83

Silicon Valley $15.00 $15.35 $15.86 $16.72 $17.49 $17.66

U.S. - C&W Markets $10.35 $10.96 $10.95 $11.85 $12.85 $13.60

RENT FORECAST RENT GROWTH RANKING
2012-2017
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Los Angeles 2012 2013F 2014F 2015F 2016F 2017F
Atlanta 12.2% 11.8% 11.1% 10.3% 9.5% 8.9%

Boston 15.8% 14.5% 14.6% 13.5% 12.2% 12.0%

Chicago 10.5% 9.9% 9.5% 9.0% 8.4% 8.1%

Dallas 13.6% 13.3% 13.2% 12.9% 12.7% 12.6%

Denver 9.4% 9.7% 9.7% 9.3% 8.8% 8.9%

Houston 9.9% 9.7% 9.6% 9.4% 8.8% 8.7%

Inland Empire 7.6% 8.1% 7.0% 6.2% 5.4% 4.8%

Los Angeles 5.1% 5.5% 5.2% 4.6% 4.0% 3.7%

Miami 5.4% 7.0% 6.5% 5.4% 5.2% 5.1%

New Jersey Central 9.5% 9.5% 8.9% 8.1% 7.9% 7.3%

New Jersey North 11.7% 10.2% 9.6% 8.7% 7.9% 7.3%

Oakland 11.1% 10.2% 9.7% 9.2% 8.3% 8.4%

Orange County 7.0% 7.0% 6.8% 6.1% 5.5% 5.2%

Philadelphia 7.0% 7.8% 6.9% 5.1% 3.9% 3.3%

Phoenix 15.2% 14.5% 13.7% 12.5% 11.5% 11.0%

Portland 10.2% 12.2% 12.2% 11.5% 10.7% 10.0%

SF Peninsula 7.1% 6.7% 6.5% 6.7% 6.6% 8.1%

Silicon Valley 11.5% 11.3% 11.1% 10.3% 9.3% 8.9%

U.S. - C&W Markets 11.0% 10.1% 10.3% 10.1% 10.0% 10.2%

VACANCY FORECAST VACANCY DECLINE RANKING
2012-2017

-5.0% -2.5% 0.0% 2.5%

SF Peninsula

Portland

Miami

Denver

US - C&W Markets

Dallas

Houston

Los Angeles

Orange County

New Jersey Central

Chicago

Silicon Valley

Oakland

Inland Empire

Atlanta

Philadelphia

Boston

Phoenix

New Jersey North



13North American Industrial Real Estate Forecast 2014-2017

CANADA

Declining resource and energy prices and weaker global 
demand for metals and raw materials translated into softer 
demand for industrial space across Canada in 2013, pushing 
the vacancy rate to 6.4% in the third quarter 2013, from 6.0% 
year-over-year. While demand has generally softened across 
Canadian markets, Western markets have shown greater 
resiliency and are likely to rebound with greater strength and 
speed than their Central market counterparts. In part, this is 
due to their size and connection to the energy and resource 
sectors, both of which are closely linked to the U.S. and global 
economic recoveries. 

The Western Canadian markets of Vancouver and Calgary 
began 2013 with positive growth, but softening demand led to 
negative absorption of just over 300,000 sf in the third 
quarter. The “unknown” attached to the 2014 outlook for 
Alberta markets is whether clear and executable plans can be 
worked out to build additional distribution pipelines that 
expedite the delivery of oil to markets both within and 
outside of North America, thereby stabilizing Canadian oil 
prices and boosting business revenue and confidence. 

Central Canadian industrial markets were hit much harder 
than their Western counterparts over 2013. The mighty 
Greater Toronto Area (GTA) industrial engine continues to 
experience slow growth primarily due to the slower-than-
anticipated U.S. recovery. Acquisitions, consolidations and 
strategic relocations continue to characterize GTA activity as 
companies seek modern, more efficient operations that are 
better aligned with their business objectives. 

Demand for large distribution center space also waned in 
recent quarters, reflecting a more cautious business mindset. 
Toronto and Montreal saw combined negative absorption of 
1.3 msf per quarter over the past three quarters. Sustained 
U.S. growth, increased consumer spending on big-ticket items 
such as cars and appliances, along with a strengthened housing 
sector, will fuel industrial markets through 2014 and 2015. 

WESTERN CANADIAN MARKETS POISED FOR 
STRONGER GROWTH 
Vancouver’s small but vibrant industrial market remains one of 
the tightest in the Americas with a vacancy rate of 4.2%. Even 
though softening global export led to two quarters of negative 
absorption in 2013, optimism runs deep in this resource-rich 
province. Much enthusiasm, for example, surrounds the 
longer-term development of capital-intensive Liquefied 
Natural Gas facilities. At least 10 LNG projects have been 
proposed for the north coast of British Columbia and three 
have received export licenses. While there remains 
uncertainty with projects of this magnitude, even if five of the 
proposed facilities move forward, the cumulative impact on 
GDP could be in the order of $1 trillion by 2046. 

The big residential real estate correction that many 
Vancouverites feared did not materialize and consumer 
spending is now expected to pick up in 2014 and 2015. The 
U.S. housing sector recovery is revitalizing exports such as 
lumber, helping to bolster industrial market demand. 

CANADA
STRONG ACTIVITY MIXED WITH RECOVERING MARKETS

CANADA
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OTTAWA RENT AND VACANCY PROJECTIONS MONTREAL RENT AND VACANCY PROJECTIONS
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CANADA

Calgary’s vacancy rate rose to 7.2% in Q3 2013 from 4.3% 
year-over-year — a direct result of strong development 
activity. In recent years, the participation of institutional 
owners in the development of new product has become more 
common as a way to grow portfolios and deliver needed 
supply. A key issue in Alberta has been facilitating market 
access to energy products. While rail is playing an increasingly 
important role in transporting crude oil, the building of 
additional pipelines — such as the Northern Gateway, 

Keystone, and Trans Mountain pipeline expansion — is seen as 
a vital step to accessing overseas markets. This would also 
drive up the price of Canadian oil and stimulate investment in 
Alberta. Looking forward, while delayed pipeline approval will 
continue to suppress oil prices, improved business confidence 
should support stronger leasing activity and growth across 
traditional energy sectors and this will further stimulate 
development activity as the market tightens. 

Source: Cushman & Wakefield Research Source: Cushman & Wakefield Research
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CANADA

CENTRAL CANADA: ANTICIPATING DEMAND
The Greater Toronto Area is the largest industrial market in 
Canada and the third largest in North America, with an 
inventory of almost 800 msf. The GTA industrial market is 
closely connected to the U.S. market due to both proximity and 
major highway access at multiple points.

Demand drivers include large consumer goods companies and 
manufacturers, with an emphasis on those serving the auto 
industry. Persistent sluggish U.S. export demand kept decision 
makers in a cautious position, resulting in limited business 
expansion through 2013.

With the U.S. projected to gain growth traction by the second 
half of 2014, business confidence will drive renewed demand 
growth across the GTA.

Industrial construction permits in 2013 are up by 26% over 
2012, an indicator of growing optimism. The overall GTA 
vacancy rate stood at 5.8% in the third quarter, down from 
6.1% year-over-year. Given the mix of development completions 
and improving demand, vacancy will rise and then settle back to 
about 6.0% by Q4 2015.

Speculative development has responded to a shortage of space 
and anticipation of demand, particularly in the large warehouse 
segment. Demand to absorb new space has so far been slow to 
materialize. Part of the reason for this is that major new 
warehouse requirements for Target, Home Depot and Unilever, 
to name a few — have bypassed the spec buildings in favor of 
build-to-suit solutions. Amazon has been the notable exception, 
taking up more than 1.1 msf of new development.

Vacancy is becoming more skewed towards low-ceiling space 
that worked well for manufacturing in the past, but does not 
lend itself to warehousing and distribution requirements.

CANADA
GETTING READY FOR RECOVERY

TORONTO RENT AND VACANCY PROJECTIONS
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Source: Cushman & Wakefield Research

CALGARY RENT AND VACANCY PROJECTIONS
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VANCOUVER RENT AND VACANCY PROJECTIONS
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ATLANTIC CANADA:  
FUTURE LOOKS BRIGHT

Halifax, Moncton and St. John’s are the largest 
industrial markets in Atlantic Canada. In the 
coming years, they will see improved strength from 
an overall improvement in U.S. and global 
economic conditions, exerting downward pressure 
on vacancy rates in all markets. 

Major employers in Halifax, Nova Scotia, include 
the Department of Defense and the Port of 
Halifax. The city has both a service and 
manufacturing base and is quickly becoming a 
major multi-modal transportation hub. Irving 
Shipbuilding has begun its $300-million 
modernization of the Halifax Shipyard to 
accommodate shipbuilding on behalf of the federal 
government. The plan is to begin cutting steel 
midway through 2015. Once in full swing, the 
$25-billion project will have a major impact on the 
entire region. 

Moncton, New Brunswick, is a commercial 
distribution and transportation hub, with 1.6 
million people living within a three-hour drive of 
the city. Major industries include insurance, 
information technology, and health care. Maple 
Leaf Foods, Irving Oil and McCain are leading 
employers in the region. Moncton has seen flat 
demand and no changes are on the horizon, though 
as older stock gets re-purposed, the market may 
tighten. 

Resource-rich St. John’s, Newfoundland, will 
continue to perform well thanks to a booming 
energy sector. The Long Harbour Nickel plant 
expansion will contribute to demand, although a 
construction boom in the area has caused a 
temporary demand-supply imbalance.

CANADA
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MEXICO

The prospect of increased reshoring in the United States — 
the return of manufacturing to its country of consumption 
demand — opens a big opportunity to strengthen Mexico’s 
role in industrial Global Value Chains (GVCs). The Mexican 
congress has been focused on passing reforms that improve 
the country’s competitiveness in order to take advantage of 
such integration.

The Education System Law reform aims to ensure talented 
human capital is made available to respond to innovation 
challenges; the Financial System Law reform provides leverage 
and certainty for investments; and the Telecomm Law and 
Competitiveness Law reforms open the market to new 
competitors and improve regulatory frames, thus improving 
the cost structure for all industries. Finally, the Energy Law 
reform (still in progress) aims to encourage record-high 
investments in the energy sector and boost growth in the 
chemical industry. In addition to this ambitious reform agenda, 
a massive investment program to improve Mexico’s transport 
and logistics infrastructure will begin in 2014. 

Analysts expect GDP growth to reach 4% in 2014, but these 
extensive reforms point to the potential of stronger 
performance. Macroeconomic stability is reflected in an 
exchange rate, floating from $12.40 to $13.20, with Central 
Bank reserves growing (approximately US$167 billion) and 
anchoring the exchange rate. Exports, mostly made up of 
manufactured products, are valued at close to US$400 billion 
and 2014 is expected to be another record year. 

DRIVERS OF GROWTH
The main drivers for industrial activity in 2014 are reflected in 
Mexico’s many success stories of growing integration to GVCs. 
The country is ranked the eighth largest global producer of 
motor vehicles and fourth largest exporter. Experts in the 
aerospace industry talk about the sector’s successful 
development in competitive clusters that are distributed 
throughout the country. Also joining these booming industries 
are others of growing interest. For example, Tijuana has the 
highest concentration of medical device manufacturers in the 
Americas, reaching US$6 billion in exports in 2012.

ACCELERATED INDUSTRIAL REAL ESTATE 
ACTIVITY
In the last two years, GVCs have played a key role in driving 
significant increases in industrial real estate activity, which is 
expected to accelerate in 2014. This is leading to the 
development of new concepts such as Vesta’s Park-to-Suit, the 
first of which was devoted to the aerospace industry and 
located in Queretaro (Central Mexico), where Bombardier 
and Safran Group (12 buildings, LEED certified) enjoy 
specialized coordination and synchronized logistics with their 
suppliers. A new park-to-suit is under construction for Nissan 
in Aguascalientes (Central Mexico) as well as another 
1.6-msf park in Toluca (Mexico City industrial metro).

MEXICO
POSITIONING FOR INCREASED 
MANUFACTURING AND 
EXPORT SUCCESS

MEXICO
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MEXICO

By geography, Central Mexico, particularly the Bajio region, 
has experienced the largest increase in land prices, matching a 
steadily growing construction pipeline with new developments 
breaking ground across the region, especially along highway 45 
and highway 57. It is particularly interesting that not only GVCs 
are experiencing significant growth in the area (Mazda, Honda 
and VW are building billion-dollar plants), but consumer 
products industries are also expanding their presence. These 
companies are expected to attract larger investments in 2014. 
Rents that average at about US$3.50 are very competitive and 
likely to stay at that level, as supply is taking note of the 
expanded demand.

LOW VACANCY DRIVES DEVELOPMENT
As most central region markets sustain low vacancy rates, 
large speculative buildings are under development and pre-
leasing has come back. Cities like Toluca and Puebla are in high 
demand (Fiat and Audi are expanding and opening in each 
market) and developers are expected to speed up their 
activity in those locations. Toluca land is under fast absorption 
by many developers. Its inventory grew by 2.7 msf in the 
second half of 2013, with an additional 2 msf expected to 
come on line in the first half of 2014. 

Mexico City is growing more sophisticated and as intermodal 
logistics platforms become more common, developers are 
expected to bring increasingly specialized products to the 
area. Northern Mexico is experiencing a return of activity. The 
Northwest region, with Tijuana as its main city, is undergoing 
strong recovery with a growing number of long-term 
contracts. In the Northeast, Ciudad Juarez is also in fast 
recovery, with build-to-suit activity expected to return by 
mid-2014, as investments pour in again. Monterrey’s 
increasingly healthy performance is reflected in the fact that 
70% of its new developments are being built on a speculative 
basis. Matamoros and Reynosa are the under performers in 
the region but seem to be reaching bottom and could 
experience recovery in 2014.

On the investment front, industrial-specialized REITs are 
starting operations in Mexico. In March 2013, Terrafina REIT 
was incorporated with an IPO of US$853 million, 
incorporating all the industrial portfolio of Prudential Real 
Estate.

VACANCY RATE IN RELATION TO WEIGHTED AVERAGE RENTAL RATE (U.S.$/SF/YR)
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METHODOLOGY

Cushman & Wakefield’s office and industrial market forecasts are derived utilizing least-squares regression analysis, 
isolating trends identified in historical occupancy and rental rate movements as they relate to other predictive 
factors, including employment growth, new construction and absorption tendencies. All of our forecasts are 
structured to achieve a 90% confidence level, with a margin of error of (+/–) 5.0%. This approach allows us to 
quantify benchmark associations in an impartial, scientific and statistically significant way to help ensure we provide 
our clients with the best information available and on which they can lean to support future real estate decisions.
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For more market intelligence and research reports, visit Cushman & Wakefield’s Knowledge Center at www.cushmanwakefield.com

Cushman & Wakefield is the world’s largest privately held commercial real estate services firm. The company advises and represents clients 
on all aspects of property occupancy and investment, and has established a preeminent position in the world’s major markets, as evidenced 
by its frequent involvement in many of the most significant property leases, sales and management assignments. Founded in 1917, it has 
approximately 250 offices in 60 countries, employing more than 16,000 professionals. It offers a complete range of services for all property 
types, including leasing, sales and acquisitions, equity, debt and structured finance, corporate finance and investment banking, corporate 
services, property management, facilities management, project management, consulting and appraisal. The firm has nearly $4 billion in assets 
under management globally. A recognized leader in local and global real estate research, the firm publishes its market information and studies 
online at www.cushmanwakefield.com/knowledge. 

This report has been prepared solely for information purposes. It does not purport to be a complete description of the markets or 
developments contained in this material. The information on which this report is based has been obtained from sources we believe to be 
reliable, but we have not independently verified such information and we do not guarantee that the information is accurate or complete.

©2014 CUSHMAN & WAKEFIELD, INC.
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