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MEXICO'S STRENGTHS

For almost 30 years, Mexico has pursued a path towards greater economic openness, focused on the
liberalization of international trade and attracting investment flows. This policy has been matched by

an aggressive agenda of privatization of government-owned companies.

Throughout this period important changes were made to the Law on Foreign Investment and free
trade agreements were signed with the largest economies in the world. A consistent, solid and stable

macroeconomic framework was also achieved, providing certainty for investment decisions by firms.

Today the country possesses an attractive business environment, legal certainty, one of the largest
networks of free trade agreements in the world, extensively developed economic sectors and a highly
competitive cost profile. In order to facilitate business operations even further, progress is also being
made in terms of infrastructure, to make Mexico a world-class logistics platform, as well as in terms of

deregulation.

This document presents an overview of the strengths and competitive advantages that make Mexico

an excellent choice for basing business operations.

COMPETITIVE LABOR COSTS

Our country offers significant savings in labor costs compared to other investment choices in the

Americas, Europe or Asia. Figure 1 shows an international comparison with selected countries.
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Figure 1.
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Source: ProMexico with data from fDI Intelligence based on Towers Watson Clobal Remuneration Planning Report 2015/16 and national statistics

As may be seen, labor costs in Mexico are significantly lower than those in Brazil, Poland and Korea,

among others.

Consultancy firms such as Boston Consulting Group, AT Kearney and Alix Partners (which measure
the competitiveness of the manufacturing sectors of emerging economies) have recognized the
advantages offered by Mexico to productive investment. In particular, Alix Partners rates Mexico as

one of the best place for manufacturing investment.

EASE OF OPERATION

The procedures and time required opening and closing a business, together with the paperwork and

time needed to obtain building permits, are critical factors in the success of international business.

In Mexico, an investor only requires 8 procedures and 8.4 days to open a business, and 15 procedures
and 86.4 days to obtain a building permit. These numbers are notably lower than those seen in Brazil,
India, or China. Figure 2 gives an international comparison about the number of days and procedures

required to open a business.
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Figure 2. International comparison of days and procedures required to open a business
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Zource: The World Bank, Doing Business 2018,

Moreover, in Mexico creditors can recover their credit in 1.8 years with a recovery rate of 67.6 cents
per invested dollar.1 These indicators are significantly better than those seen in countries like Russia,

Chile, Brazil and India (Figure 3).

1 Therecoveryrate represents thepayment to creditors and shareholders following closure of a business. The highénétssronger the economic system, since more resources are
available to open new businesses.
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Figure 3. International comparison of business closure

Years for creditors to recover their credit

Recovery rate

Canada [ ¥:] (Cent | inverted dollar)
USA 1.0 Canada
usA
Cermany 1.2
. [ Germany
China 1.7 |
- Mexico I e
Mexico 18 |
| Czech Republic 67.0
Russia 20 |
| Poland 63.1
Chile 20 G|
| Chile 408
Czech Republic 21 i [
| Russia 407
Poland a0 o
clan China 36.9
Brazil 4.0 India 26.4
India 43 Brazil 127

Source: The World Bank, Doing Business 2018.

ACCESS TO MAJOR MARKETS

INTERNAL MARKET AND NAFTA REGION

By the fourth quarter of 2016, Mexico summed a total population of 122.7 million of inhabitants, as
INEGI reported. The internal market is of interest in its own right for the firms that establish
themselves in the country, considering for example the GDP, which in 2016 added for 1,047 billion
dollar; in fact, in fact Mexico occupied the 15% place worldwide in terms of the size of its economy.
Meanwhile, the geographical location of the country and the implementation of NAFTA provide an
excellent platform for selling from Mexico to the largest market in the world (regional GDP of 21,201

billion dollar, as shown in Table 1). Estimates for 2022 indicate the size of the regional market will

reach 27,108 billion dollar, a figure that will represent 26.5% of future global GDP.

Table 1.
Market size in the MAFTA region, 2016
(billion dollars)

. Gross Domestic Private
Country/Region Product Consumpkian
United States 18,824 12,821
Canada 1,530 goz
Mexico 1,047 T4
MAFTA Region 21,21 14,426

Source: Intemational Monetary Fund, Global Insight 2017
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NETWORK OF FREE TRADE AGREEMENTS AND TRADE PROCEDURES

The free trade agreements signed with 46 nations make Mexico one of the most open countries to
international trade in the world, with preferential access to over one billion potential consumers
representing over 60% of global GDP. Figure 4 shows how Mexico far exceeds the United States,
China and Brazil, among other countries, in this regard.

Figure 4.

Free Trade Agreements
(number of countries)
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*Includes Economic Partnership Agreement with Japan
Source: Secretariat of Economy, SICE, MOFCOM, 2016.

In 2016, the average tariff in Mexico was 7.0%. This increases the profitability of firms established in

Mexico, since they can purchase input materials and finished products at competitive prices.

To export and import from and to Mexico, only require 20 and 44 hours respectively to comply with
the procedures at borders. This includes the time for obtaining, preparing and submitting documents

during port or border handling, customs clearance and inspection procedures.

Camino a Santa Teresa No. 16Z®). Jardines del Pedregal, C.P. 01900, Delegacién Alvaro Obregén, México, D.F.,

Tel.: (55) 5447 7000 www.promexico.gob.mx



SE

SECRETARIA DE ECONOMIA

Figure 5. International comparison of time required to carry out foreign trade operations
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Fuente: The World Bank, Doing Business 2018.
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LEGAL CERTAINTY FOR FOREIGN INVESTMENT

The signing of Reciprocal Investment Promotion and Protection Agreements (RIPPAs) forms part of

the strategy to grant Mexican and foreign investors a legal framework that strengthens protections for

foreign investment in Mexico, as well as for Mexican investment abroad.

In general, RIPPAs cover the following areas: definition of an investment, scope, promotion and

admission, treatment of investment, expropriation, transfers and Investor-State and State-State

dispute resolution.

As Table 2 shows, to date Mexico has signed 30 agreements of this kind.

265
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Table 2.
Country Year Country Year Country Year
Switzerland 1956 Korea 2002 United Kingdom 2007
Argentina 1958 Cuba 2002 Trinidad and Tobago 2007
Metherlands 1955 Greece 2002 Spain 2008
Denmark 2000 Italy 2002 India 2008
Finland 2000 Uruguay 2002 Slovak Republic 2009
France 2000 Belgium-Luxemburg 2003 China 2009
Portugal 2000 zech Republic 2004 Belarus 2009
Germany 2001 Iceland 2006 singapore 2011
Austria 2001 Panama 2008 Bahrain 2014
Sweden 200 Australia 2007 Kuwait 2016

Source: Secretariat of Economy, 2016,

Furthermore, some Free Trade Agreements signed by Mexico include chapters on investments that
resemble a RIPPA. This is the case with the FTAs signed with the United States, Canada, Chile,

Colombia and Japan, among other countries.

This structure provides legal certainty to firms that decide to locate their operations in Mexican

territory.

STRATEGIC LOCATION

Another advantage offered by the country is the proximity of the main centers of world consumption.
This is significant as it allows firms to respond more quickly to changes in demand and thereby reduce
inventory costs. Table 3 shows the number of days required to transport a container by sea from Mexico

and other competitor countries to major centers of distribution and consumption.
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Table 3.

Days of maritime transportation to the main consumer and distribution centers

Destination Cities

MNew York
Los Angeles
Rotterdam
Yokohama

Shanghai

Germany

9.8

206

Brazil China
13.1 28.7
19.9 15.9
14.5 28.9
31.9 2.8
30.1

OPERATING COSTS

Countries of origin

Colombia Korea
6.5 14.6
8.4 277
14.4 29.9
215 2.3
235 1.2

Source: Sea Rates, 2016.

USA India
26.4
25.8
9.8 21.9
13.4 12.6
15.9 10.5

L v
S 8

Poland Turkey
10.5 13.7
23.1 25.2
1.7 8.7
32.6 241
30.5 221

There is a series of factors that impact on operating costs and, as a result, on firms’ profitability. These

include tax levels and the frequency of payments (which have an effect on administration costs). Figure

6 shows the advantages of Mexico in these areas when compared with other countries.
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Figure 6. International comparison of operating costs
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The corporate tax rate in Mexico is lower than the one in India, China or Brazil. With regard to the

frequency of tax payments, Mexico only requires six payments per year, placing it in a better position

than countries like Russia, Brazil, USA or India.
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Population and Human Capital
Demographic Bonus

INEGI reported that, by the fourth quarter of 2016, Mexico summed a total population of 122.7
million of inhabitants and an Economically Active Population of 54.0 million people.

According to CONAPO’s forecasts, Mexico currently presents a demographic bonus that will last the
next two decades.

Figure 7.

Demographic Bonus, 1990 - 2050
(Number of dependents for every 100 individuals in working age in Mexico)
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Children and youth: Mexico's population aged between 0 and 13 years, at half the year.
Seniors: Mexico's population aged between 65 years and more, at half the year.
Individuals in working age: Mexico's population aged between 14 and 64 years, at half the year.

-# Total Children and youth  — Senior
Source: ProMexico with CONAPO data, 2017.

Currently the population in working age represents 66% of the total population. It is estimated that
during the next two decades Mexico’s population in working age will be of more than 80 million people

and will continue to represent more than 60% of the population.
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Figure 8. Population structure of Mexico, 2016 and 2050

Trained Personnel

According to the National Association of Universities and Higher Education Institutions information,

annually 125 thousand students of engineering, manufacturing and construction graduated from

Mexican institutions. From UNESCQO's 2014 data, Mexico had 26% _

and
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