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Seven Supply Chain Predictions for 2024

PrologisLAX Logistics Center 8, .Hawthorne, California

It's the time of year for bold predictions!

Prologis Research tapped into decades of industry experience, proprietary data, and unique property and customer
insights to predict seven trends for 2024.

1.

2
3.
4

The global freight recession will reverse, demonstrated by double-digit growth in port and truck traffic.

. The great construction bust will intensify, with global starts hitting the lowest level since the 2008 financial crisis.

Latin America rents will grow at more than double the global average, driven in part by nearshoring.

. Annual demand in China will reach the second-highest level on record, helping work through excess supply from

the past few years.

Technology, especially artificial intelligence, will drive up energy requirements in logistics facilities,
incentivizing warehouse owners to double solar capacity.

. Interest rate declines will double private equity real estate funding in 2024. (We're taking a bull case on interest

rate cuts.)

Cap rate movements will reverse. U.S. and European cap rates will compress while expansion rotates to Asia.
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In reviewing our bold predictions for 2023, key themes played out. Development moderated from tightening regulatory
landscapes, cap rate expansion and high construction costs. Nearshoring and sustainability requirements met the
upswing we anticipated. E-commerce recovered, although it did not translate to leasing outperformance.

1. The global freight recession will reverse, as PORT VOLUMES-LOS ANGELES AND LONG BEACH
demonstrated by double-digit growth in port and TEU
truck traffic. The Southern California region is likely to — ImportVolume -~ Pre-pandemic average - - Trough
be among the first to benefit. L2
- Import volume at Los Angeles and Long Beach m
ports will exceed pre-pandemic levels. Combined, 800K
the ports saw a 46% resurgence in imports since 600K
the trough in February 2023, as temporary factors 200K

such as ILWU contract negotiations and the post-
pandemic bullwhip effect faded as anticipated. ,

- Southern California logistics real estate demand 2017 ® 1 2 2 2 =
will rank in the top 5 U.S. markets, reaching the
highest level since 2021.
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Source: U.S. Port Authorities, Prologis Research

MARKET FUNDAMENTALS - SOUTHERN CALIFORNIA
MSF

= Supply mm Demand

50

2013 14 15 16 17 18 19 20 21 22 23E 24F

Source: JLL, CBRE, CBRE-EA, Colliers, Cushman and Wakefield, Gerald
Eve, Prologis Research

2. The great construction bust will intensify, with GLOBAL SPECULATIVE DEVELOPMENT STARTS
global starts hitting the lowest level since the 2008 MSF
flnanCIa| CFISIS. mm US mm EU Mexico mm China mm Japan
- Construction costs rose by 5-10% during 2023 in 200

most geographies, with an exception in Europe.

- With cap rates expanding globally, up roughly
200bps in the U.S. and roughly 150bps in Europe,
a reduction in development margins curtailed
development starts. In 2023, spec development
starts are down 65% y/y in the U.S. and more than
50% globally.

- Investments in manufacturing and infrastructure
and a stabilizing housing market supported s 1 v 1 1 2 2 2 »
demand for construction materials, buttressing
commodity prices. At the same time, labor markets
remained tight, adding to cost pressures.

Source: Prologis Research
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3. Latin America will continue to see rent growth at
roughly double the global average, driven in part by
nearshoring.

- Record-high demand in Latin America will continue
into 2024, especially in Mexico as nearshored
manufacturing capacity comes online.

- However, vacancy rates are below 2% in Mexico
and forecasted to remain tight throughout 2024,
meaning customers will have to compete for
limited space. Supply constraints include access to
sufficient power, especially for new manufacturing-
related requirements, as well as permitting. In Brazil,
we forecast mid-single-digit vacancies by 2025.
Rents have risen to match construction costs in
both countries, with rapidly increasing land values
exacerbating the issue in both Mexico and Brazil.

4. Annual demand in China will reach the second-
highest level on record, helping work through excess
supply from the past few years.

- Unusual crosscurrents have held back China’s
logistics real estate market performance:

i. COVID-19 restrictions that disrupted business
decision-making and damaged consumer
confidence;

ii. Restrictive policy decisions in the tech and
property sectors;

iii. Reassessment of manufacturing locations; and

iv. A global economic downcycle just as mobility
restrictions were lifted.

- As aresult, demand stagnated in 2022 and 2023.
- Fiscal and monetary policy will further ease

in 2024, providing demand- and supply-side

incentives to emerging technologies, such as new

energy vehicles (NEVs) and charging stations,
renewable energy and chipmaking capabilities.

E-commerce growth, which slowed to 8% y/y

through October 2023, will reaccelerate to 10% or

more in 2024.
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5. Technology, especially artificial intelligence, will
drive up energy requirements in logistics facilities,
incentivizing warehouse owners to double solar
capacity.

- Spending on Al research and development
is on a secular rise. In the U.S., government
Al expenditures alone grew 21% y/y in 2022.2
Derivative data center requirements will increase
energy needs.

- At the same time, automation solutions will
grow. We expect half of warehouses to utilize
autonomous mobile robots in the next decade and
10-20% adoption of automated storage/retrieval
systems in the next 10-15 years.

- Electric vehicle (EV) charging needs are rising.
While China leads the deployment of electric
trucks, adoption has broadened in Europe and the
U.S., particularly in the last two years.®

- Solar energy is key for sustainable power
generation. Costs are economically feasible, and
government incentives can fast-track adoption.

In addition, supply chain issues are unlikely to
continue to restrain solar installations in 2024.
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6. Interest rate declines will double private equity real
estate funding in 2024.

- Our projections take the bull case on interest
rate cuts. While the latest Federal Open Market
Committee member projections from December
show a median federal funds rate in 2024 in the
mid-4% range, lower than 2023’s mid-5% range,
we expect inflation to slow more quickly than
anticipated.

- We expect the U.S. 10-year Treasury yield to dip
below 4% in 2024, ahead of consensus views for
around 4%.4

- Institutional dry powder is waiting on the sidelines,
and interest rate declines in the second half of the
year will unlock entry into the market as the capital
markets cycle begins to turn.
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7. Cap rate movements will reverse. U.S. and European

cap rates will compress while the expansion rotates to

Asia.

- Yield spreads between Western and Asian markets
widened from a low of minus 50 bps in early
2022 t0 130 bps in Q3 2023, higher than the 2019
average of 30 bps.

- Per our prediction #6 above, the cost of capital is
expected to decline in the U.S. and Europe and rise
in Japan as monetary policy tightens in the latter.
In China, required premiums should grow to match

perceived geopolitical risks alongside uncertainties

in operating fundamentals due to high supply.
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Conclusion
These predictions are based on insights from our unique platform, and we'll revisit them at year-end. Our outlook

highlights 2024 as a year of healthy demand growth, constrained supply, technological evolution of logistics facilities
and a turning of the capital markets cycle.

What did we get right and wrong in 2023?

VX U.S. warehouse development starts will drop to a seven-year low, even as rent growth exceeds 10%.

- U.S. starts fell 48% y/y to 263 MSF, the lowest level since 2020.
- The full-year rent growth estimate is 7% for the U.S as of Q3 2023.

V California’s barriers to development will permanently constrain logistics demand, allowing Texas to
become the #1 state for net absorption.

- Texas markets recorded 60 MSF in net absorption in the four quarters trailing Q3 2023, the highest of all
U.S. states.s

V Mexico demand will hit a new annual record as nearshoring drives expansion along the border.
- Mexico’s main six markets absorbed an estimated 41 MSF in 2023, 8% higher than the prior high in 2022.°

x India will rise from fourth to the third-most-active country for development starts, behind the U.S.
and China.

- We estimate India’s main eight markets recorded fewer starts than Japan, where starts pulled back but
remained elevated at 57 MSF in 2023, behind China (90 MSF) and the U.S. (263 MSF).”

V Build-to-suit rents will reach new levels in the U.S. and Europe as market rents are capitalized at 5%,
despite falling land and construction costs.

- Construction costs and cap rate expansion combined as expected, driving up replacement cost rents and
slowing build-to-suit starts, by 38% from the prior three years.

x E-commerce leasing will bounce back to become the second-most-active year on record (after 2021).

- E-commerce sales growth recovered and outperformed in 2023, rising by 8% year to date in the U.S.
E-commerce leasing, however, remained moderate.

«/ Demand for sustainable warehouses will grow rapidly. Installed rooftop solar capacity will double, and EV
truck charging capacity will exceed 10 megawatts.

- Solar capacity grew 50% in 2023 but was held back by supply chain issues.
- More than 10 megawatts of EV truck charging was installed in Southern California alone in 2023.

Endnotes

Source: National Bureau of Statistics, Prologis Research forecast.

Source: Govini, Stanford University.

Source: International Energy Agency.

Source: Consensus Economics, December.

Source: CBRE, C&W, JLL and CoStar, for markets wherein Prologis operates.
Source: CBRE, Prologis Research estimates.

Source: Prologis Research estimates based on JLL data.
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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.

Prologis

Pier 1, Bay 1

San Francisco, CA 94111
United States

+1 415 394 9000
www.prologis.com
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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 September 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 (114 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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