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Users of logistics real estate reported strong growth in activity through the second half of 2017,
according to Prologis’ proprietary customer survey, the Industrial Business Indicator (IBI)TM. The latest
reading of customer activity in December came in at 66, in line with the past three months, holding
the index at its highest level since 2014. Strengthening underlying demand drivers for customers,
coupled with few available logistics facilities to accommodate expansion, drove the IBI utilization rate
to an all-time peak of 87%.
Leading indicators point to continued growth of logistics demand in 2018, expressed through strong
absorption in markets with more new supply and strong rent growth in markets with few available
options. Prologis Research expects that capacity constraints will cause demand and supply to move
in tandem through the near term, keeping the vacancy rate near its historic low of 4.5%1 and putting
further pressure on rents.
Increasing activity spans customer industries and
geographies. Nationally, the IBI activity index has remained
above 60 since July 2017, with readings above 50 signifying
growth. From October to December 2017, the index has
averaged 66, reflecting very strong growth (see Exhibit 1). This
acceleration in growth has affected all customer industries,
but customers that offer transportation services have seen
particularly notable improvement. Each U.S. region also
reported stronger growth in 2017 compared with 2016, with the
fastest acceleration in the western U.S. Strong port in-flows and
economic growth likely underscored this outperformance. 2
Exhibit 1: IBI Activity Index

Disciplined new supply is boosting utilization of existing
real estate. While rapidly rising rental rates are attracting
more new supply, the increase has been more gradual than
many had anticipated. Development starts grew by 7% in
2017 after rising by double-digits in previous years. 3 A lack of
developable land and labor, coupled with regulatory barriers and
rising replacement costs, has constrained new construction. As
a result, annual deliveries are still well below the peak levels
of previous cycles.4 With a lack of available options in which
to grow, customers have had to maximize the productivity of
their existing real estate footprints. This is why our customers’
utilization rate has reached record levels (see Exhibit 2).
Exhibit 2: Utilization Rate
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Exhibit 6: Market Fundamentals, U.S.

EXHIBIT 3: Summary of Net Absorption Indicators
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The U.S. logistics real estate market is redefining the value
of location. Seven consecutive years of demand in excess of
supply have cut the vacancy rate in half, to an all-time low of
4.5% since data availability began.5 Rising service levels are
prompting occupiers to build out their distribution capabilities
closer to end consumers. Augmenting this trend, the continued
shift of buying habits in favor of e-commerce is adding tailwinds
to logistics demand.6 Increased information, rising structural
barriers to new supply, and a more cautious approach to risk by
developers and their capital partners is bringing more discipline
to the supply side. The result: competition for limited available
space is driving up rental rates.7
Low vacancy should extend into 2018. Strengthening demand
drivers will likely be met with measured new supply. Prologis
Research’s forecast calls for demand and supply to move in
tandem, as customers absorb the space that becomes available
(see Exhibits 3 and 4). With about 220 million square feet each
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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.
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of supply and demand, this state of forced equilibrium will keep
the vacancy rate near its historic low point. Limited availabilities
and rising replacement costs should put upward pressure on
rental rates across U.S. markets. In short, we see continued
challenges for logistics real estate customers. Planning ahead
for growth requirements has never been more crucial.
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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 forwardlooking 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

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.

Prologis, Inc., is the global leader in logistics real estate with a focus on
high-barrier, high-growth markets. As of December 31, 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 684 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: businessto-business and retail/online fulfillment.
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