Mexico surges as a vital nearshoring hub amid rising supply chain risks
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As geopolitical dynamics shift and supply chains are re-evaluated, businesses are leaning towards nearshoring strategies, aiming to enhance resilience while maintaining connections to traditional manufacturing hubs like China. This dual approach reflects a trend whereby companies adopt a “China+1” or even a “China+many” strategy, as emphasised by Ivan Hernandez, QIMA’s Latin America Managing Director. This approach allows firms to cultivate strong ties with Chinese suppliers while simultaneously building capacities in alternative regions such as Mexico, Vietnam, and Eastern Europe.
The rationale underpinning such strategies is multifaceted, incorporating elements of cost, infrastructure capabilities, geopolitical risks, and proximity to key markets. Hernandez noted that while some sectors have begun relocating to lower-risk areas, others remain heavily reliant on China due to its sophisticated manufacturing environment. For instance, the electronics sector continues to view China as crucial despite moves by major companies like Apple, which has begun shifting some production to countries like India.
The toy industry is particularly illustrative of this dependency; recent surveys reveal that a staggering 97 per cent of companies in this sector view China as one of their top suppliers, with 80 per cent of toys sold in the US manufactured there. Such entrenched reliance complicates diversification efforts as transitioning production entails substantial costs and time investments.
The onset of the Covid-19 pandemic served as a critical awakening for many businesses, bringing to light the vulnerabilities associated with hyper-concentrated supply chains. Hernandez remarked that this realisation has prompted a shift in corporate strategies, with a newfound appreciation for “just-in-case” supply chain management. This entails adopting redundancy and geographic flexibility no longer seen as inefficiencies but rather as crucial insurance measures. The geopolitical tensions, notably the war in Ukraine and US-China trade disputes, further emphasise the necessity for diversification.
As companies pivot their focus from Asia, Mexico has emerged as a significant player in the nearshoring landscape. The Mexican government, under Secretary Marcelo Ebrard, is keen to align more closely with the United States to handle potential trade disputes with China and aims to enhance domestic content in its manufacturing exports. This initiative comes at a time when Mexico surpassed China as the top supplier of imported goods to the US, cementing its status as a vital link in the North American supply chain. 
Hernandez highlighted the unique advantages Mexico offers, such as its proximity to the US market, a skilled labour force, and beneficial trade agreements like the US-Mexico-Canada Agreement (USMCA). Unlike many emerging hubs, Mexico presents a compelling combination of cost efficiency and logistical synergy, further bolstered by its cultural and operational closeness to American firms.
This shift is supported by concrete, recent developments. For instance, the construction of Foxconn’s new factory in Guadalajara exemplifies the surge in technological manufacturing aimed at meeting the demands for advanced computing power, specifically Nvidia’s AI servers. This factory is indicative of broader trends where companies are increasingly localising significant parts of their supply chains closer to home, despite still operating substantial manufacturing facilities within China.
However, while the allure of nearshoring in Mexico is evident, businesses must navigate a complex landscape rife with operational challenges. Issues such as limited supplier capacity, quality control, and a lack of local compliance expertise are prevalent. To manage these risks, companies are recommended to adopt gradual onboarding processes, invest in training initiatives, and engage third-party audits to ensure that standards remain consistent.
In addition, the support of institutions like the World Bank plays a pivotal role in facilitating these transitions, with significant loans aimed at bolstering small and medium-sized enterprises (SMEs) and promoting sustainable economic policies. Such support can help enhance manufacturing capabilities and encourage foreign investment, critically assisting in the shift towards a more resilient supply chain ecosystem.
Yet, the road to a successful nearshoring strategy is fraught with obstacles. Businesses must also contend with security challenges associated with organised crime and drug trafficking in Mexico, which threaten not only the operational integrity of companies but also their overall supply chain security. In the quest for nearshoring, careful navigation of these complexities will be paramount for companies looking to thrive in an increasingly interconnected yet uncertain global landscape. 
As companies realign their strategies in response to these shifting tides, the importance of geographic diversification is more pressing than ever. The lessons learned from recent geopolitical upheavals will likely redefine production paradigms and reshape the contours of global supply chains for years to come.
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