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PROLOGIS U.S. INDUSTRIAL BUSINESS INDICATOR™

HEALTHY CUSTOMER DEMAND
PROMPTS COMPETITION FOR SPACE

Customer activity is at its highest level since 2014, according to Prologis’ latest Industrial Business Indicator™

(IBl), the company's proprietary survey of its customers (see Exhibit 1). Continued demand and developer
discipline kept the vacancy rate at an historically low level." Competition for limited space drove up rents,
especially in major coastal markets, such as New York, San Francisco Bay Area and others, which have high

barriers to new supply.

As a result of tight conditions, net absorption is being constrained by a shortage of space. Looking ahead, a
supportive economic climate and structural changes in supply chains should continue to drive demand. The lack
of developable land, record high land costs and scarcity of labor are acting as governors to new construction.
Prologis Research anticipates a balanced supply/demand scenario in 2018; this should keep the vacancy rate at

a record-low 4.6%.

Leading indicators support expectations for demand
growth. Bl activity readings from July through
September surpassed 60, the highest since late 2014.
Readings above 60 are consistent with notable increases
in the flow of goods through logistics facilities, while any
reading above 50 signifies net growth. With customer
activity expanding, the IBI utilization rate has hovered
near all-time highs—telling us that most customers are
operating at capacity (see Exhibit 2). Customers will need

. EXHIBIT 1: IBI Activity Index

(Index, 50 = neutral, seasonally adjusted)

70

65

60

55

50 t

45

40

35

30
~ © o) o - N ™ < [To) © ~
o o o — — — — — — — —
=1 o o o o o o o o o
3 39 139 39 3 39 139 3 Y 139 139

—IBI Activity ==|BI Activity, 3 Mo. Moving Average

Source: Prologis Research

IBAYEIRSAN FRANGISCONGAD?

more space to accommodate growth in their businesses.
With its direct connection to logistics real estate users,
the IBI has a strong correlation with demand. Other
economic indicators also suggest a supportive environ-
ment for future growth. Based on the IBI and other key
indicators such as consumption, our regression analysis
suggests that the current demand run rate is above 200
million square feet (see Exhibit 3).

. EXHIBIT 2: IBI Utilization Rate
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. EXHIBIT 3: Summary of Net Absorption Indicators

Latest s of Est. Net Absorption (M, sf) Regression

Reading Quarterly Annualized  Fit (R-sqr)

IBI-Activity 624 Sep2017 65 260 0.85
Weighted Average of Econ Variables 52 207

PMI (non-mfg) 56.3  Sep 2017 62 247 073

Jobs (private) 154 Sep 2017 57 2217 073

Core Retail Sales 3.3% Aug2017 45 182 0.64

Inventories 49 202017 L1} 164 0.64

Note: Values are a 3-month trailing average, except inventories.
Source: Institute for Supply Management, Bureau of Economic Analysis, U.S.
Census, Bureau of Labor Statistics, Prologis Research

Broad-based demand is driving absorption of
logistics space. Customers across surveyed industries
reported stronger increases in activity levels heading
into the fourth quarter of 2017 Activity for customers in
retail, transportation and wholesale are growing at the
fastest pace among customer industries (see Exhibit 4).
This trend is in line with strong consumption growth,
e-commerce-driven demand for transportation services
and a bigger pre-holiday inventory buildup compared
to 2016.2 Rising activity levels were recorded across
U.S. regions, with the strongest growth in the West,
an area characterized by strong demand for goods and
high barriers to new supply (see Exhibit 5). Competition
for space from customers across multiple industries is
enabling landlords to raise rents throughout U.S. markets
and underscoring how crucial it is for logistics users to
plan well in advance.

Structural changes in the industry reinforce competi-
tion for desirable space. Customers increasingly view
their logistics footprint as critical to revenue generation
and cost optimization. Consumers and businesses
are demanding goods faster, and reliable service is
paramount. Companies gaining market share can tap
into their supply chains to meet rising service level

. EXHIBIT 4: IBI Activity Index by Industry
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. EXHIBIT 5: IBI Activity Index by Region
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expectations. On the whole, rents comprise about 5%
of total supply chain costs.® The much larger portion of
supply chain costs represented by transportation, labor
and inventory carry can often be streamlined with a
better logistics location. Together, these factors can
justify a higher rental rate.

The development pipeline appears to be stabilizing
rather than accelerating. In 2017 development starts
surged in the first quarter, then moderated in the second
and third quarters.* As a result, the amount of space
under construction increased by only 9% yearoveryear in
the third quarter of 2017, following much larger increases
through the early part of the recovery. This deceleration
in supply growth was unexpected based on the health
of the market and historical development patterns, but
makes sense in the context of an increasingly institu-
tional composition of developers and capital partners;
higher barriers to new supply; and rising replacement
costs, including record land costs in many markets.
Looking forward, construction should gradually inch up
as rising rents allow more developments to pencil, but a
lack of developable land should limit the amount of new
product brought online annually.

B EXHIBIT 6: Market Fundamentals, U.S.
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The leasing environment should remain challenging
for customers. \With development accelerating slowly,
market conditions are likely to remain tight through at least
the near term. In aggregate, the need for new space will
continue to exceed the amount of new supply delivered,
although lease-up times will lead to slight disconnects.
In 2017 net absorption should total 210 MSF while 205
MSF of new supply comes online (see Exhibit 6). Similar
conditions are expected in 2018. Prologis Research
projects 220 MSF of net absorption in 2018, in line with
225 MSF of new supply. With the vacancy rate stabilizing
at historic lows, customers should prepare well in advance
for new requirements and expect rents to continue to rise.
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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

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.

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.

ABOUT PROLOGIS

Prologis, Inc., is the global leader in logistics real estate with a focus
on high-barrier, high-growth markets. As of September 30, 2017, 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 687 million square feet (64 million square meters) in
19 countries. Prologis leases modern logistics facilities to a diverse base
of approximately 5,200 customers across two major categories: business-
to-business and retail/online fulfillment.




