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During the past two decades, Mexico’s industrial base has evolved to become
the preferred location for the manufacture of many products serving the
United States, Canada and domestic markets. Proximity to those countries
and competitive production costs are important factors for companies
choosing to locate in Mexico. Institutional ownership of industrial property
has grown to serve this multinational tenant base.
More recently, Mexico’s export industry has pivoted towards higher valueadd industries — including the new generation of electric and hybrid
cars, medical devices and aerospace — with robust domestic supply chains
and other supporting infrastructure. Mexico is also in the early stages of
adopting e-commerce as an alternate way of shopping, which requires
fulfillment centers located close to major population centers.

“

Mexico has become
a preferred location
for higher value-add
industries with robust
domestic supply chains
and other supporting
infrastructure.
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MEXICO IS AN ESSENTIAL LOCATION FOR NORTH
AMERICA’S MANUFACTURING

Exhibit 1: Mexico Offers Skilled Manufacturing
Labor at Costs Lower Than China

Momentum is building in the two-decade-long evolution
toward a more-integrated North American supply chain,
with manufacturing activity growing fastest in Mexico.
Disruptions from COVID-19-induced factory shutdowns
in China in early 2020 accelerated that transition, and
production delays and unanticipated cost increases
provided manufacturers with added incentives to minimize
bottlenecks.
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The more important structural factor, however, is that
because of rising labor costs, China has become a more
expensive place in which to manufacture. In 2011, average
hourly wages in China were about half of those in Mexico.
They are now about 35% higher. Manufacturing wages have
more than doubled in China since then but have remained
broadly flat in Mexico (Exhibit 1). Other countries, such as
Vietnam and India, have lower labor costs than either China
or Mexico and have grown their shares of imports into the
United States as well; however, proximity to the United
States, existing supply chains and infrastructure, and freetrade agreements give Mexico an advantage over every other
emerging market.
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Sources: The Conference Board, International Labor Comparisons,
PGIM Real Estate. As of April 2022.

As recently as 2017, China accounted for 22% of all
imports into the United States — nearly double Mexico’s
share. China’s share has since fallen to 18%, and Mexico’s
share has risen to 14% (Exhibit 2). Many factors have
contributed to those shifts, which, if maintained, would
make Mexico the largest supplier of goods to the United
States. Tariffs have been imposed on Chinese goods at
various times during the past several years, and uncertainty
about U.S. trade policy with China is a further incentive for
businesses to expand in Mexico.

Exhibit 2: Share of Mexican Imports in the United States Rising at the Expense of Chinese Imports
U.S. Imports by Country (%)
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Free Zone Along the U.S.–Mexico Border
In response to U.S. corporate tax cuts in 2017, Mexico
implemented new income tax and value-add tax incentives for
companies operating in the northern border region of Mexico,
effectively reducing the corporate income tax rate from 30%
to 20% and the value-add tax rate from 16% to 8%.
Industrial demand has since surged in those markets, and
supply barriers — notably, the presence of the northern
border — limit new construction. Despite temporary
disruptions caused by COVID-19 shutdowns, industrial
vacancies have fallen to all-time lows across Tijuana, Juárez
and Reynosa, leading rents higher (Exhibit 3).

Industries Moving Higher Up Value-Add Chain
Certain areas of Mexico have developed manufacturing
specializations, and they now benefit from scale advantages.
For example, the Bajío region, which accounts for 22%
of Mexico’s manufacturing output, is the home of 32% of
Mexico’s transportation manufacturing production value.
Industrial demand in the region has grown, with Mexico
accounting for 33% of U.S. automotive imports — double
its share in 2008.

Two examples — growth in electric vehicle production and
medical device manufacturing — demonstrate how Mexico’s
industrial base is moving up the value chain.
Evolution of the Auto Sector
Vehicle production tripled in Mexico from 2009 to 2019,
as Mexico gained market share from other major exporters
such as Japan and Germany. Most vehicle models produced
in Mexico are destined for export to the United States, and
historically have been models with thin profit margins for
manufacturers.
But Mexico’s auto production is shifting toward higher-cost
vehicles, with scope for further movement up the value chain
caused by growing demand for electric vehicles. Many of
the large automotive manufacturers are already producing
electric vehicles at existing facilities, including Ford’s
new Mach-E, with electric vehicles produced in Mexico
accounting for 33% of all electric vehicle imports to the
United States in 2021 (Exhibit 4).

Exhibit 3: Strong Industrial Fundamentals in Mexico’s Northern Border Region
Industrial Vacancy Rates (%)
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Exhibit 4: Auto Production in Mexico Shifting Toward Higher-Cost Vehicles
U.S. Passenger Vehicle Imports from Mexico (USD, billions)
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Meeting Demand for Medical Devices
Mexico’s medical exports to the United States doubled in
the past decade, with a notable shift upward in 2021, as
demand for supplies spiked in response to COVID-19
outbreaks. The imports include consumable supplies, such
as intravenous tubing and syringes, wherein Mexico has a
cost-of-production advantage over the United States. But
manufacturers also have established production centers for
higher-value medical devices such as oxygen delivery systems
and X-ray devices (Exhibit 5).

Tijuana and the Baja California region have become the
largest medical-device manufacturing hubs in North
America, with most of their production exported to the
United States and Canada. As a result of the rapid growth in
medical device exports and supply constraints caused in part
by topography, Tijuana’s industrial rents are now higher than
Mexico City’s, and Tijuana’s vacancy rate stood below 1% as
of the end of 2021.

Exhibit 5: Robust Demand for Medical Device Manufacturing
U.S. Medical Device Imports from Mexico (USD, billions)
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Demand Growth as Nascent E-Commerce Sector Expands
Rising amounts of online shopping are creating demand
for logistics in larger cities in Mexico, with low current
e-commerce adoption rates providing plenty of runway for
future tenant demand growth.
Logistics properties located in Mexico City and other
metropolitan areas with large affluent populations, including
Guadalajara and Monterrey, will remain in high demand as
e-commerce penetration rises. Meeting the needs for sameday or next-day delivery, however, comes up against limited
available supply in built-up urban areas, which points to
ongoing faster rental growth and capital value growth than
growth of industrial properties in outlying areas that meet
the needs of export-oriented manufacturers.

Despite the economic slowdown in Mexico, rents are rising
for industrial properties in Mexico City, particularly in the
logistics sector, and in other metropolitan areas with large
affluent populations, including Guadalajara and Monterrey.
That represents a break from history, such as the mild
consumption downturn in 2017, when rents stagnated
or fell, which pointed to resilience as long as e-commerce
demand rises (Exhibit 6).

“

Rising amounts of online shopping are creating
demand for logistics in larger cities in Mexico,
with low current e-commerce adoption rates
providing plenty of runway for future tenant
demand growth.

Internet sales in Mexico surged in 2020 both in absolute
terms and as a share of total retail sales during a year when
overall consumption suffered, leading to strong demand
by logistics tenants. With some of that growth caused by
shoppers temporarily avoiding physical store locations amid
lockdown restrictions, many of the new habits will become
permanent. The current retail share of e-commerce sales in
Mexico — amounting to 4% — is low in comparison with
the U.S. share of 14% and the global share of 18%.

Exhibit 6: Rising Online Shopping Leading to Strong Demand for Logistics Properties
Annual Retail Sales Growth by Type (%)
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MEXICO INDUSTRIAL OFFERS RISK-ADJUSTED
RETURN PREMIUM OVER U.S. INDUSTRIAL
Cap Rates Compensate for Country Risk Premium and
Lower Rent Growth
As with all major logistics markets globally, industrial
cap rates in Mexico have trended lower since 2015. But
cap rates in other countries, notably in the United States,
have declined far faster, leaving a spread wider than can be
explained by country risk and supply constraints.
A risk premium is justified for Mexico over more developed
industrial markets such as the United States, particularly for
non-domestic investors. While institutional ownership has
increased over the past two decades, trading volume is thin
and liquidity is low particularly during market downturns.
Mexico’s industrial base is also highly reliant on exports,
since domestic demand is constrained by low incomes and,
more recently, anemic growth in non-export sectors of the
economy. This dependence on exports makes the industrial
sector vulnerable to recessions in the United States and
Canada. Further, while the signing of the United StatesMexico-Canada agreement in 2020 provided more certainty
on regional trade policy after a tumultuous four years,
manufacturers making long-term investments in Mexico
need to weigh risks of future changes in trade policies.
Yet we believe today’s industrial pricing incorporates these
risks. Assuming the country risk of Mexico is 200 basis
points — a level consistent with Mexican sovereign bonds
relative to U.S. bonds — Mexico’s risk-adjusted cap rate

Exhibit 7: Cap Rates Compensate for Country
Risk Premium and Lower Rent Growth
Mexico Versus U.S. Cap Rate Spread Attribution (basis points)

spread is 260 basis points today. In many locations, land
and other supply constraints are lower in Mexico than in
the United States, requiring an additional premium that we
estimate at 100 basis points, to compensate for lower rental
growth. Historically, Mexico industrial has traded close to
that combined 300-basis-point premium over the United
States. Today the spread is 460 basis points, leaving room
for Mexico’s cap rates to eventually compress further from
today’s levels (Exhibit 7).

Rents Are Now Half of U.S. Levels Despite Similar
Tenancy and Credit
Along with cap rates, the rents of Mexican industrial assets
are now far lower than those in the United States, even
though most industrial leases are denominated in U.S.
dollars and many tenants are multinational corporations
with institutional credit ratings.
As recently as 2015, industrial rents across Mexico were 20%
lower on average than industrial rents across the United
States. With U.S. rents rapidly rising, that gap has widened.
Average rents in Mexico are now nearly 50% below those in
the United States (Exhibit 8).

Exhibit 8: Rents Are Half of U.S. Levels Despite
Similar Tenancy and Credit
Industrial Rent (USD per square foot)
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Mexico’s industrial market has grown to keep up with
demand, and industrial inventory has doubled since 2008.
However, industrial vacancies have continued to trend lower,
falling below 4% at the end of 2021 despite supply additions
averaging 7% per year during the past decade (Exhibit 9).
Supply-side risks remain low for now, but higher occupancies
and higher rents alongside strong investor demand could
lead to an increase in new development, particularly in lowsupply-constraint markets.

Exhibit 9: Industrial Vacancies Continue to Trend Lower and Supply-Side Risks Are Low for Now
Mexico Industrial Net Absorption, Net Completions
(% of stock) and Vacancy

Mexico Industrial Inventory Under Construction
(Square feet, millions and %)

12

30

7

10

25

6

8

20

6

15

4

10

2

5

0

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Net Completions

Net Absorption

Vacancy

0

5
4
3
2
1
2015

2016

2017

SF, Millions

2018

2019

2020

2021

0

% of Stock (RHS)

Sources: CBRE, PGIM Real Estate. As of April 2022.

AUTHORS
LEE MENIFEE

Managing Director
Head of Americas Investment Research
lee.menifee@pgim.com

PGIM Real Estate | April 2022 | REF: 003650

PHOEBE KEEGAN

Associate
phoebe.keegan@pgim.com

7

IMPORTANT INFORMATION
This material is intended for Institutional and Professional Investors only. All investments involve risk, including the possible loss of
capital. Past performance is not a guarantee or a reliable indicator of future results.
PGIM is the primary asset management business of Prudential Financial, Inc (PFI). PGIM Real Estate is PGIM’s real estate investment advisory
business and operates through PGIM, Inc., a registered investment advisor. Registration as a registered investment adviser does not imply a certain
level or skill or training. PGIM, their respective logos as well as the Rock symbol are service marks of PFI and its related entities, registered in many
jurisdictions worldwide. PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or
with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. In the United Kingdom, information is
issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and
regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area
(“EEA”), information is issued by PGIM Real Estate Luxembourg S.A. with registered office: 2, boulevard de la Foire, L1528 Luxembourg. PGIM
Real Estate Luxembourg S.A. is authorised and regulated by the Commission de Surveillance du Secteur Financier (the “CSSF”) in Luxembourg
(registration number A00001218) and operating on the basis of a European passport. In certain EEA countries, information is, where permitted,
presented by PGIM Limited in reliance of provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements
following the exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM Real Estate
Luxembourg S.A. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as
defined in the relevant local implementation of Directive 2014/65/EU (MiFID II).
PGIM Real Estate Germany AG is a German Capital Management Company with a respective license pursuant to sec. 20, 22 of the German
Capital Investment Act (Kapitalanlagegesetzbuch–KAGB). In case PGIM Real Estate Germany AG markets or distributes units or shares in external
investment funds, i.e. investment funds for which PGIM Real Estate Germany AG does not provide the collective portfolio management within the
meaning of Directive 2011/61/EU or, respectively, the KAGB, such marketing or distribution is performed in accordance with sec. 20 para. 3 no.6
KAGB. PGIM Real Estate Germany AG is not responsible for the collective portfolio management (including portfolio and risk management) within
the meaning of Directive 2011/61/EU or, respectively, the KAGB, with regard to the respective investment funds in this case. It is also not responsible
for the content of any marketing material (including prospectus, Offering Memoranda etc.) provided by the fund manager or other third parties.
PGIM Real Estate Germany AG will not examine or assess the individual situation of any prospective investor and does not provide any personal
recommendations, including recommendations related to tax issues, to prospective investors relating to transactions in the respective investment
funds. Where relevant, prospective investors should seek advice from qualified third parties before they take an investment decision.
The information provided in the document is presented by PGIM (Singapore) Pte. Ltd.), a Singapore investment manager that is registered with,
and licensed by the Monetary Authority of Singapore. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with
the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph (a) to (i) of
the Securities and Futures Ordinance (Cap.571). In Australia, information is issued by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general
information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is
exempt from the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial
services. PGIM Limited is exempt by virtue of its regulation by the Financial Conduct Authority under the laws of the United Kingdom and the
application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. In Japan, information is provided by PGIM
Real Estate (Japan) Ltd., a Japanese asset manager that is registered with the Kanto Local Finance Bureau of Japan.
These materials represent the views, opinions and recommendations of the authors regarding the economic conditions, asset classes, securities,
issuers or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally
delivered and to such person’s advisers is unauthorized, and any reproduction of these materials in whole or in part or the divulgence of any of the
contents hereof without prior consent of PGIM Real Estate is prohibited. Certain information contained herein has been obtained from sources that
PGIM Real Estate believes to be reliable as of the date presented; however, PGIM Real Estate cannot guarantee the accuracy of such information,
ensure its completeness or warrant such information will not be changed. The information contained herein is current as of the date of issuance
or such earlier date as referenced herein and is subject to change without notice. PGIM Real Estate has no obligation to update any or all of such
information, nor do we make any express or implied warranties or representations as to its completeness or accuracy or accept responsibility for
errors. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or
any investment management services and should not be used as the basis for any investment decision. Past performance is no guarantee or reliable
indicator of future results. No liability whatsoever is accepted for any loss whether direct, indirect or consequential that may arise from any use of the
information contained in or derived from this report. PGIM Real Estate and its affiliates may make investment decisions that are inconsistent with the
recommendations or views expressed herein, including for proprietary accounts of PGIM Real Estate or its affiliates.
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IMPORTANT INFORMATION (continued)
The opinions and recommendations herein do not take into account individual client circumstances, objectives or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made
regarding the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial
instruments mentioned herein, recipients of this report must make their own independent decisions.
Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product investment
committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may receive incentive
compensation based on the overall performance of the organization itself and certain investment funds or products. At the date of issue, PGIM Real
Estate and/or affiliates may be buying, selling or holding significant positions in real estate, including publicly traded real estate securities. PGIM
Real Estate affiliates may develop and publish research that is independent of and different from the recommendations contained herein. PGIM Real
Estate personnel other than the authors, such as sales, marketing and trading personnel, may provide oral or written market commentary or ideas for
PGIM Real Estate’s clients or prospects or proprietary investment ideas that differ from the views expressed herein. Additional information regarding
actual and potential conflicts of interest is available in Part II of PGIM’s Form ADV.
Coronavirus: Occurrences of epidemics, depending on their scale, may cause different degrees of damage to national and local economies that
could affect the value of the Fund and the Fund’s underlying investments. Economic conditions may be disrupted by widespread outbreaks of
infectious or contagious diseases, and such disruption may adversely affect real estate valuations, the Fund’s investments, and the Fund and its
potential returns. For example, the continuing spread of COVID-19 (also known as novel coronavirus) may have an adverse effect on the value,
operating results and financial condition of some or all of the Fund’s investments, as well as the ability of the Fund to source and execute target
investments. The progress and outcome of the current COVID-19 outbreak remains uncertain.
These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not acting as your fiduciary and is not giving
advice in a fiduciary capacity and (ii) is not undertaking to provide impartial investment advice as PGIM will receive compensation for its investment
management services.
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