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The U.S. economy entered 2026 with meaningful tailwinds to growth
including expanded business investment tax incentives, larger personal
tax refunds, significant ongoing artificial intelligence (Al) related
business investment, and hoped for reshoring related increases in
domestic investment.

The first quarter's average monthly employment growth increased to
nearly 70,000, up from 20,000 during the same period last year, albeit
with job growth highly concentrated in the healthcare sector and wage
growth moderating.

Future economic growth depends on multiple factors including
sustained job growth, sustained Al investment, increased domestic
investment beyond Al, both trade and fiscal policy, favorable financial
market conditions, and the Strait of Hormuz disruption with its varied
potential impacts including on consumer spending power.

National warehouse and storage employment continued its downward
trend, decreasing by 49,000 positions compared with the same period
last year.

The Port of Houston plays a vital role in the economic strength of both
Houston and the state of Texas. The Port handled 326,799 twenty-foot
equivalent units (TEUs) in February, according to the Port of Houston,
at similar levels compared to this time last year. Houston's growth is
closely linked to broader economic trends along the Gulf Coast.
Manufacturing investment, petrochemical production, and
nearshoring activity in Mexico have all contributed to rising trade flows
through the Port. In addition, Houston's location offers strategic access
to both domestic distribution networks and Latin American markets.

Houston's population grew 11% over the past year, adding more than
88,000 residents, and has increased 9.3% over the past five years,
totaling over 740,000 new people, while remaining the fourth most
populous city in the US..

WTI crude oil price reached $101.38 per barrel at the end of March, a
40% increase from this time last year. United States Rig counts remain
at 543 as of the end of March, down 49 from this time last year. Natural
gas prices decreased 30% from this time last year with the current
figure at $2.88 per million British Thermal Units.

The conflict in Iran is contributing to increased volatility in oil and
natural gas prices, which can drive higher activity levels among
Houston's energy-related users, including oilfield service providers,
equipment suppliers, and port logistics operators. At the same time,
ongoing supply chain uncertainty may encourage companies to
maintain higher inventory levels, supporting demand for bulk
warehouse space and industrial outdoor storage, while sustained
energy price increases could pose risks to broader economic growth.
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Houston's overall vacancy rate began 2026 at 7.1%, rising 70 basis points
(bps) year-over-year (YOY) and had no change from the prior quarter.
This level remains 160 bps above the 5.5% long-term average, with
direct vacancy decreasing 10 bps quarter-over-quarter (QOQ) to 6.8%.

The West submarket recorded the lowest vacancy rate at 51% and the
strongest net absorption despite only accounting for only 6% of total
inventory, highlighting exceptionally strong demand relative to supply.

The Southeast recorded the highest vacancy rate at 10.1% yet generated
2.0 million square feet (M SF) of leasing activity, more than 20% of the
total leasing activity seen this quarter, suggesting active tenant
demand even as available supply remains elevated.

With an expanding construction pipeline and recent deliveries
combined with a slowdown in net absorption, overall market pressure
may increase if demand does not keep pace with new supply.

AT

In Q12026,12-month market asking rent growth remained positive at
1.4%, bringing average rents across distribution, flex, and
manufacturing buildings to $0.73 per square foot (/SF) per month.
While still positive, growth has slowed from 5.4% in the previous
quarter.

3

Rents in the Southwest, Northwest, and West are outperforming due to
limited supply and strong fundamentals. The Northwest benefits from
population growth, the Southwest from labor, tax, and Beltway access,
and the West from excellent regional and multi-market connectivity.

Select deals continue to reflect higher tenant improvement allowances
tied to unique tenant requirements, while free rent and annual
escalation rates remain consistent with prior-year levels.
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Net absorption remained positive in the first quarter of 2026, with
nearly 4.0M SF absorbed. Activity was in line with the prior quarter and
sits 2.8M SF above Q12025 level. Net absorption has increased
consistently over the past four quarters.

Leasing activity remained in line with the prior quarter but declined

nearly 14% YOY. The Northwest and Southeast submarkets recorded
the strongest leasing activity in the first quarter, while the South and
Southwest experienced more limited deal volume.

Buildings between 300,000-500,000 SF led the market with 2.1M SF of
absorption. This represents the strongest demand threshold, signaling
a healthy appetite for mid-to-large scale industrial space. Big-box
demand for buildings greater than 750,000 SF more than 15% of total
leasing SF, reflecting very large deal sizes and continued demand for
big-box distribution space.

Crane-served manufacturing demand remains strong in the Houston
market with limited availability for these facilities. As a result,
speculative development is expected to increase over the next few
quarters.

The construction pipeline for buildings 50,000 SF and greater
continues to grow, with 23.3M SF currently under construction (UC)
across 113 buildings.

A significant influx of capital, driven by Houston's high desirability, has
pushed the pipeline up nearly 60% since last year. We can anticipate for
this to continue if the market continues to remain healthy.

Of the 233M SF currently UC, nearly 40% (44 projects) fall within the
150,000-300,000 SF range, primarily due to capital constraints and
limited availability of well-located land. Large bulk projects (500,000+
SF) are becoming increasingly limited as demand for large-format
space returns to the market. Currently, only two speculative
developments are underway within this size range, a 677,220 SF
building and a 1.0M SF building, both located in the Northwest
submarket. As demand continues to strengthen at this threshold,
developers are likely to initiate 500,000+ SF projects to meet
anticipated tenant needs.

The market delivered 7.3M SF of new supply in the first quarter of 2026,
a 3.3M SF increase from the previous quarter and a 5.2M SF increase
from this time last year.

Houston's strong fundamentals continue to support new development;
however, close monitoring of supply levels will be critical to
maintaining long-term market balance.

Data in this report was provided by KBC Advisors, St. Louis Federal Reserve, The Port of
Houston, and CoStar.
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Total Q42025 Q12026 Q12026 Q12026 Under 2026
Submarket Cluster Invento: Direct Vacancy Direct Vacancy Overall Net Leasing Construction Construction
Y Rate Rate Absorption Activity Completions

East 84,953,593 7% 7.4% (211,938) 1,007,301 983,366 594,536 $0.68
North 155,505,874 63% 62% 904,101 1587196 4341485 855193 $091
Northwest 194,000,458 65% 63% 172,956 2091782 6,069,484 3558178 $095
South 60,493,095 49% 6.7% (184,412) 700,898 3227823 925265 $0.82
Southeast 134,244,716 9.9% 101% 48571 2032220 5250,882 829,586 $0.63
Southwest 89632613 47% 4.0% 830,250 698,047 3159229 158,782 $096
West 45903396 7.6% 51% 1,438,570 1100940 252,800 912,050 $103
Total Houston 764,733,745 6.9% 6.8% 3,998,098 9,218,384 23,285,069 7,833,590 $0.73

Unde / S constr l B 7S 50,000 SF ar 0. Overall et rents are mon ates. Rema

Building Name Submarket Tenant Square Feet Lease Type

Twinwood Distribution Center 111 West Crane Worldwide Logistics 767,520 New Lease
Port 99 Logistics Building 1 Southeast T1 Energy* 627,130 New Lease
Constellation Eldridge Northwest Sanmina* 537,375 New Lease

Building Name Submarket Seller Square Feet Buyer Type Sale Type

Trammell Crow

Blue Ridge Commerce Center Building 4-5 Southwest TAS Energy* Company 782,015 User Portfolio
Fairbanks Northwest Distribution Center Northwest Ares Management Triten Real 357,570 Investor Portfolio
Company Estate Partners

Building Name Submarket Developer Square Feet Completion Date

Prologis Legacy Point Building 1 Northwest Prologis 1,002,406 Q12027

Fairbanks Landing Building 2 Northwest Freehill Development 677,220 Q42026

Transwestern Development

Innerbelt Northwest Logistics Building 2 Northwest
Company

428,800 Q32026
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