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In recent years, Amazon has been an important
contributor to the increasing demand for
industrial warehouse space in the United States
and globally.

However, in its 1Q earnings announcement on April 28, the company commented
that it now has excess capacity in its fulfillment network and plans to slow down
or delay its capital spending. While this spending could resume at a later stage,
it also appears that Amazon might have learned to be more efficient within its
current space. Following this announcement, industrial REIT shares fell sharply
(Exhibit 1). While Amazon represents an important proportion of industrial
leasing demand, the current slowdown is not surprising and growing demand
for industrial leasing from other segments should step in to counter this impact.
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In addition, supply chain problems have caused customers to
shift from ‘Just in Time’ to ‘Just in Case’ inventory models,
creating a need for an additional 10-15% in buffer stock.

We believe that the
current sell-off is an
over-reaction and that

fundamentals remain
robust for industrial
REITs.

Amazon has represented on average 4-5% of total US leasing
demand over the last decade (Exhibit 2). The demand went
particularly up in 2020 when Amazon represented ~ 13%
of total US leasing. This was mainly attributed to a surge in
e-commerce demand at the start of the pandemic. In 2021,
that number fell back to 5% but remained above the previous
decade’s average. A slowdown in Amazon demand was there-
fore already taking place and given excessive leasing during
the last two years, a pullback does not come as a surprise to
warehouse landlords.

The demand for warehouse space has been
growing from sectors other than e-commerce,
such as food & beverage, third-party logistics
(3PL), construction materials & buildings.

This is evidenced by the fact that overall leasing in the US
increased in 2021, despite Amazon cutting its demand
by 50% (Exhibit 3). The recently growing demand is also
reflected in market rents, which have continued to increase
at a relatively fast pace. For instance, market leader
Prologis reported a 22% annual rent growth forecast for 2022,
revised upwards by 10.3% from 4Q-2021 to 1Q-2022. The
record low vacancies coupled with still solid demand outside
Amazon mean market rents should continue to increase. The
acceleration in market rents has led to differences of up to 50%
between in-place and market rents for some assets, according
to Prologis' first quarter of 2022 financial results briefing.

Exhibit 1: Performance of selected US Industrial REITS
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Exhibit 2: Amazon leasing in US as a % of total is significant
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Exhibit 3: US Industrial Total Leasing (Million sqf.)
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This showcases what could be strong internal growth
embedded in the company's portfolio to be realized in the
coming years

Theindustrial REITs have also highlighted the fact that demand
is broad-based across different categories (Exhibit 4). Another
positive factor has come from the supply chain issues.Inven-
tory to sales ratio remains depressed with some sectors, such
as food and auto, operating at 40% below the pre-pandemic
levels!. The net impact has been companies fundamentally
building buffer stock, which could mean an additional 10-15%
warehouse space requirement2. Moreover, the current ele-
vated construction costs and labor challenges add more pres-
sure on the supply side.

CONCLUSION

To conclude, while the Amazon statement led to a sig-
nificant negative reaction for industrial REIT shares, we
believe the fundamentals remain strong for the near future.
REITs are operating at record low vacancy rates, and it
would take a significant drop in occupancy levels for the
tenants to gain any material negotiating power over rents.

Given the broad-based demand and
supply chain issues, we do not fore-
cast a decrease in the market rents,
and Industrial REIT's should continue
to enjoy pricing power which could
lead to sustained earnings growth.
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1.Source: GreenStreet Advisors Industrial report 20220304
2.Source: Prologis Q1-2022 earnings call

Exhibit 4: US warehouse demand by sector
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GENERAL DISCLAIMER

Presima Inc. declines any responsibility with respect to direct or indirect damages or consequences of the inaccuracy
of the information reproduced in this document, or for any actions taken in reliance thereon. No information or data
contained herein may be reproduced by any process whatsoever without written consent. Certain statements made in this
document may be forward-looking statements. These forward-looking statements are based upon current assumptions
and beliefs in light of the information currently available but involve known and unknown risks and uncertainties. Our
actual actions or results may differ materially from those discussed in the forward-looking statements, and we undertake
no obhFatlon to publicly update any forward-looking statement. Presima Inc., a wholly owned subsidiary of the National
Australia Bank Group (NAB Group), conducts its business and investment activities on a separate basis from the NAB
Group and its affiliates. Consequently, in accordance with National Instrument 62-103 Re?jectmg The Early Warnin
System and Related Take-Over Bid and Insider Reporting Issues and the Aggregation Relief described in Part 5.1 of suc
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