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Logistics Real Estate Amid
the COVID-19 Outbreak

Prologis Park Ontario, Ontario, California

Supply chains remain critical. \While near-term conditions remain uncertain, a recession is becoming increasingly probable
and Prologis has identified five areas that will shape market conditions. Current events have also led to the quick emergence
of two new structural demand drivers, namely (i) the need for more inventories as supply chains emphasize resilience over
efficiency and (ii) the re-acceleration of e-commerce adoption.



Five themes shaping near-term logistics real estate market conditions

1. COVID-19 and recessions. The coronavirus outbreak in the U.S. and Europe, and corrective measures, has become significant. Economic activity

has come to a near-standstill in the hardest hit markets, including potentially creating high risk for small and medium sized businesses. Logistics

real estate demand will be hit, although the depth of the downturn is yet to be seen. In response to the weakening economic picture, meaningful

fiscal and monetary stimulus measures have also been announced globally.

2. Strong momentum. Over the last several years, customer demand has consistently outperformed expectations, growing by 250-300 MSF in

each of the last several years, driven by supply chain modernization and e-commerce. In the U.S., vacancy rates fell from 10% in 2010 to below

5% in 2019, a historically low level and 280 bps below the low reached in the prior cycle. At this level, it would take more than 350 MSF of vacant

deliveries to get back to an equilibrium rate of 7%.

3. Resilience amid diverse demand. Overall leasing activity remained consistent in February and early-March, even as the outbreak broadened.

On the ground, we're seeing activity from those who serve essential daily needs (via e-commerce and rapid replenishment to stores), such as

food/beverage, consumer products and general retailers. Healthcare (medical equipment, supplies, pharmaceuticals), which represents nearly 5%

by NRA of our customer base, could see more activity. That growth should help to offset hard hits to customers in the events/travel/hospitality

and automobile industries.

4. Shipments from China. \We expect a one-time boost as goods start to flow through supply chains from China. Some customers are concerned

about capacity, as the significant catchup volume from China is expected to land in April and May. Last week, spot rates for freight shipments to

the West Coast jumped 18% as companies competed for limited shipping capacity.’

5. Slowing development starts. Developers have begun to delay starts, and construction financing has declined in availability. The trend is more

pronounced for speculative projects versus build to suit. In addition, work on projects already underway in areas with the worst outbreaks has

slowed due to work restrictions and a pause in inspections in a range of municipalities. Some of these trends may be seen in volumes for March

and Q1°20, when available, but decision-making today will have a more pronounced impact on starts volumes in April and beyond. In the last

cycle, deliveries declined by roughly 50% in one to two quarters and by more than 90% in roughly four quarters.?

Structural drivers come into focus. In our first COVID-19 report,

we noted that logistics real estate demand, after the current period of
stress, should experience a step-function higher as a result of rising
inventory levels and an acceleration of e-commerce adoption (stay-at-
home economy). Activity across the marketplace in recent weeks gives
credence to these new structural drivers.

e Higherinventory levels as supply chains emphasize
resiliency over efficiency. Stockouts and lost revenues
have become commonplace in recent weeks and are likely
a lesson learned for supply chains, especially as the cost to
carry inventory declines (alongside ultra-low interest rates).
In addition, the volatility flowing through supply chains—first
a slowdown and now the push of product—underscores the
need for flexibility and business continuity planning. A rough
estimate of real inventory trends in the U.S. suggests that a
5% increase in total business inventories could translate to
500-700 MSF of additional demand for space.

e Accelerating e-commerce adoption. Online shopping
is proving invaluable in this time of need, with more
consumers—including those who may have initially been
resistant to shop online—opting for home delivery. As an
example, grocery delivery app downloads hit record levels and
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worldwide online searches for “grocery delivery” increased by
450% versus last March.® 11% of retail was transacted online
in 4Q'19;* the COVID-19 outbreak appears to be a catalyst

for changing consumer behaviors that will both accelerate

the pace of adoption and raise the ceiling of what can be
transacted online.

Uncertainty dominates the short-term outlook. Recessions
translate to less overall economic activity and delays in customer
decision-making for all forms of real estate, logistics included. We've
identified several potential positive offsetting factors exclusive to the
logistics sector. However, it will take time to determine their relative
importance, overall impact and absolute performance.

Prologis is committed to keeping our partners and stakeholders
informed. In times of extreme uncertainty amid a very dynamic
situation, basic facts become more important than ever. Prologis is
fortunate to have a breadth and depth of business to connect dots
across geographies, industries, customers, and the community-at-
large. In addition, our focus on quantifying our business gives us the
data to establish facts, generate insights and quantify new trends as
they emerge. We can more precisely measure the opportunities and
risks in our industry as a result. As the situation continues to evolve, we
will endeavor to continue to provide timely updates.


https://www.prologis.com/logistics-industry-research/prologis-research-special-report-covid-19-and-implications-logistics
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Forward-Looking Statements

This material should not be construed as an offer to sell or the solicitation
of an offer to buy any security. We are not soliciting any action based on
this material. It is for the general information of customers of Prologis.

This report is based, in part, on public information that we consider
reliable, but we do not represent that it is accurate or complete, and it
should not be relied on as such. No representation is given with respect
to the accuracy or completeness of the information herein. Opinions
expressed are our current opinions as of the date appearing on this
report only. Prologis disclaims any and all liability relating to this report,
including, without limitation, any express or implied representations

or warranties for statements or errors contained in, or omissions from,
this report.

Any estimates, projections or predictions given in this report are
intended to be forward-looking statements. Although we believe that
the expectations in such forward-looking statements are reasonable, we
can give no assurance that any forward-looking statements will prove

to be correct. Such estimates are subject to actual known and unknown
risks, uncertainties and other factors that could cause actual results to
differ materially from those projected. These forward-looking statements
speak only as of the date of this report. We expressly disclaim any
obligation or undertaking to update or revise any forward looking
statement contained herein to reflect any change in our expectations or
any change in circumstances upon which such statement is based.

No part of this material may be (i) copied, photocopied, or duplicated
in any form by any means or (i) redistributed without the prior written
consent of Prologis.
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About Prologis Research

Prologis’ Research department studies fundamental and investment
trends and Prologis’ customers’ needs to assist in identifying
opportunities and avoiding risk across four continents. The team
contributes to investment decisions and long-term strategic initiatives,
in addition to publishing white papers and other research reports.
Prologis publishes research on the market dynamics impacting
Prologis’ customers’ businesses, including global supply chain issues
and developments in the logistics and real estate industries. Prologis’
dedicated research team works collaboratively with all company
departments to help guide Prologis’ market entry, expansion,
acquisition and development strategies.

About Prologis

Prologis, Inc., is the global leader in logistics real estate with a focus
on high-barrier, high-growth markets. As of December 31, 2019, the
company owned or had investments in, on a wholly owned basis or
through co-investment ventures, properties and development projects
expected to total approximately 964 million square feet (89 million
square meters) in 19 countries.

Prologis leases modern logistics facilities to a diverse base of
approximately 5,500 customers across two major categories:
business-to-business and retail/online fulfillment.
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