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Mexico: A comeback story?

Mexico & China as a % of US imports, 12-month moving average

After China’s WTO entry in
2001 (pec. 11), Mexico was

unable to compete against 18 -
this low-cost industrial 17 -
Leviathan... 16 -

... loosing a significant share
of US imports and ... 12 4

... more importantly,
witnessing how China’s share
of US imports rocketed from
9% to near 20%

2 China joins WTO in 2001
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But from 2009, Mexico’s share of US imports has returned to the “golden
age” levels (from 10% to 12%) ...

... and more importantly, it seems that has been at China’s expense.
Do you believe recent trend will continue?

Macrobond, Gavekal
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Mexico...

... and the 5 reasons that fuel our optimism for the
period 2013-2014



Mexico: The strengths
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1. The wage gap with China has disappeared

From Dec. 2001 wages in China
has increased at a much rapid
pace ..

... to the poin that manufacturing
wages in China are currently
similar (or even higher) than
wages in México
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Andbank, OECD ©FactSet Research Systems

Thus, it will be
difficult to see Mexico
loosening share of US

imports on the back
of uncompetitive
salaries.

0,00

©FactSet Research Systems
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Mexico
Other favourable aspects that fuel our optimism for 2013

2. Despite container shipping market is oversupplied, bunker fuel costs
remain at a considerable high level, keeping trans-Pacific costs
significantly high. This could explain why transport links between the
US and Mexico have improved. We do not foresee substantial changes in
the coming months or quarters.

3. While energy costs are rising in China, Mexico is benefiting from the
US shale gas production boom and the consequent fall in gas prices.

4. Who knows if this event could spur a Mexican natural gas boom
along the lines of that unfolding in the US. Just consider that Mexico
could be the fourth country in the world with largest reserves of shale
gas, tripling proven reserves.
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MeXxico

5. The important flows of capital seen in the last 3 years could
suggest that the development of this new industry is

feasible
10_CAPITAL FLOWS TO MEXICO 10 Some inveStorS COUld be
- visualizing as this story
8 8 could develop, and ...
6 6
4 4 ... this could explain why
. Mexico has seen
21 /\ -2 important investment
o\ ,/\_\M"Av/\/\/\ . flows from 2000
N = \Y4 _ (specially in the foreign

2 ———— — — —2 portfolio investment)
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= (MOV 12M) Foreign Direct Investment in Mexico Quarterly ($bn)
= (MOV 12M) Foreign Portfolio Investment in Mexico Quarterly ($bn)

Andbank, Bank of Mexico ©FactSet Research Systems
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Mexico...
... and the 4 reasons that makes us think in a very

challenging economic environment for Mexico from
2015
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1. Mexico will not pick up business in low value added
industries ... but is in the spotlight to loose market share in

more sophisticated industries (automotive, aviation...)

Worldwide annual supply of industrial robots
1994 - 2011

+37% yoy

China is getting more expensive, o
yes. But is rapidly moving up in the i
value chain (for first time in history, China

has acquired more robots than Germany and the

US, seeking fast return on investments and
dramatic improvements in terms of quality)
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The implications for Mexico are
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clear: While it will be hard for it to Robotics
DICk up bUSIneSS In IOW Value-added’ China industrial robots adoption gaining momentum
labour-intensive industries (there will 25000 -
always be some million people in China willing to 22500
work at near 2$ per hour salary) ... 20000
317500*
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... China is positioning it self for 2 12500 Gerany

business in sophisticated industries
where Mexico has performed .
strongly (autos, aviation) 2500
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2. Mexico’s strength in cars & trucks ... could become a
vulnerability.

= Mexico’s automotive industry (assembling & parts) have performed extremely
well so far ...

v

v

45 different car & truck models manufactured in Mexico

Chrysler, Nissan, Honda and Mazda all plan to open new factories in the coming years
Since 2010, Mexican auto exports have risen 70% (averaging an annual 20% growth pace)
The US buys 64% of Mexico’s auto exports ...

... but has been Latin America that has been driving growth, acquiring 15% of total Mexico’s auto
exports (growing at a 80% pace in 2011 vs 9% rise in the US demand)

Mexico has been so competitive, that has become the main threat for Brazil’s manufacturers (this
explain why Brazil has hiked tariffs on Mexican auto-related imports)

= ... so well that automotive activity accounts for 16% of total
manufacturing activity and is the biggest source of overseas income
with a 20% share of total exports.

= Could this strength in cars & trucks be also a vulnerability?

Source - INEGI, Bank of Mexico
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3. Its arch rival, China, is betting big ... and this could result
devastating for auto producers

= China produces more automobiles than any other country (1 in all 4 cars
made in the world, 14.5mn cars in 2011, )

= That kind of scale brings competitive advantages never achieved that
could be devastating for other competitors

= The escalation in the observed growth says it all!
» $49bn shipment only in auto parts in 2011
= Five times more than in 2004

= More importantly, if Chinese projections are met, China’s annual exports in
the auto industry will reach $ 105bn in 2015 ... from which $26 bn would be
aimed at the US. How could this impact the Mexican auto-related exports to
the US? Lets see

= Annual exports of Mexico are $350bn
= And autos accounts for almost 20% of total exports: $70bn
= And 64% of auto & parts’ exports go to the US: $44bn

= If Chinese authorities are right in their projections, the Mexican’s will
see reduced 6 of each 10 usd of their auto-related exports to the US.

Source - National Bureau of Statistics of
China, INEGI, Bank of Mexico
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4. And do not forget that ...

= ... buying auto-parts from China may also help US automakers gain access
to China’s domestic market.

= Thus, US automakers seeking penetration into China’s domestic
market will have another incentive than just costs to buy Chinese-made
auto parts.

= Additionally, low cost Chinese carmakers (Geely or Chery) plan to accelerate
overseas sales in Latin America and have you clear one thing: Mexico will be
one of the markets targeted ($15.000 in GDP per capita). Can you get a minimum
idea of the potential impact of this development?

In summary, we are optimistic about the economic performance of Mexico
in 2013 (even in 2014). Nevertheless, we have reasonable doubts

about the economic behaviour of the country from 2015 and
onwards.
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Legal Disclaimer

All the sections in this publication have been prepared by the team of analysts from the financial institution.

The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a technical and
subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have extracted, evaluated and
summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up reasonable opinions on the issues analysed herein.

The opinions and estimates in this document are based on the market events and conditions that took place before the publication of this document, and therefore
cannot be determining factors in the evaluation of future events that take place after its publication.

The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market indices chosen
have been selected following the exclusive criteria that the financial institution regards as most appropriate.

The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds readers that any
past performances mentioned do not in any circumstances imply future returns; that the investments analysed may not be suitable for all investors; that
investments can fluctuate over time in terms of their share price and value; and that any changes that might occur to interest rates or currency exchange rates are
other factors that may also make it unadvisable to follow the opinions expressed herein.

This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have been mentioned,
and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to making a decision to proceed with a
specific investment.

This document does not, therefore, analyse any other determining factors for properly appraising the decision to make a specific investment, such as the risk profile
of the investor, his/her knowledge, experience and financial situation, the duration or the higher or lower liquidity of the investment in question. Consequently,
investors are responsible for seeking and obtaining the appropriate financial advice in order to assess the risks, costs and other characteristics of any investments
they wish to make.

The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the valuations in this
document, or any possible errors or omissions that may have been made when preparing this document.

The financial institution reserves the right to change the information in this document at any time, whether partially or in full.




