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* |Is Mexico Gaining Share of Advanced Manufacturing?

* Are Industrial Tenants Looking Past Uncertainty?

Is Mexico Gaining Share of Advanced Exhibit 1 compates Mexico’s shate of U.S. imports
Manufactu ring? across products. There are three important things to
note:

If your image of Mexico’s exports to the United States
is clothing and building materials, it needs updating.
Mexico’s manufacturers continue to upgrade their
capacity to produce higher value-add goods, and they
need more space to produce them.

As compared with 2017, Mexico has mostly gained
market share of imports to the United States in
multiple categories. This demonstrates that the
nearshoring thesis for Mexico industrial remains

intact.
Exhibit 1: Advanced Goods Are Increasingly Important Exports
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Sources: U.S. Census Bureau, Federal Reserve Board of Dallas, PGIM Real Estate. As of September 2025.
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2. However, the categories where Mexico has barely
maintained or lost market share are mostly lower-
value, such as insulated wire, plastics, refrigerators
and commodities. The biggest gains have been in
segments that require advanced manufacturing,
including computers, medical instruments and,
most importantly, cars.

3. The past year has been more of a mixed bag, with
demand for household goods such as refrigerators
and air conditioners rising, whereas the tough car
sales environment has taken its toll. This is
consistent with U.S. consumers waiting on bigger
purchases while job growth slows.

This adds up to a “yes, and’ picture of Mexico’s
industrial tenant demand. Mexico retains its edge in
producing lower value-add products. Even in
categories where Mexico’s market share is down
slightly over the past eight years, on an absolute basis
export volumes are still growing,

Exhibit 2: The Advanced Technology Gap Has Closed

U.S. Imports of Advanced Technology Products (US$ Billion)
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Apnd, over the longer term, Mexico continues to
increase its share of higher value exports, which
generally require larger and more complex supply
chains. Those supply chains require inputs from
specialist manufacturers, which creates additional
demand for real estate.

As further evidence of Mexico’s increased capacity,
look to its exports of advanced technology products
relative to China, another country that continues to
significantly upskill its manufacturing sector. As
shown in Exhibit 2, as recently as 2017 China
accounted for more than three times the advanced
technology exports to the Unites States versus
Mexico. They have nearly converged, with a shift in
position likely as soon as this year.
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Sources: Oxford Economics, INEGI World Bank, PGIM Real Estate. As of September 2025.

Forecasts are not guaranteed and may not be a reliable indicator of future results.

For Professional and Institutional investors only. All investments involve risk, including the possible loss of capital.

REF: 020518



MEXICO INSIGHTS | SEPTEMBER 2025

Are Industrial Tenants Looking Past Uncertainty?

After three years of rent spikes and near-zero
vacancies, industrial demand slowed dramatically
beginning at the start of this year. Trade policy
uncertainty is a convenient explanation for the shift.
However, based on what happened in the second
quarter, it appears there are plenty of tenants willing
to look past that uncertainty to make leasing
decisions.

After stalling in the first quarter, net absorption
picked up in most markets, notably including the large
Monterrey market, as shown in Exhibit 3. Given the
“Liberation Day” announcement of U.S. tariffs three
days into the quarter, that might seem surprising

Exhibit 3: Despite Tariff Noise, Demand Has Picked Up

Net Industrial Absorption (000 Sq Ft)
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Sources: CBRE, PGIM Real Estate. As of September 2025.

The fine print in Liberation Day provides some
context. While Mexican exports were subject to the
same 10% minimum tariff as the rest of the wortld,
goods covered under the United States-Mexico-
Canada (USMCA) agreement were exempted. We
estimate that 55% of exports are already shipped
tariff-free to the United States under the USMCA, and
another 37% could be reclassified as covered.

This gives Mexico, at least as long as the USMCA
remains in effect, a distinct advantage over other
countries not named Canada.

That advantage also comes at a good time for
property owners, given the pause in demand at the
beginning of the year succeeded a supply spike last
yeat. That supply pipeline has already shrunk, as
shown in Exhibit 4, leaving most markets a year or
less away from absorbing the space that’s currently

being built.

Exhibit 4: Supply Pipelines Are Thinning

Construction Pipeline,
% of Existing Inventory
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Sources: CBRE, PGIM Real Estate. As of September 2025.

Forecasts are not guaranteed and may not be a reliable indicator of
future results.
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Note that our estimates of absorption needed to fill
the space underway are based on the average pace of
the last two years. That may be too conservative of an
estimate. Why?

Consider Exhibit 5, which shows loaded containers
for exports per 100,000 square feet of industrial
space. Exporters are using their space more efficiently
than they have in the past. Earlier in the decade,
100,000 square feet of industrial space produced
seven or eight loaded containers of exports. That has
nearly doubled since, given the boom in exports from
Mexico and a period when there simply wasn’t much
new space to lease.

Exhibit 5: Pent-Up Demand Is Building

Loaded Containers of Exports per 100,000 SF Industrial Space

Assuming exports from Mexico continue growing, we
expect exporters will need more space to manufacture
them. The ratio of loaded containers to industrial

space should not be able to keep growing indefinitely.

In this sense, the elevated vacancy rate versus the
2020-2023 period is beneficial, since it indicates there
will be space available for these exporters to lease.
And our near-term forecast of national vacancy rates
between 5% and 6% is still below pre-2020 norms,
which should allow owners to raise rents.

Tariff policy should continue to evolve, and surprises
are more likely than a continuation of the status quo.
Nevertheless, industrial tenants in Mexico are already
looking past this uncertainty, which we expect to add
leasing momentum in the remainder of this year and

beyond.
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Sources: CBRE, INEGI, U.S. Census Bureau, PGIM Real Estate. As of September 2025.

Forecasts are not guaranteed and may not be a reliable indicator of future results.

For Professional and Institutional investors only. All investments involve risk, including the possible loss of capital.

REF: 020518



MEXICO INSIGHTS | SEPTEMBER 2025

Contacts

Margaret Harbaugh
Executive Director

margaret.harbaugh@pgim.com

Important information

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital. Past
performance and target returns are not a guarantee and may not be a reliable indicator of future results.

PGIM Real Estate is the real estate investment management business of PGIM, the principal asset management business of Prudential
Financial, Inc. (“PFI”), a company incorporated and with its principal place of business in the United States. PGIM is a trading name of
PGIM, Inc. and its global affiliates. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (the
“SEC"). Registration with the SEC does not imply a certain level of skill or training. 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. Prudential, PGIM, their respective logos and the Rock symbol are service marks of PF| and its related entities,
registered in many jurisdictions worldwide. For more information, please visit pgimrealestate.com.

GENERAL/CONFLICTS OF INTEREST

These materials represent the views, opinions and recommendations of the author(s) 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, assure 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 the 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.

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, the recipient(s) of this report must make its own independent
decisions.

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital.
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Important information (continued)

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 upon 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
than, the recommendations contained herein. PGIM Real Estate personnel other than the author(s), such as sales, marketing and
trading personnel, may provide oral or written market commentary or ideas to 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 2 of PGIM's Form ADV.

INFORMATIONAL PURPOSES

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 (i) is not undertaking to provide impartial investment advice as PGIM will receive
compensation for its investment management services.

These materials do not take into account the investment objectives or financial situation of any client or prospective clients. Clients
seeking information regarding their particular investment needs should contact their financial professional.

The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set out in this notice
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real Estate’s efforts to monitor and manage
risk but does not imply low risk.

These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for distribution to or use
by any person in any jurisdiction where such distribution would be contrary to local law or regulation.

RISK FACTORS

Investments in commercial real estate and real estate-related entities are subject to various risks, including adverse changes in
domestic or international economic conditions, local market conditions and the financial conditions of tenants; changes in the number of
buyers and sellers of properties; increases in the availability of supply of property relative to demand; changes in availability of debt
financing; increases in interest rates, exchange rate fluctuations, the incidence of taxation on real estate, energy prices and other
operating expenses; changes in environmental laws and regulations, planning laws and other governmental rules and fiscal policies;
changes in the relative popularity of properties risks due to the dependence on cash flow; risks and operating problems arising out of the
presence of certain construction materials; and acts of God, uninsurable losses and other factors. As compared with other asset classes,
real estate is a relatively illiquid investment. Therefore, investors' withdrawal requests may not be satisfied for significant periods of time.
In addition, as recent experience has demonstrated, real estate is subject to long-term cyclical trends that give rise to significant
volatility in real estate values. An investor could lose some or all of its investment. Real estate investment trusts (REITs) may invest in
equity securities of issuers that are principally engaged in the real estate industry. Therefore, an investment in REITs is subject to certain
risks associated with the real estate industry and, more generally, the public markets.
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