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FOOTNOTES & COMMENTS:

All costs are reflected in US$ amounts. Data was compiled in February, 2005.
† The information for Los Angeles is limited to Los Angeles County. However, the Greater Los
Angeles Marketplace includes Orange, San Bernardino and Riverside (Inland Empire),
Ventura and Southern Kern Counties. Expanded market information is available from NAI
Capital by contacting (800) 468-2618.
†† The information for San Francisco includes the nine Bay-area counties of Alameda, Contra
Costa, San Francisco, San Mateo, Santa Clara, Marin, Solano, Napa and Sonoma.

This index is intended to provide a snapshot look at relative costs and rates across North
Americaís key industrial markets. The creators of the index realize that actual costs and rates
associated with specific manufacturing facilities will vary widely, given the many variables at
play from industry to industry and facility to facility.

With that in mind, several assumptions have been built into the model in order to standard-
ize index content from market to market and category to category as much as possible. The
real estate categories assume a 100,000-sq.-ft. (9,290-sq.-m.) light manufacturing facility, 10
percent of which is office space, and block-and-metal or concrete tilt construction. The aver-
age full trailer transportation category on the far right assumes a 500-mile (805 km.) journey.

Expert commentary from Linneman Associates (www.linnemanassociates.com), a real
estate strategy and economic consulting firm, follows on page 130.

Do you require additional market information and analysis? Please direct inquiries to: 
naiindustrialindex@naiglobal.com.

A version of this Index appears at www.siteselection.com and www.naiglobal.com.

Sources: Site Selection Magazine and NAI Global.
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Linneman Associates considered four factors
in determining which markets offer the greatest
opportunity: macroeconomic factors; real estate
market conditions; labor market conditions; and
transportation and logistics. With the global
demand for goods growing and cross-border
commerce on the rise, we continue to be opti-
mistic about the industrial sector.

The U.S. manufacturing sector continues a
strong rebound, with durable goods manufactur-
ing rising by 8.3 percent over the past year, while
nondurable goods manufacturing rose by 5 per-
cent. Also, as corporate profits have rebounded,
companies are increasingly willing to spend to
improve productivity. Manufacturing capacity uti-
lization continues to improve and is roughly 210
basis points higher than a year ago. This strength-
ening will continue as the recovery continues.
Surprisingly, manufacturing and retail inventories
remain below trend. As a result, inventory
restocking will fuel manufacturing activity in 2005.
Worker productivity levels remain strong and will
continue to grow at 2.5 percent over the next two
years.

Based upon the lease-rate data contained in
the Site Selection/NAI Industrial Index, there does
not appear to be a clear cost advantage to leasing
industrial property in Mexico or Canada versus
the U.S. In fact, aside from a few notable high-end
U.S. outliers, such as Baltimore, New York,
Phoenix and San Francisco, most markets fall into

the $3-7 (NNN) per square foot range, regardless
of national borders.

From a construction cost perspective, Mexican
markets are consistently at the lower end of the
cost range, in comparison to markets in Canada
and the U.S. However, land costs are generally
comparable across borders, once again with the
notable exceptions of Los Angeles, New York, San
Francisco and Mexico City. Investors often lose

sight of the fact that replacement cost (at reason-
able land values) is the key to successful invest-
ing in industrial properties, as it is generally not a
complicated product to create. Rental rates fall
when markets are oversupplied, and because of
the short development cycle for industrial prod-
uct, supply shortages generally do not last very
long. As a result, industrial property down-cycles
tend to last longer than the up-cycles.

Using a 6-7 percent vacancy rate as a bench-
mark for an industrial market that is “in balance,”
we observe that the Canadian markets are in bet-
ter balance than the U.S. and Mexican markets.
However, we continue to track the large number
of industrial facilities with greater than 100,000
available square feet (9,300 sq. m.) in Toronto. This
figure has declined since our last survey
(September 2004), from 102 to 96 properties, but is

still relatively high. Of the U.S. survey markets,
only Buffalo, Los Angeles, New York and Newark
appear to be in balance, while Memphis, Atlanta
and Philadelphia are notably oversupplied. In
Mexico, only Monterrey and Tijuana fall below the
7 percent level, while Mexico City continues to
suffer from a 20-percent vacancy rate.

Turning to labor costs, Mexico holds the clear
cost advantage, with average production line
wages running $1-3 per hour, versus $7-30 per
hour in the U.S., and $8-18 per hour in Canada.
Given its lower standard of living, labor costs are
the main factor which makes the overall cost of
doing business in Mexico significantly lower than
its northern neighbors.

Examining comparable transportation costs,
with the exceptions of Guadalajara ($1.50/mile)
and Mexico City ($1.71/mile), it costs about $1 per
mile to ship a full trailer in both Canada and
Mexico. In contrast, comparable shipping costs in
the U.S. range from $1.15 per mile to as much as
$5 per mile. Note though, that many of the U.S.
cities with higher transportation costs are port
cities, while the Mexican markets are often hun-
dreds of miles from the nearest port. We continue
to expect oil prices to fall to roughly $30 per barrel
by the end of 2005, absent meltdowns in Saudi
Arabia, Kuwait, Russia, Iraq or Iran.

— Linneman Associates
www.linnemanassociates.com
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