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Logistics Real Estate Operating Environment
Steady Amid Slowing Cyclical Growth
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Overview

Logistics real estate operating conditions in Mexico continue to reflect the sector’'s multiple structural demand drivers,
which include linkages to stable growth in the United States and demographics in Mexico City. Cyclical economic
conditions remain fluid and slowing domestic and global growth remain tail risks to monitor. Indeed, geopolitical
uncertainty is a critical consideration, as reflected in attractive relative valuations.

Mexican logistics real estate is supported by multiple structural
drivers that will unfold gradually over time. These drivers include:

1. alarge and growing consumer market in Mexico City, increasingly
serviced by e-commerce companies;

2. avast undersupply of modern logistics stock in Mexico City with
pronounced supply barriers;

3. proximity and established supply chain linkages to the United
States; and

4. aproduction shift away from long global supply chains to shorter,
more regional supply chains to reduce potential disruption risk,
improve time to market and reduce administrative costs.

Each of these drivers represents a favorable trend for Mexico and North

American producers alike.

However, the industry’s structural drivers are not completely
decoupled from cyclical economic growth. Synchronizing and
slowing global economic growth in export-oriented countries is a
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key risk to monitor, particularly in Mexico's light-assembly markets.
Domestic economic growth expectations have softened in recent
months, adding near-term tail risks.

Nevertheless, the overall operating environment is steady, led

by the border markets, and is significantly outpacing the overall
economy with demand growth at more than 4% over the last four
quarters.’ Demand growth remained positive in the second quarter

of 2019, albeit slower, as structural drivers continued to lift demand
amid geopolitical uncertainty and moderate economic growth. Market
vacancy in Mexico's six main logistics markets remains below its
normalized equilibrium rate. However, operating performance has been
led by the border markets in 2019, where market vacancy contracted
by 200 basis points year-over-year and currently stands at or below

2% in Juarez and Tijuana.? In the three main global markets of Mexico
City, Monterrey and Guadalajara, market conditions remain mixed and
market vacancy continues to normalize. In Mexico City, demand slowed
in the second quarter of 2019, but overall market vacancy for modern
product remains below 3%.°
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Note: Prologis Research's estimate of normal logistics real estate demand implies net absorption
as a percentage of modern stock at 4.5% in the six main markets, and comparable to the
demand rate realized in 2018.

Source: Consensus Economics, Prologis Research



Supply risk is concentrated in Guadalajara and Monterrey.
Development activity in Monterrey and Guadalajara remains strong.
Projects currently under construction relative to trailing four quarters
of net absorption is elevated--a barrier to market growth.* Most
supply under construction in Monterrey is ill-conceived building specs
for modern logistics customers. Indeed, demand remains the key
operating metric to monitor going forward.

Rent and valuation growth are positive but lag behind most
other regions of the world. Moderating business sentiment and
soft consumption indicators were drags on market rental growth
momentum in consumption-oriented markets. In the border markets,
market rental growth has been a stabilizing factor for overall national
conditions.

Attractive relative returns reflect an environment of elevated
uncertainty. Logistics real estate valuations in Mexico remain
attractive on a historical global relative basis. Modern-grade (Prime/
Core) cap rate spreads between Mexican markets and U.S. peer
markets have trended ~100 basis points higher than the average spread
between 2014 and 2016.
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Exhibit 3

PRIME/CORE CAP RATE SPREAD, MEXICO VS. U.S. PEERS
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The expansionary phase can last several
years as demand accelerates and absorbs
speculative construction.



Endnotes

CBRE, NAIl and Prologis’ view of modern stock
CBRE, NAl and Prologis’ view of modern stock
CBRE and Prologis’ view of modern stock

M w N -

CBRE, NAI and Prologis’ view of modern stock

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 forwardlooking 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 FIBRA Prologis

FIBRA Prologis is a leading owner and operator of Class-A industrial
real estate in Mexico. As of June 30, 2019, FIBRA Prologis was
comprised of 190 logistics and manufacturing facilities in six industrial
markets in Mexico totaling 34.8 million square feet (3.2 million square
meters) of gross leaseable area.
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