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Introduction &7}

While foreign investment in Mexico for export manufacturing is a very old
phenomenon, the appearance of companies from Mainland China is a very
recent one. On the positive side, these companies will create a significant
increase in manufacturing output and local employment. On the negative
side, in certain areas such as proper costing, knowledge and skilled human

resources, they will face limitations that can create significant short-term
challenges.
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During May and July, Deloitte S-LATAM carried out a survey among

companies from Greater China operating in Mexico. The survey had several

objectives in mind:

SESHETRERE), EEH =N EEAS E R AREX BT T—XF
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1. Understand the challenges that the surveyed companies are facing
when doing business in Mexico, as perceived by the companies
themselves. IR H 1\ ST ERINANEFEIGAIHkL

2. Understand how much they produce for the export vs. domestic
markets and where the raw materials they use come from.

Bpipi WA Avs = m s At n BRI E IR E~E, LUNRFR
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3. Identify, if any, the existence of distinct patterns based on the locations
chosen by these companies. 1REE W ESEFASTANEL, IARSFE
BB EAYFIE

4. The survey was applied to 116 companies from Greater China and
obtained 28 responses. B IR ARLEX 6K B & IEX T RNBEDE,
HIKR28PEIS,
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Key Takeaways KEE R

The following are some key takeavvays from the survey:

LN BB ERIIE D KB ER.

The consequences of the Chinese “nearshoring” trend are yet to
be seen: 64.3% of respondents state that their operations have not yet
attained their long-term production targets. Aligned with this answer,
71.0% of respondents expect to increase their production, investments
and employment in Mexico over the coming months.
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While a production increase is to be expected, the effect on
local manufactured inputs will be lesser: On average, respondents
expect to import 73.3% of their raw materials, most of them from
Mainland China. Furthermore, of the raw materials acquired in Mexico,
an average of 45.0% will be acquired from another multinational
company (which probably obtains a large proportion of these inputs
from foreign markets).
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Enhance processes and infrastructure, among other aspects,
to leverage new investments: Companies overwhelmingly state
that certain factors that are essential for implementing successful
manufacturing operations are inadequate.
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Topics such as pricing, timing, availability, and quality, among others, with
respect to local suppliers were highlighted because 39.3% of respondents
considered the challenges related to these issues to be “very important”,
while 78.6% of respondents considered them to be “important”.

A E I IS TF

SN EERANER, WEN, FE%HE, fIEHE, MREFIFER
tlj 39.3%HIZ BN IXE R FFEEE FIITH, 78.6%HIZIHEINSA

XLaEE 8 1Y,



First Manufacturing in Mexico Survey | Companies from Greater China

Aside from the situation of local suppliers, more than 75.0% of
respondents consider that the following factors represent challenges for
their operations: public infrastructure (availability and costs), taxation

& customs (costs and compliance), labor (costs, availability, skills and
regulations). Certain regional variations are also noteworthy.
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* Mexico is perceived as being significantly more expensive
than Mainland China: As regards all types of manufacturing costs,
respondents consider that Mexico is more expensive than China. Up
t0 92.9% of those surveyed answered that raw materials are “more
expensive” in Mexico (of which 53.6% responded they are “much more”
expensive). In the case of labor, which respondents considered to be
the least expensive, 42.9% of the surveyed companies answered that
Mexico is “more expensive”, while only 3.6% considered labor costs to be
“much more expensive”.
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Survey Results iFEER
Level of Investment maturity B ZE

As measured by different metrics, the surveyed companies were recently
established:

RIENEESEIRRE, 2 EZTERRIZAY:

o 29.0% of respondents have operations aged more than 3 years.
o 29.0%RIFZihE\NEERTEREIT 3,

* 35.7% of respondents consider they have reached their long-term
operating targets.

o 357%HZINTEAANEEESLIUKElIEEER.

Rather than just a statistical figure, the fact that these investments have
been in place for such a short period of time partly explains the hurdles
faced by these companies in Mexico because they are still on a learning
curve, despite what they perceive to be shortcomings involving local
supply networks, processes and skills. It should also be noted that for
many of these companies, their Mexican factory is also their first overseas
investment, which makes the challenges of operating in an international
environment even more acute.

FRTIX LR N R EERALR, IE—EEE LR 7 iX 2
SHIEHNEE, EACIWIEEL— T EIME, mXIENBHNNES, s
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Origin of Raw Materials FRFE YK Rt

As indicated by the following result, the current nearshoring trend implies
that companies from Mainland China are shifting from being only a supplier
to becoming both a supplier and producer. It is anticipated that, at this
stage, companies from Mainland China that move into Mexico may still be
heavily reliant on manufacturing inputs from their local market.

LINERER, SRANAFIMEEEERETE AR IIE N L4
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Graph 1: Companies’ Average Sourcing of Raw Materials
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These new investments are sourcing most of the required materials from
foreign sources. On average, 73.3% of all materials sourced by respondents
will be imported, with some cases as high as 100%.

XLEFHIIR R INE NEINRBAEBD PRFBA L IS, Zihe SRR
BE733%/9 0, FEWAIRREIEOEAIEE]100%.

Not surprisingly, most of these materials (64.2% of imported raw materials
or 47.1% of total raw materials) will be obtained from Mainland China.
Furthermore, of the raw materials that will be sourced locally, 45.0% (or
12.0% of total materials) will come from another multinational company in
Mexico, almost half of which are Chinese companies. These multinational
suppliers operating in Mexico will source most of their raw materials from
foreign sources.

TEERZHIR, XEATRIF RS (64.2%H93 BRIk 47 1% B A
) BRETEARFS, LI, FEARIBRIE R, 45% (B12%89PF B
) BRBEEASFHEANNS—RBER, JIFHEyRER Y, XLEER
SaERBEEHRNEIPRNEINMRBWAEBD R,

If we consider all these facts, certain conclusions may be drawn:

a5 LPTEEIRER, SR SHIATEE:

The nearshoring trend, in the short run at least, will not create a
displacement of Chinese imports into Mexico, on the contrary, it may
accelerate it.

RN, I FEIMIRIREF AR E R ERASHOREINR, 18
[z, EngEINRIXFEL,

Considering both direct imports and those sourced from other
multinational companies operating in Mexico, 85.3% of the raw materials
used are totally or partially sourced from foreign sources. While it is

true that these other multinational suppliers acquire some raw materials
locally, as explained above, they acquire most of their inputs from
foreign sources. Furthermore, Mexican-owned companies also source
part of their raw materials in international markets. Accordingly, not only
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will the nearshoring trend increase imports for these new companies,
but they will also increase at a level parallel to their level of production.

EIRSEE RO EFRSHE ARV EA IS E A SR FE T, FriE
FRRIE 85 3% e 2 BkEbn REEIN, [ERIRISFriEE, REb)
SEAHRWE DRI, (BRED FISIRARIRHREESN, LT,
FaSr B N EFRH I RIEERD RETH, B, T FIMIEBEMNAREIX
L AIHOSIB K, BIEREERSMWIIEF K,

While it is reasonable to consider that the reliance on imports would
decrease as is tied to the company’s level of maturity and the period of
time during which it has been operating locally, and even though data

has shown some improvement in the role of local suppliers over time, this
reliance is not generally a signiPcant change. A historical example is that of
the manufacturing industry in Mexico, in which as a general rule, Mexican
exports are heavily reliant on imported products.

REBERIAN, MHOHAKIMEIRE, BB S AIpEvFIE
Az ERINEEREETIEX, REFER RAMHN S inn EdskiE
ZHIAE, X—BUHARTREBEN., — M HLERIGF2EASFHIFIE
A, —RRM S S OGS WAFBEREIHO,

Production Destination FgBE#fIitE Most manufacturing output is
destined for export (on average, 71.5% of the total production of each
respondent). However, a signiPcant part of this production is intended for
other manufacturing companies in Mexico (23.0%). The remainder is placed
on the local market as Pnal goods.

KBRS P IS ER LA COER (M, SRS B
715%) . 1852, HIEL— A PRI BRHERIIRFIEAR (230%)
RSN ENRAT RIS,



First Manufacturing in Mexico Survey | Companies from Greater China

B k¥R R S HIE R B Rt i R RISEE

Diagram 1: Companies’ Average Response of Sourcing of Raw Materials and Destination of Manufactured Products
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Over time, one would expect a greater share to be allocated as inputs for
other local factories (which in turn will also export to the United States) as
well as for local market consumption.

FEERTEIROERS, ST ENTISIR AMIBEEM A T (RRBEEOEE
=) RIDER, AN BT At himEEAh EE = B0,

The following diagram explains the above discussion. NEI##E 7 BI3T16HY
NS

Caution should be used in interpreting the data. Results are an average of
the answers provided by each respondent, with relevant variances between
one respondent and another. Furthermore, the data provided is based

on the opinions of those surveyed and may not exactly reflect their actual
imports or exports.

ERRRIX IR, MASHNIEIR, ZERAEZINERIZAHIE, FE%
ITENRIEFERXER. LWL FrHEHIEEETZHENEN, FILtAIEE
Toi R I Mt JROSEPR I Bl R,

Notwithstanding these points, the data is consistent with the experience of
the export industry in Mexico and it is also an indication of what is currently
being experienced at these companies’ factories, as it clear that most raw
materials are imported.

REIL, ZHIESEASFHOTWAIRNE —3, BER VXL T IEE
2 HRISEPRER, RSRBERER D E 9RO,

Issues of Operating in Mexico B =[ARE

Caution should be exercised concerning how to interpret the nearshoring
trend. While it is expected that Mexico will experience a significant increase
in investment and production from Chinese companies, consideration
should also be given to relevant structural issues that could have the
potential to impact this trend in the long-term.

IfumEiAFEIMEESS, FRIEE, RETUTPEE ISR RNEF
RBARIBIEIK, BAEERBEXTIE B AR INABX S -,
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Graph 2: Companies’ Main Issues (Percentage of Responses)’
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The answers obtained by respondents demonstrate their concern involving
the different issues mentioned above, which they see as posing challenges
to their business operations. The most relevant issue noted is the absence
of what they consider to be suitable local suppliers to fulfill their needs.
Common topics stated by Chinese companies in one-on-one meetings
included a lack of suppliers within a reasonable distance from their intended
operations. However, it should be noted that there are strikingly different
patterns among the regions.

kBESEERICIEFRBM ISR EIAIZ NalRRAYEN, M TAJ9IX LD
B IR INEE kiR BREE DAY/ D eI et JFKkaY
BIERIAHHENE, EERISHEHITHI——=INE, I HREIRIER
EREER M HEE RS IEEE CEANHMNRE, BRFIE, AR
X 2 (87 N ERY A,

' The topics covered were as follows: local suppliers (availability, quality, costs); public
infrastructure (availability); taxation & customs (costs, compliance, interaction
with authorities); labor (costs, availability, skills, regulations); logistics (costs, timing,
complexity), Security (police availability, public order); administrative process
(compliance with regulations); business attitudes; real estate (availability, costs).

BRSBTS AN (A5, RE, A , AHEMIRIE (A5H) | REAEX (A,
G, SERES) ; 55070 (A, AS1E, $REEKF, iEM) | YR (A, Ad(E)%HE, E2E)
TE (BAOREYE, AHMKEF) ) TERE (Z2EM) | EBSE, Bitr (AIE1HE, A .
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The second most salient issue, labor, reflects the challenge that companies,
mostly from Mainland China, are currently facing when dealing with Mexican
workers. One of the common tendencies is that these new companies tend
to underestimate the cost of labor and overestimate productivity.

SN SRR S5, RRT TR, AR SREEAR, TR
PRSI T A ST SO, A — S o JE S A
SEIRA, FBEETNE,

Similarly, other challenges exist with respect to understanding the Mexican
labor environment. Experience has shown that Asian companies (not only
those from Mainland China) find it complicated and frustrating to navigate
labor regulations, costs and, in general terms, how to manage local labor
resources. Accordingly, companies from Mainland China have struggled to
accurately measure the actual costs and productivity of Mexican labor.

TR, I EIR SRS S DINE I Bk, 23, WM (
AMUN R EAFGE) RIENIFEEM, B, LURAMEE IR AR5 5)
RIRAT, BRAFEEREREI+ 2, R, PEAMBELSHESE
PO S5 s IRYSEPRB AR FIEE PR,

The Cost of Manufacturing Inputs &R A4

Most respondents believe that the cost of manufacturing inputs in Mexico
is more expensive than in Mainland China. In the case of raw materials, this
answer is almost universal.

REBD ZIHEINNEFSFHIFNS RN B R EARES. MRS,
FAMSRIROEIZLF 2L

For a long time, mainland China's manufacturing has been more competitive
than that of many other markets worldwide. It would therefore not come as
a surprise that relocating out of China would result in higher manufacturing

costs. However, Mainland China’s companies are frequently surprised by the
extent of this difference.

RALLK, PEARAIFIE W LR EMHIZES=F . BRI K

&I HTER S HRESHIFNEMA, B2, FEAME I E SRS T
PRAEFHIEE,
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Graph 3: Companies’ Perceptions of Costs in Mexico vs. Mainland China
(Percentage of Respondents)
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Regional Variances itXZER

It is not surprising that most of the respondents are establishing their companies in
Nuevo Leon State. If the companies located in Coahuila (e.g., around Saltillo and Ramos
Arizpe) are considered - i.e., connected to manufacturing in Nuevo Leon - 61.0% of all
respondents are located in one of these two states.

FABIMIRE, BARSHZINEEINKBMRIISER. BT RBIFHBARIN (F1a0, F=/RE
29FNA R AT SRR RMT) 9L — HINSFERSMAIEISRXRAIE — 61.0% BYZ
IDEMTXFANMNZ—.

Given that foreign investment has not been as highly relevant in the rest of the country
as it has been in Nuevo Leon, data and observations have been consolidated for the
remaining Mexican states. Although caution should be exercised when comparing
different states in Mexico , the data does show (in aggregate) patterns that differ quite
significantly from those of Coahuila and Nuevo Leon.

EREIINERBEXERMEXAARUFREMNBPAZ, Bl NS EFEFEMMZMAEIEM
MEBEREGH—IK, B, EUREAFARMNRMEEESIIER, BHEETHE (B
BHY) FHESRBIHALMNFIFRESMNIEEARE.
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Graph 4: Companies’ Perceptions of Issues that are a Problem for
the Operation (Percentage of Respondents per Region) 2

ElZk4: EAASRIMEENESENE (ZitKEISHZHERSLL)
Logistics

Public Infrastucture

Labor

Local Suppliers

Administrative Process
Taxation & Customs

Business Attitudes

Security

Real Estate

0.0%  20.0% 40.0% 60.0% 80.0% 100.0%

Source: Deloitte HE,I! r\#%%o Leon & Coahuila M Other States

Regional variances itXER

It is not surprising that most of the respondents are establishing their companies in
Nuevo Leon State. If the companies located in Coahuila (e.g., around Saltillo and Ramos
Arizpe) are considered - i.e., connected to manufacturing in Nuevo Leon - 61.0% of all
respondents are located in one of these two states.

FABIMURE, BRSHZNEENKBMRIISER. EEBATRBIFHBARIN (a0, F=/RE
29FNH RET- S EHR ML) A9k — HIaNSFERSMAIEISARRAIEL — 61.0% RIS
IDEMTXFANMNZ—.

Given that foreign investment has not been as highly relevant in the rest of the country
as it has been in Nuevo Leon, data and observations have been consolidated for the
remaining Mexican states. Although caution should be exercised when comparing
different states in Mexico , the data does show (in aggregate) patterns that differ quite
significantly from those of Coahuila and Nuevo Leon.

ZEEIMNERBEZE R M XA AR MFBMBPAZ, Fl G EESFES MR
MEBEREGH—IK, S, EHREASARMNRHREESIER, ERERTH (B
B FESRBIBRNNFIFEREMIEERE.

2 Baja California, Jalisco, Aguascalientes, Chihuahua, Guanajuato, San Luis Potosi, Tamaulipas and
Mexico State.

TONFURRRILIMN, MEFRUERRLIN. FI/RET-RESEN. BTN, JREAGEFEIN. EERSEMEIEFM. &
FEA IR MFOZEFE S,
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While it is clear that these two states differ from the rest of the country in
many respects, the two main differences are (i) the complexity of logistics
seems to be much more relevant in Nuevo Leon and Coahuila (88.2%)
than throughout the rest of the country and (i) security tends to be a key
concern in the rest of Mexico (81.2%).

REPILBEEZIXA MM SZEE X RELEFEER, BER T
E/TASRE. F— YIRHIEREREFHRBMNARBIHAIN (88.2%) IUFE
HNEE, B, nLmzEEMIX (81.2%) 2EZME.

As regards costs, a higher percentage of the surveyed companies
consider that Nuevo Leon and Coahuila are more expensive than China, in
comparison with the rest of the country, with respect to all cost categories.

AT S, BREZINEININIBRADZERE, FEkBMFIRBYHAINEL
PERAES, IBELZEEMM.

Graph 5: Companies’ Perceptions of Costs more Expensive in Mexico
vs. China (Percentage of Respondents per Region
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Conclusions &t

Although several drawbacks related to costs and ease of doing business are
cited as challenges by those surveyed, it is not unreasonable to conclude
that intentions involving expansion — and further investments in Mexico -
are expected in the coming months and years.

RESAMERHENEERAIZ fﬁ?&ﬂ)ﬁ‘i%ﬁiﬁ%%ﬁd}}%ﬁﬁ BREBZESIES
AN, R VNEMEJLVER, A= BEERSH T sk H—
9?2)\0

The expansion seen in Mexico is closely related to the reallocation needs
arising from the disruption of global supply chains. While Mexico is clearly
well positioned to take advantage of the nearshoring trend due to its
proximity to the largest consumer market - it will also need to address the
limitations perceived by foreign investors in order to represent an attractive
destination for manufacturing FDI over the long-term. Attracting more
sophisticated manufacturing will require local resources and infrastructure
better matched to the needs of foreign investors.

PSP AR RY Sk S 2 BRI N eI £ R E T 72 Boss K& YIAE
x. BASMSEERRIIGOEEREHZIMIENS, EFREFEIMBES
PRETFTERNE, CNAFERRINERRERZEIRIES, LIEKEBNAR
FNE VIS [EINE R, IS [EEZREE RIS W R AR RANEMIR
FEE iF it B INER R ERIT K,

Furthermore, local supplier development will be key to increasing the added
value that is created in Mexico by these new manufacturing investments.

b, AN RIROAR R0 KR, BAXEEEASAIFHFIE IR RS
FESHIMINME.
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