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Port Disruption and the Flow of Goods
Through Southern California

Port of Long Beach, California

Introduction

The Southern California ports of Los Angeles and Long Beach received 8 million loaded TEUs (twenty-foot equivalent unit shipping
containers) over the last 12 months, down nearly 27% from the prior 12 months and 11% below the pre-COVID-19 pace. Southern
California port activity has been adversely impacted by two factors: a decline in overall global activity and diversions to other U.S.

ports. In turn, demand for logistics real estate has seen a downtick from prior years of unprecedented strength. But with the prospective
recovery of global trade activity and seaborne cargo—alongside the soon-to-be ratified International Longshore & Warehouse Union
(ILWU) contract—it’s time to look at the future impact of these factors on the markets of Southern California.
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Key Takeaways

« Because of the ILWU contract resolution, the ports
of Los Angeles and Long Beach (LA/LB) are poised to
regain about half the market share lostin 2022/2023.
Based on our analysis of global trade routes, population
centers and temporary port share shifts, we project a
stabilized market share to occur 6-12 months after contract
ratification. We expect approximately 33% of U.S. container
imports will pass through the LA/LB port complex, up from
arecent low of 27%.

« Southern California demand is not contingent on
short-term movement in port flows. Logistics space
serves multiple supply chain functions in these markets—
most importantly, making city life possible and handling
the daily needs of the 24 million people who reside across
Southern California. Southern California container import
volumes reached new peaks while the amount of modern
stock per container processed fell to a 15-year low. High
and rising barriers to development mean logistics real
estate supply will likely fall short of demand over the
medium to long term, yielding rent growth and investment
outperformance.?

The LA/LB ports are poised to regain half or

more of the market share lost in 2022. recent
shifts in the flow of goods through Southern California are a
result of an unusual confluence of four major forces:

Fear of disruption resulting from labor negotiations

in Southern California. Approximately 40% of customers
occupying logistics space in Southern California are in the
transportation and logistics sector (compared to 30% in the
rest of the U.S.%), illustrating the role of trade in the logistics
market. When the new contract for ILWU dockworkers is
ratified, providing stability through the medium term, we
expect Southern California’s share of U.S. maritime imports to
stabilize at about 33% of U.S. imports from a trough of 27%.!

Temporary bullwhip effect from pandemic-era shortages.
Rapid changes in consumption patterns and the easing

of supply chain disruptions left many retailers struggling to
calibrate product mix and inventory levels with consumer needs.

Lower expectations for growth. Economic uncertainty
produced caution in future demand planning. Before past
recessions, inventories tended to decline approximately
2% before retail sales began slowing.*

Long-term structural shift toward resilience. Network
expansion along the East Coast diversifies supply chain
entry points and positions goods closer to end-consumers.
Production shifts to Mexico will also add resilience to global
operations, boosting import traffic through Texas.
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Southern California logistics space serves
multiple supply chain functions, and
demand is not contingent on short-term

movements in port flows. Customers occupy
logistics space in Southern California for three main
purposes:

Serving the consumption needs of Southern California’s
24 million residents. Consumers in this area spend $64,000
per household on average, 9% above the national average.’

Distributing to the greater Southwest region. Within
500 miles of the LA/LB ports, there are 10 metro areas, which
combined equal approximately 15% of U.S. consumption.®

Processing national import/export for U.S.-Asia trade
efficiently. Shipping a container from China to LA/LB costs
approximately 30% less and shortens the travel time by about
15 days, compared to shipping to the East Coast.’
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Exhibit 3

SHIPPING COSTS, SHANGHAI TO U.S. PORTS OF ENTRY
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Climate and weather can add volatility to Asia-East Coast routes: Recent drought conditions in the Panama Canal produced higher fees and more restrictions on shipping operations, driving up costs.

Source: Bloomberg

Prologis Research modeled drivers of U.S. logistics real
estate demand growth and found greatest significance with

retail/wholesale inventory growth, retail sales growth and
e-commerce penetration. Trade and industrial production
had a limited and weakening relationship with near-term net
absorption patterns over history. But positioning along global
trade routes and sustained growth in TEU volumes is a major

factor in the evolution of logistics clusters.

Southern California remains the largest and most
concentrated logistics cluster in the world. But supply
has not kept up with growth in TEU processing volumes,
showcased by a decline in the ratio of modern stock to
TEUs over time.

Supply will not be able to keep pace with demand in
Southern California. The region’s substantial barriers to
development create low supply elasticity, price shocks, pent-up
demand and make existing properties more valuable. These
barriers to supply have increased significantly over time as
open land is developed and regulatory resistance increases.

See a map of enacted or proposed moratoriums).
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The Bottom Line

Demand for Southern California logistics real estate will outstrip
supply over the medium to long term due to its multifunctional
value to national, regional and local supply chains, laying the
foundation for outperformance.
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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 (ii) 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 June 30,
2023, 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

1.2 billion square feet (111 million square meters) in 19 countries.
Prologis leases modern logistics facilities to a diverse base of
approximately 6,700 customers principally across two major
categories: business-to-business and retail/online fulfillment.
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