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Doing Business in Mexico
Market Overview
Top Five Reasons Why U.S. Companies Should Consider Exporting to Mexico:
1. Mexico is the 15t largest economy in the world.
2. Given Mexico’s large, diversified market, most U.S. products can be sold successfully.
3. Mexico continues to experience stable economic growth.
4. Recent economic reforms have liberalized key sectors such as energy and
telecommunications, creating market opportunities.
5. Close cultural, social, and economic ties make Mexico a natural market to consider for

first-time and expanding exporters.

Mexico’s USD 1.1 trillion annual GDP makes it the second largest economy in Latin America
and the 15t largest economy in the world. Mexico has a large, diversified economy, and its
increasing prosperity is linked to its deepening trade and investment relations with the United
States over the past two decades. Today, Mexico is our third largest trading partner (after
Canada and China) and second largest export market. Two-way trade in goods and services
totaled almost USD 1.6 billion daily in 2016, and this trade directly and indirectly supports
millions of U.S. jobs. Mexico imported USD 231 billion of U.S. products in 2016 and U.S.
exports of services to Mexico were USD 31.1 billion for 2016, for a total of USD 262 billion in
U.S. sales to Mexico. Mexico is the first or second largest export destination for 28 U.S.
states. Mexico is the third largest agricultural export market for the United States, taking
USD 18.7 billion in U.S. agricultural products, including corn, soybeans, dairy, pork, beef,
fish, and forestry products in 2016. Mexico brings in nearly four-fifths of its total food

imports from the United States.

Both countries have nearly USD 130 billion in bilateral, reciprocal foreign direct investment
(FDI). Mexico is the 16t largest investor in the United States, having invested a total stock of
USD 34.4 billion at the end of 2016. The FDI stock between the two markets has risen more
than six-fold since 1996. U.S. affiliates of Mexican-owned firms, in such diverse sectors as
cement, baked goods, retail, and publishing, employed 77,800 American workers in 2014.
Over the last 20 years our supply chains have become increasingly integrated. On average,

Mexican exports to the United States contain nearly 12 percent U.S. content, supporting U.S.

U.S. Department of Commerce | International Trade Administration




Mexico Country Commercial Guide, June 2017 _

jobs and production. In the auto sector the North American content can reach upwards of 70

percent, according to industry sources.

The North American Free Trade Agreement (NAFTA), which came into force in January 1994,
created a free trade zone for Mexico, Canada, and the United States. As a result of NAFTA,
there are no tariffs for qualifying goods and services traded between the three countries. In
this timeframe, U.S. goods exports to Mexico and Canada grew from USD 142 billion in 1993 to
USD 496.9 billion in 2016.

NAFTA has been at the center of the U.S.-Mexico commercial relationship. In 2016, with two
-way trade totaling just under USD 580 billion, the United States had a USD 7.6 billion surplus
in trade in services and a USD 63.2 billion deficit in trade in goods with Mexico. This trade
deficit in goods represented 8.6 percent of the global U.S. goods trade deficit (USD 736.8
billion). While our economies and businesses have changed considerably over the last 24
years, NAFTA has not. The United States seeks to support higher-paying jobs in the United
States and to grow the U.S. economy by improving U.S. opportunities under NAFTA. A review
of NAFTA will help make the United States, and North America, a stronger, more attractive
place to do business and a model for the rest of the world in the 21st century. To this end,
all countries began negotiations on August 16, 2017. Topics that will help inform the
direction, focus, and content of the NAFTA negotiations include: trade in goods; sanitary and
phytosanitary measures; customs, trade facilitation, and rules of origin; technical barriers to
trade; good regulatory practices; trade in services, including telecommunications and
financial services; digital trade in goods and services and cross-border data flows; investment;
intellectual property; transparency; state-owned and controlled enterprises; competition
policy; labor; environment; anti-corruption; trade remedies; government procurement; small-
and medium-sized enterprises; dispute settlement; and currency. Mexico is a member of the
World Trade Organization (WTO), the Asia-Pacific Economic Cooperation (APEC), the G-20,
and the Organization for Economic Cooperation and Development (OECD). Mexico has more
free trade agreements (FTAs) than any other country in the world - 12 FTAs covering 46
countries - which include the European Union, European Free Trade Area, Japan, the Pacific
Alliance, Israel, and ten countries in Latin America. For U.S. exporters, this means that the

Mexican market is one of the most open and competitive in the world.

Mexico is the most populous Spanish speaking country in the world. Seventy-nine percent of

its 123 million inhabitants live in urban areas. Ten percent of the population is considered
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wealthy and about 46 percent live in poverty. The remaining 44 percent of the population is
considered middle class. Mexico has a very young population with a median age of 28. It
offers a large market with a GDP of approximately USD 1.1 trillion with a 2016 estimated per
capita income of USD 18,864 (purchasing power parity). There is a large installed base of

manufacturing in a wide range of sectors.

Although Mexico’s GDP growth has slowed in the past few years, the growth rate has
exceeded expectations. The International Monetary Fund recently revised its estimated real
GDP growth from 1.7 percent to 1.9 percent in 2017, with growth strongly tied to the U.S.
economy and world oil prices. In 2013 and 2014, Mexico passed sweeping reforms in the
energy, telecom, labor, financial, and education sectors. These reforms should enable
Mexico to increase its global competitiveness. The energy and telecom reforms particularly

offer a multitude of new opportunities for U.S. firms.

Market Challenges

Mexico’s size and diversity are often under-appreciated. It can be difficult to find a single
distributor or agent to cover this vast market. Also, the Mexican legal system differs in
fundamental ways from the U.S. system, so U.S. firms should consult with competent legal
counsel before entering into any business agreements. The banking system in Mexico has
shown signs of growth after years of stagnation, but interest rates remain comparatively high.
In particular, small and medium-sized enterprises (SMEs) find it difficult to obtain financing at
affordable rates despite Mexican Government efforts to increase access to capital for SMEs.
U.S. companies need to conduct thorough due diligence, and should be conservative in
extending credit and alert to payment delays. As one element in a prudent due diligence
process, the U.S. Commercial Service offices in Mexico offer services to conduct background
checks on potential Mexican partners. U.S. companies should assist Mexican buyers explore
financing options, including U.S. Export-Import Bank (EXIM) programs, especially since Mexico

is the largest market for EXIM in the world.

Mexican customs regulations, product standards and labor laws may present challenges for
U.S. companies. U.S. Embassy commercial, agricultural, intellectual property rights,
standards, and labor officers are available to guide firms with respect to regulations that

affect their particular export product or business sector.
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Continued violence involving criminal groups has created heightened insecurity in some parts
of Mexico, including in some border areas. The State Department provides a security
assessment of every state in Mexico. All U.S. travelers to the country are strongly encouraged
to visit the Department of State’s Travel Warning website

at: https://travel.state.gov/content/passports/en/alertswarnings/mexico-travel-

warning.html.

Market Opportunities

Abundant market opportunities for U.S. firms exist in Mexico.

Mexico’s current administration came into office in 2012 for a six-year term ending in
December 2018. Part of its reform and development platform was a promise to expand
strategic public infrastructure and industrial development nationwide. A centerpiece of this
effort has been the implementation of a consolidated National Infrastructure Program
announced by President Enrique Pena Nieto in April 2013. The plan focuses on transportation,
water, energy, health, urban development, communications, and tourism, with an anticipated
total investment of USD 586 billion. Some of the projects have been completed, but many still
represent opportunities. Facing fiscal pressures, the government continued to cut public
infrastructure spending in 2017, delaying some projects. Some of the larger and longer-term
projects involve private sector investment to match government spending and will extend for
years or decades beyond 2018, such as Mexico City’s New International Airport. Decision-
making on some projects will slow or pause during the 2018 election cycle. In addition, the
government’s Pact for Mexico (Pacto por México) - an agreement signed by the country’s top
three political parties in 2012 containing 95 initiatives aimed at boosting Mexico’s GDP growth
- led to reforms in several sectors, including education, telecommunications, and energy.
These reforms will continue to generate commercial opportunities over the long term. The
U.S. Commercial Service continually monitors these infrastructure projects and economic
reforms for opportunities to participate and for sales to the Federal Government. For more
information on infrastructure opportunities in specific sectors, please see our leading sectors
information on transportation infrastructure, construction, aerospace, environmental

technologies, energy, and telecommunications.

With a shared Western and Hispanic culture, U.S. producers often find it straightforward to
market and sell their services and products in Mexico. Mexico’s most promising sectors

include: agriculture; agribusiness; auto parts and services; aerospace; education services;
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energy; environmental technology; franchising; housing and construction; packaging
equipment; plastics and resins; security and safety equipment and services; information
technology; transportation infrastructure equipment and services; and travel and tourism
services. A complete list of the top prospects in Mexico is provided in the Leading Sectors for
U.S. Exports & Investments section. However, given the size of the Mexican market, there is
almost no product a company cannot sell successfully in Mexico with the right preparation and

commitment.

Market Entry Strategy
e To do business in Mexico, it is crucial to develop and maintain close relationships with

clients and partners. Mexicans prefer direct communication such as telephone calls or
face-to-face meetings, especially in the initial stages of establishing a rapport. Email,
however, is widely used and social media apps such as WhatsApp are very popular for
quick interactions.

e Mexican consumers can be quite sophisticated. Due in large part to the proximity to
the United States, popular U.S. brands are widely recognized in Mexico.

e The U.S. Commercial Service can assess market potential of products and services,
provide advice on export strategies, and facilitate business agreements with potential
clients and/or partners through our three offices located in Mexico City, Guadalajara,

and Monterrey.

Political Environment
For background information on the political and economic environment of the country, please

click on the link below to the U.S. Department of State Mexico page.

http://www.state.gov/p/wha/ci/mx/

Selling U.S. Products and Services

Using an Agent to Sell U.S. Products and Services

Some U.S. firms sell their products through a sales agent who is usually an individual.
However, many Mexican firms are interested in serving as sales agents for U.S. firms. The
use of sales agents can be an effective way to reach smaller cities and remote locations in

Mexico.

Selecting an appropriate agent or distributor requires time and effort. There may be
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many qualified candidates, and U.S. firms should be careful to use high standards to
select the best suited agent/distributor. Since most Mexican firms sell in limited areas,
U.S. companies should consider appointing representatives in multiple cities to broaden
the distribution network. It is usually not advisable to grant an exclusive, national
agreement. Developing a close working relationship with the appointed agent/distributor is
important, and continuous communication is key. Providing appropriate training, marketing
support, samples, product support, and timely supply of spare parts (depending upon the
industry) is critical for success. There are no indemnity laws to prevent a company from
canceling an agent or distributor agreement, but cancellation clauses should be specific.
Sales performance clauses in agent/distributor agreements are permitted, and failure to
meet established standards can be a reasonable cause for contract cancellation. Before
signing an agent/distributor agreement, all parties should fully understand the terms and
conditions, and how the relationship is to be developed. Many international commercial
relationships become strained because insufficient time is invested in developing a full

understanding of what is expected.

The U.S. Commercial Service and other organizations, such as the American Chamber of
Commerce in Mexico and U.S. state government trade representatives, maintain lists of
Mexican agents/distributors, manufacturers, Mexican government offices, and private
sector trade organizations. After identifying a suitable agent/distributor, the U.S.
exporter is strongly encouraged to conduct a commercial background check on the
Mexican firm. The U.S. Commercial Service offers an International Company Profile report
that provides background information on a potential business partner, and larger Mexican

firms may be included in commercially available services, such as Dun & Bradstreet.

If a product is new to the market, or if the market is extremely competitive, advertising
and other promotional support should be negotiated in detail with your representative.
Product and industry knowledge, track record, enthusiasm, and commitment should be
weighed heavily. It is suggested that the U.S. exporter schedule annual visits of Mexican
personnel to the U.S. company headquarters for training. Another important factor to
consider is financing, as credit from Mexican banks is limited, and when available, is often
expensive. Joint venture agreements may also be considered to strengthen market
penetration. Direct marketing is another popular marketing strategy. Telemarketing is an

evolving marketing strategy, but is gaining in popularity and scope. While internet
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penetration has not yet reached the same level as in the United States, social media
marketing is becoming increasingly important and should be factored into marketing plans

where appropriate.

Establishing an Office

For U.S. companies interested in establishing a presence in Mexico, the General Law of
Mercantile Organizations (or Civil Code) regulates many different forms of business entities.
The type of business incorporation that a U.S. company or individual chooses is extremely
important, as it determines the operations they are allowed to perform in Mexico and, among

other liabilities, the amount of taxes owed.

The most commonly used types of business classifications are the Corporation (Sociedad
Anonima) identified with "S.A." at the end of the company name, and the Corporation with
Variable Capital (Sociedad Anonima de Capital Variable) identified with "S.A. de C.V." One of
the advantages of the latter is that the minimum fixed capital can be changed subsequent to

the initial formation.

A Limited Liability Partnership (Sociedad de Responsabilidad Limitada) identified with "S. de
R.L." is similar to a closed corporation in the United States and has the option of having
variable capital (S. de R.L. de C.V.). As this is an organization formed by individuals, it has

similar characteristics to a partnership with the exception of unlimited liability.

The Civil Partnership (Sociedad Civil) is the most common organization for professional
service providers. It has no minimum capital requirement and no limit on the number of
partners, but it is taxable in the same way as a corporation. It is identified with "S.C." The
Civil Association (Asociacion Civil) is the form that charitable or nonprofit organizations adopt

to operate, and is identified with "A.C."

A foreign company may open a branch (“sucursal”) in Mexico as an alternative to
incorporating. A branch can provide rights and responsibilities similar to a corporation,
including tax liability and access to local courts, but requires the approval of the National

Foreign Investment Commission (CNIE).
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Consulting with a law firm in Mexico prior to establishing an office in the country is
important. A partial list of Mexican law firms with international business focus and

experience can be found at: http://2016.export.gov/mexico/businessserviceproviders .

Franchising

The franchise sector in Mexico grew by 10 percent in 2016. Conservative estimates indicate

that despite economic challenges, this sector will grow by at least eight percent in 2017.

Franchises in Mexico are regulated by Article 142 of the Industrial Property Law and Article 65
of its Regulations. Article 142 established the definition of franchise, the requirements for

franchise agreements, and standards for pre-sale franchise disclosure.

It is important to register trademarks in Mexico to protect brands. According to the applicable
law, a trademark must be used by its owner, by the licensee, or the franchisee of record, or
it may be subject to an action of cancellation due to non-use. In this respect, franchising and
licensing agreements involving Mexican trademark applications or registrations must be
recorded with the Mexican Institute of Industrial Property (IMPl). The time frame for
registering a trademark in Mexico is approximately four to six months, assuming there are no

objections.

Direct Marketing

With the establishment of large international firms in Mexico and their emphasis on adopting
similar marketing strategies to those employed in their home market, the marketing services
industry has evolved into a more segmented and specialized sector, offering U.S. companies

a complete array of possibilities from which to choose.

In order to satisfy client demands, direct marketing has evolved, combining different methods
of promotion. The most important promotional tools employed by companies are direct mail,

social media and telemarketing.

Medium and small-sized U.S. companies entering the Mexican market should work closely with
their local distributor/representative in the creation of their marketing plans. The leading
association in Mexico that coordinates the activities of local and international marketing

associations is the Confederation of the Industry for Marketing Communication (CICOM).
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CICOM - Confederacion de la Industria de la Comunicacion Mercadotécnica
Gabriel Mancera 835

Col. Del Valle

C.P. 03100, México D.F. Tel: +52 55 5669 0067

E-mail: informacion@cicom.org.mx

http://www.cicomweb.org

Joint Ventures/Licensing

Given the flexibility of engaging in joint venture agreements, joint ventures and licensing
agreements are common approaches for U.S. firms interested in establishing a presence in
Mexico. Although some Mexicans rely on verbal agreements when doing business, it is highly
recommended to have a written joint venture agreement with your Mexican business partner.
According to Mexican law, joint ventures are considered separate entities from their parent

companies and must register separately to pay taxes.

To safeguard a license or patent against third parties, all licenses and patents in Mexico must
be registered with the Mexican Institute of Industrial Property (IMPI). Registering a license or
patent entails a government review that can take four to six months. For more information on

IMPI, please see the “Intellectual Property” section below.

U.S. professional licenses (i.e., engineer, architect, lawyer) are not generally recognized in
Mexico. One must become accredited in Mexico, or have a Mexican counterpart co-sign or
validate the U.S. work. For example a U.S. architect may draw- up plans for a building, but a
licensed Mexican architect must sign-off on them. A list of local professional associations can
be found at the Principal Business Association section. A guide to register your professional
degree in Mexico (information is in Spanish) can be found at the Secretariat of Education
website at:  https://www.gob.mx/tramites/ficha/revalidacion-de-estudios-universitarios-
realizados-en-el-extranjero-ante-la-dgair/SEP2818. For additional information, please contact

the U.S. Commercial Service in Mexico.

Selling to the Government

The Mexican Government purchases large volumes of raw material, repair parts, finished
goods, and hired services to execute important infrastructure and construction works, not to
mention supplies for the broad scope of government functions, including a government-run
hospital and healthcare network, schools, defense, police, research, international affairs, and

more.
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Budgets and Spending

Mexico’s 2017 federal budget authorization is MXN 4.89 trillion, approximately USD 269 billion
as of June 30, 2017 exchange rates. This does not count state or municipal spending, nor does
it count private investment in public-private infrastructure projects such as Mexico City’s New
International Airport currently under construction. However, it does count direct federal
spending, spending tied to state-owned enterprises such as PEMEX, and transfers to state and

municipal governments.

Traditionally, the entities and enterprises with the largest procurement budgets have been

the following public entities:

» Secretariat of Communications and Transportation (SCT)
« Secretariat of Public Education (SEP)

« Secretariat of Finance and Public Credit (SHCP)

o Secretariat of Health (SSA)

o Secretariat of Public Security (SSP)

o Secretariat of National Defense (SEDENA)

» Secretariat of the Navy (SEMAR)

Certain state-owned enterprises also drive significant spending:

e The Mexican national oil company (PEMEX)
o Federal Electricity Commission (CFE)
« Mexican Institute of Social Security (IMSS)

» Institute of Social Security and Services for Public Employees (ISSSTE)

State and municipal spending should not be ignored. The largest states and cities in terms of
economic size include Mexico City and the states of México, Nuevo Ledn, Jalisco, Veracruz,
Campeche, and Guanajuato, which together account for more than 50 percent of national
GDP.

Using Local Partners

For most opportunities, it is not necessary to have a local representative or an office in
Mexico to bid on a tender and sell to the Mexican Government. However, it can simplify
obtaining the information needed to prepare bid documents and support after-sales service

and parts supply, in addition to tracking competitors and reassuring the procuring agency of
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your long-term commitment to the market. For these reasons, we strongly recommend that
U.S. companies seeking government contracts work with a partner in Mexico. The U.S.
Commercial Service can assist in identifying potential partners for U.S. companies. More

information about these services can be found in the Trade Promotion & Advertising section.

Tracking Tenders and Bidding

The Mexican Federal Government uses an online procurement information management tool

called CompraNet (https://compranet.funcionpublica.gob.mx), similar to the United States

FedBizOpps system. CompraNet is a repository for all official tender information and
documents by all bidders, and is managed with oversight by Mexico’s Secretariat of Public
Administration (SFP).

U.S. firms are encouraged to carefully analyze tender specifications. They may differ from
entity to entity as well as the value of the purchase, type of goods or services, and regulatory
requirements. A bid will be disqualified if not received within the specified period of time.
Bids can also be disqualified for not meeting technical requirements, even items as small as a
discrepancy in a comma between a bidder’s corporate name and its certifications. Likewise,

each tender includes a specific period of time for participants to ask questions.

If a tender specifies a certain brand or gives preference to a supplier, a complaint can be
filed with the Directorate General of Complaints (Direccion General de Quejas) at the
procuring agency before the contract is awarded. Bids should only include the exact
specifications listed in the tender. "Additional solutions” and/or specifications not listed will
disqualify the bid.

Finally, U.S. firms should communicate regularly with their Mexican representative and fine-
tune all details related to the required documents. There have been numerous cases of
disqualification based upon seemingly insignificant omissions on the part of bidders to comply

with tender requirements and procedures.

Advocacy

U.S. companies bidding on a Mexican Government tender may also qualify for U.S.
Government advocacy. A unit of the U.S. Commerce Department’s International Trade

Administration, the Advocacy Center, coordinates U.S. Government interagency advocacy
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efforts on behalf of U.S. exporters bidding on public sector contracts with international

governments and government agencies.

The Advocacy Center works closely with our network of domestic U.S. Commercial Service
Export Assistance Centers and with the U.S. Commercial Service in Mexico to ensure that
exporters of U.S. products and services have the best possible chance of winning government
contracts. Advocacy assistance can take many forms but often involves the U.S. Embassy or
other U.S. Government agencies expressing support for the U.S. bidders directly to the

foreign government.

Corruption
Corruption exists in many forms in Mexico, and it can, at times, significantly influence
tenders. This is particularly true at the sub-national level. Please see the sections on

Corruption and Regulatory Transparency in the Investment Climate Statement.

Multilateral Development Banks
Many governments finance public works projects through borrowing from the Multilateral
Development Banks. Please refer to the Project Financing section in the Trade and Project

Financing chapter for more information.

Distribution & Sales Channels
Retail
Retail sales in Mexico grew by an impressive seven percent in 2016. Aspects that will
shape the industry in 2017 include the impact of the strong U.S. dollar, the
proliferation of interest-free financing offers, mobile retailing, and continued

company activity in the form of mergers, acquisitions, and expansions.

A common practice in Mexico is to offer financing in the form of interest-free layaway
(meses sin intereses, or MSI) to consumers. Originally extended primarily by national
retailers during special events such as the “Hot Sale” and “el Buen Fin,” the practice
has become widespread among both local and international companies. Mexico has
several large retail stores and chains including El Palacio de Hierro, Saks Fifth Avenue,

Coppel, Grupo Comercial Chedraui, and Sears Roebuck de México.
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Importers and Wholesalers

The largest importers and wholesalers are among the key retail chains including
Walmart de Mexico, Costco de Mexico, El Puerto de Liverpool SAB de CV, El Palacio de
Hierro, Sanborns de Mexico SAB de CV, and Sears Roebuck de Mexico. The official
database of Mexican importers features approximately 3,000 import firms as of
December 2016.

Geographic Segmentation

Mexico is a large market to cover, whether for distribution or for sales channels. The
U.S. Commercial Service in Mexico recommends that U.S. exporters consider splitting
the country into distinct territories rather than trying to sign a single agent or

distributor with exclusive national rights.

Logistics and Distribution Infrastructure

Mexico is a leading global logistics center, in large part based upon the 12 trade
agreements with 46 countries it has signed. Shipping logistics work well in Mexico,
though not without some concerns. The World Bank’s Logistics Performance Index for
2016 places Mexico in 54th place out of 160 countries in terms of logistics efficiency.
Transportation-logistics services are expensive in Mexico, representing eight to 15
percent of product cost in Mexico is related to logistics, compared to five to seven
percent in the U.S. According to figures from the Mexican Secretariat of
Communications and Transportation (SCT), over 55 percent of Mexican products
intended for domestic consumption travel by land on trucks, 12 percent travel by

train, and 31.6 percent are transported by ship.

One of the main goals of the Mexican Government is to reduce transport costs across
the economy to increase competitiveness and facilitate movement of merchandise. To
do so, Mexico is modernizing its national transportation network. The National
Infrastructure Plan outlines planned improvements to the highways, railways, and

ports and is described in further detail in our section on Transportation Infrastructure.

Currently, the Mexican transport infrastructure includes:

« Approximately 380,000 km of highways and roads
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e More than 26,700 km of railroads

o A total of 64 international commercial airports, 1,424 airfields (including military
and small privately owned fields), and nearly 500 heliports

* More than 100 seaports and intermodal terminals

» Nearly 27,000 km of oil and gas pipelines

Land Borders

The main land border crossings with the United States are Nuevo Laredo, Ciudad
Juarez, Piedras Negras, Mexicali, and Tijuana. Tijuana is the world’s busiest border
crossing. However, the greatest value of goods passes through the Laredo-Nuevo
Laredo border crossing, where approximately 60 percent of all U.S.-Mexican
merchandise trade clears customs. The Government of Mexico and some state
governments are trying to promote other border crossings in order to decrease the
concentration in Laredo and to offer future options to the increasing commercial

traffic between the two countries.

Highways

Eighty-five percent of goods, by value, are distributed by trucks. Mexico has a modern
highway system, primarily comprising toll roads, connecting the main industrial areas
located in the Mexico City-Guadalajara-Monterrey triangle. Outside this area, road

transportation is more challenging.

Ports

The main maritime ports are Altamira, Tampico, Veracruz and Progreso on the Gulf
Coast of Mexico, and Ensenada, Guaymas, Lazaro Cardenas, Manzanillo, and Puerto
Madero on the Pacific Coast. All these ports have the infrastructure and equipment to
facilitate intermodal, door-to-door merchandise transportation. The government’s
infrastructure program includes important projects to modernize and expand existing
ports, including doubling capacity of the Port of Veracruz, improving existing
multimodal corridors, connecting Gulf and Pacific ports, and linking production and

consumer centers with NAFTA corridors.

Selling Factors & Techniques

In addition to developing strong working relationships with Mexican partners, it is highly

recommended that U.S. firms use Spanish-language materials and communicate in Spanish
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whenever possible while doing business in Mexico. Hiring local staff can help facilitate these

relationships and provide U.S. companies with insight on selling to the Mexican market.

eCommerce

Overview
According to the Mexican Internet Association’s latest available data, the Mexican

eCommerce market had a value of USD 16.2 billion in 2015 and grew at an annual rate
of 59 percent. The market will continue growing as a result of improvements in
connectivity, enhanced financial inclusion, more streamlined logistics and increased
digital literacy. Multichannel brick-and-mortar (brick-and-click) retailers have
reportedly seen their online sales grow to account for 25 percent of overall sales.
Surveys conducted by the Mexican Internet Association indicate that 76 percent of

internet users report engaging in e-commerce within the last three months.

Current Market Trends

Apparel and accessories lead the categories of reported online purchases, followed by
digital downloads, event tickets, and video games. PayPal, debit cards and personal
credit cards are the preferred methods of payment. However, due to a low rate of
financial inclusion, many retailers offer alternatives such as cash payments at
convenience stores. The top incentives for online shoppers are secure payment
options, free shipping, and a guaranteed return policy. There is a growing trend

towards purchasing through mobile devices.

Domestic eCommerce (B2C)

Online market places such as Mercado Libre and Linio are among the most popular
sites used for domestic eCommerce in Mexico. Amazon opened its first Mexican
storefront and fulfillment center in 2015, and launched Amazon Prime in 2017. Local
department stores have expanded their online operations. However, buyers still report

a higher number of purchases from international retailers.

Cross-Border eCommerce
Sixty percent of Mexican online shoppers reportedly purchased from international

retailers. In 2015, 64 percent of those purchases were made on U.S. sites. Despite the
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fact that Mexico’s de minimis’ level of USD 50 is much lower than the de minimis of
USD 800 in the United States, cross-border eCommerce has benefitted from a
simplified customs clearance regime for low-value express commercial shipments.
However, new regulations proposed by the Mexican tax authority, known as SAT, could
result inadditional requirements that would make express delivery shipments to

Mexico more difficult and costly for U.S. companies.

B2B eCommerce
There is little B2B eCommerce activity in Mexico. Some start-ups, mostly from the
United States, have focused on U.S.-Mexico B2B eCommerce, but they have not gained

much traction thus far.

eCommerce Services

International and domestic companies support eCommerce start-ups of established
retailers that want to expand to online sales by providing services such as search
engine optimization and inbound marketing strategies, lead nurturing and marketing

automation.

eCommerce Intellectual Property Rights
Products sold online are covered by Mexico’s Federal Copyright and Industrial Property

Law. The law also protects online original content and domain names.

Popular eCommerce Sites

Online marketplaces such as www.mercadolibre.com.mx, www.linio.com.mx and

www.amazon.com.mx are widely used. Additionally, some brick-and-mortar retailers

have been very successful in expanding their eCommerce sales. Among the most

popular are www.walmart.com.mx and www.liverpool.com.mx.

Online Payment
PayPal is the most popular method of online payment, followed by debit cards and

personal credit cards.

' The International Chamber of Commerce Customs Guideline #11 defines "de minimis" as “a
valuation ceiling for goods, including documents and trade samples, below which no duty or
tax is charged and clearance procedures, including data requirements, are minimal.”
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Mobile eCommerce

Mobile ecommerce is growing in Mexico. It is estimated that 31 percent of online
purchases are conducted through mobile devices. Buyers access their social networks
predominantly through mobile devices, and growth of mobile transactions has also

been driven by the popularity of ridesharing networks.

Digital Marketing
Mexican buyers report being highly influenced by social networks when making their
purchases. Shoppers go online to conduct price comparisons, research product

features, or find nearby stores before making purchasing decisions,.

Major Buying Holidays

Retailers report the highest number of eCommerce sales during a full-weekend
promotion adopted by most Mexican retailers called “El Buen Fin,” modeled in part
after Black Friday in the United States and held in mid-November. The second largest
event is “HotSale,” an initiative of the Mexican Association of Online Retailers where
eCommerce vendors offer significant discounts over three to four days. It is held in
late May/early June. Other major buying holidays are Christmas, Cyber Monday,
Mother’s Day, and Julio Regalado.

Social Media

Use of social media is widespread in Mexico. It is the most popular online activity,
followed by e-mail. Facebook is the most used social network, followed by YouTube,
Twitter, and Instagram. Shoppers are highly influenced by advertising on social

networks and the growing trend toward mobility will likely increase this influence.

Trade Promotion & Advertising

Pricing

U.S. exporters should look carefully at broker fees, transportation costs
and taxes to determine if the product/service can be priced competitively. U.S. companies
shipping goods not made in the United States could find their products subject to duties. For

more information about import tariffs, see the Customs, Regulations & Standards section in

the Trade Barrier section.
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Value-Added Tax (IVA)

Mexican Customs collects a value-added tax (IVA) from the importer on foreign
transactions upon entry of the merchandise into Mexico. This IVA is assessed on the
cumulative value consisting of the U.S. plant value (F.0.B. price) of the
product(s), plus the inland U.S. freight charges, and any other costs listed separately
on the invoice, such as export packing, insurance, plus the duty, if applicable.
Temporary imports of raw materials intended for export in final goods may be exempt

from IVA under certain conditions.

The IVA is 16 percent country-wide. The importer will pay other fees for such services
as inland Mexico freight, warehousing, and customs brokerage fees, if applicable. The
IVA is a pass-along tax, typically recovered at the point of sale when the product is
sold to the end-user. Each time the product is sold the buyer is charged the IVA. If

resold, the importing company will then be reimbursed.

Sales Service/Customer Support
Service and price are extremely important to Mexican buyers. In many industries, the
decision to select a supplier depends on the demonstrated commitment to service after the

sale has been made.

Mexican customers demand uniform quality, compliance with international standards,
timely deliveries, and above all, reliable local service and maintenance programs. This
last factor has become, in many instances, even more important than pricing or
financing. Many Mexican firms employ English-speaking staff, but it is a good idea for
U.S. companies to work with Spanish-speaking sales representatives. Providing appropriate
training, product support, and timely supply of spare parts is critical for success. ldeally,
the U.S. exporter should also host periodic visits by Mexican representatives to their
headquarters. All Mexicans traveling to the United States for training or other business
purposes need a visa. More information on the visa process is provided in the Business

Travel section in Visa Requirements.
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Protecting Intellectual Property

Intellectual Property Rights (IPR) in Mexico are covered by the Industrial Property Law (Ley de
la Propiedad Industrial) and the Federal Copyright Law (Ley Federal del Derecho de Autor).
Responsibility for the protection of IPR is spread across several government agencies. The
Office of the Attorney General (PGR) oversees a specialized unit (UEIDDAPI) that prosecutes
IPR crimes. The Mexican Institute of Industrial Property (IMPl) administers patent and
trademark registrations, and handles administrative enforcement cases involving allegations
of IPR infringement. The National Institute of Copyright (INDAUTOR) administers copyright
registrations and mediates certain types of copyright disputes, while the Federal Commission
for the Prevention of Sanitary Risks (COFEPRIS) regulates pharmaceuticals, medical devices
and processed foods. The Mexican Customs Service’s (Aduanas) mandate includes ensuring

that illegal goods do not cross Mexico's borders.

After five years in office, the administration of President Enrique Pena Nieto (EPN) has
expended considerable time and political capital overhauling multiple industry sectors in
Mexico, but has not focused on similar reforms on the intellectual property front. Legislative
reform long identified by the U.S. Government and others - such as granting customs effective
ex-officio authority and providing the authority to seize suspected counterfeit and piratical
merchandise in-transit-have been dormant, and there is reluctance on the part of the

Government of Mexico to seriously address these issues.

Mexico is plagued by widespread commercial-scale infringement that results in significant
losses to Mexican, U.S., and other IPR owners. There are many issues that have made it
difficult to improve IPR enforcement in Mexico, including legislative loopholes; lack of
coordination between federal, state, and municipal authorities; a cumbersome and lengthy
judicial process; and widespread acceptance of piracy and counterfeiting. In addition, the
involvement of Transnational Criminal Organizations (TCOs), which control the piracy and
counterfeiting markets in parts of Mexico, continue to impede Federal Government efforts to
improve IPR enforcement. Their involvement has further illustrated the link between IPR
crimes and illicit trafficking of other contraband, including arms and drugs. Mexico still relies
on arrests and prosecutions of counterfeiters and pirates in flagranti, as opposed to mounting

proactive investigations that seek to dismantle pirating and counterfeiting networks.
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Mexico is listed on the Watch List in USTR’s 2017 Special 301 Report. Obstacles to U.S. trade
include the wide availability of pirated and counterfeit goods in both physical and virtual
notorious markets. The 2016 USTR Out - Of-Cycle-Review of Notorious Markets listed two

Mexican markets, Tepito in Mexico City, and San Juan de Dios in Guadalajara.

There have been some recent positive developments. For example, Mexico formally joined
the Madrid Protocol in 2012, which provides a simple streamlined process for trademark
owners to apply for trademark protection in multiple jurisdictions. Additionally, a significant
positive development in 2016 was the passage of legislation establishing opposition
procedures for trademark applications, which is expected to increase due process and
transparency in the trademark registration process, helping to address the issue of bad-faith
trademarks. In addition to IMPI’s online trademark registration system, a new online patent
registration system was just recently added. Moreover, as a result of the North America
Competitiveness work plan, the United States, Canada, and Mexico entered into a Trilateral
Patent Prosecution Highway (PPH) pilot program, which allows a patent holder in one country
to fast track the examination of that same patent application in the other country in order
obtain the corresponding patent faster and more efficiently. Mexico is a signatory to
numerous international IPR treaties, including the Paris Convention for the Protection of
Industrial Property, the Bern Convention for the Protection of Literary and Artistic Works, and
the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights. Although
Mexico is a signatory to the WIPO Internet Treaties (WCT and WPPT), which were ratified in
2002, it has yet to fully implement them.

Guiding principles for effective protection and enforcement of your IPR:

Several general principles are important for effective management of IPR in Mexico. First, it
is important to have an overall strategy to protect your rights. Second, IPR is protected
differently in Mexico than in the United States. Third, rights must be registered and enforced
in Mexico, under local laws. Your U.S. trademark and patent registrations will not protect you
in Mexico. There is no such thing as an “international copyright” that will automatically
protect an author’s writings throughout the entire world. Protection against unauthorized use
in a particular country depends, basically, on the national laws of that country. However,
most countries do offer copyright protection to foreign works under certain conditions, and
these conditions have been greatly simplified by international copyright treaties and

conventions.
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Registration of patents and trademarks is on a first-in-time, first-in-right basis, so you should
consider applying for trademark and patent protection even before selling your products or
services in the Mexico market. It is vital that companies understand that intellectual property
is primarily a private right and that the U.S. Government generally cannot enforce rights for
private individuals in Mexico. It is the responsibility of the rights holders to register, protect,
and enforce their rights, and where relevant, retain their own counsel and advisors.
Companies may wish to seek advice from local attorneys or IP consultants who are experts in
Mexican law. The U.S. Commercial Service in Mexico maintains a list of local attorneys but
assumes no responsibility for the professional ability or integrity of the providers listed. The
list can be found at:

http://2016.export.gov/mexico/businessserviceproviders/index.asp?bsp_cat=80120000.

While the U.S. Government stands ready to assist, there is little we can do if rights holders
have not taken these fundamental steps necessary to securing and enforcing their IP in a
timely fashion. Moreover, in many countries, rights holders who delay enforcing their rights
on a mistaken belief that the U.S. Government can provide a political resolution to a legal
problem may find that their rights have been eroded or abrogated due to legal doctrines such
as statutes of limitations, laches, estoppel, or unreasonable delay in prosecuting a law suit.
In no instance should U.S. Government advice be seen as a substitute for the obligation of a

rights holder to promptly pursue its case.

It is always advisable to conduct due diligence on potential partners. Negotiate with a full
understanding of the position of your partner and give your partner clear incentives to honor
the contract. A good partner is an important ally in protecting IP rights. Consider carefully,
however, whether to permit your partner to register your IP rights on your behalf. Doing so
may create a risk that your partner will list itself as the IP owner and fail to transfer the
rights should the partnership end. Keep an eye on your cost structure and reduce the margins
(and the incentive) of would-be bad actors. Projects and sales in Mexico require constant
attention. Work with legal counsel familiar with Mexican laws to create a solid contract that

includes non-compete clauses, and confidentiality/non-disclosure provisions.

It is also recommended that small- and medium-sized companies understand the importance

of working together with trade associations and organizations to support efforts to protect IP

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017

and stop counterfeiting. There are a number of these organizations, both Mexico- and U.S.-

based. These include:

e U.S. Chamber of Commerce

e American Chamber of Commerce in Mexico

¢ National Association of Manufacturers (NAM)

e International Intellectual Property Alliance (lIPA)

e International Trademark Association (INTA)

e Coalition Against Counterfeiting and Piracy

e International Anti-Counterfeiting Coalition (IACC)

o Pharmaceutical Research and Manufacturers of America (PhRMA)
e Biotechnology Industry Organization (BIO)

¢ Institute for the Protection of Intellectual Property and Legal Commerce (IPPIC)
e Mexican Association of Research Pharmaceutical Industries (AMIIF)
e Mexican Association of Phonogram Producers (AMPROFON)

e Motion Picture Association of America (MPAA)

e Business Software Alliance (BSA)

IP Resources:
A wealth of information on protecting IP is freely available to U.S. rights holders. Some

excellent resources for companies regarding intellectual property include the following:

e For information about patent, trademark, or copyright issues -- including
enforcement issues in the United States and other countries - call the STOP!
Hotline: 1-866-999-HALT or visit www.STOPfakes.gov.

e For more information about registering trademarks and patents (both in the United
States as well as in foreign countries), contact the U.S. Patent and Trademark
Office (USPTO) at: 1-800-786-9199, or visit http://www.uspto.gov/.

e For more information about registering for copyright protection in the United
States, contact the U.S. Copyright Office at: 1-202-707-5959, or visit
http://www.copyright.gov/.
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e For more information about how to evaluate, protect, and enforce intellectual
property rights and how these rights may be important for businesses, please visit
the “Resources” section of the STOPfakes website at

http://www.stopfakes.gov/resources.

e For information on obtaining and enforcing intellectual property rights and market-

specific IP Toolkits visit: http://www.stopfakes.gov/business-tools/country-ipr-

toolkits. The toolkits contain detailed information on protecting and enforcing IP in
specific markets and also contain contact information for local IPR offices abroad
and U.S. Government officials available to assist small- and medium-sized

enterprises (SMEs).

An English-language overview of Mexico's IPR regime can be found on the WIPO website at:

http://www.wipo.int/wipolex/en/profile.jsp?code=MX

Although a firm or individual may apply for example, for a patent or trademark directly, most
foreign firms hire local law firms specializing in intellectual property. The U.S. Commercial
Service’s Business Service Provider program has a partial list of local lawyers at:

http://export.gov/mexico/businessserviceproviders/index.asp?bsp_cat=80120000

Additional resources for right holders:

J. Todd Reves

Intellectual Property Rights Attaché for Mexico, Central America and the Caribbean
U.S. Trade Center

Liverpool No. 31 Col. Juarez

C.P. 06600 Mexico City

Tel: + 52 55 5080 2189

E-mail: Todd.Reves@trade.gov

Claudia Rojas

Senior Legal Specialist

U.S. Trade Center

Liverpool No. 31 Col. Juarez

C.P. 06600 Mexico City

Tel: + 52 55 5080 2000, ext. 5222
E-mail: claudia.rojas@trade.gov
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American Chamber of Commerce Mexico
Paseo de la Reforma 295

Col. Cualihtemoc 06500

Mexico City

Tel.: + 52 55 5141 380

E-mail: amchammx®@amcham.org.mx

National Institute of Copyright (INDAUTOR)
Puebla No. 143

Col. Roma, Del. Cuauhtémoc

06700 México, D.F.

Tel: + 52 55 3601 8270

E-mail: mguerra@sep.gob.mx

Web: http://www.indautor.gob.mx/

Mexican Institute of Industrial Property (IMPI)
Periférico Sur No. 3106

Piso 9, Col. Jardines del Pedregal

Mexico, D.F., C.P. 01900

Tel: +52 55 56 24 04 01 / 04

+52 55 533407 00

E-mail: mmargain@impi.gob.mx
mvillelag@impi.gob.mx

Web: http://www.impi.gob.mx/

Due Diligence

U.S. firms are strongly advised to conduct due diligence on a Mexican firm or individual
before entering in any type of agreement. In Mexico’s larger cities, it is possible to hire a
local consulting or law firm to obtain information about a company or individual. In
addition, local chambers and associations can assist U.S. firms in locating economic

reports on a particular firm.

There are only a few private firms that conduct due diligence countrywide. The U.S.
Commercial Service offers this service called International Company Profile (ICP) which can
be ordered from our domestic U.S. Export Assistance Centers or our offices in Monterrey,
Guadalajara, and Mexico City. The ICP is a report in English that includes financial and

commercial information on a Mexican firm.

Local Professional Services
The U.S. Commercial Service in Mexico maintains a list of business service providers for
companies seeking to do business in Mexico. These service providers can be found at:

http://2016.export.gov/mexico/businessserviceproviders/index.asp
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Principal Business Associations

Additionally, the following associations can be helpful for U.S. firms seeking more information

on professional services:

Mexican Association of Accounting Firms: http://amcpdf.org.mx/

Mexican Confederation of Customs Brokers: http://www.caaarem.mx/

Mexican Association of Electrical and Electronic Communications Engineers:

http://www.amicee.org.mx/

Mexican Association of Industrial Parks: http://ampip.org.mx/en/

Mexican Association of Information-Technology Industries: http://amiti.org.mx/

Mexican Association of Insurance Institutions: http://www.amis.com.mx/amis/index.html

National Chamber of Auto-Freight-Transport: http://canacar.com.mx/

National Chamber of Consulting Companies: http://cnec.org.mx/

Limitations on Selling U.S. Products and Services

U.S. investors receive national and most-favored-nation treatment in setting up operations or
acquiring firms in Mexico. Exceptions exist for investments restricted under NAFTA. The
United States, Canada, and Mexico have the right to settle any dispute or claim under NAFTA
through international arbitration. NAFTA also eliminated some barriers to investment in
Mexico, such as trade balancing and domestic content requirements. Local Mexican

governments must also accord national treatment to investors from NAFTA countries.

Sectors reserved for the Mexican Government in whole or in part:

A. Petroleum and other hydrocarbons
B. Basic petrochemicals

C. Telegraphic services

D. Radioactive materials

E. Electric power transmission and distribution
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F. Nuclear energy
G. Coinage and printing of money

H. Postal service

I. Control, supervision and surveillance of ports of entry
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Sectors reserved for Mexican Nationals:

A. Development banks

B. Certain professional and technical services

C. Domestic transportation for passengers, tourism and freight, except for messenger or

package delivery services.

Web Resources
Foreign Trade Information System
(SICE)

Secretaria de Economia (SE)

Leading Sectors for U.S. Exports & Investments

Aerospace
Overview

http://www.sice.oas.org/Trade/NAFTA/NAFTATCE.ASP

http://www.gob.mx/se/acciones-y-

programas/comercio-exterior

The following table provides the most recent statistics for the aerospace industry in

Mexico. Please note that these figures do not include aviation products and services,

airport construction products and services, or military-related purchases.

Aerospace Industry Market Size

(Figures in USD billions)

2014 2015 2016 2017
(Estimated)
Total Local Production 2.86 2.92 3.00 3.06
Total Exports 4.28 4.74 4.75 2.08
Total Imports 5.34 5.81 5.88 5.67
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Imports from the US 3.12 3.43 3.40 3.09
Total Market Size 3.92 3.99 4.13 6.65
Exchange Rates 13.30 15.89 18.68 18.70 (YTD)

Source: Global Trade Atlas 2017

The aerospace industry is relatively young in Mexico, but in the State of Baja
California, one firm has been in the market for 60 years and aerospace is one of its
leading business divisions. The aerospace industry is an excellent example of growth,
foreign investment attraction, and job creation: an average export growth of 20
percent in the period 2013-2015, job creation at 63,000 as of 2016, and up to USD 6
billion in direct foreign investment flows in 2015 alone. Moreover, global demand for

new aircraft and maintenance services support a positive future for the industry.

Aerospace Supply Chains and Production

The number of aerospace firms in Mexico grew to 320 in 2015, a 65 percent increase
since 2009. The arrival of the French aerospace firm Bombardier in the State of
Queretaro in 2004 encouraged many international firms to look at the Mexican
aerospace sector. The Mexican Government launched various programs to create
employment opportunities, including business incentives, new workforce training
programs, and new universities. The Mexican Government has called this effort the
“three helixes” as it successfully forged close collaboration between the private

sector, government, and academia.

The Mexican Government’s Maquiladora Export Program, beginning in the late sixties,
laid the foundation for the aerospace industry by expanding industrialization,
employment, and regional development. The Maquiladora Program allows the
importation of goods without paying import duties to assemble products that will be
exported. Several aerospace firms that were in Mexico before 2005 located in the
northern border cities to reduce costs and take advantage of the flexibility and
customs procedures of “maquiladora” in-bond operations. This trend accelerated
industrial park development in northern Mexico. These parks have evolved into

diversified aerospace hubs, or clusters. Some examples of aerospace companies with a
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long-term presence include Rockwell Collins (1969), Safran Group (1991), Labinal
(1996), and more recently Beechcraft (2007).

Currently, the aerospace sector in Mexico is made-up of around 320 manufacturing
firms and organizations: maintenance-repair-overhaul facilities (MROs), technical
schools, research centers, and universities, as well as related service providers. In
general terms, 80 percent of all firms are manufacturers, and 20 percent focus on
design, engineering and/or MRO services. Although Mexico does not produce large
aircraft at this time, there is manufacturing for aircraft parts (commercial, private,
and military), design and engineering, research and development (R&D), global
certifications, and related services. The sector is further divided into original
equipment manufacturers (OEMs, producing small final aircraft), companies involved
in Tier 1 production (principal aircraft systems), Tier 2 (producers of sub-assemblies),
and Tier 3 (parts and supplies). In contrast with the U.S. market, the Mexican
aerospace industry does not include local contractors developing entire projects in
defense and space; rather, the Mexican niche is for aerospace parts and assemblies

that are integrated into final systems.

The Mexican aerospace industry has five main hubs (clusters) located in the states of
Baja California (Tijuana-Mexicali), Sonora, Chihuahua, Queretaro, and Nuevo Ledn.
Together with an increased number of OEMs and Tier 1 production, we see moderate
growth of Tier 2 and Tier 3 suppliers. Aerospace hubs continue receiving new
aerospace players interested in Mexico’s attractive logistical advantages, lower labor

costs, improved workforce quality and technical training, and government incentives.

Mexico has improved its aerospace manufacturing capabilities, moving from production
of components, small parts, and harnesses, to manufacturing of airframes, flight
surfaces, and flight control and avionic assemblies. For instance, Aernnova produces
airframe and flight structures, GE and Rolls Royce develop new turbine systems,
Fokker Aerostructures manufactures wings for jets, and Safran Group—with seven
facilities in the State of Queretaro—manufactures landing systems, engine parts, jet
engine components, and jet housings, among many other components. Engineering and
design activities have been very successful in this industry, and have extended to

production of small unmanned aerial vehicles (UAVs) and light aircraft. In the long-
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term, the Mexican Government and domestic industry seek the production of large

commercial aircraft.

Regulatory Harmonization and Sector Development

Regulatory harmonization has advanced in recent years. The 2012 Bilateral Aviation
Safety Agreement (BASA) has achieved mutual recognition of aerospace standards
between the United States and Mexico, such as the National Aerospace and Defense
Contractors Accreditation Program (NADCAP) and the AS9100 aerospace quality
management system, as well as certifications from the U.S. Federal Aviation
Administration (FAA) and its Mexican counterpart, the Direccion General de
Aeronautica Civil (DGAC). Altogether, these developments have facilitated growth of
manufacturing operations in the North American region. In addition, the Wassenaar
Agreement (2011-2013) provides regulations to effectively control the exportation of

sensitive dual-use aerospace products exports.

In 2012, the Mexican Secretariat of Economy (SE) introduced the Aerospace Industry
National Strategic Program 2012-2020, called Pro-Aereo. The program seeks to elevate
Mexico to the top 10 global aerospace suppliers by 2020, with a projected USD 12
billion in exports, and the creation of 110,000 jobs. Pro-Aero establishes policies
towards market development, domestic and international promotion, technological

and human resource development, and vertical integration.

Aviation Growth

A further factor in the growth of Mexico’s aerospace industry is the rapid growth of
the country’s aviation sector. Mexican commercial aviation and related demand for
maintenance, repair, and overhaul (MRO) has been driven by several factors, including
the expansion of low-cost carriers such as Volaris and Interjet, the 2016 approval of
the Delta-Aeromexico partnership, and increased use of Mexico as a regional hub. The
offshore oil and gas industry is further driving growth in helicopter sales, parts, and
training. Mexico City’s New International Airport (NAICM), currently under
construction, will replace existing Benito Juarez International Airport and is scheduled
to open in October 2020. (Further information on NAICM construction is available in

our section on Transportation Infrastructure.)
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Moreover, in December 2016, Mexico and the United States signed a Bilateral Air
Transport Agreement that eliminates restrictions on routes between the two
countries. Among other provisions, it permits passenger airlines and all-cargo carriers
to serve any combination of city pairs in the United States and Mexico. In addition, it

allows cargo carriers to begin or end routes outside the two countries.

Airline passenger flows reported by DGAC show annual average growth of nearly five
percent over the past decade with growth of 114 million passengers in 2015 to 126
million passengers in 2016. The country has a network of 64 international commercial
airports, 1,424 airfields that include military bases and small private airports. The 64
commercial airports are operated by private-sector companies with long-term
concession agreements and others are managed directly by the government. Some of

the larger groups operating the international commercial airports include:

e Grupo Aeroportuario del Centro Norte (OMA) manages 13 airports in northern and
central Mexico that handled 18.8 million passengers in 2016. Improvement projects
are planned at half of the OMA airports and are detailed in the Infrastructure
section.

e Grupo Aeroportuario del Pacifico (GAP) manages 12 Pacific coast airports
handling 32.6 million passengers in 2016. GAP is working on improvement projects
at six of its airports as detailed in the Infrastructure section.

e Grupo Aeroportuarios del Sureste (ASUR) manages nine airports in the Gulf of
Mexico and southern Mexico, with 28.4 million passengers in 2016. In the 2013-
2018 period, ASUR is continuing infrastructure investment in Cancun, Villahermosa
and Veracruz airports.

e Aeropuertos y Servicios Auxiliares (ASA) is a government agency that operates 19
airports, co-operates five additional airports, and supplies fuel to 63 airports. The
additional five airports it co-operates include the Benito Juarez Mexico City
International Airport in alliance with the Grupo Aeroportuario de la Ciudad de
Mexico, and four in alliances with state governments and private parties (Tuxtla
Gutierrez International, Toluca International, Queretaro International, and
Cuernavaca International). The Benito Juarez Airport is known in Spanish as
Aeropuerto Internacional de la Ciudad de Mexico and is one of the largest in the

world, logging 40.9 million passengers in 2016. Mexico City’s New International
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Airport is under construction and is described in the Infrastructure section. The

remaining ASA airports handled approximately 2.5 million passengers in 2016.

The Space Program

The Mexican space program is a further consideration for aerospace suppliers. The
space program is managed by the Mexican Space Agency (Agencia Espacial Mexicana,
AEM). The AEM, in its current form, was only established in 2010 with specific, modest
goals. However, its efforts to expand the country’s satellite network for
communications, environmental modeling, and surveillance have generated

opportunities for U.S.-produced space systems and suppliers.

Leading Sub-Sectors
There are leading sub-sectors for aerospace opportunities in Mexico, including
supplying manufacturing and assembly plants in Mexico, the entire aviation ecosystem,

and the defense sector.

Despite the rapid growth of Mexico’s aerospace industry—or perhaps because of it—the
mix of local Tier 2 and Tier 3 suppliers is still lacking. Large OEM’s are unable to find
specialized, fully certified local suppliers with advanced capabilities, and with
sufficient logistics capabilities. This creates sales opportunities across Tier 2 and 3
suppliers, and evolving government regulations support continuing growth of supply

chains.

In terms of current supply chain conditions, the Mexican Federation of the Aerospace
Industry (FEMIA) estimates that Boeing had 26 Mexican suppliers, Airbus had 36, and
Embraer 13. However, large aerospace OEMs continue looking to expand their supply
chain in Mexico to develop global strategies for their business continuity and establish
middle- and long-term production programs. Other aerospace firms have specific
manufacturing projects, but they need partners to reach growth, project size, and

investment targets.

Recently, research centers have been created to support R&D, not only for new
turbines, motors, and components, but also to drive technological solutions for other

complex systems, software, and engineering applications in manufacturing processes.
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These opportunities go hand-in-hand with growth of the aviation sector, where we see
growth of demand for flight and maintenance training, parts and maintenance
services, airport needs, and supply of a variety of aircraft including both fixed-wing

and helicopters.

Opportunities
Supply Chain Opportunities

Some of the best prospects for products and services in the aerospace industry are:

e MRO services

e Testing equipment

e Special composites and processes
e Metal treatments

e Aerospace molding

e Special tooling

e Advanced composites

e Specialized aerospace services

Aviation Sector Opportunities
The growth of Mexican aviation may generate additional opportunities in and around

airports:

e Airport construction (see the Infrastructure section)

e Aircraft and helicopter flight training

e Aircraft supply and provisioning services

e Airport equipment, supply, provisioning, and concessions

o Small aircraft, executive aircraft, and helicopter sales, parts, and service

Defense Sector Opportunities

Another area of potential business opportunity is in defense aerospace. The Mexican
Defense Secretariat, SEDENA, which includes both the Army and the Air Force, has
nascent manufacturing programs. If these programs are pursued more aggressively, we
foresee supply opportunities for manufacturing cannon prototypes, two-seater
airplanes, experimental training airplanes, air-to-surface missiles, and launchers for

military aircraft, in addition to a range of planned defense projects that are awaiting
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budget authorization. In addition, we have identified military spending needs that

include the following:

e Aerial surveillance radars (leasing)

e (-295 airplanes for military transportation

e Six helicopters for high impact operations (leasing)
e Tactical operations assets

e Ship construction

e (Cargo and personal transportation helicopters

e (Cargo and military transportation airplanes

e Systems and equipment for maritime surveillance

Web Resources

Mexican Secretariat of Communications http://www.gob.mx/sct

and Transportation (SCT)

National Institute of Statistics and http://www.inegi.org.mx/default.aspx
Geography (INEGI)
Mexican Federation of the Aerospace http://www.inegi.org.mx/default.aspx
Industry (FEMIA)
Promexico http://www.gob.mx/promexico
Mexican Space Agency (AEM) http://www.gob.mx/aem
Mexico Now (magazine) http://www.mexico-now.com
JetsNews (Aerospace supplements) http://www.jetnews.com.mx
Bancomext Comercio Exterior http://www.revistacomercioexterior.com
(magazine)
Vuela Magazine http://www.vuela.com.mx

Events

To explore these market niches and develop essential contacts, we recommend two

activities. First, organize site visits to Mexican aerospace hubs and meetings with
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companies directly involved with the industry. Second, attend one or more of the

upcoming commercial events in the sector:

Mexico’s Aerospace Summit 2018, exact dates to be determined

WWW. mexicoaerospacesummit.com

Aero Expo 2018: early March (TBC), Convention Center Mundo Imperial, Acapulco,
Guerrero, Mexico

www.aeroexpo.com.mx

Engines Forum Sonora 2018, November, 13-14, 2018
Expo Forum Hermosillo
Hermosillo, Sonora, Mexico

http://sonora.engine-meetings.com

FAMEX 2019, April 24-26, 2019
Santa Lucia Military Base No. 1. Zumpango, State of Mexico

www.f-airmexico.com.mx

For more information on the aerospace sector in Mexico, please contact:

Silvia I. Cardenas

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel: + 52 55 5080-2000 ext. 5209
Silvia.Cardenas@trade.gov

Agribusiness

Overview
The Mexican agricultural economy is expected to grow four percent per year in both

2017 and 2018. Despite this growth, the export forecasts of U.S. made equipment to
Mexico may be affected by the weakening of the peso relative to the U.S. dollar,

hence the exchange rate may be an obstacle for U.S. exporters.

Mexico is a priority target market for American agricultural and food machinery and
equipment. The agribusiness industry in Mexico is in continuous and steady expansion,
with the agribusiness landscape being driven in part by strong consumer demand and a

steadily growing middle class. With a large land mass and a diverse range of climates,
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Mexico is well-suited to large-scale agricultural production. The highly-fragmented
state of Mexican farming leaves significant room for consolidation and increasing yield.

Mexico is counted among the top 15 world leaders in the agribusiness industry, with a

portion of the Mexican labor force devoted to agriculture, industry or services as

follows:
Industrial Sector |Agribusiness Industry Services
Percentage 13.7 23.4 62.9

According to the CIA World Fact book, of the country’s total 1,943,945 km?,
approximately 12.98 percent is arable with 22.2 million hectares of planted hectares

nationwide out of the total 27.3 million hectares of permanent cropland.

Agricultural equipment encompasses products with both agricultural and non-
agricultural end-uses, such as commercial mowers and irrigation equipment. Major
end-uses for agricultural equipment include cultivating crops (e.g., food, fiber, and
fuel), raising livestock, and some immediate post-harvest processing (i.e., grading and

sorting fresh produce).

In food and beverage manufacturing, food processing and packaging machinery is
employed to produce semi-finished ingredients and finished food and beverage
products. Other end-uses include pharmaceuticals manufacturing and the packaging of

a wide range of other consumer packaged goods.

Commercial and industrial refrigeration equipment and commercial food service
equipment is used in distribution and point-of-sale. Specifically, this equipment can be
used in the distribution of fresh, frozen, and refrigerated food and beverage products,
and in the delivery of these products to consumers at the final point-of-sale in

commercial or institutional catering and retail settings.

The agricultural and food machinery and equipment in the end-use descriptions
mentioned include the following products, as codified by the North American Industry
Classification System (NAICS):

e Farm Machinery & Equipment Manufacturing (NAICS 333111)
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Food Product Machinery Manufacturing (NAICS 333294)
Packaging Machinery Manufacturing (select codes within NAICS 333994)

Commercial & Industrial Refrigeration Equipment (select codes within NAICS

Commercial Food Service Equipment Manufacturing (NAICS 333319*%)

2015
Exports Percent of
Ag Change

u.S.S$ Equipment | Change
Equipment Types Millions Exports 2012-15 Jan-June 2016
Tractor Parts, Engines &
Engine Parts 614.4 50.8 15.2% 29.1%
Mowers & Power
Equipment 127.7 10.6% 3.5% -14.2%
For Produce & High Value
Crops 123.5 10.2% 3.9% -9.8%
For Grain, Oilseeds, &
other Commodity Crops

116.2 9.6% -11.8% -6.8%
For Raising Livestock 94.4 7.8% 9.8% -30.3%
Sprayers 78.4 6.5% 8.3% 16.7%
Low & Medium HP
Tractors 16.0 1.3% -12.4% -7.3%
Other 39.0 3.2% 3.6% -9.1%
Total $1,209.6 | 100.00% 7.0% 7.6%

Source: 2017 ITA Agricultural Equipment Top Markets Report
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Leading Sub-Sectors

Market Entry

The best way for U.S. suppliers of agribusiness equipment to enter the Mexican market
is through regional distribution by representatives or distributors. The Mexican market
is distinct from the U.S. market in that farms are smaller, and therefore require
different equipment than is customarily sold in the United States. Fertilizer
manufacturers in the United States should also be prepared to spend at least one
growing season testing small plots in Mexico to prove the efficacy of their products.
Contact our offices to set up a conference call for market entry suggestions with your

product line in mind.

Barriers

There are no major trade barriers in the agribusiness sector, although Mexico’s size
and diversity are often underappreciated by U.S. exporters. In addition, Mexico’s
legal system differs in fundamental ways from the U.S. system, so firms should consult
with competent legal counsel before entering into any legal agreement with a Mexican
entity. The U.S. Commercial Service in Mexico offers services to conduct background

checks on potential Mexican partners.

Opportunities

Current Market Trends

From 2012 to 2015, the Mexican market for U.S. agricultural equipment grew at an
annual rate of seven percent, even as U.S. exports globally declined at a rate of 8.9
percent. In the first six month of 2016, total U.S. exports to Mexico grew 7.6 percent.

The growth was led by the exports of tractor parts, engines, and engine parts.

Modern agricultural machinery presents U.S. suppliers with good opportunities, albeit
more muted than in years past due to the increased competition in both offers of
equipment and the extension of better credit terms from other foreign exporters.
Approximately 70 percent of Mexican agriculture is still harvested through manual
labor, utilizing rudimentary tools. Less than 20 percent of croplands are irrigated,

leaving crops dependent on seasonal rains or irrigation through mobile water pumps.
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For 2017, the Federal Government announced agricultural programs to support the
agriculture industry (previously known as PROCAMPO, now named PROAGRO) for USD

53.74 million or MXN 944.8 million for seeds, fertilizers, equipment etc.

U.S. firms lead the world in irrigation technology, commercial mowers, and farm dairy
equipment. Focused efforts by U.S. exporters to uncover sales opportunities for such
equipment will be met with long-term success, as the Mexican agribusiness market

begins to build capacity to meet growing domestic demand.

Current Demand

Assembly plants producing new parts commonly require that their supplier base be as
close to them as possible to reduce inventory volumes and to facilitate just-in time
and just-in sequence deliveries. This trend opens a new field of opportunity to U.S.
suppliers of production machinery and equipment, materials, pre-assembled
components, molds and tooling, cutting tools, automation process equipment, raw
materials, engineering and design, finished parts, and accessories sold through local

representatives or distributors.

Tractor Parts, Engines and Engine Parts - These products currently dominate U.S.
exports and support major U.S. and other OEM tractor assembly operations in Mexico.

Major component exports (steering, mufflers, radiators, etc.) grew strongly in 2016.

Sprayers - Mexico’s diverse agricultural economy offers many applications for sprayers.

Mexico is the largest U.S. export market for agricultural sprayers.

Mowers and Other Power Equipment - Steady growth has characterized this category
over the last decade. This equipment will continue to find widespread application,

despite a drop in U.S. exports in 2016.

Equipment for Produce and High-Value Crops - Mexico was a USD 123.5 million market
for these products in 2015. Drip and micro-irrigation equipment accounts for more

than half of U.S. exports of irrigation products.

Fertilizers - Mexico’s fertilizer production of 2.27 million tons per year, a considerable
drop in production from the late 1990s of around 4 million tons annually. The

Government of Mexico is seeking to boost production. As local manufacturing is not
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sufficient to meet the national demand estimated to be at 4.68 million tons per year,
net imports of approximately 2.4 million tons per year continue. Of the 22.2 million
planted hectares of land nationwide, 66.8 percent are fertilized. Six states make up 43
percent of total fertilized land: Jalisco (8.3 percent), Sinaloa (8.1 percent), Veracruz
(7.2 percent), Michoacan (6.8 percent), Chihuahua (6.8 percent) and Guanajuato (5.9

percent).

In 2016, we expected lower costs for the raw materials to produce fertilizers, and thus
a decrease in the overall costs of fertilizers. However, the impact of the exchange
rate has had a negative impact on the cost of imported materials, hence the continued
increase of prices in Mexican fertilizers. Contrary to the trend of fertilizer prices in
the international market, the prices for these raw materials in Mexico have shown a

slight increase over the last two years.

According to the Business Monitor International Agribusiness Report for 2016, use of
these fertilizers has experienced significant growth over the past decade and will
continue to grow in the coming years. Thus, we continue to predict strong market

potential for affordable fertilizers in the Mexican the agricultural sector.

Pesticides - Pesticides have become more regulated in Mexico and despite the active
efforts to reduce their use in most of Mexico’s harvested land, there is strong market
demand for pesticides. These products can also be purchased under the Federal

Government programs for small producers (PROAGRO).

Main Competitors
Competition in Mexico stems mainly from European manufacturers who present more

favorable financing options for sales. For a list of U.S.-based banks active in the
Mexican market, particularly U.S. brokers and banks working with Export-Import Bank
of the United States programs, please  contact Sylvia  Montano

(Sylvia.Montano®@trade.gov.)

Compared to foreign competitors, U.S. suppliers account for 68.8 percent of this

sector’s market share, representing by far the top supplier.

Mexico: Market Segmentation of Agricultural Equipment Imports
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Country Market Share
United States 68.8%

Italy 5%

India 4%

Germany 3%

Spain 3%

Other 16%

Web Resources

Secretariat of Agriculture, Livestock, Rural www.sagarpa.gob.mx
Development, Fisheries and Food (SAGARPA)

Federal Commission for the Prevention of Sanitary www.cofepris.gob.mx
Risks (COFEPRIS)

Tax Administration Service (SAT) www.sat.gob.mx

National Association of Fertilizer Traders (ANACOFER) www.anacofer.com.mx

Mexican Association for Protected Horticulture www.amhpac.org
(AMHPAC)

National Union of Poultry Farmers WWW.UNna.org. mx
International Egg Commission www.internationalegg.com
Consejo Mexicano de la Carne WWW.comecarne.org

For more information on the agribusiness sector in Mexico, please contact:

Juan Herrera,

Senior Commercial Specialist

U.S. Commercial Service -Guadalajara
Tel: + 52 33 3615-1140 ext. 103
Juan.Herrera@trade.gov
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Agricultural Sector

Overview

With a growing population, an expanding economy, and an increasingly market-
oriented agricultural sector, Mexico remained the United States’ third largest
agricultural trading partner in 2016, accounting for nearly 12 percent of total
American agricultural exports and 53 percent of Mexico’s total agricultural imports.
The United States remains Mexico’s principal agricultural trading partner, receiving
almost 80 percent of Mexico’s total exports. The balance of trade now favors
Mexico. Specifically, Mexico exported a record USD 23.8 billion worth of agricultural
products to the U.S. in 2016. Mexican demand for imported agricultural products
dropped from 2015 numbers due primarily to the strong dollar. Total agricultural
exports from the United States were valued at USD 18.7 billion. The United States’
overall market share is not likely to change as the geographic and tariff advantages
that are enjoyed in Mexico are likely to continue to make the United States the best
import option for most major agricultural goods. That said, Mexico is looking for

alternate sources of supply given the charged political climate.

Since 1994, when NAFTA entered into effect, bilateral agricultural trade between the
United States and Mexico has expanded almost fivefold. At the same time, agricultural
exports from the United States to Mexico have grown at similar rates, reflecting the

mutually beneficial outcomes NAFTA has provided.

Table 1 Major Agricultural Exports from the United States to Mexico in 2016

(Figures in USD millions)

Product Value
Corn 2,553.0
Soybeans 1,371.0
Dairy products 1,221.70
Poultry meat & products 941.30
Wheat 528.20
Soybean meal 819.50
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Sugar/sweeteners 614
Fresh Fruit 510
Processed fruit & vegetables 421.70
Rice 256.30
Snack foods 291.90
Tree Nuts 262.10
Eggs & products 173.20
Wine & beer 143.4
Coarse grains (ex. Corn) 153.5

Source: U.S. Foreign Agricultural Service’s Global Agricultural Trade System (BICO
Report)

Table 2 Dairy Products* Market Overview

(Figures in thousands of metric tons)

Indicator 2015 2016 2017p
Total Local 12,585 12,801 12,992
Production

Total Domestic 13,014 13,267 13,467
Consumption

Total U.S. Exports 466 522 545

to Mexico

Total U.S. Imports 37 56 60
from Mexico

*Aggregate of all dairy products
p = Projected data
Source: Foreign Agricultural Service's Production, Supply and Distribution (PSD) online

database

Dairy consumption in Mexico is predicted to increase by 8 percent in 2017, with fluid
milk being one of the top commodities. The shift toward specialized dairy products,

such as lactose-free, high calcium, and weight-control goods, continues. As a result,

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017

increasing amounts of fluid milk and non-fat dry milk are being directed toward
processing use. Although the domestic industry has experienced steady production
growth, Mexico is a milk production-deficit nation and will continue to be an
attractive market for dairy and dairy product exporters from the United States The
Government of Mexico has a subsidized milk program for the neediest segment of their
population; Liconsa, a government owned and operated subsidized milk program, has
eleven thousand outlets across Mexico, serving more than six million of the neediest

consumers.

Table 3 Beef & Pork Meat Market Overview

(Figures in thousands of metric tons CWE¥)

Indicator 2015 2016 2017P
Total Local 3,173 3,255 3,330
Production

Total Domestic 3,973 4,065 4,173
Consumption

Total U.S. Exports 975 1,027 1,086
to Mexico

Total U.S. Imports 218 250 279
from Mexico

*Carcass-Weight Equivalent (CWE)
p= Projected data
Source: Foreign Agricultural Service's Production, Supply and Distribution (PSD) online

database

Beef production is estimated at 1.9 mm (carcass weight) and consumption is estimated
at 1.8 mm. Medium- and low-income populations continues consuming beef in a thin-
muscle beef cut known as “bistec”, which is significantly lower priced than fine cuts.
High-income consumers will continue to seek high-valued beef cuts (for example, at
Brazilian or Argentinian style steak houses), a practice that has remained stable for
years. Consumption has remained relatively constant, as poultry remains the overall
preferred animal protein, a preference based principally on price that is also favoring

increased pork demand.
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The United States has historically held more than 80 percent of the beef import
market, followed at a distance by Canada. Beef imported from the United States is
both directly consumed, and used by Mexican processors for specialty cuts (i.e., high-
value cuts). In October of 2016, Mexico removed restrictions on Canadian beef imports

due to Bovine Spongiform Encephalopathy (BSE).

Pork production in Mexico is expected to rise; this growth is supported by improved
genetics leading to higher feed conversion, but is constrained by continued biosecurity
concerns, as well as competition from imports. Slaughter is expected to continue to
rise, particularly as Mexico seeks to both meet domestic demand, and export greater
quantities of red meat. Consumption is forecast at a record 2.36 million tons in 2017,
principally due to anticipated low prices, particularly for imports from the United
States. Per capita consumption is expected to increase, fueled by availability and
affordable prices. Pork is consumed daily in a variety of dishes, including “tacos al
pastor,” a traditional taco that includes pork and pineapple. Currently, pork remains a
lower cost alternative to beef but competes with poultry meat as an affordable source
of animal protein both at the household and commercial level. In particular, meat
processors often make production decisions based on the relative price ratio of pork

and other meat for products such as sausage and ham.

Table 4 Poultry* Meat Market Overview

(Figures in thousands of metric tons CWE**)

Indicator 2015 2016 2017p
Total Local 3,175 3,270 3,335
Production

Total Domestic 3,960 4,071 4,203
Consumption

Total U.S. Exports 745 716 850
to Mexico

Total U.S. Imports 5 5 6
from Mexico

*Includes chicken and turkey
**Carcass-Weight Equivalent (CWE)
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p = Projected data
Source: Foreign Agricultural Service's Production, Supply and Distribution (PSD) online

database

In 2017, the United States will remain the main supplier of poultry exports to Mexico,
which represents a USD 1 billion export market for American suppliers. Although
consumption growth in Mexico is expected to slow in the coming years, Mexican
poultry demand will continue growing in 2017, as it continues to be consumers’
preferred option among higher priced sources of protein. Despite imports of poultry
products being increasingly diversified, the top two products imported by Mexico are
fresh or chilled mechanically deboned/separated chicken meat and chilled or frozen

chicken leg quarters.

Currently, Mexico does not impose anti-dumping duties on chicken leg quarters from
the United States due to the state of Mexican supply, which contracted because of an
outbreak of highly pathogenic avian influenza (HPAI). The HPAI outbreak also slowed
Mexican poultry exports, as foreign markets refuse to accept Mexican poultry and

poultry products.
Table 5 Soybean Market Overview

(Figures in thousands of metric tons)

Indicator 2015 2016 2017p
Total Local 330 510 676
Production

Total Domestic 4,446 4,700 4,890
Consumption

Total U.S. Exports 4,126 4,200 4,410
to Mexico

Total U.S. Imports 0 0 0
from Mexico

p = Projected data
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Source: Foreign Agricultural Service's Production, Supply and Distribution (PSD) online

database

The United States serves as the primary exporter and supplier of soybeans to Mexico.
As a result of a government soybean support program, Mexican soybean production is
expected to increase over the medium term, although Mexico will continue to import
the vast majority of soybeans needed for domestic consumption. Soybean oil and meal
production should also rise slightly as a consequence. Moreover, due to an upswing in
feed demand, domestic soybean consumption will increase moderately. The forecast
for soybean and soybean meal imports for 2017 is approximately five percent greater
than last year, given a growing demand from the domestic poultry, aquaculture and

pork feed sectors, as well as continued population growth.

Table 6 Fresh Fruit* Market Overview

(Figures in thousands of metric tons)

Indicator 2015 2016 2017p
Total Local 1,057 1,035 1,035
Production

Total Domestic 1,152 1,111 1,104
Consumption

Total U.S. Exports 361 333 327
to Mexico

Total U.S. Imports 165 156 157
from Mexico

*Includes apples, pears, and grapes
p = Projected data
Source: Foreign Agricultural Service's Production, Supply and Distribution (PSD) online

database

The United States is the largest supplier of apples, pears, and grapes to the Mexican
market, and this trend is projected to continue. Apple import levels depend heavily
on the peso to dollar exchange rate; nonetheless, the apple industry in the United
States has successfully marketed American apples through in-store promotions

retaining its dominant market position. The domestic supply of pears is stocked
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through imports, primarily from the United States. Wholesale markets remain the
most important fruit distribution channel for U.S. pears. Pear consumption for MY
2016/17 is expected to decrease compared to MY 2015/16, due to expected lower

consumer purchasing power and expected higher import prices.

Mexico is an important market for grapes from the United States, Chile, and, more
recently, Peru. The volume of Mexican grapes on the local market depends on export
volumes, as producers tend to supply the international market before the domestic
market. Promotional efforts have increased consumption, leading to greater domestic

production and imports, of which 70 percent are of U.S. origin.

Leading Sub-Sectors
In 2016, Mexico imported more than USD 18 billion worth of agricultural, fishery, and
forestry products from the United States, representing a decrease from 2015 numbers.

U.S. exports are expected to increase slightly in 2017.

The leading export categories include: coarse grains, red meat, soybeans, dairy
products, poultry meat, processed fruits and vegetables, snack foods, legumes and

wood products.

Opportunities

With the rising trend in healthier eating, demand for organic food products in Mexico
has grown in recent years because Mexican consumers perceive organic foods as being
healthier than conventional foods. Presently, Mexico has some of the world’s highest
indexes for obesity and diabetes, especially among children. The Mexican Government
has made it a priority to reverse this through educational campaigns, new processed
food labeling norms and food nutrition laws that target school children. As a result, a
growing number of Mexican consumers are pursuing healthier lifestyles, which include
better eating habits, making Mexico an attractive market for American exporters of

healthy and/or organic food products.

The developing wine culture in Mexico creates an attractive market for U.S. wine
exporters. Expanding consumer interest in wine and a thriving middle class have
contributed to the expansion of this industry. Market analysts estimate an annual

growth rate of 12 percent in consumption in the coming years. Furthermore, analysts
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rank Mexico among the countries with the fastest growing wine consumption in the
world.

Mexico’s transition to more wine consumption over other alcoholic beverages,
increased interest among different consumer sectors (i.e., women and young adults),
and growing interest among consumers in trying novel wines has also led to new

opportunities for wine exports from the United States.
Table 7 Major Agricultural Exports from the United States to Mexico

(Figures in USD millions)

Product 2014 2015 2016
Bulk Products

Corn 2,461.8 2,199.0 2,553.0
Soybeans 1,831.1 1,554.4 1,371.0
Wheat 858.6 675.0 528.2
Cotton 420.9 330.3 333.5
Rice 344.0 301.3 256.3
Intermediate

Products

Sugar, 644.2 654.1 614.0
sweeteners,

bev. bases

Soybean meal 800.9 775.6 819.5
Distillers grains | 384.0 345.7 357.1
Animal fats 312.3 260.8 231.7
Planting seeds | 248.1 237.1 298.0
Consumer

Oriented

Products

Dairy products | 1,646.7 1,346.7 1,221.7

U.S. Department of Commerce

International Trade Administration




Mexico Country Commercial Guide, June 2017

Pork & pork
products

1,530.7

1,326.0 1,278.5

Poultry meat &
products®

1,231.8

1,114.6 941.3

Beef & beef
products

1,144.8

1,111.4 1,018.1

Prepared food

693.1

694.0 727.4

Agricultural
Related
Products

Forest products

Ethanol
(non-bev.)

70.9

69.9 57.6

Fish products

51.3

50.3 63.4

Distilled spirits

48.4

43.7 47.3

Biodiesel
(B100 equiv.)

0.5

7.3 17.6

Total

Agricultural
products

19,489.9

18,005.1 17,656.1

Agricultural &
related
products

20,309.7

18,878.7 18,546.5

Web Resources

U.S. Department of Agriculture’s Foreign Agricultural

Service

USDA Foreign Agricultural Service's Global

Agricultural Trade

System (GATS) USDA Foreign Agricultural Service's
Production, Supply and Distribution (PSD) online

database

U.S. Department of Commerce

http://www.fas.usda.gov

http://apps.fas.usda.gov/gat
s/default.aspx

http://apps.fas.usda.gov/psd

online
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USDA Global Agriculture Information http://gain.fas.usda.gov/Pag
Network (GAIN) es/Default.aspx
Events

Confitexpo (Confectionary), August 1-4, 2017. Guadalajara, Jalisco
http://confitexpo.com

ABASTUR (Hospitality), August 29 -September 1, 2017. Mexico City, Mexico
http://www.abastur.com

Agro Baja (Agriculture and Fishing), March 1 - 3 2018, Mexicali, BC
http://www.agrobaja.com

ANTAD & Alimentaria (Retail, Food and Beverage), 6-8, March 2018.Guadalajara, Jalisco
http://www.expoantad.net

ExpHoReCa (Hospitality industry), November 22 - 24, 2017.Cancun, QR
http://expohoreca.mx

ExpoRestaurantes (Restaurants), June 28 - 30, 2017. Mexico City, Mexico
http://www.exporestaurantes.com.mx

For more information on Agricultural sectors in Mexico, please contact:

Agricultural Trade Office - Mexico City
Tel.: + 52 55 5080 2000 ext. 5282
E-mail: atomexico@fas.usda.gov

Agricultural Trade Office - Monterrey
Tel.: + 52 81 8047 3232
E-mail: atomonterrey@fas.usda.gov

Office of Agricultural Affairs - Mexico City
Tel.: + 52 55 5080 2532
E-mail: agmexico@fas.usda.gov

Automotive Parts and Supplies

Overview
Mexico is the seventh largest vehicle manufacturer in the world, producing more than

three million cars annually. It is also the fifth largest auto parts producer worldwide
with USD 85 billion in revenues annually. Recent investments by established

automakers and new Original Equipment Manufacturers (OEMs) have increased business
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opportunities throughout the country and have attracted Tier 1 and Tier 2 supplier

bases. Vehicle production levels are forecasted to reach five million units by 2020,

given the new players and expanded manufacturing capabilities.

Auto Parts Market for OEM and Aftermarket

(Figures in USD billions)

2014 2015 2016 2017
(Estimated)

Total Local Production 81.4 82.0 85.0 92.0
Total Exports 61.6 67.7 62.2 60.0
Total Imports 42.0 42.0 40.0 38.0
Imports from the United 29.1 30.0 28.4 26.0
States
Total Market Size 61.8 56.3 62.8 70.0
Exchange Rates 13.30 15.89 18.68 N/A

Source: National Auto Parts Industry Association (INA) & Office of Transportation and

Machinery (OTM)

Vehicle Market in Mexico

(Figures in thousands of units)

United States

2014 2015 2016 2017
(Estimated)
Total Local 3,220.0 3,399.0 3,465.6 4,118.6
Production
Total Exports 2,423.1 2,643.0 2,768.8 2,777.6
Total Imports 600.6 717.5 886.7 1,055.9
Imports from the 151.8 137.6 157.5 177.4
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Imports Used 455.3 179.5 147.8 116.0
Vehicles
Total Market Size 1,397.5 1,473.5 1,583.5 2,396.9

Source: Mexican Automotive Industry Association (AMIA)

Market Entry

The best way for U.S. suppliers of automotive parts and equipment to enter the
Mexican market is through local representation or regional distribution. It is easier to
serve Original Equipment Manufacturers (OEMs) in Mexico if the U.S. exporter is
already supplying them in the United States and already has a supplier number. The
aftermarket industry continues to grow since, on average, the Mexican consumer will
keep their car for up to 17 years. Imports of used vehicles are subject to local

regulations. More information is available on request.

Barriers
There are no major trade barriers in the auto sector for parts and related equipment.

U.S. exporters are advised to work closely with their partner in Mexico to comply with
Mexican standards for electrical and electronic safety measures as well as with

labeling requirements to avoid any delays.

Current Market Trends
Automakers in Mexico have increased from seven to eleven, producing 40 brands and

500 models. The industry is spread out geographically with higher concentrations of
assembly plants in northern and western Mexico, and stretching down through the
center of the country. Automakers such as General Motors, Ford, FCA, Volkswagen,
Nissan, Honda, and Toyota have implemented an ambitious growth strategy in the
country to take advantage of the numerous Free Trade Agreements Mexico has with
Latin American and European countries. Recent market entrants with manufacturing
plants include Mazda, Audi, BMW and China Giant.

Assembly plants producing new parts commonly require that their supplier base be as
close to them as possible to reduce inventory volumes and to facilitate just-in time
and just-in sequence deliveries. This trend opens a new field of opportunity to U.S.
suppliers of production machinery and equipment, materials, pre-assembled

components, molds and tooling, cutting tools, automation process equipment, raw
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materials, engineering and design, finished parts, and accessories sold through local

representatives or distributors.

Current Demand

In the OEM market, there are business opportunities for parts, components or
materials that carmakers need to produce lighter vehicles. The most commonly
imported goods in the auto sector are components for Tier 2 suppliers that include but
are not limited to plastic injection parts, stamped parts, accessories for bodies,
engines and their parts, devices for audio and video, seats, etc. In the tier supplier
base, companies prefer products that comply with ISO or TS certifications. Generally,
OEMs and tier suppliers are receptive to sourcing material from U.S. suppliers at all
levels that meet their specifications and certifications such as ISO and TS.  Price and
quality are also important factors when working with Mexican-based OEMs and tier
suppliers. In the aftermarket, there are approximately 31 million vehicles registered in
Mexico. Given the length of time Mexican consumers keep their cars (17 years on
average), there is demand for parts that consumers will need to repair their vehicles

after warranty periods expire.

Main Competitors

Competition is often from locally based manufacturers, which include Mexican and
foreign manufacturers and suppliers in country. In the automotive sector for OEM parts
and components, the competition is mainly from Japan, Canada, UK, France, lItaly,
Austria, and Germany. In the aftermarket, the major competition is from Chinese

imports and local manufacturers.

Used Automotive Products Summary

The Mexican Government enacted regulations that reduce the importation of used
vehicles into Mexico. The revised measures were adopted by local governments and
private vehicle associations in Mexico in response to concerns about the condition of
older used vehicles, including their high pollution emissions, fuel efficiency
limitations, higher maintenance costs, and poor mechanical condition. Used vehicles
also have a negative impact on new car sales, and there is an inherent difficulty in

tracking and identifying used vehicles involved in criminal activity. The combination of
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these factors and others prompted the Mexican Government to put these regulations in

place.

Used parts can be imported into Mexico. However, Mexican auto parts distributors
require a warranty and do not import large volumes since they tend to order only
specific parts not found locally. Mexico is a mature market with auto parts sold by OE
parts manufacturers and aftermarket sellers, and there are therefore limited

opportunities for used parts exporters to Mexico.

Remanufactured Automotive Products Summary

Remanufactured products parts are considered those that were repaired with new
parts which may have originated in different countries. Therefore, producing a
Certificate of Origin might be difficult for U.S. exporters since the part numbers are so
numerous. This niche market is price-driven and there are local companies in the
market that already remanufacture diesel and gasoline engines and their parts which
include rotors, among others. Other OEMs of parts or engines also remanufacture so

they can offer competitive prices to their customers.

Heavy Duty Products Summary

Mexico’s heavy vehicle sector principally consists of tractors-trailers, specialty
commercial vehicles, and passenger buses. Although the principal global producers of
heavy vehicles include China, Japan, Germany and the United States, Mexico is the
leading exporter of tractor-trailers used in the trucking industry. Despite recent global
economic volatility, industry trends and official figures from the Mexican Government,
international agencies, and associations indicate that Mexico will continue to be the
world leader in tractor-trailer exports. In 2015, Mexico shipped 92,630 units to global

consumers. Germany came in a close second with a total export of 87,800 units.

Underscoring the importance of the Mexican trucking industry, the vast majority of
goods produced in Mexico are transported by truck. The country builds 35 percent of
the commercial vehicles including truck sold in North America and is the fourth largest
exporter of commercial vehicles worldwide. Tractor-trailers exported from Mexico
account for 60 percent of transportation vehicles sent outside the borders of the

country. Although sales to external markets remain relatively robust, tractor-trailer
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manufacturers in Mexico face the challenge of a somewhat lackluster domestic

market.

The major global manufacturers of tractor-trailers that have manufacturing facilities,
spare parts shops, and maintenance shops in Mexico are: Cummins, Daimler Vehiculos
Comerciales, Detroit Diesel Allison de Mexico, DINA de Mexico, Freightliner Mexico,
FOTON Mexico, HINO de Mexico, ISUZU de Mexico, Kenworth Mexicana, Mack Trucks,
Inc., MAN Truck and Bus, Volkswagen Mexico, Navistar de Mexico SCANIA de Mexico,

and Volvo Mexico.

For specialized vehicles in construction and agriculture industries, Mexico also has a
large manufacturing base across the country, which exports worldwide. Exports for
this equipment and machinery account for more than USD 500 million. John Deere and
Caterpillar are the leading manufacturers in Mexico with over 200 dealers across the
country. CNH (Case and New Holland), AGCO (Massey Ferguson), McCormick, and
FOTON are other firms with solid presence due to their manufacturing facilities and

dealers well-located to serve their clients.

Mexico is the fifth largest manufacturer and exporter for construction and agriculture
machinery, equipment, and spare parts. Major markets include the United States,
South Africa, Thailand, Switzerland, Australia, Uruguay, Venezuela, Chile, Paraguay,

and Guatemala among others.

And last, but not least, passenger bus manufacturers have the longest manufacturing
tradition in Mexico, with several manufacturing facilities across the country. Leading
firms are Volvo Autobuses, Dina Camiones, Mercedes-Benz Autobuses, Scania
Autobuses, MAN Latin America, Grupo Autofin, Isuzu Motors Mexico, Hino Motors Sales,
American Coach de Mexico, Irizar Mexico, Beccar, Autopartes y Componentes AYCO,
and RECO.

Major export markets for buses manufactured in Mexico include Guatemala, Argentina,

Chile, Paraguay, and South Africa.

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017

Opportunities
The Government of Mexico has implemented measures to increase consumer access to

loans through financing programs. As a result, new car sales are expected to increase,

leading to additional opportunities for U.S. auto part suppliers.

The top opportunities in the automotive sector include technical support, customized
solutions, ISO and TS certifications, engineering capabilities, innovative products and

testing and validation services and equipment.

Although there are limited opportunities for the export of used U.S. vehicles, repair

equipment and replacement parts are still needed.

Web Resources

ARIDRA - National Association of Spare Parts http://www.aridra.com
and Accessories Importers and Representatives

INA - National Association of Spare Parts http://www.ina.com.mx

AMIA - Mexican Association of the WWwWw.amia.com.mx
Automotive Industry

Events

INA Paace Automechanika (OE and Aftermarket parts), March 14-16, 2018. Mexico City,
Mexico.
http://paace-automechanika-mexico.us.messefrankfurt.com

Expo Transporte Anpact (transportation and buses), November 15-17, 2017.
Guadalajara, Jalisco.
http://expotransporte.org

For more information on the automotive and trucking sectors in Mexico, please
contact:

Monica Martinez

Commercial Specialist for Vehicles and Auto Parts
U.S Commercial Services - Mexico City

Email: Monica.Martinez@trade.gov

Phone: + 52 55 5080 2000 x 5218

Adrian Orta

Commercial Specialist for Trucks and Cargo
U.S. Commercial Services - Mexico City
Email: Adrian.Orta@trade.gov

Phone: + 52 55 5080 2000 x 5220
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Construction

Overview
The following table provides the most recent statistics for construction sector products
and services in Mexico.

Building Materials and Services Statistics

(Figures in USD billions)

2014 2015 2016 2017
(Estimated)
Total Local Production 85.47 85.86 90.13 91.20
Total Exports 36.72 37.74 37.95 39.25
Total Imports 40.29 41.42 42.43 43.10
Imports from the US 30.90 31.82 32.23 32.80
Total Market Size 87.94 90.40 92.50 92.95
Exchange Rates 13.30 15.89 18.68 18.70 (YTD)

Source: Secretariat of Finance and Public Credit (SHCP), National Institute for
Statistics and Geography (INEGI), Central Bank of Mexico (Banco de Mexico),
Secretariat of Economy, National Bank for International Trade (BANCOMEXT), Mexican
Chamber for the Construction Industry (CMIC), National Chamber for Consulting Firms
(CNEC), National Housing Commission (CONAVI), & National Chamber for Housing
Development (CANADEVI)

Growth of the building and construction sector in Mexico is highly influenced by
Federal Government infrastructure and development programs. In 2013, Mexican
President Enrique Pena Nieto announced the National Infrastructure Program (PNI) for
2014-2018 with a planned investment of USD 586 billion. A significant portion of these
projects have been put out for bid. (Various sections in this Country Commercial Guide
include sector-specific PNI information, including the section on Energy and the one on

Transportation Infrastructure.)

The Mexican construction industry has experienced variable growth over the past five

years, and more recently, low growth of two percent in 2016, due to several internal
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and external factors. These factors include global economic conditions and the drop in
international oil prices. The private sector has continued to invest primarily in mixed-
use buildings (commercial, offices and housing), logistics and distribution centers,
industrial hubs around the country and housing developments (in all income levels)

near new industrial and commercial centers.

It is important to keep in mind that within the PNI, the majority of the new
government infrastructure projects will be completed as public-private partnerships. A
2012 modification to the Public-Private Partnership Law allows the government to
enter into infrastructure and service provision contracts with private companies for up
to 40 years. The Public-Private Partnership Law provides more legal certainty to
private investors through an equal distribution of risk, facilitates access to bank loans,
and harmonizes existing state public-partnership models into one federal law. All
investors are allowed to participate in the bidding process, except for some restricted

sectors outlined in the existing Foreign Direct Investment Law.

The total value of Federal Government construction projects during 2016 was
estimated at USD 110 billion, of which 40 percent was allotted to PEMEX (government-
owned oil company); 25 percent to highway construction; another 22 percent to
housing developments and multi-purpose buildings, and the remaining 13 percent was
alloted to other infrastructure projects. The Mexican states that received the most
funds were the State of Mexico, 9 percent; Guanajuato, 8.3 percent; Nuevo Leon, 7.5

percent; Veracruz, 7.3 percent; Mexico City, 7 percent; and Jalisco, 6.5 percent.

Mexico ranks second among top markets for U.S. building product exporters due to its
proximity, established transport links, and duty free status under NAFTA. For 2017,
the best opportunities will be related to major infrastructure projects supported by
the Federal Government. These projects include highways and roads, airports, ports,
oil and gas related infrastructure, telecommunications, as well as housing projects. In
the private sector, we continue to see mixed-use buildings (retail, corporate and
housing), corporate offices, logistic and manufacturing hubs, shopping malls, retail
stores, and other small projects. The large private projects and most public projects

will be developed and executed by local and foreign investors.
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Leading Sub-Sectors

General Construction

Construction techniques in Mexico differ from those in the United States. Most of the
houses, commercial and public buildings, industrial facilities (industrial manufacturing
plants, logistical and distribution centers), and mixed-use buildings in Mexico are built
with bricks and concrete, which are the traditional building materials in Mexico.
Demand for cement, steel bars and glass is growing and not always met by local
suppliers. This presents a market opportunity for U.S. firms, especially in industrial
areas along the Mexican-U.S. border where most facilities are being built with raw
materials from both countries. Nonetheless, state-of-the-art panel systems for mixed-
use buildings and facilities are gaining market share due to trends toward flexible

spaces and areas in offices, distribution centers, as well as in luxury apartments.

There is also a high demand for plywood, another important raw material for the
construction industry. Potential niche markets exist in the furniture manufacturing
sector, the construction sector (which consumes large quantities of wood for concrete
forming purposes), and the interior decoration sector, particularly in flooring, paneling

and molding.

Housing

Mexico’s housing sector is dominated and funded by large independent government
and parastatal agencies such as: CONAVI (National Housing Commission), INFONAVIT
(the largest housing fund for private workers in Mexico), FOVISSSTE (the largest
housing fund for state workers in Mexico), PEMEX, CFE (government owned utility
company), some state government housing agencies, and large private banks and other
financial institutions. Government institutions provide almost 68 percent of the funds
for the Mexican housing sector. The other 32 percent is covered by private banks and

other financial institutions.

The new housing initiatives announced in the PNI by President Pena Nieto are intended
to address a shortfall of an estimated seven million housing units; to promote growth
in the housing industry in the short and medium-term; and to increase vertical housing

developments in major cities across the country. These initiatives will offer
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opportunities to the Mexican housing developers focused on the low-income market

(e.g., Sare, Urbi, ICA, Ara, Geo, and Homex).

Some of these initiatives are (1) support for six million workers not affiliated with the
two Mexican housing funds (INFONAVIT and FOVISSSTE); (2) a major subsidy (15
percent increase compared to 2013) for houses valued between USD 12,000 and USD
25,000; and (3) more subsidies for green housing projects (up to 25 percent of the
mortgage). The housing market is projected to grow by five percent from 2014 to
2018. Though the construction industry has suffered over the past several years, the
largest housing developers experienced an average 2.2 percent growth in 2016.
Assuming increased Federal Government spending, housing industry sources expect the

largest growth to be in the construction of houses valued at USD 26,000 to USD 50,000.

There are no major barriers to the importation of housing building materials if they
comply with NAFTA Certificate of Origin rules. Only certain products will need to

comply with local standards testing (i.e., wires, switches, back-up power batteries).

For U.S. firms interested in entering Mexico’s housing industry, one of the best options
is to partner with a Mexican housing developer or construction firm that is active in
the housing industry. Mexican companies’ knowledge of the market and labor and legal
aspects is invaluable to U.S. firms. The primary business opportunities available are in

providing housing for the mid- and high-income segment of the housing industry.

Companies which have successfully entered the Mexican market typically have hired a
representative to sell to the major distributors and construction companies in the
country. In addition, it is important that manufacturers register as building materials
suppliers with INFONAVIT, FOVISSSTE, FONHAPO, PEMEX, CEF, and State housing

institutes.

Green Building

Like other emerging economies, Mexico is moving towards green, or environmentally-
friendly, activities. The construction industry has embraced the green building
movement. Mexico joined the World Green Building Council (WGBC) and is learning
best practices from Europe, Canada, and the United States to lower costs and enjoy
health benefits derived from green buildings. The Mexican construction industry also

aims to demonstrate to other countries how to use simple, moderate-cost strategies
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acquired through its own longstanding building practices to achieve green building

advantages.

Mexico has a tradition of architecture that favors environmentally-sensitive, small-
footprint building practices and designs. Nonetheless, policy efforts to promote green
buildings are relatively new and generally focused on the housing sector. The top
organizations documenting and implementing green practices, as well as working to
define criteria for green buildings and homes include CONAVI, INFONAVIT, the Mexican
Chamber for the Construction Industry (CMIC), the National Chamber for Consulting
Firms (CNEC), the National College for Architects, the Mexican Council for Sustainable
Edification, the Association Sustainable for Mexico (SUME), and the Association of
Firms for the Saving of Energy on Construction and Buildings. Additionally, INFONAVIT
has created a ‘“green mortgage” program, supported by mandatory employer and

employee contributions.

The worldwide green building certification program developed by the United States
Green Building Council—a program known as LEED for “Leadership in Energy and
Environmental Design”—is increasingly used in Mexico. As a result of these efforts and
developments, Mexico is home to 755 projects participating in LEED certification,
totaling 15,946,290 gross square meters of space. From hospitality to retail, whether
single projects or LEED volume certification, the projects in Mexico represent the
diversity and breadth inherent in LEED. During 2016, over 100 construction projects
with an estimated investment of USD 25 million subscribed to the certification
process. Projects include tourism real estate development, marine projects, thematic

and recreational parks, residential, industrial and commercial.

Opportunities

Residential U.S. building and construction products are generally well-received in
Mexico by local construction companies seeking to improve and offer houses with
better equipment and quality to their clients. Mexican buyers are searching for quality
homes with more green products, yet that are affordable. Housing developers and
construction companies located in border-states have greater access to the latest
trends in design, products, and accessories, which they can incorporate into their

projects. Nonetheless, developers and construction companies in Central Mexico are
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also interested in U.S. products that can improve the quality of the final product they

offer their clients.

Opportunities for U.S. suppliers in both residential and non-residential
construction/building include wooden windows, doors, flooring, and frames from
sustainable woods; ecological paints, coverings and coatings; ecological concrete pipes
for potable water and sewage; energy saving light bulbs; ecological pipes and fixtures
for electrical applications; skylights; green-certified electrical devices and home
appliances; permeable concrete; green roof systems and equipment; high-efficiency
air conditioning systems and equipment; high-efficiency HVAC equipment for
commercial buildings and hospitals; ecological water purification systems and devices;
ecological indoor and outdoor furniture; natural insulation materials; ecological blocks
and bricks; and insulation, acoustics, and fire retardant thermal protection materials.
Business opportunities in engineering, design, architectural, electrical, plumbing,

foundation, landscape, and other green services and technologies are also significant.
The following table provides additional details on specific opportunities.
Best Prospects in Mexico for U.S. Manufacturers of Building Materials

(% of U.S. Market Share in Mexico’s Construction Industry)

Description HS Code U.S. Market Share
AC systems 841582 80%
Air filters for AC systems 842139 68%
Aluminum doors, windows and frames 761010 70%
Bulbs for incandescent lamps 701110 45%
Clear glass with UV protection, thickness >6mm 700490 80%
Kitchen cabinets and fixtures 940340 28%
Prefab construction systems 940600 33%
Solar panels for lighting 854140 22%
Solar water heaters 841919 19%
Steel doors, windows and frames 730830 65%
Toilet articles of porcelain or china 691090 30%
Tubes and pipes - cooper 741110 83%
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Source: Secretariat of Finance and Public Credit (SHCP), National Institute for
Statistics and Geography (INEGI), Central Bank of Mexico (Banco de Mexico),
Secretariat of Economy, Mexican Chamber for the Construction Industry (CMIC),
National Housing Commission (CONAVI), & National Chamber for Housing Development
(CANADEVI).

Web Resources

National Chamber for Housing www.canadevi.org.mx
Development
National Housing Commission http://www.conavi.org.mx/

Mexican Chamber for the Construction http://www.cmic.org
Industry

National Chamber for Consulting Firms http://www.cnec.org.mx

Construction and Housing http://www.cihac.com.mx
Development Center

National Institute for Statistics and http://www.inegi.gob.mx

Geography

National Workers Housing Fund http://www.infonavit.org.mx
Institute

Secretariat of Communications and http://www.sct.gob.mx

Transportation (SCT)

Events
We recommend the following events to connect with Mexican buyers, representatives,

and industry officials.

Expo CIHAC 2017, October 17-21, 2017, Mexico City, Mexico
http://events.ubm.com/event/3576/expo-cihac-2017

AHR Expo 2018, October 2-4, 2018, Guadalajara, Jalisco
www.ahrexpomexico.com

For more information on the construction materials and services sector in Mexico,
please contact:

Adrian Orta

Commercial Specialist for Construction
U.S. Commercial Service - Mexico City
Tel: +52 55 5080-2000 ext. 5220
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E-Mail: Adrian.Orta@trade.gov

Cosmetics

Overview

Mexico is the second largest economy in Latin America after Brazil, as well as the
second largest market for beauty and personal care products in the region.
Consumption of cosmetics in Mexico has grown steadily over the past 15 years. Mexico
has free trade agreements encompassing 46 nations and this means not only more
trade but also more foreign investment. Multinational beauty companies have both
manufacturing and distribution facilities in Mexico and use this location as their
distribution center for Latin America. This is the case for multinationals that supply
the mass market such as Procter & Gamble, Unilever, L’Oréal, and Beiersdorf
(National Chamber of Cosmetic Industry, CANIPEC 2015). It is expected that Mexico
will be soon ranked globally as one of the top 10 exporting countries in the beauty

industry.

The Mexican consumer has been exposed not only to U.S. brands, but also to
European, South American, and recently Asian brands. This is a mature market with
opportunities for select products that can differentiate themselves from products

currently being manufactured locally.

Having a wide selection of beauty products at affordable prices has contributed to
changing the taste, preference and purchasing decisions of the Mexican consumer. The
increased participation of women in the workforce, the popularity of beauty video
blogs, and a change in perception from male consumers who are now comfortable
investing in grooming products, continue to motivate Mexico’s production of cosmetics
and personal care products. Industry specialists note that the average consumer has
gone from using only one hair care product in their daily routine, to no less than three.
According to the CANIPEC, the Mexican consumer spends on average close to USD 90
annually in cosmetic and personal care products. Locally manufactured products
mean lower prices than imported goods, and this is a critical element to consider if a
U.S. exporter is planning on entering the Mexican market. It is a highly competitive
market, but also one in constant evolution and consumers are eager to follow world
trends for beauty products. (CANIPEC 2017)
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Cosmetic and Personal Care Products Market in Mexico (Figures in billions of USD)

2014 2015 2016 2017
(Estimated)

Total Local Production 6 6.5 6.7 6.9
Total Exports 2.3 2.36 2.5 2.55
Total Imports 2.78 2.67 2.59 2.6
Imports from the US 773 737 .745 .760
Total Market Size 6.4 6.81 6.79 6.9
Exchange Rates in 13.30 15.89 18.68 N/A
Mexican Pesos per USD

Source: Mexican Secretariat of Economy, SIAVI

Leading Sub-Sectors

Make-Up

Color cosmetics is an important sub-sector which, thanks to the popularity of video
bloggers, has been revitalized. Mexican consumers follow the trends they see on the
internet, which is where they primarily learn about U.S. brands. It is recommended
that companies interested in entering the market form alliances with internet

personalities in the country to promote their brand with the younger population.

Fragrances

Perfumes and body splashes continue to be a strong segment, especially with the
presence of online retailers like Amazon Mexico, Vorana, Linio, Mercado Libre, and
specialty stores such as Sephora, which have opened in Mexico and are quickly
expanding across the country. Unfortunately, it is also one of the segments that is

most affected by counterfeiting.

Hair care

The demand for hair care products has increased due to Mexican men’s increasing
adoption of grooming products and the popularity of beards. In recent years there has
been a boom in barber shops and specialty stores catering specifically to men and

their hair care needs. Additionally, hair extensions have become quite popular among
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the common consumer who now has access to both affordable low quality synthetic

options and high-end natural hair extensions.

Nails

“Nails” is another sub-sector where internet video channels influence Mexicans’
purchasing decisions to a high degree (Euromonitor 2015). The segment continues to
grow with local manufacturers, such as Organic Nails and several brands of
independent nail polish manufacturers leading the way. Adding to this, there is also
demand for popular American brands of nail polish that consumers discover through
online video tutorials. In this segment, related accessories such as nail stamping plates

and nail art tools have gained popularity in recent years.

Skin care

Historically a focus for women, the skin care segment maintains a solid position in the
beauty industry. As with hair care, men’s interest in looking well-groomed and
youthful has contributed to increased sales in this sub-sector. Additionally, CANIPEC
has made efforts to educate the consumer on the benefits of using skin care products

from a younger age to prevent, rather than correct, skin damage.

Opportunities

Mexico’s FDA equivalent, the Federal Commission for the Prevention of Sanitary Risks,
COFEPRIS, announced in 2015 an update in regulatory standards that applies to
cosmetics, perfumes, and personal care products. The objective is to harmonize
Mexican requirements for cosmetics and personal care products with international
standards in order to facilitate trade. With this update, several products that used to
require sanitary registration to be imported into Mexico no longer do. This is reflected
in cost savings as well as expedited import times since obtaining sanitary registrations
commonly takes 18 months. The new standards modify two standards, NOM 159 and
NOM 259, which describe requirements for best practices in production, labeling and
packaging for cosmetics and personal care products, as well as the list of permitted

substances used in the manufacture of cosmetics and perfumes (COFEPRIS 2015).

Emerging niche sectors represent the best opportunity for growth without having to
compete fiercely with multinational companies that dominate the mainstream market

and spend considerable sums in marketing. Since the Mexican beauty sector is not a
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global trendsetter, niches that are more developed in the United States are in early

stages in Mexico, thus providing an opportunity for suppliers to pioneer in this arena.

One of the most promising areas is the derma-cosmetic subsector. This is a niche
where European brands have done well in Mexico, and have been traditionally sold
through dermatological pharmacies. In the last five years, dermo-cosmetic brands
have started to invest in mass marketing and are now available in supermarket chains
in Mexico. This means a wider market segment is becoming aware of the existence
and importance of derma-cosmetics and these brands have opened the door to others

in the same category.

Sunscreens and cosmetics with added sun block are both expected to be in increased
demand in the coming years. CANIPEC is boosting consumer awareness through
educational campaigns about the risks of sun exposure. The Mexican consumer is

becoming more savvy on this issue and is starting to look for products that include SPF.

Beauty products for men, especially for hair grooming, are just beginning to gain
popularity. In Mexico this segment is expected to grow at rates of over 12 percent in
the following five years due to the positive image that mainstream media and hipster

trends have helped create among younger generations.

Finally, just as in the United States, organic and natural products have a strong
potential due to the international trend of environmentally friendly products. The
biggest impetus for buying natural or organic body care is the perceived health
benefit. The potential buyer is trying to make healthier choices and a positive
contribution to the environment. U.S. brands interested in selling to the Mexican
consumer must be aware that the Mexican market will require a period of education
and a shift of paradigm when it comes to natural and organic products and their
benefits, so adoption is still slow. Another challenge will be to stress the importance
of professionally manufactured natural products over the home-made preparations
typically sold as natural beauty products since natural ingredients might be harder to

preserve against microbial contamination than synthetic raw materials.
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Web Resources

Mexican National Chamber of Cosmetic WWW.canipec.org.mx
Industry (CANIPEC)

Federal Commission for the Prevention of www.cofepris.gob.mx
Sanitary Risks (COFEPRIS)

Cosmetology Chemist Association (SQM) WWW.SQCm.org.mx

Events
EBIO, Expo Belleza Guadalajara, June 4-5, 2017, Guadalajara, Jalisco.

www.ebio.mx
EBS, Expo Beauty Show, October 29-31, 2017, Mexico City, Mexico

www.expobeautyshow.com

Resources for statistical and regulatory information:
For more information on the cosmetic sector in Mexico, please contact:

Yazmin Rojas

Commercial Specialist

U.S. Commercial Service - Monterrey
Tel.: + 52 81 8047-3290

E-mail: Yazmin.Rojas@trade.gov

Education and Training

Overview

Mexico is the tenth largest country of origin for students studying in the United States.
In 2016, 16,733 Mexican students were enrolled in U.S. schools, mostly undergraduate
programs, contributing USD 605 million to the U.S. economy. In general, Mexican
students choose to study in the United States due to the strong ties and proximity
between the countries. The prestige of the American higher education system is also

a determining factor.

Mexican Students in U.S. Colleges and Universities

2015/2016 Academic Year

Academic Level Number of Students from Mexico
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Undergraduate 9639
Graduate 4166
Other 1405
Optional Practical Training 1523

Source: IIE Open Doors 2016

Mexico has taken a leading role in international education, fostering student mobility
and academic exchanges with institutions abroad, to become more competitive in the
international market. A great example of a bilateral education initiative is the U.S.-
Mexico Bilateral Forum on Higher Education, Innovation and Research
(FOBESII) launched in 2014, to expand opportunities for educational exchanges,
scientific research partnerships, and cross-border innovation to help both countries
develop a 21st century workforce for mutual economic prosperity and sustainable
social development. Through FOBESII, the U.S. and Mexican Governments have
brought together public and private sectors, as well as the education community, to
promote educational and research cooperation with U.S. institutions, as well as
providing the opportunity to access quality post-secondary education to underserved
demographic groups in the science, technology, engineering, and math (STEM)
fields. Among the Forum’s main achievements are the signing of more than 115
collaboration agreements between higher education institutions in Mexico and the
United States, as well as joint projects and programs in innovation and research
implemented by the National Council of Science and Technology (CONACYT) and the

National Science Foundation (NSF).

Given FOBESII’s focus on workforce development, opportunities for community
colleges and boarding schools are also rising, especially among Mexican students who
are looking for educational opportunities at a younger age or are interested in two-

year programs.

Mexico’s community college equivalent, its Universidades Tecnoldgicas system,
features several bilingual technical universities that are particularly interested in

exchange opportunities given that the classes are taught in English.
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The importance of providing training opportunities to the Mexican workforce is a key
component of a company/entity’s competitiveness. Priorities for companies in Mexico
are to improve their business processes, reduce costs, improve the effectiveness of
their workforce, innovate, and strengthen their relationship with clients. Customized
training in IT technologies, quality control, management and language programs are in
high demand in the Mexican market. In addition to traditional training methods,
Mexico is also investing in technology and opening the market toward on-line or

blended courses.

Leading Sub-Sectors
As part of the Mexican education model, technology plays a key role in providing
learning tools to students and enables students to have a more interactive experience

in class and at home.

Although there are many areas for improvement, the Mexican Government, through
the Secretariat of Education and private educational institutions, is investing in
equipment and technology solutions such as software, applications, and digital content

in English to improve the education experience at all levels.

Opportunities

e Short-term ESL programs for students

e Student recruitment for undergraduate and graduate programs for science,
technology, engineering and math (STEM), aeronautical sciences, business

administration, environment/energy, agriculture, and design areas

e Collaborative programs for technical/vocational programs in engineering and

technology programs

e Dual-degree programs and collaborative programs in international business and
management, engineering, environmental technology, and aerospace at the

undergraduate and graduate levels

e Corporate training programs in management, as well as executive-level language

proficiency programs
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e Technology applied to K12 education - applications, software, and digital content

Traveling to Mexico and participating in recruitment fairs is highly recommended
including visiting schools to promote educational opportunities. Successful U.S.
training companies have partnered with Mexican institutions/universities to develop
continuing education programs. However, training companies need to be flexible and
sensitive to the specific characterisitcs of the Mexican market. The demand is for
tailor-made programs conducted in Spanish. Technology companies are encouraged to

work with a partner in country.

Web Resources

Education USA https://www.educationusa.state.gov
Mexican Secretariat of Education http://www.sep.gob.mx
National Association of Universities http://www.anuies.mx

and Higher Learning Institutions

U.S. Embassy https://mx.usembassy.gov/education-
culture

COMEXUS - Fulbright-Garcia Robles http://www.comexus.org.mx

Scholarships

Consejo Nacional de Ciencia y Tecnologia http://www.conacyt.gob.mx

(CONACYT)

Consortium for North American Higher https://www.conahec.org

Education Collaboration

For more information on the education and training sector in Mexico, please contact:

Martha Sanchez

Commercial Specialist, Education and Training
U.S. Commercial Service - Mexico City

Tel: +52 55 5080 2000 ext. 5225

E-mail: Martha.Sanchez®@trade.gov

Electricity Sector

Overview

The market for power generation equipment in Mexico is estimated to grow by 6.1

percent from 2016-2017, while exports from the United States to Mexico are expected
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to increase by 1.1 percent. The growth is driven by Mexico’s energy reform, which

allows private sector participation in the new electricity market.

In December 2013, the Mexican Congress and state legislatures approved sweeping
constitutional changes governing the energy sector. Subsequently, the Mexican
Congress ratified the reformed secondary energy laws. For example, in August 2014,
the Public Service of Electrical Energy Law (LSPEE) was revoked and the new Electric
Industry Law was officially published. This unprecedented energy reform set the scene
for a modern, productive, efficient and competitive electric power industry capable of
reducing overall electricity supply costs by attracting business investment in Mexico,
especially to develop power generation projects that will serve the heavy
manufacturing and commercial industries that require large amounts of reliable and
accessible power. The free market favors the lowest cost provider and puts downward
pressure on electricity prices. This arrangement promotes more efficient generation
capacity fueled by natural gas and renewable energy over power plants supplied by

higher cost diesel or fuel oil.

The reform mandated the transformation of the Federal Electricity Commission (CFE),
the state-owned monopoly of the electric power sector, into a state productive
enterprise with technical, management, and budgetary autonomy. CFE became a fully
competitive entity, retaining its electric power plants and transmission facilities. CFE
now owns nine subsidiaries, five for power generation, one for Independent Power
Producer (IPP) contracts, one for transmission, one for distribution, and one for basic
electricity supply (residential users). In addition, CFE has four affiliated companies,
one for natural gas, one for international affairs, one to manage interconnection
contracts that were signed before the energy reform, and one to sell electricity to
Qualified Users (industrial and commercial buyers of electricity that require large
amounts of electricity and have a load center of at least 1 MW). As a for-profit
enterprise, CFE is legally allowed to enter into agreements with private companies,

and they are mainly interested in joint ventures.

To ensure open access for private companies to the national transmission network, the
National Center for Energy Control (CENACE) was separated from CFE in November
2014 to function independently and manage the electricity grid and the Wholesale

Electricity Market (Mercado Eléctrico Mayorista). CENACE guarantees open and non-
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discriminatory access to the national transmission grid and distribution grids and it
regulates the delivery of electricity from power plants to load points. CFE’s
transmission and distribution infrastructure will continue to be used. However, CFE is
not a sole electricity provider. Private power generators have access to install and

manage interconnections with the existing state-owned distribution infrastructure.

The objective of the Wholesale Electricity Market is to achieve a modern, competitive,
cost effective power system with private sector participation that promotes clean
energy and reliability?. The following can participate in the Wholesale Electricity
Market: generators, qualified users, qualified service providers (companies that buy
the electricity from the Wholesale Electricity Market and sell it to qualified users), the
exempt generators (generators with small power plants with an electricity production
of less than 0.5 MW), and basic service suppliers (who provide service to users who

don’t require large amounts of electricity).

All Wholesale Electricity Market participants are required to register or have a permit
with Mexico’s Energy Regulatory Commission (CRE). The prices of the Wholesale
Electricity Market are nodal prices, calculated based on generation cost, available
power supply at the node, and transmission losses. The Wholesale Electricity Market
allows contracts between participants called Electric Coverage Contracts, with which
the purchase and sale of electricity and associated products is set at a future date and

at the agreed price.

2 In January 2017, the U.S. Department of Energy and the Federal Energy Regulatory
Commission (FERC) with the Mexican Secretariat of Energy (SENER), Energy Regulatory
Commission (CRE), and the National Center for Energy Control (CENACE), signed an MOU on
the principles to promote the reliability and security of the interconnected power systems of

the United States and Mexico. For more information, please consult the following links:

https://www.energy.gov/sites/prod/files/2017/01/f34/Principles%20to%20Promote%20the%2
OReliability%20and%20Security%200f%20the%20Interconnected%20Power%20Systems%200f%20t
he%20U.S.%20and%20Mexico%20%28English%29_1.pdf

https://energy.gov/articles/us-energy-secretary-and-mexico-energy-minister-sign-bilateral-

principles-promote
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Two long-term auctions have already taken place in the new electricity market. The
objectives of the long-term auctions are to attract investment, make all technologies
compete with each other, and ensure efficiency to the buyer. Mexico’s long term
power auctions were significant in terms of the competitive prices and the amount of
clean energy generation commitment. With the first two long-term electricity
auctions, CFE will secure 15-year power contracts that will be operational starting in
2018 and 20-year contracts for Clean Energy Certificates (CELs). U.S companies were
successful in these auctions when they partnered with Mexican firms and presented
their offers as part of a consortium. Successful U.S. companies include SunPower,
Sempra/Lenova, and Kohlberg Kravis Roberts (KKR) with the X-Elio Project for solar
projects, as well as Blackstone with Frontera Generacion, with a combined cycle
plant. Solar and wind energy projects were the main winners, but geothermal energy
was also favored on the second auction when the offers packaged not only clean
energy certificates plus electricity megawatt/hour, but also capacity. The guidelines

for the third-long term auction were published on May 8, 2017.3

The energy reform seeks to meet the national goals of sustainable development and
emissions reductions in Mexico’s General Climate Change Law*. The specific objective
for the power sector is to generate at least 35 percent of electricity from clean energy
sources by 2024, and 50 percent by 2050. To reach these goals the Mexican
Government created the CEL program, which is the mechanism through which SENER
establishes requirements to use a percentage of clean energy in power generation
projects, and CRE is responsible for regulating the CEL program. These clean energy
certificates serve to promote new clean energy investments and to meet the national

clean energy goals efficiently and at the lowest cost.

3 To learn more about the requirements of the third-long term electricity auction and

important dates, please visit:

http://www.gob.mx/cenace/articulos/tercera-subasta-electrica-podria-triplicar-la-

generacion-de-electricidad-con-fuentes-limpias-pjc-106259?idiom=es

4 The General Climate Change Law, known as Ley General de Cambio Climdtico in Spanish, is
Mexico’s guiding instrument for climate change policy for the medium- to long-term with 10,

20, and 40 year goals http://www.dof.gob.mx/nota_detalle_popup.php?codigo=5301093
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Development Program of the National Electric System

In June of 2017, SENER published the Development Program of the National Electric
System (known as PRODESEN in Spanish) for 2017-2031. This document contains the
planning for the National Electric System (SEN) for the activities of generation,
transmission and distribution. SENER foresees a required investment of more than USD
107 billion over the next 15 years in addition to significant private sector investment.
The majority of the investment (81%) will be allocated to power generation projects,
mainly for clean energy. The rest of the investment will be allocated to transmission
(11%) and distribution (8%) projects. The transmission investment includes
interconnection plans, first to connect the independent electricity system of Baja
California with the national electricity system, and second to connect the national
electricity system with the United States and Central America. In addition, the plan is
to extend the current transmission lines by 23,772 square kilometers with 410
different projects. The distribution investment includes the modernization of the

general distribution lines and the upgrade of the current measuring system.

Power Generation Equipment (HS Codes 8501, 8502, 8503)

2014 2015 2016 2017
(Estimated)

Total Local Production 9.31 9.96 10.21 10.84
Total Exports 3.31 3.50 3.27 3.47
Total Imports 3.80 3.94 4.04 4.18
Imports from the US 1.27 1.44 1.43 1.45
Total Market Size 9.59 10.26 10.98 11.55
Exchange Rates 13.30 15.89 18.68 18.70

Source: Banco de México, PROMEXICO, INEGI, SENER, U.S. International Trade
Administration, World Trade Atlas and interviews with importers, distributors, and

end-users of electrical equipment and power generation equipment and services.
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Leading Sub-Sectors
Mexico’s electrical power industry offers opportunities for U.S. products, services and

technologies in the generation, cogeneration, energy efficiency, transmission (high-

voltage direct current), distributed generation, and energy storage.

Opportunities

For the electrical power sector, there is an emphasis on diversifying the sources of
power generation by increasing the use of co-generation, combined-cycle equipment,
modernizing outdated electricity plants with the installation of clean and efficient
technologies, and increasing the supply of power generation sources, primarily natural
gas and renewables. Power plants must be competitive to offer the lowest possible
cost of electricity in the wholesale electricity market to serve large industrial and
commercial users. Therefore, there is an interest in investing in the most-advanced,

clean and efficient technologies.

Furthermore, as part of the guidelines for the electricity market there are some
considerations in terms of node prices and permits that not only help balance the
national interconnected electricity system, but also take into account the expansion of
the electricity network to include those areas of the country that are underserved or
where supplying electricity has been difficult and costly. To accomplish the electricity
network expansion, meant to serve the entire population, the national electricity
system will include solutions for energy efficiency, energy storage, distributed power

and renewable technologies.

Web Resources

Secretariat of Energy (SENER) https://www.gob.mx/sener

Federal Electricity Commission (CFE) http://www.cfe.gob.mx/paginas/Home
.aspx

Energy Regulatory Commission (CRE) http://www.cre.gob.mx

National Center for Energy Control (CENACE) https://www.gob.mx/cenace
Mexican Electric Research Institute (lIE) http://www.iie.org.mx

Trust for Electric Energy Saving (FIDE) http://www.fide.org.mx
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National Commission for Energy Efficiency http://www.conuee.gob.mx/wb
(CONUEE)

Federal Commission for Regulatory http://www.cofemer.gob.mx
Improvement
(COFEMER)

Events

Expo Eléctrica Internacional, June 6-8, 2017. Mexico City, Mexico
http://www.expoelectrica.com.mx

Power-Gen International, December 5-7, 2017. Las Vegas, NV.
http://www.power-gen.com

Energy Mexico - Expo and Congress, February 21, 2018. Mexico City, Mexico
http://www.energymexico.mx

For more information on the electricity sector in Mexico, please contact:

Claudia Salgado

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5224
E-mail: Claudia.Salgado®@trade.gov

Environmental Technologies Mexico

Overview
The Environmental Technologies and Water markets in Mexico are poised for growth

over the next few years given Mexico’s commitment to addressing climate change, a
political will to fund projects in the sector, and an immense need for infrastructure
modernization. Public and private sector stakeholders are keen to address many of
Mexico’s greatest challenges in these sectors (air pollution, waste management,
increased recycling, potable drinking water, and wastewater management) with the
latest products, technology, and expertise. As a result, these sectors provide

excellent immediate business opportunities for U.S. companies.

Water
The market for water and wastewater sub-sectors in Mexico is estimated to grow by

0.5 percent from 2016-2017, while exports from the United States to Mexico are

expected to increase by 1.7 percent. The National Water Commission (CONAGUA)
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reports that 77 percent of available water is used in the agricultural sector, nine

percent in the industrial and services sector, and 14 percent in urban areas.

CONAGUA'’s budget for 2017 is approximately USD 7.1 billion, which will be used to
address improvements to the existing drinking water and municipal infrastructure,
dams, and aqueducts in the country. This funding includes projects for desalination
plants planned as public-private partnerships (PPPs) through which the government
estimates USD 250 million in private sector investment. The PPP approach allows for
cooperation between the Mexican Government and the private sector in federal

infrastructure construction projects, as well as related services.

The main water challenges in Mexico are over-exploitation, inadequate infrastructure,
and contamination of water resources. Nine million people do not have access to
potable water, and 11 million are not connected to sewage lines. To address these
issues, as part of the National Water Plan that runs through 2018, the Mexican
Government seeks to modernize the country’s infrastructure through public policies,
the development of the National System of Environmental and Natural Resources
Information (SNIARN), and other new initiatives, such as systems to measure
consumption and improve water management in urban and agriculture areas of the

country.

Table 1 Water Technologies
(Figures in USD billion)

2014 2015 2016 2017
(Estimated)

Total Local Production 1.00 1.06 1.08 1.09
Total Exports 0.83 0.90 0.92 0.97
Total Imports 4.10 4.15 4.18 4.24
Imports from the US 2.37 2.39 2.42 2.46
Total Market Size 4.27 4.31 4.34 4.36
Exchange Rates 13.30 15.89 18.68 18.70

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017

Source: Central Bank of Mexico (Banco de Mexico), National Bank for International
Trade (BANCOMEXT), Secretariat of Economy, Global Trade Atlas, Border Environment
Cooperation Commission (BECC), National Water Commission (CONAGUA), National
Council of Industrial Ecologists (CONIECO), & interviews with importers, distributors,

and end-users of water and wastewater equipment and services.

Environmental Technologies
The market for environmental technologies in Mexico is estimated to grow by two
percent from 2015 to 2016, while exports from the United States to Mexico are

expected to increase by 0.8 percent over the same period.

The Secretariat of Environment and Natural Resources (SEMARNAT) continues to
actively promote green development in Mexico. Its objective is to advance economic
growth and development in Mexico by promoting a more competitive, sustainable, and
low carbon emissions economy. SEMARNAT implements the General Climate Change
Law, which is the national guide for climate change policy for the medium to long-
term with 10, 20, and 40 year goals. The objectives of the General Climate Change
Law are to generate at least 35 percent of electricity from clean energy sources by
2024, reduce greenhouse gas (GHG) emissions by 50 percent (compared to GHG
emissions in 2000) by 2050, and derive at least 50 percent of electricity from clean

sources by 2050.

In addition to the General Climate Change Law, SEMARNAT continues to actively
promote the General Law for Prevention and Integrated Waste Management (LGPGIR)
and the General Law for Equilibrium and Environmental Protection (LGEEPA). The
LGPGIR was originally enacted in 2003 and has undergone several revisions and
reforms. One reform states that the Mexican Federal Government, the states, and the
municipalities will promote ecological awareness and implement LGPGIR through joint
actions with the community focusing on integrated waste management and the use of
materials that meet the criteria for environmental efficiency. To accomplish this, the
three levels of government may initiate cooperative agreements with urban and rural

communities, as well as various social organizations.

In 2015, the Mexican Government earmarked over USD 100 billion for SEMARNAT in

support of environmental projects, including waste management and recycling. The
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program, known as the Program for the Strengthening of the Environment of the States
(Programa de Fortalecimiento Ambiental de las Entidades Federativas), is accessible to
all Mexican states and municipalities. Moreover, there are specific opportunities in
areas such as Mexico City where the city recently issued a green bond (Bono Verde) for
approximately USD 53 million. The bond will support financing of sustainable public
transport projects, water infrastructure, energy efficiency, and climate change

adaptation.

As a result of the energy reform, a new environmental government agency has been
created in Mexico to oversee all activities in the oil and gas sector. The Security,
Energy and Environment Agency (ASEA) is an administrative agency of the Secretariat
of Environment and Natural Resources (SEMARNAT) with technical autonomy and
management and is responsible for regulating and supervising industrial safety,
operational safety and environmental protection activities in the hydrocarbons sector.

ASEA’s areas of regulatory responsibility include:

« Oil and gas: recognition and surface exploration and hydrocarbon extraction,
processing, refining, sale, marketing, transport and storage.

o Natural Gas: processing, compression and decompression liquefaction of natural
gas and gasification, transport, storage, distribution and sale to the public.

« Liquefied Petroleum Gas: transportation, storage, distribution and public supply of
liquefied petroleum gas.

« Oil and petrochemicals: transportation, storage, distribution and sale to the public
of petroleum products and petrochemicals, as well as pipeline transportation and
storage of petrochemical products linked to natural gas processing and petroleum
refining.

Table 2: Environmental Technologies: Air, Waste Management, Recycling

(Figure in USD billion)

2014 2015 2016 2017
(Estimated)
Total Local Production 1.90 1.93 1.94 1.98
Total Exports 0.70 0.71 0.72 0.75
Total Imports 1.67 1.70 1.73 1.75
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Imports from the US 1.16 1.20 1.25 1.26
Total Market Size 2.86 2.92 2.95 2.98
Exchange Rates 13.30 15.89 18.68 18.70*

Source: Central Bank of Mexico (Banco de Mexico), National Bank for International
Trade (BANCOMEXT), Mexican Secretariat of Economy (SE), Mexican Secretariat of
Environment and Natural Resources (SEMARNAT), Mexican Congress (Camara de
Diputados), Mexican Tax Authority (SAT), Mexican Geography and Statics Institute
(INEGI), U.S. International Trade Administration, World Bank, International Monetary
Fund, Organization for Economic Cooperation and Development, United Nations,
Business Monitor, World Trade Atlas, bank reports and interviews with importers,
distributors, and end-users of air, waste management and recycling equipment and

services. *Estimated

Leading Sub-Sectors

The leading sub-sectors for U.S. companies are in water resources equipment and
services and environmental technologies, such as solid waste management, soil
remediation, recycling and air monitoring. U.S. products and services are considered
competitive in the Mexican market due to quality, post-sale services and guarantees
offered by U.S. companies. Moreover, cross-market interaction is further prompted by
the constant collaboration of government entities, such as SEMARNAT and CONAGUA
with the U.S. Environmental Protection Agency (EPA) and the Border Environment
Cooperation Commission (BECC). This collaborative environment allows Mexican and
U.S. companies to share best practices, knowledge, and technologies in complying

with environmental regulations.

Opportunities

Municipal Wastewater Treatment Plants

CONAGUA and the Social Development Secretariat (SEDESOL) plan to upgrade existing
municipal wastewater treatment plants that are in over 1,250 municipalities in the
states of Guerrero, Oaxaca, Veracruz, Chiapas and Michoacan. The estimated budget

for the project is USD 200 million.
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Desalination Plants

CONAGUA plans to build desalination plants in the states of Baja California Sur (Los
Cabos), Baja California Sur (La Paz), Sonora (Hermosillo and Puerto Penasco), and
Sinaloa (Los Mochis and Mazatlan). CONAGUA has indicated that the new desalination
plants will be built within the framework of the new Public and Private Partnership

Law.

Drinking Water for Public Schools and Recreation Areas:

CONAGUA and the Public Education Secretariat in the near term are planning to install
drinking water fountains at public schools and public recreation areas in the States of
Chihuahua, Guanajuato, Jalisco, Nuevo Leon, Oaxaca, Puebla, Coahuila, Sonora,
Sinaloa, Chiapas, Guerrero and Mexico City. The estimated budget for the project is
USD 20 million.

CONAGUA: plans the construction of waste water treatment plants at the New Mexico

City Airport. The estimated budget for the project is USD 70 million.

Air Pollution Control

The General Law for Equilibrium and Environmental Protection (LGEEPA) states that
the authorities must implement programs to reduce air pollutant emissions from
sources under federal jurisdiction. With this objective, management programs to
improve air quality known as ProAire were developed by the Federal Government to
reverse the deterioration of air quality in major cities in Mexico. ProAire programs
incorporate specific measures for the reduction and control of pollutant emissions.
The programs are based on the relationship between the emissions pollutants, the
sources where they are originated, the impact on the air quality, and the health of the
communities. In addition, SEMARNAT in coordination with other federal agencies is
responsible for implementing programs to reduce emissions from industries under
federal jurisdiction and programs to verify vehicle emissions. U.S. companies can

access detailed information on ProAire programs by visiting SEMARNAT’s webpage:

http://www.semarnat.gob.mx/temas/gestion-ambiental/calidad-del-aire/programas-

de-gestion-para-mejorar-la-calidad-del-aire
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On that site companies can find a map of the current programs, description, location,

contact information and future projects.

Waste Management and Recycling
SEMARNAT fosters the integrated management of urban solid, special handling, and
hazardous waste by promoting pollution prevention, economic assessment, and

adequate waste disposal.

Through the Program for the Strengthening of the Environment of the states, funds are
available to all Mexican states and municipalities to finance environmental studies,
prevention programs, waste management programs, projects to increase the installed
capacity of waste collection, and adequate disposal projects. U.S. companies can
access detailed information on funded projects for 2015 by visiting SEMARNAT's

webpage: http://www.semarnat.gob.mx/apoyos-y-subsidios/pef/beneficiarios

On that site companies can find a list of all the projects, description, location, value

and responsible agency.

Web Resources

Secretariat of Environment and Natural http://www.semarnat.gob.mx
Resources
(SEMARNAT)

National Water Commission http://www.cna.gob.mx

National Institute of Ecology and http://www.inecc.gob.mx
Environmental
Change

Attorney General for Environmental http://www.profepa.gob.mx
Protection
(PROFEPA)

Mexican Institute of Water Technology (IMTA) http://www.imta.gob.mx

National Bank for Public Works http://www.banobras.gob.mx
(Banobras)

Border Environment Cooperation Commission http://www.becc.org
(BECC)
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National Council of Industrial Ecologist of http://www.conieco.com.mx
Mexico (CONIECO)

National Association of Water and Sanitation http://www.aneas.com.mx
Companies of Mexico (ANEAS)

Events

American Water Works Association (AWWA), June 11-14, 2017. Philadelphia, PA
http://www.awwa.org

The Green Expo, September 5-7, 2017. Mexico City, Mexico
http://www.thegreenexpo.com.mx

WEFTEC, October 2-5, 2017. Chicago, IL
http://www.weftec.org

ANEAS Expo & Conference, November 6-10, 2017. Puebla, Puebla
http://www.aneas.com.mx

For more information on the environmental technologies and water sectors in Mexico,
please contact:

Francisco Ceron

Commercial Specialist, Water

U.S. Commercial Service - Mexico City
Tel: +52 55 5080 2000 ext. 5211
E-mail: Francisco.Ceron@trade.gov

Claudia Salgado

Commercial Specialist, Environmental Technologies
U.S. Commercial Service - Mexico City

Tel: +52 55 5080 2000 ext. 5224

E-mail: Claudia.Salgado®@trade.gov

Healthcare Products and Services

Overview

For 2017, due to ongoing interest by U.S. companies across the healthcare sector, CS
Mexico is taking an expanded view of the sector — looking beyond medical devices to
healthcare services and the pharmaceutical/biopharma sector. Medical devices remain
a top-prospect sub-sector, but there may be niches of opportunity in the other sub-

sectors that CS Mexico could help interested companies explore.

The Healthcare System and Trends
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Mexico operates a universal healthcare system that evolved through Federal
Government actions in the mid-2000s and was fully enacted in 2012. The system is
split between an extensive government-run healthcare network and private sector
providers and insurers. The government network covers both the provision of care and
pharmaceuticals and is further split between a network for government employees
covering some 13 million people and a network for the rest of the population covering
roughly 60 million. Individual Mexican states also provide independent healthcare

services.

In all, public healthcare institutions account for 70-80 percent of all medical services
provided nationwide, while private healthcare institutions serve approximately 25-30
percent of the Mexican population, including the 32 million people with private
medical and accident insurance. In 2013 (most recent data available), Mexico had
1,169 public hospitals, of which 194 were highly specialized medical centers, and
3,560 accredited private hospitals, of which only about 100 had more than 50 beds and
the capacity to offer highly specialized services. Major health provider groups include
Grupo Empresarial Angeles, Star Medica, Hospital San Jose, Centro Medico ABC,

Hospital Espanol, Amerimed Hospitales, Grupo Christus Muguerza, and Medica Sur.

Mexico’s epidemiological profile has changed dramatically over the past 20 years. In
the 1990s the main causes of premature death were communicable diseases such as
diarrhea and respiratory infections or birth complications. According to World Health
Organization (WHO) data from 2012, the most recent available data, diabetes is now
the top cause of death in Mexico at 14.5 percent of deaths and 87.6 deaths per
thousand. However, a quarter of deaths stem from a range of cardio-pulmonary
diseases including ischemic and hypertensive heart disease, stroke, and chronic
obstructive pulmonary disease. Obesity is the major risk factor for all of the above,
affecting seven in ten Mexicans. Interpersonal violence is also a relatively high killer,
accounting for 5.4 percent of deaths, or 32.7 deaths per thousand. Cirrhosis of the
liver, kidney disease, and road injury round out the top ten list of Killers, at 4.1

percent, 2.5 percent, and 2.3 percent of deaths, respectively.
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Both the Organization for Economic Cooperation and Development (OECD) and WHO
maintain a wide range of health indicators for Mexico and other countries that may be

useful for U.S. companies assessing this sector.

The growth of medical tourism is also significant in Mexico. Estimates vary, but
Patients Beyond Borders estimates that 200,000 to 1.1 million patients travel to
Mexico yearly. Most are Hispanics living in the United States, from other U.S. citizens
seeking lower-cost healthcare options, and a smaller group of individuals from Canada
and the United Kingdom seeking fast treatment options combined with a tourism

destination.

Healthcare partnerships also drive cross-border healthcare, including hospital
affiliations with educational institutions, partnerships for specialized care, and

franchise or network activity.

Market Access for Healthcare Products

There are some challenges of note for U.S. suppliers in the healthcare sector.

First, the size of the public sector healthcare system means that sales into the system
must go through a government tender process that has lowest-price-provider
requirements and, for medications, must be on the official government approved

supply list called the “Cuadro Basico” and Catalog of Medications.

Second, both the government low-price requirement and general price sensitivity in
the market can cause pricing challenges for U.S. companies, particularly at the
current value of the peso. This has increasingly driven purchases to lower-cost and

often lower-quality Asian producers.

Third, to get around low-price Asian supplier concerns, government purchasing
preferences generally place incentives on suppliers from countries with which Mexico
has a free trade agreement. While this benefits U.S. suppliers under NAFTA, it also
benefits European and other suppliers, and it can also disadvantage products which

have a portion of content from non-FTA countries.

In terms of regulatory approvals and market access, Mexico remains sovereign as to

setting and maintaining its regulations. For anything applied to or entering the body —
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whether a device, instrument, or pharmaceutical— a sanitary registration is
mandatory. The Mexican regulatory framework for the pharmaceutical sector includes

the following:

a) Mexican Official Standards. Compliance with Mexican Official Standards (Normas
Oficiales Mexicanas, or NOM) is mandatory for all products sold in the Mexican

territory.

b) Sanitary Registration. In addition to Official Standards, medical devices as well as
pharmaceutical products such as active ingredients, finished medicines in bulk, and
finished medicines in retail packages, must be registered with the Federal Commission
for the Prevention of Sanitary Risks (COFEPRIS). Intellectual property protection is a

separate process with a different government agency.

COFEPRIS has been driving a process of unilateral recognition of market authorizations
to streamline product approvals for devices and pharmaceuticals containing active
ingredients that have not been commercialized before in Mexico and that are already
approved by the U.S. Food and Drug Administration and the European Medicines
Agency, among others. This process has already made the process of importation
faster and easier, and should continue to benefit U.S. exporters and Mexican
consumers of U.S. healthcare products. CS Mexico and U.S. industry representatives

have provided ongoing input to COFEPRIS.

FDA approval may speed-up the Mexican approval process, but it does not exempt a
product from Mexican sanitary registration requirements. Products not yet approved

by FDA or other recognized agencies will undergo the standard process.

For the registration of generic drugs, it is important to note that drugs are not covered
by this streamlined process, and that there is a requirement to conduct the

corresponding bioequivalence studies in Mexico.

Only in some cases, such as personal use or research, are products exempted from

being registered.

c) Import Permit. Once the product has obtained a sanitary registration code, the

importer must file an import permit application with COFEPRIS to have access to the
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Mexican territory. Only in some cases, such as personal use or research, are products

exempted from being registered.

d) Certificate of Origin. Products qualifying as North American under NAFTA must use
the NAFTA Certificate of Origin to receive NAFTA beneficial treatment. This certificate
may be issued by the exporter or freight forwarder and does not have to be validated
or formalized. Only North American products, as defined by the rules of origin, are
eligible for preferential tariff treatment. In general, 51 percent or more NAFTA

content by value is required to get a NAFTA Certificate of Origin.

Some companies have experienced @ significant delays in  receiving
registration/marketing approvals from COFEPRIS. In addition, foreign medical device
manufacturers require a legally appointed distributor or representative in Mexico,
responsible for the product and its registration process. It is highly recommended that
U.S. companies ensure that they carefully submit all documents the first time and
exactly as requested to COFEPRIS, as small errors or omissions have resulted in long

delays in some cases.

Leading Sub-Sectors

Leading sub-sectors are split between medical devices, pharmaceutical industry
products, and healthcare services. While opportunities may exist across all of these
sectors, only medical devices are considered to offer the growth and market entry

potential to be a best-prospect sector.

Medical Devices, Equipment, and Instruments

The following table provides the most recent statistics for medical devices in Mexico.
Medical Device and Equipment Market Size in Mexico

(Figures in USD billions)

2013 2014 2015 2016
(Estimated)
Total Local Production 8.04 9.00 9.45 14.29
Total Exports 6.03 7.42 7.56 11.43
Total Imports 4.33 6.83 8.43 6.88
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Imports from the US 2.20 2.38 2.55 5.42
Total Market Size 6.34 8.41 10.32 9.74
Exchange Rates 13.30 15.89 18.68 18.70 (YTD)

Source: Secretariat of Economy’s Tariff Information System via Internet (SIAVI) &
ProMexico

Mexico’s market for medical equipment, instruments, disposable, and dental products
has fluctuated significantly in recent years in the mix of local production, exports, and
imports. Total imports of these products totaled nearly USD 6.9 billion in 2016 after a
large spike of third-country imports in 2015. This represented about 71 percent of the
medical equipment and instrument market and approximately 40 percent of medical
disposable products and dental materials. Almost 56 percent of the total market, or
just over USD 5.4 billion of imports, came from the United States in 2016. This amount
represented a massive surge in imports from the United States—in a wide range of
categories from dental instruments, hemodialysis, and electrocardiogram equipment
to miscellaneous surgical and treatment items such as sutures, catheters, and
syringes. These spikes may be due not only to one-time purchases by the government
healthcare system but also to construction of several new hospitals in both the public
and private healthcare networks. The main third country suppliers of medical devices
are: Brazil, Canada, China, France, Germany, Israel, Italy, Japan, the Netherlands,
South Korea, and the United Kingdom. A growing competitive problem for U.S.
suppliers is low-cost and frequently lower-quality supply from Asian sources,

particularly China.

Medical products from the U.S. are highly regarded in Mexico due to high quality,
after-sales service, and pricing, compared to competing products of similar quality.
Consequently, U.S. medical equipment and instruments have a competitive advantage

and are in high demand in Mexico.

Large public and private hospitals regularly seek out the most modern and highly-
specialized medical devices. Some medium and small private hospitals with limited
budgets buy used or refurbished equipment. By law, public hospitals cannot buy used

or refurbished products.
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To reduce costs, many public and private hospitals are outsourcing surgical procedures
to companies that offer “integral surgery services,” or surgery centers. These services
are delivered as a “pay-per-event” and include all the necessary equipment and
personnel required to perform a surgery. Thus, hospitals can avoid big capital
investments in plant and equipment, materials, pharmaceuticals, and instruments,

while gaining access to some of the most modern specialized surgical products.

To reduce medical device costs, public health care institutions are consolidating
purchases for several institutions in one public tender. This forces suppliers to reduce

prices to be more competitive.

Pharmaceutical Industry

Mexico is the eleventh largest market for pharmaceuticals in the world and the second
in Latin America after Brazil. The pharmaceutical market in Mexico is divided into
patented medicines, which represent 51 percent of the market by value, generics with
35 percent, and OTC products with the remaining 14 percent. According to the Federal
Commission for the Prevention of Sanitary Risks (COFEPRIS), the country’s regulatory
authority for the sector, generics represent more than 80 percent of the market in

terms of volume.

The United States is the largest foreign supplier of pharmaceutical products to the
Mexican market. In 2016, the United States exported USD 904 million to Mexico,
accounting for 21 percent share of the total import market. Nevertheless, imports
from the United States fell 16 percent compared to 2015, a drop that affected all the

top 10 source countries from 2015 to 2016.

Pharmaceutical Products Market in Mexico

(Figures in USD billions)

2014 2015 2016 2017
(Estimated) | (Forecast)

Pharmaceutical sales 9.236 9.491 9.774 10.108
(constant 2016
exchange rate)

Total Exports 1.847 1.958 1.587 N/A
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Total Imports 4.939 4.804 4.143 N/A
Imports from the US 1.045 1.083 .904 N/A
Total Market Size N/A N/A N/A N/A
Exchange Rates 13.30 15.89 18.68 18.70 (YTD)

Source: Gobal Trade Atlas, CANIFARMA, AFAMELA, AESGP, BMI

Approximately 400 laboratories manufacture pharmaceuticals in Mexico and they are
concentrated in the Mexico City metropolitan area, and the states of Jalisco, México,
Puebla and Morelos. The Mexican pharmaceutical industry stands out because of the

presence of 20 out of the 25 largest companies worldwide.

The pharmaceutical industry in Mexico is one of the most developed in Latin America,
with significant local production of active ingredients and finished products. This
situation is partially due to former Mexican health regulations, which mainly allowed
only manufacturers to register to sell in the country, whether or not the medication
was produced locally. Therefore, both local and international manufacturers
established themselves in Mexico, and then made decisions about whether to source

from their own Mexico-based manufacturing facility or to import.

Mexico is also one of the most biodiverse countries in the world, with an extensive
tradition of research in biological applications and life sciences. There are about 180
firms that develop and/or use modern biotechnology in Mexico. Many of these firms
are international corporations that have biotechnology-related activities with
important applications in the following sectors: human healthcare, agriculture, marine
resources, energy production and other areas. The sector benefits from government
and private sector modernization and research and development programs involving

research institutions and private industry.

There are four strategic life science regions identified in Mexico: Guanajuato, Jalisco,
Morelos, and Nuevo Leon. Each boasts strong clinical research clusters, along with
other clusters driven by foreign investment specifically oriented to pharmaceutical
manufacturing. More recently, Baja California has developed emerging industrial and

academic potential in biotechnology. For instance, the city of Ensenada has cultivated
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R&D centers focusing in areas such as marine science and marine biotechnology,

optics, applied physics, and agricultural biotechnology.

Mexico's pharmaceutical market growth will be driven in part by growth in biosimilars,
for which sales are expected to surge in the coming years. Since June 2012, when
Mexico published new guidelines for biocomparable medicines, local R&D and
production in the biosimilars subsector have significantly improved, and a number of

multinational companies have announced investment and product launches.

Opportunities

Devices and Equipment
Best prospects in the healthcare sector devices, equipment, and instruments include

the following:

e Anesthesia equipment

o Defibrillators

o Electrocardiographs

e Electroencephalographs

o Electro surgery equipment
¢ Gamma ray equipment

e Incubators

e Surgical lasers

e MRI equipment

e Patient monitors

e Respiratory therapy equipment
e Suction pumps

e Ultrasound equipment

e X-ray equipment

There may also be niche opportunities for pharmaceutical production, testing, and
quality assurance equipment and supplies. The establishment of research clusters in
Mexico can generate demand for equipment and technology to support the increasing

research and development of new pharmaceuticals and biotechnology products.
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In order to successfully compete across the device and equipment space, key factors

include quality, after-sales service, warranty, and price.

Pharmaceutical Industry and Healthcare Sector Services

The best sales prospects for pharmaceutical industry products and healthcare services
are more variable than for medical devices. Export of U.S. pharmaceuticals to Mexico
is not a best-prospect area due to the growth of domestic manufacturing in Mexico and

the trends for biosimilars, even though the United States remains a major supplier.

However, as noted, health concerns have changed dramatically across Mexico towards
obesity-related issues. Further, isolated communities are typically scattered in
mountainous regions across the country where the weather conditions change

constantly and health care services are hardly accessible.

Opportunities include products and services for the large and growing pharmaceutical
production industry. This may extend to management of clinical trials for
pharmaceuticals and biopharmaceuticals specially designed for the Latin and
specifically the Mexican population. Epidemiology trends and medical tourism are
generating demand for new treatment products and services. This demand may also
create niche opportunities for specialized medical service companies. Finally, some
opportunities may exist for remote medicine, healthcare IT, and other technology-

related offerings.

Web Resources
Public Institutions

Secretariat of Health http://www.salud.gob.mx

Federal Commission for the Prevention of http://www.cofepris.gob.mx
Sanitary Risks (COFEPRIS)

Mexican Institute of Social Security (IMSS)  http://www.imss.gob.mx

Institute of Social Security and Services http://www.issste.gob.mx
for Public Employees (ISSSTE)
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National Center for Health Technology http://www.cenetec.salud.gob.mx
Excellence

Private Institutions

Mexican Association of Medical Device http://amid.org.mx

Innovation Industries

National Chamber of the Pharmaceutical www.canifarma.org.mx

Industry

Mexican Association of www.amiif.org.mx

Pharmaceutical Research Industries

National Association of Drug Manufacturers www.anafam.org.mx/index.php

Mexican Pharmaceutical Association http://afmac.org.mx

Events

AMIC Dental Expo, November 15-19, 2017, Mexico City, Mexico
http://www.amicdental.com.mx

Expo Med, June 2018, Mexico City, Mexico
http://www.expomed.com.mx

Expo DICLAB 2018, September 26-27, 2018, Mexico City, Mexico

http://www.expodiclab.com

Expo Farma 2018, April 2018, Mexico City
www.exporfarma.com.mx

For more information on the healthcare sector in Mexico, please contact:

Alicia Herrera

Commercial Specialist

U.S. Commercial Service-Mexico City
Tel.: +52 55 5080 2000 ext. 5215
Alicia.Herrera@trade.gov
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Internet and IT Services

Overview
With the goal of universal connectivity, internet access was instituted as a

constitutional right of all citizens of Mexico by the telecommunications reform of
2013. There are 70 million internet users, which represents 63 percent of the
population over the age of six and reflects a growth rate of six percent with respect to
2015. Efforts to improve market competition over the last three years have resulted
in a reduction of 13 percent in communications services prices in 2016, according to
the Mexican telecommunications regulator, IFT. Mexico mirrors the global trend
towards mobility. Ninety-one percent of internet users connect through a smart phone

and there are currently 90.7 million active smart phones in the country.

Increased connectivity has spurred the growth of Mexico’s emerging digital economy.
In 2013, only 25 percent of companies operating in Mexico used cloud computing. In
2016, 84 percent of Mexican companies had migrated to the cloud, mostly under a
hybrid model. Mexico is investing heavily in cloud analytics services and by 2019, this
subsector is expected to experience an average annual growth rate of 29 percent to
become a USD 688 million market. According to industry analysts, Mexico is among
the three most competitive mobile app markets along with Brazil and the United
States in Latin America terms of the number of apps opened per user per month and
the number of times an app is opened per user per month. Communications apps are
the most frequently used. The Mexican e-commerce market was worth USD 16.2 billion
at the end of 2015. Surveys conducted by the Mexican Internet Association indicate
that 76 percent of internet users report conducting e-commerce transactions within
the last three months and 31 percent of these buyers report conducting the
transaction through a mobile device. Mexican brick and mortar retailers are ramping
up their e-commerce divisions as their share of online sales has risen to 25 percent.
Internet-related policies and regulations on issues such as privacy, net neutrality,
server localization, and intellectual property are in the process of being defined.
Practices such as zero-rating are common place. Mexico’s adoption of Internet of
Things (IoT) technologies has been driven by its strong industrial sector, which
invested USD 1.3 billion, 70 percent of the sector’s total investments, in loT solutions
in 2015. The Mexican Government’s investments in loT totaled USD 154 million and

concentrated on smart cities and smart grid technologies.
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The IT services and outsourcing market in Mexico continues to offer great
opportunities. Mexico is an attractive market for technology products from the United
States related to the IT services industry and a strong global player in the Business
Process Outsourcing (BPO) market. The country is ranked third globally for nearshoring
and offshoring services by Gartner, behind India and the Philippines. Mexico is also
developing IT clusters throughout the country to offer IT, software development, call
center, high-tech manufacture, and engineering services to domestic users and to
countries in North America and Europe. The country is following the global trend
towards a service-centric IT industry, where most technologies are offered under a
service contract or lease. There is a growing interest in Software as a Service (Saa$),
Infrastructure as a Service (laaS), and Platforms as a Service (PaaS). The main driver
for users to support this new business model is cost reduction in areas that are not

mission-critical and represent costs without value-added.

The data center market in Mexico was worth USD 2 billion in 2015. Mexico is the
second largest market in Latin America in terms of data center square footage with
approximately 25 percent of the region’s overall data center surface and the leader in

data center infrastructure investment.

Internet Users in Mexico
(in millions)

2014 2015 2016 2017

(Estimated)
Fixed lines 20.2 19.8 18.9 18.5
Mobile Subscribers 105 105.2 107.2 111.1
3G and 4G Subscribers 12.4 14.7 63.6 74.7
Broadband Subscribers 13.7 14.2 14.8 16.4
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IT Market Overview

104

2014 2015 2016 2017

(Estimated)
IT Market Value 19.2 20.6 22.1 23.8
Computer Hardware Sales | 7.96 8.46 8.97 9.62
Personal Computer Sales | 6.57 7.02 7.44 7.91
Software Sales 4.35 4.64 5.04 5.49
Services Sales 6.95 7.49 8.12 8.81

(total market size = (total local production + imports) - exports)
(*Figures in USD billions)

Leading Sub-Sectors
e Security services
e Training
e Tailored software apps
e Leased infrastructure (NOCs, SOCs)
e Maintenance
e Consulting and systems integration
o CATV network apps
e Business intelligence
¢ Cloud analytics
e Virtualization

e Digital advertising

Opportunities

The main opportunities for IT solutions (products and services) are in those sectors
that are intensifying the use of IT, including manufacturing, transportation, security,
energy, retail, and financial services. Improved competition in IT and
telecommunications will drive demand for core-network and other infrastructure

solutions.
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Most government agencies and businesses will seek to forego capital investments and
identify IT service providers that can integrate turnkey solutions under a lease

contract.

Cloud-based solutions have seen a growing demand among small-and -medium-sized
enterprises, which find in these solutions a means to increase their competitiveness

and align their IT capabilities with those of larger partners and buyers.

Web Resources

Federal Institute of Telecommunications http://www.ift.org.mx

Mexican Internet Association http://www.asociaciondeinternet.mx

National Chamber of the http://www.canieti.org/Inicio.aspx

Electronics, Telecommunications, and IT

Industry

IT Industry Association http://www.amiti.org.mx

Events
Expo Data Center, 2018 dates to be determined. Mexico City, Mexico

www.expodatacenter.com

InfoSecurity Mexico, May 23-24, 2018. Mexico City, Mexico

www.infosecuritymexico.com

For more information on internet and IT services in Mexico, please contact:

Teresa Verthein

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5228
E-mail: Teresa.Verthein@trade.gov

Mining and Minerals

Overview
Mexico is the world’s largest producer of silver and approximately 80 percent of

Mexico’s mining industry is focused on extracting precious metals and non-ferrous
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metals. Mexico’s mines produce 1.7 percent of the world’s output of minerals and
ores, and Mexico is the world’s 13t largest producer of mining products according to
the World Mining Data (2015). Mexico’s mining industry output makes up fully four
percent of Mexico’s total GDP and the sector generates over 352,000 jobs (Economia,
2017).

Per Mexico’s statistics, the market value for the mining sector is calculated based on
minerals and ore activity while investments in capital equipment are considered
separately. In 2016, the Mexico mineral mining market was evaluated at over 20

billion.

Table 1. Total Market Size - Mexico (with data from INEGI and CAMIMEX)

(USD Billion) 2014 2015 2016 2017
(Estimated)

Total Local Production 14.8 13.44 12.61 N/A
(from INEGI thousand 196.9 213.5 235.47 N/A
million MXP)

Total Exports 17.05 14.7 15.7 N/A
Total Imports 8.6 8.1 7.95 N/A
Imports from the US 3.1 3.1 2.1 N/A
Total Market Size 23.25 20.04 20.36 N/A
Exchange Rates 13.30 15.89 18.68 N/A

U.S. exports of minerals to Mexico amounted to USD 2.13 billion at the end of
2016.Error! Reference source not found. U. S. trade with Mexico in the sector

resulted in a trade a surplus of USD 1.9 billion for the United States in 2016.
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Table 2. 2016 Exports to Mexico of NAICS 212--MINERALS & ORES

Item 2014 2015 2016
TOTAL 3,139,444,855 |3,123,390,128 |2,132,125,985
2122--METAL ORES 2,547,119,177 |2,656,222,853 |1,793,033,865

2123--NONMETALLIC MINERALS  |224,361,071 |207,770,715 191,759,146

2121--COAL & PETROLEUM GASES 367,964,607 259,396,560 |147,332,974

Provided by the Office of Trade and Economic Analysis (OTEA), Industry and Analysis,
International Trade Administration, U.S. Department of Commerce

Mexican territory still contains outstanding geological potential for mining and this
potential makes Mexico the world’s fourth largest FDI destination for mining

investment and the first destination of such FDI in Latin America.

In 2016, total FDI inflow into Mexico amounted to USD 26.7 billion (Banxico, 2017) of
which 4.7 percent, or USD 1.25 billion was invested in this sector by U.S. companies
followed by companies from Spain, Germany, Israel and Canada. However, historically,

Canada has had the largest investments in the Mexican mining sector.

Aside from being one of the leading investors in the Mexican mining sector, the United
States also benefits from its massive exports of mining machinery and equipment.
Construction machinery and mining machinery represented 31 percent of the total of
U.S. construction exports to Mexico, which amounted to USD 9.5 billion in 2016 (ITA,
2016).

Leading Sub-Sectors
U.S. suppliers seeking to sell in Mexico should note that open-pit mining is the
predominant practice. Therefore, almost any product used in this type of mining could

have potential in this market.

The Mexican mining market presents fierce competition. U.S. exporters should focus
their promotion and sales activities in selected segments as depicted in the below

subsectors which represent the best prospects.

U.S. Department of Commerce | International Trade Administration

107




Mexico Country Commercial Guide, June 2017

Safety and security
Mexico’s mining industry needs investments in safety and security infrastructure to

safeguard operations and the safety of workers.

Mine design
Mining companies are seeking to improve their operations and shorten project
construction times. Therefore, this demand opens opportunities for sophisticated tools

for modeling and simulation to be applied in new mining operations.

Temporary Construction
New exploration activities require temporary shelters, pavement, energy, catering,

equipment, etc.

Energy generation

The high prices of diesel and other fuels increase the costs of mining operations. For
example, the cost to power mining locations makes up nearly 45 percent of the total
production costs. Therefore, interest in alternative energy sources is greatly

increasing.

Automation
Mining operators are striving to find ways to maximize productivity while improving

their workforce safety.

Parts
In order to decrease down time, operating mines in Mexico demand the availability of
replacement and service parts in the shortest possible time frames. Some dealers

commonly carry a permanent inventory in consignment at mining locations.

Environmental
Mexico has imposed stringent environmental control measures for mining companies.
To comply with the recent regulations, mine operators must use gas detection

products, soil stabilizers, dust removal systems, ventilation, water filtration, etc.
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Technical Support
As stated above, operating mines will do whatever necessary to keep their operation
moving 24/7. Specialized technicians live at the mining locations to provide much

needed technical service and support.

Opportunities

There are over 300 international mining companies operating in Mexico. As a result,
U. S. exporters may find that the decision-makers for capital expenditures for the
international companies operating in the mining sector in Mexico may reside abroad.
However, domestically owned operators will be able to approve the purchase of

production materials, tools, and consumables locally.

The list of large Mexican-owned mining companies include Penoles, Minera Frisco,
Grupo Mexico, Pena Colorada and Mexicana de Cobre. Other important Mexican-
owned contracting companies and service providers include the well-known Signum,

Cominvi, Alfil, and GDI.

Company Gold Silver Copper Zinc Iron
Goldcorp Zac Zac Zac

Fresnillo PLC Son Dgo+Zac

Agnico Eagle Son+Chih

Minera Frisco Zac Zac Chih+Ags
Primero Mining Dgo Dgo

Alamos Gold Son

New Gold SLP

Pan American Chih+Zac

Silver

Coeur Mining Chih

Penoles EdoMex Zac Dgo+Zac+Chih+EdoMex
Fortuna Silver Oax

Grupo Mexico Son+Chih Chih+SLP
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Capstone Mining Zac

Sierra Metals Chih

Carrizal Mining Hgo Hgo

AHMSA Mich Col
Ternium Mich
Arcelor/ Ternium Col
Arcelor Mittal Son

Note: The abbreviations on the chart refer to the states of Mexico where the mining
companies are located, explained as follows: Zac (Zacatecas), Son (Sonora), Dgo
(Durango), Chih (Chihuahua), Ags (Aguascalientes), SLP (San Luis Potosi), Edo Mex
(Estado de Mexico), Oax (Oaxaca), Hgo (Hidalgo), Col (Colima), and Mich (Michoacan).

Web Resources

Mexico Mining Chamber http://www.camimex.org.mx

Association of Mining WWW aimmgm.org.mx
Engineers,Metallurgists and Geologist

of Mexico

Info Mine http://www.infomine.com

INEGI, the National Statistics and http://www.inegi.gob.mx

Geography Institute

Cluster Minero de Chihuahua http://www.clumin.org

(CLUMIN)

Cluster Minero de Zacatecas, A.C. http://www.clusterminerodezacatecas.org
(CLUSMIN)

Cluster Minero de Sonora http://www.clusterminerosonora.com.mx

Exhibit 1. 2016 Exports to Mexico of NAICS 212--MINERALS & ORES

‘ttem | 2014 | 2015 | 2016

'TOTAL |3,139,444,855 |3,123,390,128 2,132,125,985‘

Provided by the Office of Trade and Economic Analysis (OTEA), Industry and Analysis,
International Trade Administration, U.S. Department of Commerce
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Events
Convencion Internacional de Mineria, Guadalajara, Jalisco, Mexico

http://www.expomineria.mx

Mexico Minergy, Monterrey, Nuevo Leon, Mexico

http://www.mexicominergy.com

For more information on mining and minerals in Mexico, please contact:

Mario Vidana

Commercial Specialist

U.S. Commercial Service -Monterrey
Phone: +52 81 8047 3118

Email: Mario.Vidana@trade.gov

Oil and Gas

Overview

Mexico is one of the largest oil producers in the world (2.1 million barrels per day in
2016), and the third-largest in the Americas after the United States and Canada. In
2016, the United States imported over 437 million barrels of Mexico’s heavy crude and
exported over 194 million barrels of refined petroleum products (more than 50 percent
of Mexico’s domestic gasoline consumption) to Mexico. Qil is a crucial component of
Mexico's economy and earnings from the oil industry accounted for about 32 percent of

total government revenues in 2016.

Significant oil reserves have been documented in Mexico which will drive investments
from the private sector and offer U.S. companies opportunities, either as contractors,

sub-contractors, or suppliers of equipment and/or technology.
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Table 1. Upstream Oil and Gas Market Overview
(Figures in USD billion)
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2014 2015 2016 2017
(Estimated)

Total Local Production 2.15 2.17 2.15 2.16
Total Exports 1.87 1.89 1.90 1.92
Total Imports 6.75 6.84 6.90 6.99
Imports from the US 4.90 4.94 4.96 4.98
Total Market Size 7.03 7.12 7.15 7.23
Exchange Rates 13.30 15.89 18.68 18.70

Source: (Mexican) National Bank for International Trade (BANCOMEXT), Secretariat of
Economy, Global Trade Atlas, interviews and information from officials from PEMEX,
the Secretariat of Energy (SENER), and National Hydrocarbons Commission (CNH)

Contractors. *Estimated

Mexican Energy Reform

In December 2013, Mexico amended its constitution to allow both local and foreign
private investment into the energy sector for the first time since its nationalization in
1938. Mexico is among the most important non-OPEC producers in the world. The
reforms now permit international energy companies to operate in Mexico and include
provisions for competitive production sharing contracts and licenses. Once fully
implemented, the reforms are expected to have a significant positive impact on
Mexico’s GDP. In addition to increasing the demand for technology and technical
expertise for the development of upstream deep water and shale oil and gas fields,
energy reform will also eventually allow greater private investment in retail fuel

distribution.

Pemex Transformation into a Productive State Enterprise

Pemex, as a result of energy reform, now has two business divisions. The two divisions
are Pemex Exploration and Production, and Pemex Industrial Transformation. Pemex
Industrial Transformation controls the national gas, refining and petrochemical

businesses and affiliated companies (Drilling, Logistics, Fertilizers, Ethylene and
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Cogeneration and Services). PMI  (Pemex International), which is Pemex’s
international business development subsidiary, will continue to exist as it buys and

sells fuel and basic petrochemicals, but not equipment.

In order to participate as a supplier to Pemex, companies must first complete the
registration process at the Pemex Procurement International (PPl) website,
www.pemexprocurement.com. Companies who wish to become registered suppliers
are required to submit copies of their articles of incorporation, audited financial
statements, and commercial and financial references. PPl states that they currently
have more than 10,000 registered suppliers, and over 70 percent of these are U.S.
firms. Since January 2016, PPI has been migrating all registered supplier information

into a new proprietary procurement system called Achilles.

Pemex’s authorized budget for 2017 is USD 20.7 billion, and the investments required
from companies bidding on the National Hydrocarbons Commission (CNH) project
blocks makes the upstream oil and gas sector attractive for growth over the next few

years.

New Regulatory Agencies

The reform has made the CNH responsible for regulating, overseeing, and evaluating
all hydrocarbons exploration and production activities in the country. The
reorganization of Pemex means new responsibilities for CNH and the Energy Regulatory
Commission (CRE), as well as the creation of a new regulator, the Agency for Safety,
Energy and the Environment (ASEA) to ensure that Pemex, its contractors, and
companies bidding and awarded projects by CNH obtain the proper environmental

permits before exploration, drilling, and extraction activities can begin.

Government Offers Production Sharing Contracts: Pemex and Round Zero-Farm
Outs

A “Round Zero” hydrocarbon resource asset allocation process was completed in March
2014 when Pemex presented to the Energy Secretariat (SENER) the areas where Pemex
intends to retain exclusive rights to production or to develop production at a future
date. This Round Zero (Farm Outs) allowed Pemex to maintain control of 83 percent

of reserves (1P, 2P, 3P) for current and future investment and development. Under
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the reforms, Pemex can partner with other private companies in developing these

resources.

Round Zero included the migration of contracts that Pemex formalized in 2013 with
private companies for crude oil and gas mature fields exploration and production. In
December of 2016, SENER awarded deep water exploration blocks to the following
companies: Statoil; PC Carigali; Murphy Energy; China National Offshore Qil; Chevron;
and ExxonMobil. Under the first Farm Out project, CNH-A1-TRION/2016, the award was

granted to Pemex in an alliance with BHP Billiton.

Round One and Round Two: Market Competition

CNH, aided by SENER and Treasury (SCHP), completed four phases of “Round One” and
are currently implementing the “Round Two” tendering process. Round One and Round
Two involves tendering of selected sub-sectors of available and potential hydrocarbon
resources that include shallow water, onshore mature fields, deep water, and
unconventional. SENER’s estimated total investment for Round One and Round Two,
including Pemex’s Farm-Out projects (i.e., project partnering), amounts to USD 12.6
billion per year. There are a total of 183 blocks consisting of exploration (109 blocks),
extraction (60 blocks), and Pemex farm-outs (14 blocks), with total estimated

prospective resources of 19,945MM/boe.

Status of Round One: CNH-R01-L01/2014- Fourteen Shallow Water Areas, awarded in
2016; CNH-R01-L02/2014-Nine Land Areas, awarded in 2016; CNH-R01-L03/2015-
Twenty-five Land Areas-awarded in 2016; CNH-R01-LO4-Ten Deep Water Areas,
awarded in 2016.

Status of Round Two: CNH-R02-L01/2016- Fifteen Shallow Water Areas, awards
summer of 2017; CNH-R02-L02/2016-Twelve Land Areas, awards summer of 2017; CNH-
R02-L03/2016-Fourteen Land Areas-awards summer of 2017.

Gas Market Overview

Mexico has an estimated 17 trillion cubic feet (Tcf) of proven natural gas reserves.
Natural gas is increasingly replacing oil as a feedstock in power generation. However,
higher levels of natural gas consumption will likely depend on more pipeline imports
from the United States or liquefied natural gas (LNG) imports from other countries.

Mexico has an estimated 545 Tcf of technically recoverable shale gas resources-the
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sixth largest in the world. The true potential of accessing and developing shale gas in
Mexico is hindered by the availability of required technology and water resources, and
government policies currently devoted to increasing the supply of low-cost natural gas
from the United States. However, Mexico is expected to encourage an increase in
domestic natural gas production by including unconventional sources in their Round 2

auctions.

Leading Sub-Sectors

Per Table 1 above, the demand for imported upstream oil and gas equipment and
services is expected to increase by 1.3 percent in 2017 and U.S. exports are expected
to grow by 0.4 percent. The energy reform is driving market growth in that large
investments will be required in order to comply with the award schedules for shallow
water, onshore, deep water, heavy oil and unconventional oil and gas projects. In the
upstream oil and gas subsector, Pemex is no longer the only player. The large and
midsized private sector companies are invited to bid and will be requiring suppliers to

register with them to sell their equipment and services.

There will be opportunities in the upstream subsector for U.S. companies to sell
technology and services to private companies such as Chevron, ExxonMobil, Marathon
Oil, Murphy, Premier Oil, and third country companies such as BHP Billiton, BP
Exploration, Ecopetrol, Eni International, Japan Oil, Japan Petroleum, and Pacific
Rubiales, which are bidding on the shallow water tenders. Possible equipment needed
includes derricks for oil and gas fields, drilling equipment for oil and gas fields,
Christmas tree assemblies, drilling rigs, oil and gas field drilling machinery and

equipment, and geological services companies.

In regards to selling geological services, CNH is requiring companies to register on its
website so that bidding companies can submit a bid with CNH pre-authorization. CNH
has created a program called “Authorizations for Recognition and Exploration of
Upstream Oil and Gas (ARES)”.

Opportunities
The opening of the upstream oil and gas market will provide opportunities for joint
ventures and partnerships between U.S. companies and Pemex. In addition, companies

may bid individually on CNH tenders. Current tenders require a Mexican local content
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of 25 percent starting in 2015 when there is local production, and this requirement
will reach 35 percent by the end of 2025. When there is no local production, the local
content requirement may be waived. U.S. suppliers and investors are encouraged to
monitor progress and seek out opportunities that may include joint ventures,

production sharing contracts, and/or concessions.

Web Resources

Secretariat of Energy (SENER) http://www.energia.gob.mx

Energy Regulatory Commission (CRE) http://www.cre.gob.mx

Petroleras Mexicanas (Pemex) http://www.pemex.com

College of Petroleum Engineers of Mexico http://www.cipm.org.mx

(CIPM)

Pemex Procurement International http://www.pemexprocurement.com
Mexican Association of Petroleum Service http://www.amespac.org.mx
Companies

Agency for Security, Energy and Environment http://www.asea.gob.mx
(ASEA)

Events
Petroleum Exhibition & Conference of Mexico (PECOM), March 13-15, 2018.
Villahermosa, Tabasco

http://www.pecomexpo.com

Offshore Technology Conference (OTC), April 30-May 3, 2018. Houston, TX

http://www.otcnet.org/

For more information on the oil and gas sector in Mexico, please contact:

Mr. Francisco Ceron

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5211
E-mail: Francisco.Ceron@trade.gov
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Packaging Machinery Industry

Overview

The Mexican packaging machinery market is very dynamic as it continues to reflect the
changes Mexico is experiencing in its industrial sectors. Primary (processing), and
secondary (handling) packaging equipment purchases saw huge increases in 2016,
mostly due to the increase of foreign direct investment in the food processing
industry. For the beverage industry, however, 2016 was a slower year for the
acquisition of new equipment and 2017 is expected to be even slower. In 2017, the
packaging machinery market is estimated to decrease by seven percent to USD 647

million.

According to the Packaging Machinery Manufacturers Institute (PMMI), Mexico is the
second largest buyer of U.S. packaging equipment in the world and imports almost 80
percent of its packaging machinery from Germany, the United States, and Italy,
respectively. This increase is driven by purchases of imported equipment made mostly
by end users (64 percent) or by packaging machinery distributors/representatives (36

percent).

In 2016, the packaging material production industry represented 1.7 percent of
Mexico’s GDP, 5.5 percent of the industrial sector GDP, and 8.5 percent of
manufacturing GDP. Mexico produced 11.3 million tons of containers and materials
with a value of USD 15.4 billion.

2014 2015 2016 2017
(Estimated)
Total Local Production 70.8 81.36 83.52 77.64
Total Imports 590 678 696 647
Imports from the US 151 239 183 170
Total Market Size 660.8 759.36 779.52 724.64

Figures are expressed in USD Millions

Market Entry
The best way for U.S. suppliers of packaging machinery to enter the Mexican market is

through representation or regional distribution. Contact U.S. Commercial Service
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office in Guadalajara, our offices to set-up a conference call for market entry

suggestions with your product line in mind.

Barriers

U.S. packaging exporters have faced several challenges in Mexico for the last couple of
years and 2017 will not be an exception. Competition in this sector is increasing and
although a strong dollar makes U.S. equipment more expensive vis-a-vis European
equipment, cost is often secondary to other purchasing decisions. Because of
contracting domestic markets, European and Asian companies are increasingly offering
customization and payment terms to compete and gain market share in the Mexican
packaging machinery market. Offering financing options to Mexican buyers would
greatly enhance the competitiveness of the offerings from U.S. packaging machinery

manufacturers.

Mexican smaller and medium size companies tend to perceive U.S. made equipment as
designed only for large-scale production. Additionally, they believe that U.S.
companies have rigid sales policies which do not allow for customization. Finally,
Mexican buyers think that U.S. industrial equipment generally has higher than average

energy consumption. These perceptions are not favorable for the purchasing of U.S.

equipment.
Mexico Packaging Machinery Imports by Country 2007-2016
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Source: MILA with data from Mexican Customs, 2017.
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Leading Sub-Sectors

Current Trends:

Since 2010, the packaging machinery market has seen constant growth in terms of
imports of equipment, mostly due to the increase of Foreign Direct Investment in

Mexico and a stable and favorable exchange rate.

The following chart shows the trend on packaging machinery imports from 2001-2016;

it is expected to decrease at least 7 percent in 2017.

Packaging Machinery Imports 2007-2016
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678 696

USD $ Million

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: MILA with information from the Secretariat of Economy, 2017

Mexico: Packaging Machinery Value by Segment 2016

Market Segment Percent Value
Beverage 29%

Food 19%

Personal Care 8%
Pharmaceutical 8%

Packaging Company 26%

Other 10%

Source: MILA with data from Mexican Customs, 2017

Packaging Materials Market
According to AMEE (Asociacion Mexicana de Empaque y Embalaje) paper, cardboard

and plastic remain the biggest and most dynamic materials used by all industries that
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utilize packaging products. As for packaging equipment, the food and beverage

industries exhibit the greatest demand for packaging materials.

Packaging Material Demand in Percentage
Paper & Cardboard 34%

Plastic 28%

Glass 20%

Metal 18%

Wood 0%

Opportunities
Current Demand
Major opportunities for U.S. companies are to be found in processing equipment and

materials for the food and beverage industry, and for plastic container manufacturers.

Mexico’s market evolution is demanding higher quality in the packaging sector. The
glass packaging industry has become the main focus for many companies, given its
competitive prices as compared to plastic containers, and its environmentally-friendly

manufacturing process.

Flexible packaging represents 63 percent of food products and is recording growth
rates of over 10 percent per year. Companies involved in food processing, and even
agribusiness (Tyson, Bachoco, Driscolls, Sunny Ridge, etc.), are demanding better and
greener packaging technology. In most cases, flexible packaging is designed to help
extend the shelf life of food products or to fulfill other marketing trends such as
higher quality graphics. In addition, major retailers such as Walmart often demand
that packages take up less space on the shelf. Considering this trend in the packaging
sector, innovation and flexiblity are key to acquiring a competitive edge in packaging

machinery sales in Mexico.

Germany became the chief supplier of equipment in 2016, with the United States

dropping to second place while Italy remains in third place. Despite the relatively
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high cost of European products as compared to U.S. equipment, Mexican companies
regularly choose customization to adapt equipment to local needs, better after-sales
service from centers located in Mexico, and the flexible financing options that

European competitors provide.

U.S. firms should keep these critical points in mind, while continuing to take
advantage of the U.S. reputation for innovative technology, geographic proximity, and

a close trade relationship.

Web Resources

Packaging Machinery Manufacturers ~ www.pmmi.org
Institue (PMMI)

Mexican Packaging Association WWW.amee.org. mx

Institute of Packaging Professionals www.iopp.org
(IOPP)

Mexican Institute of Packaging http://envaseyembalaje.com.mx
Professionals (IMPEE)

Chamber of the Food Industry of www.ciaj.org.mx
Jalisco (CIAJ)

Business Monitor International www.businessmonitor.com
Centro de Innovacion Diseno http://www.udem.edu.mx/Esp/Investigacion-
Empaque ABRE y-Desarrollo/Centro-Innovacion-Diseno-

Empaque-ABRE/Pages/Informacion-
General.aspx

Magazines
Enfasis Packaging - www.packaging.enfasis.com

e El Empaque + Conversion - www.elempaque.com

e EnvaPack - www.envapack.com

e Industria Alimenticia - www.industriaalimenticia.com
Events

Expo Empaque Norte, March 29-31, 2017, Monterrey, Nuevo Leon

www.expoempaguenorte.com
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Expo Pack Guadalajara, June 13-15, 2017, Guadalajara, Jalisco

www.expopackguadalajara.com.mx/2017/

Pack Expo Las Vegas, September 25-27, 2017, Las Vegas, Nevada

www. packexpolasvegas.com

Expo Pack Mexico City , June 5-8, 2018, Mexico City, Mexico

www.expopack.com.mx/2018/

For more information on the packaging machinery sector in Mexico, please contact:

Juan Herrera

Commercial Specialist

U.S. Commercial Service - Guadalajara
Tel.: + 52 33 3615 1140 ext. 103
E-mail: Juan.Herrera®@trade.gov

Plastics and Resins

Overview
In 2016, Mexico was the second largest destination for U.S. exporters of plastics

products.

Plastics were among the five top U. S. export categories to Mexico totaling almost USD
16.16 billion>. A 2016 study from ITA’s Industry and Analysis considers Mexico to be
the:

. Largest U.S. destination for plastic and rubber equipment
. Largest U.S. destination for tools, dies and jigs
. Largest U.S. destination for industrial molds

. Fifteenth largest U.S. destination for additive manufacturing equipment

Mexico’s economy grew 2.3 percent in 2016° and the plastics industry grew 5.7
percent. Although Mexico’s plastics industry’s annual growth is currently moderate
compared to the growth of past decades, manufacturers see an opportunity to
rebound to higher growth rates as Mexico continues to negotiate additional free trade

agreements with key economies.

5 Source: Office of the United States Trade Representative
6 Source: Mexico’s Secretariat of Economy
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Table 2. Total Market Size

123

S billion USD 2014 2015 2016 2017
(Estimated)

Total Local Production 17.6 18.3 19.1 N/A
Total Exports 5.67 5.86 5.96 N/A
Total Imports 12.81 13.26 13.22 N/A
Imports from the US 16.4 16.5 16.1 N/A
Total Market Size 24.74 25.7 26.36 N/A
Exchange Rates

12.77 13.30 15.89 18.68

(Total market size = (total local production + imports) - exports)

Leading Sub-Sectors

Mexico’s challenges in the plastics industry have become best opportunities for U.S.
companies. As Mexico’s manufacturing requires increased productivity, more high-tech
machinery will be required. By the end of 2016, Mexico’s imports of capital equipment
used in the plastics industry amounted to USD 2.7 billion. By the same token, as new
processes and materials are being developed in other countries, these are being
adopted by Mexico’s manufacturing industry very rapidly as a way of maintaining their

leadership in FDI attraction in Latin America.

High-Tech Packaging
In the last few years, the plastics sector has seen an increase in demand of high-tech
equipment for processing packaged products for the food and beverage sectors as well

as for the storage and supply of resins.

Recycling

Nearly 65 percent of Mexico’s recycled polyestyrene terephtalate (PET) is sent to
China where it is then transformed and sent back to Mexico as synthetic fibers. This is
a clear indication of a need for recycling technologies that could provide Mexico the
capability to produce its own fibers and to increase its contribution to the reduction of

pollution by plastic waste.
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Plasticulture
A rather new segment in agriculture with promising consumption of plastics products is
plasticulture. New uses combining plastics and nutrients are helping farmers to

decrease the use of pesticides.

Moldmaking and Tooling Materials

An increasing number of foreign mold-making companies have established operations
in Mexico to supply their Mexican customers, though Mexicao still imports 60 percent
of total demand. Mexico’s major weakness is its ability to supply high quality alloys of

machine grade steel for tooling and molds.

Bioplastics
A key component of the new packaging trend in the food and beverage industry is
bioplastics. It will soon become a standard, with national consumption in 2016 at
12,000 tons.

3D Printing

It is estimated that 3D printing will be the largest segment in the plastics industry by
2020. Users of this technology are few today, but their 3-D printing applications in the
automotive, healthcare, aerospace and defense sectors will likely increase demand of

the base component polyamide resins.

Opportunities

Manufacturers of plastics in Mexico face serious challenges to increase their profit
margins. The current dollar exchange rate and buyer cost reduction targets are adding
to the resins’ incremental price. Mexican plastics manufacturers have the lowest
margins in the supply chain and are desperately looking for increased productivity and

lower prices.

Another challenge is Mexico’s low recycling rate. The Asociacion Nacional de la
Industria del Plastico, A. C. (ANIPAC) estimates Mexico’s recycling rate was 23.7
percent of total production in 2014, amounting to only 1.2 million tons of recycled

generated scrap out of the 5.26 million generated in 2016.

U.S. companies targeting Mexico’s plastics industry are encouraged to initiate their

market entry strategies in regions with large productions of plastic parts, namely:
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Jalisco, Nuevo Ledn, State of Mexico, Puebla, Queretaro, Guanajuato, Mexico City and
San Luis Potosi, in that order. Jalisco by itself produces half of the national production
of food and beverage packaging; however, in terms of total national production,

Guanajuato is gaining leadership over other states.

Depending on the exporter’s interest and consumer trends, some states may offer

more or fewer opportunities. The following table clearly shows the best prospect

industries and preferred regions.

Table 1. Largest consumer segments for plastics (ANIPAC)

Industry Consumption Regions
Food and Beverages 50% Jalisco, Nuevo Leon, Mexico
City
Construction 16% State of Mexico, Mexico City,
Nuevo Leon.
Aerospace, Automotive and 7% State of Mexico, Puebla, Nuevo
Autoparts Leon, Guanajuato, Sonora and
Queretaro
Electrical 6% Nuevo Leon
Agriculture 4% Jalisco, State of Mexico

Other

Nuevo Leon, Mexico City

Web Resources
National Association of the Plastic

Industry

U.S. Dept. of Commerce Trade Stats

Express

Manufactura Magazine
Ingenieria Plastica (online magazine)

Industry Today

U.S. Department of Commerce |

http://www.anipac.com

http://tse.export.gov/tse/tsehome.aspx

http://www.manufactura.mx/industria

http://www.ingenieriaplastica.com/

http://industrytoday.com/
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Exhibit 1. 2016 Exports to Mexico of HS PLASTICS AND ARTICLES THEREOF

Item 2014 2015 2016

TOTAL ’16,442,287,420 16,509,039,938 (16,169,450,818

3926--ARTICLES OF PLASTICS (INC

POLYMERS & RESINS) NESOI 2,522,205,173 | 2,559,170,676 | 2,561,524,876

3923--CONTAINERS (BOXES, BAGS ETC),

CLOSURERS ETC, PLAST 1,876,361,508 | 1,947,714,348 | 2,048,502,806

3901--POLYMERS OF ETHYLENE, IN

PRIMARY FORMS 2,233,448,913 | 2,027,245,095 | 1,941,667,581

3907--POLYETHERS, EXPOXIDES &

POLYESTERS, PRIMARY FORMS 1,448,570,281 | 1,478,783,457 | 1,410,410,085

3902--POLYMERS OF PROPYLENE OR

OTHER OLEFINS. PRIM FORMS 1,502,452,920 | 1,263,222,183 | 1,193,094,112

3920--PLATES, SHEETS, FILM ETC NO AD,

NON-CEL ETC, PLAST 1,043,473,813 | 1,120,996,902 | 1,101,220,944

3921--PLATES, SHEETS, FILM, FOIL &

STRIP NESOI, PLASTICS 955,804,805 | 1,047,851,452 | 1,058,309,163

3917--TUBES, PIPES & HOSES & THEIR

FITTINGS, OF PLASTICS 965,021,711 | 1,033,402,262 | 1,041,201,670

3919--SELF-ADHESIVE PLATES, SHEETS,

FILM ETC OF PLASTICS 653,960,004 747,733,091 691,898,969

3903--POLYMERS OF STYRENE, IN

PRIMARY FORMS 652,127,969 630,998,849 582,861,764

3904--POLYMERS OF VINYL CHLORIDE

ETC... IN PRIMARY FORMS 631,875,084 | 603,299,256 | 573,417,430

3908--POLYAMIDES IN PRIMARY FORMS 441,740,696 471,733,974 461,120,552

3909--AMINO-RESINS, PHENOLICS &

POLYURETHANES, PRIM FORM 386,271,816 398,561,633 369,261,472

3906--ACRYLIC POLYMERS IN PRIMARY

FORMS 370,367,875 345,240,718 335,034,519

3905--POLYMERS OF VINYL ACETATE &

OTH VINYL POLYM, PR FM 119,249,712 151,545,525 151,543,196

3911--PETRO RESINS, POLYSULFIDES ETC

NESOI, PRIMARY FORM 156,225,854 154,766,828 146,230,750

3910--SILICONES, IN PRIMARY FORMS 138,247,750 140,676,814 138,931,520

3924--TABLEWARE & OTHER HOUSEHOLD
ARTICLES ETC, PLASTICS

82,521,818 95,714,662 92,770,457
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37 BUILDERS WARE OF PLASTICS, 59,311,916 | 66,596,070 | 67,265,413
ﬂ%;é'l"cg'ﬁbk’kgﬁé‘gasc”EM'CA" DERIV 51,476,996 | 65,930,602 57,749,016
g?fcf’k'sME()TNc‘?f,'LLAS(:TF}éECT OVIMM, RODS, 52,972,043 55,588,467 | 46,813,529
ARl i I“ o) 28,944,920 | 32,556,048 | 24,173,331
3:,9 ;fi'gg?/gsfpﬂ?lgo""s & TILES) & 19,172,873 22,490,794 23,531,985
R oTE, PARINGS ARD SCRAP, OF 19,048,278 | 18,513,689 | 22,607,377
SL BRI, WESHBASING, LAVATORY 20,884,869 | 17,138,750 | 17,370,711
3914--ION-EXCHANGERS BASD ON 10,547,823 | 11,567,793 | 10,937,590

PLASTICS, IN PRIMARY FORMS

Provided by the Office of Trade and Economic Analysis (OTEA), Industry and Analysis,
International Trade Administration, U.S. Department of Commerce

Events

Plastimagen, November 7-10, 2017. Mexico City, Mexico

www.plastimagen.com.mx

Expo Plasticos, November 7-9, 2018. Guadalajara, Jalisco, Mexico

www.expoplasticos.com.mx

Residuos Expo, November 7-9, 2018. Guadalajara, Jalisco, Mexico

www.residuosexpo.com

Expo Pack, June 5-8, 2018. Mexico City, Mexico

www.expopack.com.mx

For more information on the plastics and resins industry in Mexico, please contact:

Mario Vidana

Commercial Specialist

U.S. Commercial Service - Monterrey
Phone: + 52 81 8047 3118

Email: Mario.Vidana@trade.gov

U.S. Department of Commerce |

International Trade Administration




Mexico Country Commercial Guide, June 2017 128

Renewable Energy
Overview

The renewable energy market in Mexico is shaped by the General Climate Change
Law’, published on June 6, 2012. The law affirmed Mexico’s intent to increase
electricity generated from clean energy sources, including nuclear energy, to 35
percent by 2024 and 50 percent by 2050. The law also set a national goal to reduce
greenhouse gas emissions by 30 percent by the end of the decade. Additionally, the
Mexican renewable energy market has improved as a result of the energy reforms
passed into law in August 2014. The law is expected to positively impact Mexico’s
entire power sector, including electricity, with special focus on clean energy and
renewables, due to Mexico’s climate commitments expressed in its Nationally
Determined Contribution (NDC), which Mexico submitted at the COP 21 held in Paris in
2015.

The energy reform was not only designed for the oil and gas sector, but also to
liberalize the electricity generation market and open future development to private
firms thereby creating competition among energy producers. Previously, the majority
of Mexico’s electricity was generated by the Federal Electricity Commission (CFE),
Mexico’s state-owned utility company. The reform package created an independent
grid operator (CENACE), which controls a new, wholesale market and enables
customers to purchase power directly from generators. The creation of CENACE has

established an independent power producer (IPP) market for the first time in Mexico.

In June of 2017, SENER published the Development Program of the National Electric
System (known as PRODESEN in Spanish) for 2017-2031. This document contains the
planning for the National Electric System (SEN) for the activities of generation,
transmission and distribution. SENER will need to invest more than USD 107 billion over
the next 15 years in addition to significant private sector investment. The majority of
the investment (81%) will be allocated to power generation projects, mainly for clean
energy. The largest share will be for wind and solar projects, representing 23 percent

and 13 percent respectively. In addition, Mexico has become a more attractive market

" The General Climate Change Law, known as Ley General de Cambio Climdtico in Spanish, is
Mexico’s guiding instrument for climate change policy for the medium- to long-term with 10,
20, and 40 year goals http://www.dof.gob.mx/nota_detalle_popup.php?codigo=5301093
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for foreign direct investment. Between 2010 and 2015, Mexico’s renewable energy
industry attracted 44 foreign direct investment projects from the United States,

Germany and Spain totaling USD 13.5 billioné8.

PRODESEN also outlines that 57,122 MW of capacity will be added to the national
electricity system, of which 37.8 percent will be from conventional technologies
(21,590.3 MW) and 62.2 percent from clean technologies (35,532.0 MW). Twenty-one
percent of the additional capacity will be from wind, 12 percent from solar, 7.9

percent from hydroelectric and 1.67 percent from geothermal.

In order to comply with national goals of sustainable development and emissions
reduction outlined in Mexico’s General Climate Change Law, the Mexican Government
created Clean Energy Certificates (CELs). Mexico’s Energy Regulatory Commission
(CRE) administers the system known as DECLARACEL, which grants a CEL per each
MW/h of electricity produced by a generator using clean energy technologies. Large
consumers of electricity (mainly industrial and commercial, also known as Qualified
Consumers) are required to consume electricity generated from clean energy sources.
The requirements beginning in 2018 with just over five percent increase gradually over
the next few years amounting to 30 percent by 2021 and 35 percent by 2024. Large
consumers of electricity will obtain the CELs they need to comply with this
requirement from Qualified Service Suppliers and they will use the system
DECLARACEL to submit these certificates and avoid sanctions.

Leading Sub-Sectors

The renewable energy subsectors with the most potential for U.S. exporters are wind,
solar, hydro, and geothermal. U.S. products and services are considered competitive
in the Mexican market due to NAFTA preferential tariffs, quality, post-sale services
and guarantees offered by U.S. companies. Moreover, cross-market interaction is
further prompted by the constant collaboration of government entities, such as SENER,
CRE and CENACE, with the U.S. Department of Energy, Federal Energy Regulatory
Commission, U.S. Trade and Development Agency, and the U.S. Commercial Service.

This collaborative environment allows Mexican and U.S. companies to share best

8 Mexico-Renewable Energies. PROMEXICO.

http://www.promexico.gob.mx/documentos/folletos-sectoriales/renewable-energy.pdf
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practices, knowledge, and technologies while participating in the new electricity
market. Distributed generation and energy storage represent opportunities in the mid-

term and long-term respectively.

Opportunities

Two long-term auctions have already taken place in the new electricity market. The
objectives of the long-term auctions are to attract investment, make all technologies
compete with each other, and ensure efficiency to the buyer. These auctions are
among the most significant in the world, in terms of competitive prices and clean
energy. With the first two long-term electricity auctions, CFE will secure 15-year
power contracts that will be operational starting in 2018 and 20-year contracts for
Clean Energy Certificates. U.S companies were successful in these auctions when they
partnered with Mexican firms and presented their offers as part of a consortium.
Successful U.S. companies include SunPower, Sempra/Lenova, and Kohlberg Kravis
Roberts (KKR) with the X-Elio Project for solar projects, as well as Blackstone with
Frontera Generacién, with a combined cycle plant. Solar and wind energy projects
were the main winners of the auctions, but geothermal energy was also favored on the
second auction when the offers combined not only clean energy certificates plus
electricity megawatt/hour, but also capacity®. The guidelines for the third long-term
auction were published on May 8, 2017,'° and companies are highly advised to follow
the important dates to participate in the auctions either by supplying technology to
the participants or by submitting a project that has the potential to participate in the

Wholesale Electricity Market.

Web Resources

Secretariat of Energy (SENER) https://www.gob.mx/sener
Federal Electricity Commission (CFE) http://www.cfe.gob.mx/paginas/Hom
e.aspx

9To learn more about the results of the long- term auctions, please visit CENACE’s website:
WWwW.cenace.gob.mx

1 To learn more about the requirements of the third-long term electricity auction and
important dates, please Vvisit: http://www.gob.mx/cenace/articulos/tercera-subasta-
electrica-podria-triplicar-la-generacion-de-electricidad-con-fuentes-limpias-pjc-
1062597idiom=es
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Energy Regulatory Commission (CRE) http://www.cre.gob.mx
National Center for Energy Control (CENACE) https://www.gob.mx/cenace

National Institute for Electricity and Clean https://www.ineel.mx/
Energy (INEEL)

Fund for Energy Saving (FIDE) http://www.fide.org.mx
Mexican Association for Wind Energy http://www.amdee.org
(AMDEE)

National Association for Solar Energy (ANES)  http://www.anes.org

Mexican Solar Photovoltaic Association http://www.asolmex.org/

(ASOLMEX)

Mexican Geothermal Association (AGM) http://www.geotermia.org.mx/geoter
mia/

Mexican Hydro Power Association http://amexhidro.org/

(AMEXHIDRO)

National Commission for the Efficient https://www.gob.mx/conuee
Use of Energy (CONUEE)

Events

Solar Power International, September 10-13, 2017. Las Vegas, NV
http://www.solarpowerinternational.com/

Mexico Wind Power Expo, February 28. March 1, 2017. Mexico City, Mexico
http://www.mexicowindpower.com.mx/2018/en/

MIREC Week, April, 2018. Mexico City, Mexico
http://mirecweek.com
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For more information on the renewable energy sector in Mexico, please contact:

Claudia Salgado

Commercial Specialist, Renewable Energy
U.S. Commercial Service - Mexico City
Tel: +52 55 5080 2000 ext. 5224

E-mail: Claudia.Salgado@trade.gov

Safety and Security

Overview

The safety and security market shows a strong demand for products and services by
government, private enterprise, and consumer buyers. New technologies have
entered the market in response to security trends and consumer habits. Increased
demand in this sector accelerates competition among suppliers, but it is also driving

more sophisticated buying decisions and interest in advanced solutions.

The following tables provide the most recent estimates indicating approximate market

size for the range of safety and security products and services in Mexico.

Safety and Security Products and Services Market Size Estimates

(Figures in USD billions)

2014 2015 2016 2017
(Estimated)
Total Local Production 2.32 2.41 2.45 2.49
Total Exports 3.12 3.28 2.98 2.84
Total Imports 2.16 2.15 2.10 2.07
Imports from the US .72 77 .75 1.30
Total Market Size 1.36 1.48 1.57 1.72
Exchange Rates 13.30 15.89 18.68 18.70 (YTD)

Source: Global Trade Atlas 2017

Note: The safety and security equipment and services sector encompasses several

different segments, including some defense products.
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Mexico is one of the most important security markets in Latin America due to its size,
development, and total demand; and it is one of the most dynamic sectors in the
economy. Last year, sales of security systems and solutions grew 10 percent overall
according to domestic industry figures, far outpacing the 1.7 percent growth in the
overall economy. With a recent upturn in violent crime and ongoing supply chain
threats in Mexico, safety and security remains a constant concern among the general

public, within companies, and for all levels of government.

The safety and security sector includes equipment, solutions, and services used for
public security, personal protection, residential security, industrial safety, corporate
facilities, and infrastructure protection (access control, ID, perimeter security), as
well as diverse solutions and systems designed for law enforcement and defense

agencies’ uses.

Although sales in this sector have grown across end-user segments, Mexican
Government purchases in 2016 did not grow as rapidly as private sector purchases.
This was due to factors unrelated to demand, mainly budget reductions in 2016 from
decreased oil prices, and lower federal income tax collections. However, the 2017
outlook anticipates slow recovery in petroleum, leading to more stable federal
revenues and a return to previous government spending levels. We anticipate private

sector spending to remain strong in this sector.

Leading Sub-Sectors

For purposes of this report, the security subsector consists of goods and services
responding to criminal threats. The safety subsector is for goods and services
addressing risk of accidents (such as falls) and natural threats (such as fire). As in the
United States, we further segment the market between government, private

enterprise, and consumer end-users.

Security

The country’s security challenges and official policies influence market trends and
developments. For reasons we detail below, we anticipate increased demand in
several product and service categories, in particular private security services, robbery
prevention, CCTV, communications technologies, and cyber security solutions linked to

IT applications. Mobile technologies and internet-connected devices have spread to
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advanced security applications, forcing organizations and individuals to replace older
systems and adopt new security practices.

Personal and Household Security - At the consumer level, the National Institute of
Statistics and Geography (INEGI) conducts an annual National Survey of Victims and
Public Security Perception (ENVIPE). According to the latest survey data from 2016, it
is estimated that household security spending represents 1.25 percent of the GNP. Of
the 29.3 million crimes that took place in Mexico during the survey period, 28 percent
were assaults and robberies in public spaces. INEGI also compared survey responses to
official crime reports and noted that only 10.5 percent of crimes were officially
reported to law enforcement agencies. The INEGI survey also shows how perceptions
of crime vary by state. A majority of citizens in four states reported that they feel as
secure, or more secure, than in the previous year. These states were Aguascalientes,
Baja California, Nayarit, and Yucatan. The riskier states based on the survey are the
State of Mexico, Mexico City, Tamaulipas, Puebla, Morelos, Tabasco, Veracruz,
Guerrero, and Zacatecas. What’s more, three of these same states—State of Mexico,

Mexico City, and Veracruz—represent 28 percent of the country’s entire population.

Business Security - Even though security data varies slightly depending on sources
used, it is estimated that private sector companies dedicate 10-12 percent of total
spending on security equipment. This spending is mainly used to enhance facility and
asset protection, such as robust alarm systems, employee/contractor/visitor
identification tools, and high-quality perimeter protection, as well as cargo theft
surveillance, GPS mobile tracking systems, better logistics communications, and

emergency applications.

Corporate perceptions are tracked in an annual security report prepared by the
American Chamber of Commerce (AmCham). It is based on a survey of local and
multinational firms based in Mexico. In the 2015-2016 survey periods, the top private
sector security incidents were these six (percentages represent number of companies

reporting incidents):
1. Virtual extortion (49 percent)

2. Theft (45 percent)
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3. Transport and supply chain attack (38 percent)

4. Third party offense or threat to employees (35 percent)
5. Facilities intrusion (29 percent)

6. Protest, blockades, social unrest (25 percent)

Other incidents reported in the double-digits were virtual kidnapping (a type of
telephone-based extortion), internal fraud, information leakages, express kidnapping
(in which the victim is generally taken to an ATM for cash, sometimes extending to
multiple days), vandalism, aggression or threats to a senior executive, and attacks

against dealers.

AmCham’s security report showed that companies were increasingly addressing
external threats by adopting internal security measures using their own resources.
These security measures included employee awareness practices, risk assessment
plans, crisis management/business continuity plans, improved security screening in the
hiring process, and upgraded security management systems. Overall, the AmCham
survey respondents state their core spending is focused on access controls, CCTV,
alarm systems, security guards, personnel training, perimeter security, and higher
personnel selection filters and recruitment, among others. However, the report
underlined that today only 49 percent of the companies surveyed have a security

department.

Safety

Safety sector spending is significantly higher for industrial and facility protection than
household safety and generalized civil protection (i.e., building fire suppression
systems rather than home smoke alarms or fire department equipment). For this
reason, this section focuses on business and government purchases for facility and
employee safety. The U.S. Commercial Service in Mexico can assist U.S. exporters with
other types of consumer safety and civil protection, and we offer market research on

these sub-segments as well.

Workplace Protection and Safety - Workplace safety is a major concern. According to
the Mexican Institute of Social Security in 2016, more than 400,000 work accidents and

work illnesses were recorded in Mexico and 986 workers died while performing their
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job. The industries that have recorded the most deaths as a result of accidents are
transportation (driving heavy-load trucks), construction, metalworking, mining,
textiles, stores and warehouses (lifting heavy weight) and delivery services (i.e.,
messengers riding motorcycles). The most common illnesses as a result of the working
environment are hearing loss, pneumoconiosis, breathing illnesses, synovitis, and

contact dermatitis.

Although there are more than four million micro and small enterprises in Mexico,
private sector spending on safety is dominated by multinational firms, OEMs, and large
companies in industries ranging from chemical production, agriculture, automotive
manufacturing, plastic raw materials, machinery production, energy, and oil and gas.
These companies generally have the procedures and financial resources to follow
international regulations such as NFPA, OSHA, NEC and the United Nations Harmonized
Global System. The Mexican Secretariat of Labor requires all manufacturing plants and
companies to comply with official Mexican safety standards (NOMs). The Secretariat
performs regular safety audits on these larger types of enterprises. (In fact, the
number of work-related accidents and deaths has been decreasing since 2012.)
Nevertheless, the Secretariat does not have the resources or inspectors to perform
regular safety audits on every company, nor are they able to keep the current NOMs
up to date or adopt new ones from the United Nations Harmonized System. Currently,
the Secretariat is conducting an industrial safety consultation at the national level to
examine the safety-related NOMs such as NOM-011-STPS-2001, NOM-015-STPS 2001,
and NOM-020-STPS-2011. New international standards and more technical training for
large employers have also been promoted by associations and safety experts looking to
expand their services for auditing safety standards and consulting on best practices

and procedures.

Consumer Safety and Micro and Small Enterprise Safety - Unfortunately, Mexico’s
four million micro and small businesses generally neglect the importance of safety
products and workplace training, making them a less effective target market for U.S.
exporters. The same is true of general consumers. For the most part, we see these
small market sub-segments purchasing low price, low quality products that are
manufactured in Asia or locally. For instance, we have seen a tendency to purchase

simple, small fire extinguishers rather than more extensive fire suppression systems
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and the purchase of cheaper fire retardant fabrics rather than materials with higher

fire protection ratings such as Kevlar.

Civil Protection - Civil protection is constrained by government budgets and policy,
making this segment a less attractive target market than might otherwise be assumed.
Disaster response is the responsibility of the Mexican Secretariat of National Defense
(SEDENA), so that sub-segment is part of overall defense sales. On the civilian side,
firefighters, civil rescue organizations, and the Mexican Red Cross generally depend on
grants and donations for equipment and assets rather than government budgets. In
recent years, both the Federal Government and state authorities have reinforced civil
protection units, taking into account the most common types of accidents and natural
disasters—principally earthquakes, volcanic explosions, gas explosions, floods, and
hurricanes. Coordination among rescue groups and governments has improved, civil
protection is attaining wider coverage, and protection plans are better known by
citizens. There may be specific opportunities for U.S. exporters, but be aware that

agency resources are limited with respect to expensive equipment.

There is also need for increasing expenditures on residential and corporate fire
prevention. Firefighters in Mexico receive low wages or work on a volunteer basis.
Higher education and regular training are not common. The federal Civil Protection
Unit of the Mexican Secretariat of the Interior (SEGOB) regulates firefighters and
emergencies at a national level. Moreover, each state and municipality regulates its
own civil protection unit and their local firefighters. The Mexican Firefighters
Association estimates that there are 15,800 firefighters nationwide (2016), but only 50

percent receive a salary.

At the same time, Mexico is moving towards better public safety communications and
warning technologies. In January 2017, Mexico completed implementation of a
national 911 emergency number system. Responses to medical, security, rescue, and
fire emergencies are timelier, though false reports through the 911 system are still a
problem. Some opportunities exist at the municipal and state levels for monitoring
and emergency response technologies. For instance, Mexico City has a network of
15,000 video cameras in operation, and there is significant local attention across the

country to command, control, and communications centers for emergency response.
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Opportunities

This section highlights specific opportunities in both sub-sectors. Business
opportunities are mainly to be found in medium-sized and large urban areas, and
potential suppliers should prepare an effective market entry strategy. This strategy
should keep in mind local and foreign competitors, address changing consumer
preferences and worries, and make available complete after-sales service. In general
terms, U.S. security products have a good market reputation, and end-users are
familiar with U.S. trade brands and market trends, but other large foreign firms
provide stiff competition. Potential suppliers should become familiar with Mexico’s
different geographic markets by visiting and attending commercial events around the
country. After-market service and system warranties can make a difference in gaining
advantage over other suppliers. Suppliers should also consider how mobile security
applications are impacting buying habits and modifying end-user expectations and

demand.

The scope of security and safety products is diverse, but overall, the consumption of
personal protection products, alarms, CCTV, residential protection solutions, physical
protection, and new electronic security devices is expected to increase significantly in
the years to come. In fact, CCTVs and video-surveillance systems for residential,
government, and industrial use are some of the most purchased goods in the
security/safety sector, as well as electronic physical security products. Security
solutions such as GPS and tracking systems linked to communications and logistics will
remain popular to reduce cargo theft, track assets, and aid rapid response to threats.
We anticipate government tender purchases will continue to advance through 2017
and early 2018 for the categories of body protection equipment, arms and
ammunitions, CCTV, transportation and communication equipment, and a range of

military equipment.

In certain applications, such as employee ID systems, we see rapid movement to
integrated biometrics instead of standard physical credentials and basic smart card
applications. Access control systems and surveillance cameras have been installed at
many public spaces, not only in Mexico City, but also in medium-size cities. In

addition, personal protection and private security services continue to expand among

U.S. Department of Commerce | International Trade Administration

138




Mexico Country Commercial Guide, June 2017 139

corporate and government end-users, with spending now reaching approximately one

percent of GDP.

Security

Security solutions with particular business potential include:

e Access control solutions

e Perimeter protection and surveillance

e CCTV

e Alarm systems

o Communications systems (wireless, internet, GPS, etc.)

e Integrated security solutions (compatibility/integration services)
e High-tech night vision tactical equipment

e Tactical equipment

e Personal protection devices

e Communications integration services

Safety
Safety-related equipment and services with particular potential include the following,

though several of these items may be difficult for U.S. suppliers to sell at competitive

prices:

. Occupational Health/work related illness prevention training

. Emergency response training

. Protective gloves, suits, and footwear

. Eye and ear protection

. Breathing protection equipment for gas and fine dust

. Protective gear for welding activities

. Equipment and gear to protect against falling objects and electrical hazards
. Smoke detectors, fire alarms, and fire suppression systems

. Certified inspection services and testing equipment (NOMS compliance)

Web Resources

National Institute of Statistics and http://www.inegi.org.mx/default.aspx
Geography (INEGI)
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Secretariat of Interior (SEGOB)
AmCham Mexico

National Citizen Observatory
Mexico Unido Contra la Delincuencia
American Association for Industry
Security (ASIS)

Mexico Chapter

Latin America Security Association
(ALAS) Mexico Chapter

National Council of Private Security,
A.C.

Industrial Safety

Federal Civil Protection Secretariat
Industrial Safety Analysis

Risk Management International
Institute

Firefighter Chiefs Mexican

Association

Events

http://www.segob.gob.mx

http://www.amcham.org.mx

http://onc.org.mx

http://www.muccd.org.mx

http://www.asis.org.mx

http://www.alas.org.mx

http://www.cnsp.org.mx

http://www.seguridadindustrial.com.mx

https://www.gob.mx/proteccioncivil

http://www.netgrow.com.mx

http://www.seguridadindustrial.com.mx

http://www.amjbomberos.org/

Expo Seguridad Mexico 2018, including Expo Seguridad Industrial Pavilion and NFPA

Fire Expo Pavilion, April 24-26, 2018
Centro Banamex/ Mexico City

http://www.exposeguridadmexico.com/

Expo Mundo de la Seguridad 2017, August 23-25, 2017,CINTERMEX. Monterrey, Mexico
http://www.expomundodelaseguridad.com/

For more information on the security and safety sectors in Mexico, please contact:

Silvia I. Cardenas

Commercial Specialist

U.S. Commercial Service, Mexico City
Tel: + 52 55 5080-2000 ext. 5209
Silvia.Cardenas@trade.gov
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Smart Grid

Overview

Mexico is a top emerging market for U.S. smart-grid technology exports. After
deregulation of the electricity sector through sweeping energy reforms enacted in
2013 and 2014, smart-grid technologies are seen as a means to enhance the
competitiveness of Mexico’s Federal Electricity Commission (CFE). A former
monopoly, it will now compete with private sector actors in power generation and
sale. From CFE’s perspective, a leading driver for the modernization of the
distribution grid has been to reduce power theft, which exceeded 30 percent in some
regions of Mexico. This concern led to the country’s first large-scale deployments of
advanced metering infrastructure (AMI), which began in 2015 and are still under way.
Two million smart meters are expected to be installed by 2019 in strategic areas

nationwide.

The Energy Regulatory Commission (CRE) has championed a modernized Mexican
electrical system since the country began to consider smart-grid technologies
approximately 10 years ago. CRE employs a smart-grid regulatory framework
developed with funding from the U.S. Trade and Development Agency. Its current
priorities are to establish business cases for the adoption of smart- grid technologies

by utilities and to improve cybersecurity.

Mexico’s energy reform mandates that the Secretariat of Energy (SENER) develop a
smart-grid program every three years, as well as include a chapter dedicated to smart-
grid technologies in its 10-year program for the overall development of the Mexican
power grid (PRODESEN). The three-year program was published in May 2016 and
establishes the following drivers for the development of a smart-grid in Mexico (see

below section on web resources for a link to the full, Spanish-only program):

1. Improving power quality, reliability, continuity, security and sustainability
2. Increasing energy efficiency

3. Reducing losses

4, Increasing the operational efficiency of the national electricity system

5. Integrating clean energy
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6. Facilitating customer engagement
7. Providing additional services.

Leading Sectors
The stated drivers in SENER’s Smart Grid Program, along with Mexico’s project

pipeline, indicate opportunities for:

¢ Smart meters and AMI Demand response energy storage microgrids
e Automation and control

e Data analytics

e Cybersecurity

e IT services

e Business process management

e Customer-based solutions

e Value-added applications

Opportunities

Besides national AMI deployments, current smart-grid projects include:

. Automation of medium-voltage distribution networks

. National geographic information systems

. An energy quality monitoring system in high-voltage lines

. Transformers and substation feeders

. Technological upgrades for Mexico’s independent system operator (ISO) and

wholesale market administrator CENACE
. Transmission asset management

CENACE plans to issue an RFP for a renovation of its energy management system in
2017 and SENER has also expressed interest in promoting the development of

distributed generation systems and demand-side management.

While deregulation opened the market for generation and retail sale of electricity,
there are few licensed private retailers. CFE continues to be the main buyer in this

subsector, as well as in transmission and distribution, where it maintains sole

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017 143

ownership of the country’s infrastructure. However, provisions of the energy reform
now allow CFE to operate under more competitive procurement regulations than those
that govern other Mexican Government entities. CFE is strongly interested in
developing innovative financial mechanisms and partnerships with the private sector
to implement smart-grid projects. For successful business development in Mexico, U.S.
smart-grid technology companies should establish commercial partnerships with local
distributors or value-added resellers with strong existing relationships with CFE. It may
not always be possible to identify local partners with comparable technical
capabilities, so companies should be prepared to provide substantial training and

perhaps open new divisions within local partners’ operations.

U.S. technology companies should also conduct pre-marketing outreach to all
stakeholders to educate potential buyers and promote awareness of required policy
and regulatory developments. Sharing best practices based on work with global utility

clients is especially meaningful and productive.

Web Resources

Secretariat of Energy (SENER) http://www.gob.mx/sener

Federal Electricity Commission (CFE) http://www.cfe.gob.mx

National Center for Energy Control (CENACE) http://www.cenace.gob.mx

Energy Regulatory Commission (CRE) http://www.cre.gob.mx

National Electrical Manufacturers http://www.nema.org
Association (NEMA)
National Smart Grid Program developed by http://www.gob.mx/cms/uploads/att

SENER (text only available in Spanish) achment/file/90007/Programa_de_Re
des_EL ctricas_Inteligentes_09_05_16.
pdf

Events

IEEE Summer International Meeting on Power, Industrial Applications and Industrial

Expo Date, TBD, Acapulco, Mexico

http://www.ieee.org.mx/

DistribuTECH, January 23-25, 2018. San Antonio, TX

www.distributech.com
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For more information on the electricity sector in Mexico, please contact:

Teresa Verthein

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel.: + 52 55 5080 2000 ext. 5228
E-mail: Teresa.Verthein@trade.gov

Telecommunications Equipment

Overview
Since 2010, the Mexican telecommunications market has consistently outpaced GDP

growth, driven in large part by mobile telephony, broadband, and broadcasting.
Mexico has a wireless penetration of 90 percent with more than 112 million active
lines. According to the Mexican Federal Institute of Telecommunications (IFT), at the
end of 2016, Mexico had 15.7 million fixed broadband subscriptions, 58 mobile
broadband subscriptions per 100 inhabitants, 79.9 million smart phones, and 72 million

internet users.

Mexico is the second largest export destination after Hong Kong for U.S.
telecommunications equipment (HS 8517), accounting for 12 percent of U.S. total
export sales in this category. The value of U.S exports of telecommunications
equipment to Mexico was USD 988 million through April 2017, compared to USD 1.3
billion annually in 2016 and USD 1.1 billion in 2015. Growth over the last three years
has been driven by recent investments in infrastructure and increased connectivity, as
well as competition resulting from a sweeping reform of the telecommunications
sector enacted in 2013 and 2014. Mexico’s telecommunications sector has historically
been plagued by near monopolistic agents. By establishing measures to improve
competition and creating a stronger regulator, the reform created a more attractive
investment climate that motivated new players to enter the market. In 2015, AT&T
acquired Lusacell and Nextel Mexico, Mexico’s 3 and 4™ largest carriers, with a
combined market share of eight percent. AT&T has since modernized and expanded its
network in Mexico through investments totaling USD 3 billion. Mexico’s dominant
wireless carrier, Telcel, is in turn investing USD 6 billion in technology and
infrastructure. Further growth in the sector is expected as a result of the Mexican

telecommunications regulator’s (IFT) award of advanced wireless services (AWS)
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spectrum to AT&T and Telcel in February 2016. This spectrum is ideal for bandwidth-
intensive applications such as video streaming, VolP, and music downloads. Given
optimistic growth projections of bandwidth requirements in Mexico, the IFT is

expected to continue reassigning spectrum in order to optimize its use.

The Mexican Secretariat of Communications and Transportation (SCT) awarded the
tender for the National Shared Wholesale Network (NSWN), known as “Red
Compartida” in November 2016. Construction of the “Red Compartida” was mandated
by the telecommunications reform as a means to address the reform’s objectives of
providing near-universal broadband coverage and increasing access to services in
regions neglected by commercial carriers. The “Red Compartida” will be a wholesale-
only carrier, deploying infrastructure throughout the country and selling wholesale
services to retail commercial carriers and Mexican Government agencies. Two
consortia bid on the “Red Compartida,” and the project was awarded to Grupo Altan,
which is expected to begin operation of the “Red Compartida” in March 2018,

according to the timeline set by the Government of Mexico.

Opportunities for television broadcasting equipment have stemmed from the auction
of two new national television networks. The first was awarded in May 2015 to
Mexican media conglomerate Grupo Imagen. The second is scheduled for auction in
December 2017. Radio broadcasting is also expecting infrastructure deployments as
the Mexican telecommunications regulator is reorganizing the radio broadcasting
spectrum to allow more stations to operate. The IFT auctioned 191 FM and 66 AM
stations in 2016.

Leading Sub-Sectors
For U.S companies offering software, hardware, or other products or services to
operators, the main potential customers in the telecom market in Mexico are:

Wireless telephony

Telcel
Movistar
AT& T

Maxcom
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Axtel
MVNQOs: Virgin Mobile, Megacel

Fixed telephony

Telmex
Movistar
Axtel

1zzi
Cablevision
Bestel
Megacable
Alestra
TotalPlay

Pay TV
Dish
Maxcom
Axtel

1zzi
Cablevision
Bestel
Megacable
Alestra
TotalPlay

Internet

Infinitum (Telmex)
Movistar

Maxcom

Axtel

1zzi

Cablevision

Bestel

Megacable

Alestra

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017 147

TotalPlay
oTT

Claro video
Claro Musica
Blim

Spotify

Max Diversion
Axtel TV

Veo
Megacable Play
Netflix

Totalmovie

The above-mentioned carriers have demand for services in areas such as:

e Business intelligence software

e CATV network applications

o Consulting & IT systems integration; security services; telecommunications
infrastructure ; leased infrastructure (NOCs, SOCs) ; maintenance & service

o Tailored software applications for vertical markets

e Training (bundled with an overall solution)

o Wireless applications (mainly focused on mobile broadband, such as TV)

o Data center infrastructure

o Cybersecurity

Service contracts are the predominant business model in the Mexican user market.

Software, Infrastructure, and Platform as a Service (Saa$, laaS, and PaaS) will provide

the best opportunities. General global technology trends are also reflected in Mexico

and will lead to opportunities in:

e Cloud computing and network terminals, using web-based applications
e Green IT equipment for data centers

e Mobile broadband, online advertising, social networks, virtualization

e Web2.0

e 3G and LTE (4G) equipment for mobile carriers

e Internet of things
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Opportunities

Carriers are increasing their spectrum capacity and LTE (4G) networks will continue
expanding. Telcel and AT&T are expected to deploy 5G networks by 2019. Network
and infrastructure projects are carried out by telecom equipment OEMs (including
Nokia Network, NEC, Cisco, Ericsson, Huawei, ZTE, and Juniper Networks) acting as
integrators. They actively pursue opportunities and U.S. companies looking to enter
the Mexican market can reach out to them directly or partner with smaller local
distributors, who are vendors of OEM integrators. Nokia and Huawei will be the

leading equipment providers for the “Red Compartida”.

Other opportunities include cloud computing solutions, mobile applications,
equipment maintenance, services, data centers, and energy-efficiency solutions

(hardware, software, and services).

Web Resources

Federal Institute of Telecommunications http://www.ift.org.mx
Mexican Internet Association http://www.amipci.org.mx
National Chamber of the Electronics, http://www.canieti.org.mx

Telecommunications, and IT Industry

National Chamber of Cable Television http://www.canitec.org
IT Industry Association http://www.amiti.org.mx
Events

Expo Data Center, May 15-16, 2018. Mexico City, Mexico

www.expodatacenter.com

For more information on the telecommunications sector in Mexico, please contact:

Teresa Verthein

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5228
E-mail: Teresa.Verthein@trade.gov
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Textiles

Overview
Mexico is a major textile producer, with an industry based on competitive labor costs

and geographic proximity to the United States.

According to the Mexican National Institute of Statistics and Geography (INEGI), 63
percent of the Mexican textile industry is concentrated in the central and north
eastern parts of the country including Puebla, Mexico City and the States of Mexico,
Hidalgo, Tlaxcala, Jalisco, Guanajuato, Nuevo Leon and San Luis Potosi. The textile

sector represents 1.3 percent of Mexico’s GDP.

Table 1 U.S. exports to Mexico (figures in USD thousand)

2014 2015 2016 3/2017
Group
Textiles & Apparel 6.20 6.51 5.93 1.49
Textile mill products 5.18 5.32 5.04 1.27
Total fabrics 3.87 4.01 3.79 952,885

Source: OTEXA

Table 2 Mexican Textiles Market Overview (figures in USD millions)

2014 2015 2016
Total Exports 3720.6 3718.7 3521.6
Total Imports 3038.5 3906.7 3022.8

Source: Mexican Textile Chamber, (2017 estimated figures are not available)

Certificate of Origin

Mexico gradually reduced its tariffs on textile imports from the United States that
meet the NAFTA rules of origin (i.e., wholly processed in the United States, Canada, or
Mexico). Most textile/apparel exporters are not familiar with the rules of origin, or
the implications of issuing a NAFTA Certificate of Origin without knowing if the
product qualifies as NAFTA origin. U.S. exporters must be aware that labeling as

“Made in the USA” is not the same as qualifying for a NAFTA Certificate of Origin.

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017

Textile Rules of Origin

Qualification for preferential duty treatment under NAFTA depends on whether they
may qualify as goods produced in the region. NAFTA rules concerning textiles are
complex and detailed. In order for a U.S. product to be eligible for duty-free entry
into Mexico or Canada, the product must be produced in the United States, entirely of
NAFTA component parts, or if foreign components are used, the foreign component
must undergo sufficient processing in the United States to meet the rules of origin as
provided in the Chapter Four Annex 401 of NAFTA.

Annex 401 aims to ensure that most of the production relating to textiles and apparel

occurs in North America. The basic rule of origin is "yarn forward".

Verification Audits

Since 2012, the Servicio de Administracion Tributaria (SAT - the Mexican IRS) has been
conducting extensive NAFTA verification of origin audits for textile and apparel
imports. Letters or questionnaires sent by SAT requesting information on the
product’s rules of origin should be answered promptly. U.S. exporters must also
ensure they keep complete and clear records showing they are complying with SAT’s

deadlines. Mexican importers who do not answer may be subject to large fines.

Textile Decree and Reference Prices

On December 3, 2015, the Mexican Government announced a special program to
strengthen the Mexican Textile-Apparel Industry. The main purpose of this program is
to protect local industry against counterfeiting from Asia and to promote the financing
programs of the Mexican Development Banks (BANCOMEXT and NAFIN) to support

small- and medium-sized companies in the sector.

There are a number of measures enacted that affect Mexican textile importers, and
collaterally, U.S. exporters. These measures include an importer registry, the
establishment of reference prices (though they should not be applied to products
coming in under a NAFTA Certificate of Origin), and a five-day waiting period for all

imports.

Importers of textiles and apparel products must be registered in the Official Registry

No.11 for the textile/apparel sector. Registration requirements can be found at:
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http://www.sat.gob.mx/aduanas/tramites_autorizaciones/guia_padrones/Documents

/guia_sector11_enero2015.pdf

Leading Sub-Sectors

The technical textile industry in Mexico is experiencing remarkable growth brought
about by increasing domestic demand and the shifting of production. This increase in
demand has resulted in the need for greater investments in the technical textile
market and is a great opportunity for U.S. exporters to increase their presence in

Mexico.

Specialty and Industrial Fabrics

Since 2008, Mexico has been the top export market for U.S. specialty and industrial
fabrics. For 2016, U.S. specialty and industrial fabric exports to Mexico accounted for
approximately 50 percent of total specialty and industrial textile exports from the

U.S., representing a 1.13 percent increase over the previous year.

Medical Textiles
Mexico is the largest market for U.S medical textiles, accounting for 28 percent of the

total Mexican textile market share in 2016.

Opportunities

Due the growth of the automotive and aerospace sectors, industrial fabrics for
upholstery and protective fabrics represent an opportunity for U.S. companies. Some
opportunities in raw materials include synthetic fibers, fabrics with textured

polyester dyes, fabrics with artificial fibers and fine wool fabrics.

In addition, since Mexican yarn producers cannot meet domestic demand, a significant

amount of yarn is imported (mostly polyester/viscose and polyester/cotton).

Finally, the United States is the second largest supplier of textile machinery to the
Mexican market. Medium- and large-sized companies are investing in new technology
and machinery to improve their production and supply chains. There are some
opportunities in product design and the introduction of modern technology to yarn and

textile production processes.
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Web Resources

Mexican Apparel Association http://canaive.mx/

Mexican Textile Association http://www.canaintex.org.mx/

Servicio de Administracion http://www.sat.gob.mx

Tributaria

Secretariat of Economy http://www.gob.mx/se/
Events

Exintex 2018, October 2-5, 2018, Puebla, Puebla
www.exintex.com

Expo Produccion, March 26-28, 2019, Mexico City, Mexico
www.expoproduccion.com

For more information on the textiles sector in Mexico, please contact:

Sylvia Montano

Commercial Specialist

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5219
E-mail: Sylvia.Montano®@trade.gov

Transportation Infrastructure Equipment and Services

Overview

The following table provides the most recent statistics for transportation
infrastructure equipment and services in Mexico. Please note that these figures
combine data from the country’s air, rail, trucking, and marine transport networks and

represent our best estimate of the combined market size of this blended “sector.”
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Transportation Infrastructure Equipment and Services Market Overview
(Figures in USD billions)
2014 2015 2016 2017
(Estimated)
Total Local Production 4.48 4.68 4.77 4.81
Total Exports 3.94 3.98 4.03 4.06
Total Imports 1.37 1.40 1.40 1.43
Imports from the US 0.88 0.86 0.88 0.88
Total Market Size 2.36 2.40 2.45 2.48
Exchange Rates 13.30 15.89 18.68 18.70 (YTD)

Note: Data includes trucks for semi-trailers.
Source: National Bank for International Trade (Bancomext) & Secretariat of Economy

The Mexican transportation sector continues offer significant opportunities due to the
sizeable growth in Mexican foreign trade over the past 20 years, and an increase in the
transportation of merchandise arriving at Mexican ports for export to the United States
and Canada. This requires a transportation sector positioned to provide efficiency,

cost savings, and cargo security.

In 2013, President Pena Nieto announced a planned investment of USD 586 billion in
infrastructure projects during 2014-2018. This National Infrastructure Program (PNI) is
well underway and includes a heavy focus on the construction and modernization of
roads, airports, maritime ports and railways. Although several infrastructure projects
have been affected by low international oil prices, current projected economic growth
will still allow the public and private sectors to continue with initial plans to develop

many important transportation infrastructure projects.

Key infrastructure projects planned by the Pefa Nieto administration can be found at:

http://2016.export.gov/mexico/servicesforu.s.companies/eg_mx_089670.asp
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Ports

Mexico’s port system has 24 Integrated Port Authorities, known as APIs (Administracion
Portuario Integral), covering more than 40 cargo and passenger ports on the country’s
Pacific, Atlantic, and Gulf Coasts. The main maritime ports are Altamira, Tampico,
Veracruz and Progreso on the Gulf Coast of Mexico; and Ensenada, Guaymas, Lazaro
Cardenas, Manzanillo, and Puerto Madero on the Pacific Coast. Within the Mexican
port system, USD four billion of spending on 28 major projects was announced in 2013
as part of the PNI and is currently underway. They include new container, passenger,
and specialty terminal construction, ore and grain processing facilities; pier expansion
in several ports; port modernization projects; a new logistics cluster; and a Trans-

Isthmus Logistics Corridor. Some of the largest port projects include:

Port of Veracruz Expansion

This project includes the construction of new breakwaters, navigation channels, 35
new docks, railroad access and all port services. The first phase in development
between 2015 and 2018 includes the construction of a 4.3 km breakwater, landfill to
increase the area, and railroad access infrastructure with an estimated combined
public-private investment of MXN 1.5-2 billion. The public bid to grant the contract for
railroad access construction was announced during the second half of 2015, and two
main railroad providers in Mexico are participating in the project. There are
opportunities for dredging, building structures for the landfill/reclamation project,
and later in 2018 there will be public bids to grant concessions to operate different
cargo terminals. The second phase will require an estimated public-private investment
of MXN 4.5 billion to build a second breakwater, landfill, and the concession for new

cargo terminals. This phase will be developed between 2018 and 2030.

Port of Lazaro Cardenas

The work to upgrade the cargo storage and movement facilities has been underway
since 2015 and is projected to finish in 2018. Key projects for 2017 are to complete
the purchase and installation of equipment for Container Terminal | and continued
construction of the Container Terminal Il. There are also plans to build new terminals
for general cargo, grains, and automotive processing. In 2015 the dredging project was

concluded, increasing the port depth to 57 feet. There will be opportunities for

U.S. Department of Commerce | International Trade Administration

154




Mexico Country Commercial Guide, June 2017

terminal operators that want to participate in this port, and for equipment and

services suppliers for the operation of the new terminals.

Port of Manzanillo

Manzanillo is Mexico’s largest port. The second phase of the new container terminal is
underway and will conclude by the end of 2017. Modernization of the customs area
and the new rail tunnel will double the total ground capacity of the port to four
million twenty-foot equivalent units (TEUs). The second general purpose terminal is
also expected to be completed in 2017. At the end of 2017, a new project will be
developed to build infrastructure for an industrial zone next to the port. The port,
served by 23 steamship lines, can handle ships to New Panamax size, or 12,500 TEUs.
The increased rail capacity and efficiency could also make the port more attractive to

shippers looking to move goods north into the United States and Canada.

Map of the Mexican Port System
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Source: Secretariat of Communications and Transportation

Rail
Although railroads have played an increasingly larger role in the transportation sector,
their participation in cargo movement in Mexico remains low. According to the

Secretariat of Communications and Transportation (SCT) and the Secretariat of
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Economy, of the more than 900 million tons of goods that were transported across

Mexico, 85 percent was moved by trucks, 12 percent by railroads, and three percent

by maritime and air shipments.

Currently, Mexico operates 74 intermodal terminals, including 30 interior multimodal

terminals, 18 railroad terminals, 18 port terminals, and eight private automotive

terminals. The Government’s stated goal is to increase the volume of cargo using

railroad transportation by at least 10 percent by the end of 2018, and to build new

interior cargo terminals, port terminals, and multimodal corridors. A broader goal of

the current administration is to develop the railroad industry in Mexico for both cargo

and passenger transportation. Under the PNI, SCT has announced the following five

projects for 2013-2018 as key to the development of the Mexican railroad system.

Projects to Develop the Mexican Railroad System 2013-2018

(Figures in USD billions)

Project Status Details Value
Mexico- Public tender was announced on Passenger rapid train 1.5
Toluca March 19, 2014. The project was

divided into stages and assigned to

three different consortiums of local

and foreign firms.
Chiapas- The Mexican Federal Government Repair railroad track 0.40
Quintana named Ferrocarril del Itsmo de
Roo Tehuantepec as the operator for
(Chiapas- this line and in charge of all the
Mayab) operations and maintenance. The

final investment to upgrade the
tracks from the damaged line
initiated in October 2014 and is
expected to conclude in November
2018.
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Linea 3 The consortium formed by Expansion project 0.70
Monterrey Constructora Garza Ponce,
(Nuevo Constructora Moyeda, and Alstom
Leon State | Mexicana signed the contract for
metro line) | the construction of the project in
September 2014. It is expected that
the project will be concluded on
April 2018.
Chalco - La | Feasibility study has been approved. | Light passenger train 2.50
Paz The International tender has not
(Estado de | been opened; the project has been
Mexico placed on hold by the Federal
electric Government.
train)
Electric Public tender was announced early | Light passenger train 1.60
train in in March 2014, and was awarded to
Guadalajara | Constructora de Proyectos Viales de
(Jalisco Mexico, S.A. de C.V. (part of OHL
State) de Mexico) in May 2014.
Construction started in October
2014 and is expected to be
concluded in December 2017.
Estimated 6.70
total
investment

Source: Secretariat of Communications and Transportation

Roads

As part of the PNI, SCT also announced 100 new projects for roads and highways.

These were mostly tendered in 2014 and 2015 under a Public-Private Partnership and

concession arrangements. Additional highway and logistics trend information can be

found in the Distribution and Sales Channels section.

Airports

As highlighted in the Aerospace portion of the Leading Prospects Section, there are

several airport expansion projects planned by the Pena Nieto Administration.
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Mexico City New International Airport (NAICM)

On September 2, 2014, during his State of the Union speech, President Pena Nieto
confirmed the construction of a new international airport for Mexico City with a
budget of USD 9.1 billion and with the capacity to transport up to 68 million
passengers at the conclusion of its first phase (2020). NAICM is the largest
infrastructure project of the current administration and the second largest airport
construction project in the world after the Istanbul International Airport. NAICM is an
enormous project that overcomes a variety of unprecedented economic, technical,
social, site, engineering, and connectivity challenges. Now almost three years after its
official announcement in 2014, the project has obligated nearly USD 9 billion and is
taking shape. Due to multiyear exchange rate fluctuations, the project will exceed the
original budget. Norman Foster and Fernando Romero Architects are master architects
for the project. Overall project management is led by Parsons, CH2M and FOA
Consultores.  ARUP is the master planner, TASANA with Netherlands Airports
Consultants (NACO) serve as the master civil engineer, and AECOM is in charge of

terminal construction management.

The full airport project consists of two phases. The first phase includes a new terminal
building and three parallel runways that will provide service to 68 million passengers
per year. This phase also includes a multi-modal transportation center, lighting design,

and green environmental planning to attain LEED Platinum green building certification.

As of June 2017, 65 percent of the total phase one project value has been awarded
through more than 220 international and public tenders. The terminal building
construction tender was awarded in early 2017, but another 19 tenders will be
announced in the second half of 2017, including the multi-modal transportation
center, runway number six, the fuel terminal and fuel distribution network, the
sanitary drainage systems, fire and emergency stations, and the general security
system. Future international tenders will be issued not only for further construction
elements, but also for airport services and supplies, with the goal to finish the planned
first stage in the 2020 to 2021 timeframe.
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The second phase of the project is planned for 2020 to 2050 and includes three more
runways (for six in total and three with simultaneous operations), an additional
terminal building for a total of two, and two satellite terminals. At the conclusion of

this second phase the airport is designed to transport 125 million passengers per year.

All tenders for the project are announced on the Mexican Government’s acquisitions
web page called CompraNet. The scope of the project and size of the tenders has
stimulated development of bidding consortiums bringing together the experience and
capabilities of international and domestic Mexican firms. To combat fears of
corruption in the bidding and contracting process, NAICM has developed a public
oversight committee with participation by international observers from the

Organization for Economic Cooperation and Development (OECD).

To put into context the massive increase in passenger capacity that NAICM represents,
we compare it to passenger volumes in 2016. In that year, the entire Mexican airport
network transported almost 93 million passengers, with an average annual growth of
4.1 percent over the prior decade. The current Benito Juarez Mexico City International
Airport (known as AICM for its acronym in Spanish) handles 40.9 million passengers, 58
percent domestic and 42 percent foreign. In the same year, AICM managed more than
426,700 flight operations, or around 1,169 daily flight operations. NAICM will increase
by three times the current number of passengers transported today and more than two

times its daily operation numbers.

Other Airports
Mexico’s airports are managed by four regional airport groups, plus a fifth group
running NAICM.

e Grupo Aeroportuario del Cento Norte (OMA) manages 13 airports in northern
and central Mexico carrying 18.8 million passengers in 2016. Improvement
projects currently planned include the following:

o Monterrey Airport: Terminal building expansion, value USD 20 million

(first stage).

o San Luis Potosi: New areas construction and expansion, value USD 20

million.
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o Acapulco: Expansion and modernization current facilities, value USD 20
million (already in progress).

o Zihuatanejo: Expansion and remodeling, value USD 3.5 million.

o Other projects include work at the Chihuahua and Reynosa airports.
Grupo Aeroportuario del Pacifico (GAP) manages 12 Pacific coast airports
handling 2.6 million passengers in 2016. GAP is working on several improvement
projects.

o Hermosillo: Modernization and expansion of the terminal building, value

USD 21.2 million.

o Tijuana: Divider wall construction at the boarding and baggage areas,
value USD 75 million.

o Guadalajara: Expansion of the current main building, road construction,
renovation of cargo platform, value USD 300 million started at the end
of 2015. A second runway is planned in the future.

o Guanajuato: Roads and road surface construction, terminal building
modernization, value USD 5.5 million.

o Other GAP projects include work at the Puerto Vallarta and Mexicali
airports.

Grupo Aeroportuarios del Sureste (ASUR) manages nine airports in the Gulf of
Mexico and southern Mexico with 28.4 million passengers in 2016. In the 2013-
2018 period, ASUR is continuing infrastructure investment in Cancun,
Villahermosa and Veracruz airports.

Aeropuertos y Servicios Auxiliares (ASA) is a government agency that runs 19
airports, co-operates five additional airports, and supplies fuel to 63 airports.
The additional five airports it co-operates include the Benito Juarez Mexico
City International Airport (AICM) in alliance with the Grupo Aeroportuario de la
Ciudad de Mexico (GACM), and four in alliances with state governments and
private parties (Tuxtla Gutierrez International, Toluca International, Queretaro
International, and Cuernavaca International). AICM logged 40.9 million
passengers in 2016, while the rest of the ASA airports altogether handled

approximately 2.5 million passengers in 2016.
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Leading Sub-Sectors

There are wide ranges of construction services, equipment, and supply opportunities
connected with these projects. Since the specific prospects cut across these very
different offerings, the simplest way to approach sub-sectors in transportation
infrastructure is simply to split them functionally by mode: logistics, ports, rail, road,

and airports.

During 2016, U.S. manufacturers and exporters supplied 60 percent of the sector’s
total imports, the same market share as 2015. The U.S. Commercial Service can
provide information on new projects and support introduction of products into this

market.

Opportunities

Logistics

Opportunities abound for specialized logistics service providers or cold chain service
providers (i.e., those that transport, warehouse, and handle time and temperature-
sensitive products). As firms that require these products proliferate throughout
Mexico, they require a dependable and efficient supply chain. U.S. logistics firms that
currently offer specialized supply chain services are well-positioned to take advantage

of this niche market.

Additionally, most transportation entities are looking for the best technologies to
improve their services, increase customer satisfaction, assure cargo security, and
promote an efficient transportation system that supports Mexico’s competitiveness in
a global economy. Even with a weak peso and low government revenues, these trends
have resulted in an important demand for all kinds of equipment and services that can

help increase the efficiency of the transportation and logistical sector in Mexico.

Ports

Products and services with the best prospects in the Mexican ports sub-sector include:
container cranes, heavy materials handling equipment, environmentally-friendly waste
management systems, security systems, IT services, design and construction services,
dredging, and many other products and services involved in port operations. There will

also be significant opportunities for port terminal operators. Concessions to operate
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terminals in several ports will become available in the near future. Concessions to

operate terminals at the Port of Veracruz are expected to become available in 2018.

Rail

Domestic production in this sub-sector consists of low-tech equipment (e.g., open and
closed freight cars and rail track fixtures). It is important to note that all high-
capacity cranes, railroad, and lifting equipment are imported. Under NAFTA, most
equipment for intermodal transportation manufactured in the United States can be

imported duty-free.

Products with the best prospects in the Mexican rail sub-sector include: frame,
mobile, and rotary-cranes, self-propelled cranes on tires, front loaders with a capacity
of over seven tons, mobile platforms, diesel electric locomotives, railway maintenance
service vehicles, rail and tramway freight cars, automatic unloading wagons, covered

and closed cars, and assemblies for railway vehicles, containers, chassis, and trailers.

Roads

Domestic production in this sub-sector consists of low-tech equipment (i.e., front
loaders and unsophisticated traffic control systems) and the manufacture of trucks and
trailers. International brands manufactured in Mexico include Chrysler, Freightliner,
Mercedes Benz, International, and Kenworth. These are primarily produced for export.
Conversely, all high-capacity crane equipment is imported. Under NAFTA, most
equipment for intermodal transportation manufactured in the U.S. can be imported

duty-free.

Products with the best prospects in the Mexican roads sub-sector include: mobile and
rotary-cranes, self-propelled cranes on tires, front loaders with a capacity of over

seven tons, mobile platforms, and traffic control equipment.

Airports

Please see the Aerospace portion of the Best Prospects section.

Web Resources

Secretariat of Communications and http://www.gob.mx/sct

Transportation (SCT)

Secretariat of Economy (SE) http://www.gob.mx/se /
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National Association of Private http://www.antp.org.mx

Transportation

National Cargo Transportation http://canacar.com.mx/

Chamber of Commerce
For more information on the transportation infrastructure equipment and services
sector in Mexico, please contact:

Adrian Orta

Commercial Specialist, Railroads & Roads
U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5220
Adrian.Orta®@trade.gov

Alicia Herrera

Commercial Specialist, Ports

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5215
Alicia.Herrera@trade.gov

Silvia I. Cardenas

Commercial Specialist, Airports & Aerospace
U.S. Commercial Service

Tel: + 52 55 5080 2000 ext. 5209
Silvia.Cardenas@trade.gov

Travel and Tourism

Overview

The United States is the primary destination for Mexican travelers. In 2016, 18.73
million Mexicans traveled to the United States, representing 24.8 percent of the total
of foreign arrivals to the country. This represents a 1.9 percent increase over 2015.
Mexico remains the second largest source of international travelers to the United
States after Canada. Once again, the volume of Mexican travelers to the United States
increased. It is expected that total arrivals to the United States from Mexico will grow

another three percent in 2017.

According to the U.S. Department of Commerce’s National Travel and Tourism Office
(NTTO), in 2016 spending by Mexican travelers totaled USD 19.6 billion, which
basically remained at the same level as 2015. Approximately 75 percent of this total is
tied to the 2.64 million Mexicans (14 percent of total number of visitors) who traveled

to the United States via air. Travel and tourism exports account for 63 percent of all
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U.S. services exports to Mexico. U.S. travel and tourism companies are advised to
consider this when preparing marketing strategies and promotional packages to

potential Mexican tourists.

Table 1 Arrivals of Mexican Travelers to the United States

(Figures in millions of travelers)

2014 2015 2016 2017
(Estimated)
Total Arrivals from 17.07 18.41 19.15 19.72
Mexico
% Change 17% 8% 4% 3%
Total Air Arrivals from 2.4 2.6 2.7 2.8
Mexico
% Change 12% 6% 4% 3%
p Projected data

(Source: U.S. Department of Commerce National Travel and Tourism Office.)

Leading Sub-Sectors

It is important to differentiate between land and air travelers to the United States.
Mexican land tourists usually travel to the southwestern states for short visits to
relatives or friends and to shop. Air travelers usually stay longer and buy packages
that include transportation, lodging, shopping and recreational activities. The top
destinations are California, Nevada, Texas, Florida and New York, followed by New

Mexico, Colorado, Illinois, and Georgia.

Opportunities

Mexicans are drawn to the United States because of the diversity in destinations,
infrastructure, and excellent travel and tourism services. More specifically, Mexicans
enjoy destinations that offer shopping, gaming, entertainment, amusement parks, and
a cosmopolitan environment. Natural parks and other outdoor destinations are
typically not popular among Mexicans, with skiing being the notable exception.
Mexicans flock to resorts in Colorado, New Mexico, and Utah, in the winter months to
ski.
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Wholesale operators in Mexico continue to be an important distribution channel in the
Mexican travel and tourism market. Wholesalers sell their packages to travel agents,
who provide their services to the consumers. Mexicans prefer to buy vacation
packages through a travel agency, though purchasing airfare and hotel packages online
is slowly becoming more common. U.S. wholesalers and tour operators are key players
in the Mexican market, because they negotiate directly with U.S. travel and tourism
service companies and can offer better prices and packages. To save money and
facilitate processes, wholesalers in Mexico are now buying products and services from
tour operators in the United States, who deal directly with local tourism service
providers that develop travel packages. The younger population in Mexico, however, is
often more comfortable buying travel packages on the internet. The biggest travel
wholesalers in Mexico now offer hotel rooms, air tickets, and travel packages through
their own websites, and offer good deals to the consumer. Travelers often have the
option to pay for their travel to the United States by debit or credit card in fixed

installments with no interest.

Social networking is increasingly important for the promotion of travel and tourism
services. In this regard, several U.S. destinations and providers of travel and tourism
services represented in Mexico have launched promotional campaigns in the most
popular social networks, such as Facebook, Twitter, YouTube, and Instagram. Most of
these promotional campaigns are done in Spanish and include interaction with the end

consumer and travel agents.

It is crucial to establish and maintain a personal relationship with travel and tourism
companies in Mexico. U.S. travel and tourism companies are advised to travel to
Mexico and develop a comprehensive follow-up strategy to obtain sufficient exposure
in the Mexican market and increase sales. Distributing promotional material at one

trade show is not likely to generate meaningful results.

According to the U.S. Department of Commerce Office of Travel and Tourism
Industries, 28.7 million U.S. citizens traveled to Mexico in 2015. This travel may also
present business opportunities to U.S. firms offering packages and travel services to

U.S. travelers to Mexico.
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Web Resources

National Travel and Tourism Office http://travel.trade.gov
U.S. Travel Association http://www.ustravel.org
Brand USA http://www.thebrandusa.com
Events
International Pow Wow 2018, May 19-23, 2018. Denver, CO.
WWWw.ipw.com

For more information on the travel and tourism services sector, please contact:

Juan Carlos Ruiz

Commercial Assistant

U.S. Commercial Service - Mexico City
Tel.: +52 55 5080 2000 ext. 5223
E-mail: JuanCarlos.Ruiz@trade.gov

Customs, Regulations & Standards

Trade Barriers

Under NAFTA, there are virtually no tariff barriers for U.S. exports to Mexico, with some

exceptions as noted elsewhere.

Import Licenses

Certain sensitive products must obtain an import license, for which the difficulty varies

according to the nature of the product. Periodically, the Mexican Government publishes lists

that identify the different items that have a specific import control. Items are identified

according to their Harmonized System (HS) code number; therefore, it is important that U.S.

exporters have their products correctly classified. U.S. exporters are encouraged to check

with customs brokers as to the accurate classification of their products.

The following are examples of import licenses required and the Mexican Government agencies

that administer the particular licenses. Note that this is not a complete list.

The Secretariat of National Defense (SEDENA) requires an authorization to import guns,

arms, munitions, explosives, and defense equipment, as well as special military vehicles

(new or used).
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o The Secretariat of Agriculture, Livestock, Rural Development, Fisheries and Food
(SAGARPA) requires the Hoja de Requisitos Zoo-Sanitarios, which acts as an import permit
prior to import authorization for some leather and fur products, and fresh/chilled and

frozen meat. Agricultural machinery does not require approval from SAGARPA.

« The Secretariat of Health (SSA), through its Federal Commission for the Prevention of
Sanitary Risks (COFEPRIS), requires either an “advance sanitary import authorization” or
“notification of sanitary import” for medical products and equipment, pharmaceuticals,
diagnostic products, toiletries, processed food, and certain chemicals. Food supplements

and herbal products are highly regulated in Mexico, unlike in the United States.

e« The Secretariat of Environment and Natural Resources (SEMARNAT) requires import
authorizations for products made from endangered species, such as certain eggs, ivory,

certain types of wood, furs, etc.

o Toxic and hazardous products require an import authorization from an interagency
commission called CICOPLAFEST which has representation from the four agencies
mentioned above (SEDENA, SAGARPA, SSA, and SEMARNAT). This list includes a large

number of organic and inorganic chemicals.

Commercial samples of controlled products shipped by courier are also subject to these
regulations. Liquid, gas, and powdered products cannot be shipped by courier, even in small
quantities. Instead, these products must be shipped as a regular shipment with the use of a
customs broker. Some special treatment may apply in the case of samples intended for
research, product registration, or certification. Unless returned at the sender's expense,

Customs often confiscates or destroys samples lacking the proper documentation.

A resolution published in the Official Gazette (Diario Oficial de la Federacion, or DOF) on
January 26, 2009, abolished minimum estimated prices, also referred to as “reference prices”

in all industries except for used cars.

A number of measures regulating the Mexican textile importers, also collaterally affect other
U.S. exporters. These measures include an importer registry, the establishment of reference
prices (though they should not be applied to products coming in under a NAFTA Certificate of

Origin), and a five-day waiting period for all imports.
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Importers of textiles and apparel products must be registered in the Official Registry No.11
for textile/apparel sector. The instructions to register can be found at:

http://www.sat.gob.mx/aduanas/tramites_autorizaciones/guia_padrones/Documents/guia_s

ector11_enero2015.pdf

Vehicles

With regard to used vehicle imports, a decree issued in April 2015 included new

requirements, such as:

e A Vehicle Identification Number (VIN, or NIV);

e Confirming that the vehicle was manufactured in the United States, Mexico or Canada;

e The use of a customs agent (affiliated with customs house of entry of vehicle);

e The bill of lading for permanent importation for each vehicle;

e An invoice stamped “shipper export” by U.S. customs;

e The RFC (the federal tax identification number), CURP (the identity number), INE (the
voter registration number);

e Proof of address;

e Proof of payment of IGI;

e Compliance with standard vehicle categories; and

e Payment of the ten percent ad-valorem tax (one percent for the border zone) based on a
minimum estimated price, or “reference price”. This price is determined based on the
vehicle’s year, make and model. Importers of used vehicles must post a guarantee or bond
representing the difference between the duties and taxes if the declared customs value is
less than the established reference price. The importer must show payment of the IVA (16
percent value-added tax), the ISAN (vehicle’s acquisition tax), and the one or ten percent
ad-valorem tax based on a minimum estimated price, or “reference price.” Used vehicles
destined for the border zone are allowed as long as they are not older than nine years old.
If they are less than ten years old, they are assessed a one percent ad-valorem tax. Those
older than ten years are subject to a ten percent ad-valorem tax. Used vehicles aged five
to nine years old are permitted in the rest of Mexico for resale. Used vehicles which are
prohibited from circulating in their own country of origin cannot be imported into Mexico.
These requirements and regulations are in effect through December 31, 2017 or until

further notice.
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Please refer to the market report on regulations for the importation of used
vehicles and trucks into Mexico for further details.

http://2016.export.gov/mexico/leadingindustrysectors/eg _mx_101333.asp

Steel

Since 2014, Mexican Customs began requiring more information on steel products in their
effort to process legitimate shipments of steel from the United States. Mexican importers are
now required to present detailed material information prior to the shipment’s arrival in

customs.

U.S. exporters should provide their Mexican client with either a Mill Test Report or a Material
Quality Certificate from the steel mill from which the raw material was sourced. This is
independent of whether the products are secondary or tertiary; (i.e., screws made of steel
bar are tertiary since the bar itself is a secondary product from the mill). Tertiary producers
must request the test report from their secondary producers who in turn get the report from
the mill.

It is the Mexican importer’s responsibility to issue their Automatic Notification (Aviso
Automatico) through the one-stop online import/export system Single Window (Ventanilla
Unica, or VUCEM) at least five days before the goods arrive in Mexican customs, or shipments
will face delays. Thus, U.S. exporters are advised to send all necessary paperwork related to
the steel export, the Mill Test Report or the Mill Quality Certificate, as well as the

commercial invoice, in advance, to the Mexican importer to avoid delays.

In January 2017, due to changes in Mexican customs law, Mexican importers, in addition to
being an authorized entity to import, must be registered in the Sectoral Promotion Programs
(PROSEC) for the steel industry.

For more information and help with trade barriers please contact:

International Trade Administration
Enforcement and Compliance
+1(202) 482-0063
ECCommunications@trade.gov
http://trade.gov/enforcement/
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Import Tariffs
There are no tariffs for products made in the United States that meet NAFTA rules of origin
requirements. However, there are a number of exceptions and caveats noted below that may

affect overall pricing of U.S. exports. See: http://export.gov/FTA/nafta/index.asp for a

thorough explanation of NAFTA certificates of origin as well as the “What’s My Tariff” tool.
Few U.S. exports are subject to antidumping duties that limit access to the Mexican market.
A list of these products may be found at:

http://enforcement.trade.gov/trcs/foreignadcvd/mexico.html

Mexico has also implemented Sectoral Promotion Programs (PROSEC), which reduce Most
Favored Nation (MFN) tariffs to zero or five percent on a wide range of important inputs
needed by Mexico’s export manufacturing sector. This program includes 20 different industry
sectors and affects 16,000 HTS items. Mexican companies must be registered under this
program to participate. In January 2017, the list of PROSEC programs was updated. The
complete list of HS Codes and sectors that must comply with Sectorial Promotion Programs
can be found at:

http://www.sat.gob.mx/aduanas/tramites_autorizaciones/guia_padrones/Documents/Anexo

10.pdf

All NAFTA-compliant products “definitively” imported into Mexico are no longer assessed the
customs processing fee (CPF). Products temporarily imported for processing and re-export
may be subject to the CPF since the imports are not considered “definitive.” The import
duty, if applicable, is calculated on the U.S. plant value (F.O.B. price) of the product, plus
the inland U.S. freight charges to the border and any other costs listed separately on the
invoice and paid by the importer. These can include charges such as export packaging, inland

freight cost, and insurance.

In addition, Mexico has a value-added tax (IVA) on most sales transactions, including sales of
foreign products. The IVA rate is 16 percent for the entire Mexican territory. Basic products,
such as food and drugs, and some services, are exempt from the IVA. A special tax on
production and services (IEPS) is assessed on the importation of alcoholic beverages,
cigarettes and cigars. In 2013, IEPS was expanded to include a tax on soda, high calorie food,

and junk food. This tax may vary from 25 to 160 percent depending on the product.
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Import Requirements & Documentation

For tax purposes, all Mexican importers must register and be listed with the Official Register
of Importers (Padron de Importadores), maintained by the Secretariat of Finance and Public
Credit (SHCP), which also maintains special sector registries. In order to be eligible to import
more than 400 different items (including agricultural products, textiles, chemicals,
electronics, and auto parts), Mexican importers must apply to the HCP to be listed in these
sector registries. U.S. exporters have occasionally encountered problems when products are
added to the list without notice or importers are summarily dropped from the registry without

prior notice or subsequent explanation.

The basic Mexican import document is the "pedimento de importacion.” Mexico requires
import and export documentation including a completed "pedimento,” or import/export form,
for all commercial crossings. This document must be accompanied by a commercial invoice (in
Spanish), a bill of lading, documents demonstrating guarantee of payment of additional
duties for undervalued goods (see "Customs Valuation”) if applicable, and documents
demonstrating compliance with Mexican product safety and performance regulations (see
"Standards”), if applicable. The import documentation should be prepared and submitted
by a licensed Mexican customs house broker or by an importer with sufficient experience in

completing the documents.

Products qualifying as North American must use the NAFTA Certificate of Origin in order to
receive preferential treatment. This must be completed by the exporter and does not have to
be validated or formalized. Mexican tax authorities are conducting fiscal audits on certain
exporters in sensitive industries. A good source of information is the Mexican Tax Authority’s

website in English regarding processes for verification of NAFTA Certificates of Origin:

http://www.sat.gob.mx/verificaciondeorigen/Paginas/verificacion_origen_eng.htm

http://www.sat.gob.mx/verificaciondeorigen/Paginas/default_eng.htm

A change in the law implemented in 2015 resulted in the Mexican importer (registered in the
Offical Register of Importers) assuming responsibility for their own import paperwork and
compliance with Mexico's customs regulations. Thus, the use of a customs broker for import
transactions is no longer a requirement. However, Mexican customs law is very strict
regarding proper submission and preparation of customs documentation. Errors in paperwork

can result in fines and even confiscation of merchandise as contraband. As a result, a customs
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broker’s services may still be needed for the import process. Since customs brokers are
subject to sanctions if they violate customs laws, some have been very restrictive in their

interpretation of Mexican regulations and standards.

In the case of textiles, apparel, and footwear sectors the importer must be registered in the
“Padron” (national registry) for textile-apparel, and footwear products. Companies not

registered in the “Padron” are not allowed to import the product.

On December 3, 2015 the Mexican Government initiated a special program to strengthen the
Mexican textile-apparel Industry. The main purpose of this program is to protect local
industry against counterfeiting from Asia and to promote the financing programs of the
Mexican Development Bank to support small and medium-sized companies in the sector. A
number of these measures affect Mexican textile importers including the use of an importer
registry, the establishment of reference prices (though they should not be applied to products
coming in under a NAFTA Certificate of Origin), as well as a five-day waiting period for all

imports.

As is the case with steel products, notice of importation must be provided to the Mexican
Government at least five days prior to the shipment and must include the invoice, complete

supplier information, and other documents.

The following links provide access to the three versions of the textile, apparel and footwear

Mexican reference price lists:

5/10/2016.-Annex 4

http://dof.gob.mx/nota_detalle.php?codigo=5436417&fecha=10/05/2016

3/15/2016.- Annex 4

http://dof.gob.mx/nota_detalle.php?codigo=5429824&fecha=15/03/2016

1/6/2016.- Annexes 3 & 4
http://dof.gob.mx/nota_detalle.php?codigo=5422207&fecha=06/01/2016

Labeling/Marking Requirements

All products intended for retail sale in Mexico must be labeled in Spanish prior to

importation. Products that must comply with commercial and sanitary technical regulations
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(Normas Oficiales Mexicanas, or NOMs) must follow the guidelines, as specified in the
applicable NOM.

For more detailed information see “Labeling and Marking” in the Standards section below.

U.S. Export Controls
Mexico is not subject to any special U.S. export control regulations, and it is designated
as a Category | country (the least restrictive) for receipt of U.S. high-technology products.

Please see the consolidated screening list at: http://developer.trade.gov/consolidated-

screening-list.html

Temporary Entry

Temporary imports for manufacturing, transformation, and repair, under the IMMEX (Industria
Maquiladora para Exportacion Maquila) program are subject to payment of duties, taxes, and
countervailing duties. Other temporary imports from the United States, however, are not
assessed import duties, taxes or compensatory fees, but they must comply with all other

obligations set forth in Article 104 of the Mexican Customs Law (Ley Aduanera).
There are different types of temporary imports into Mexico, including:

e Temporary imports to be returned in the same condition

e Musical instruments for artists

e Temporary imports for cultural and sporting events

e Temporary imports for conventions, congresses and trade shows

e Temporary imports for press, journalism, and cinematography

The first category applies to temporary imports that remain in Mexico for a limited time and
with a specific purpose and are returned to the United States in the same condition and
within the time limits established in the Customs Law (Art. 106). Such is the case of
equipment for demonstration that is temporarily imported into Mexico for exhibitions or sales
visits. U.S. representatives do not need to contract the services of a Mexican customs broker,

and may complete the decleration themselves, using the declaration lane at the time of
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entry. Overlooking this requirement may result in the confiscation of the products, with a

high penalty fee for recovery. Temporary imports may remain in Mexico for up to six months.

In the case of medical devices, interested parties need to request an import permit for the
specific exhibition and/or sales visit. The request needs to be submitted by a Mexican
company authorized to sell/distribute medical devices in Mexico. The import is processed
under a temporary importation form and there are basic requirements to obtain the clearance

from Mexican Customs, including:

e A list of the products for temporary importation into Mexico

e A letter from the U.S. company stating that the product is for temporary entry into
Mexico and that it will not be sold

e A letter from the Mexican partner or company indicating the nature of the the
business relationship with the United States indicating they take full responsibility for
returning the product to the United States before within the period allowed

e Preparation of a Temporary Customs Entry form (Pedimento de Importacién Temporal)

The list of the products to be temporarily imported into Mexico must also be presented to
U.S. Customs before the equipment enters Mexico in order to facilitate the duty free return
to the United States.

The IVA and the Special Tax on Production and Services (IEPS) laws require that these taxes
be paid on temporary imports as of January 1, 2015 by deposit, bond or tax credit, the latter
only applying provided that the company has a certification. The benefit of the certification
is not having to pay IVA or IEPS at the time of importation by obtaining a tax credit for the

payment of these taxes.

The following official website provides the steps and requirements to follow for almost all

circumstances and sectors that involve temporary imports into Mexico (Spanish):

http://www.sat.gob.mx/informacion_fiscal/normatividad/formas_fiscales/Documents/C20.p
df
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Prohibited & Restricted Imports

The following items are prohibited or restricted:
e Narcotics
e Live fish
e Predators of any size

o Images representing childhood in a degrading or ridiculous way, and incitement to

violence
e Used clothes that are not part of your personal luggage
e Firearms and amunitions.
A complete list of these items can be found at:

http://www.sat.gob.mx/aduanas/pasajeros/Paginas/Mercancia_no_ingresa_Mexico.aspx

In the case of medical devices and health care products, in addition to complying with
applicable standards, foreign manufactured products need to have a legally appointed
representative/distributor in Mexico and be registered with the Secretariat of Health (SSA)
prior to being sold in Mexico. With the exception of blood, blood derivative products and
organs, almost all medical products can be imported into Mexico, provided they comply with

existing regulations.

Customs Regulations

U.S. exporters continue to be concerned about Mexican Tax Administration Service (Servicio
de Administracion Tributaria, or SAT) procedures, including insufficient prior notification of
procedural changes, inconsistent interpretation of regulatory requirements at different

border posts, and uneven enforcement of Mexican standards and labeling rules.

Agricultural exporters note that Mexican inspection and clearance procedures for some
agricultural goods can be long, burdensome, non-transparent and unreliable. Customs

procedures for express packages continue to be burdensome, though Mexico has raised the de

U.S. Department of Commerce | International Trade Administration

175




Mexico Country Commercial Guide, June 2017 176

Minimis level to USD 50 from USD 1. However, Mexican regulations still hold the courier 100

percent liable for the contents of shipments.

Mexican Customs Authority (Aduanas de Mexico) Helpline:
Tel.: 52 1877 448 8728 Monday-Friday / 8:00 A.M.-9:00 P.M. (in Spanish)
http://www.sat.gob.mx/contacto/orientacion_en_linea/Paginas/default.aspx

General Customs Administration (Administracion General de Aduanas)
Tax Administration Service (Servicio de Administracion Tributaria)
Tel.: 1 877 448 8728 (from the U.S.)

http://www.sat.gob.mx

http://www.aduanas.sat.gob.mx

Standards for Trade

Overview

The Secretariat of Economy (SE), through the Directorate General (Direccion General
de Normas, or DGN), is the organization with the authority to manage and coordinate
standards in Mexico, although COFEMER (Federal Commission for Regulatory
Improvement) also has an important technical role in developing new standards. The
Secretariat’s authority is derived from the Federal Law of Metrology and

Standardization (Ley Federal de Metrologia y Normalizacién, or LFMN).

The implementing regulations (Reglamento de la Ley Federal sobre Metrologia y
Normalizacion) appear in Mexico’s Official Gazette (Diario Oficial de la Federacion, or
DOF). In accordance with the Federal Law of Metrology and Standardization and its
Regulations (Reglamento de la Ley Federal sobre Metrologia y Normalizacion), the
National Standardization Program (Programa Nacional de Normalizacion, or PNN) is

published annually in the Official Gazette.

The Secretariat of Economy participates in the following international fora: Codex
Alimentarius, Pan American Standards Commission (Copant), International

Electrotechnical Commission (IEC), and the International Standards Organization (ISO).

Finally, two definitions are important to keep in mind:

1. NOMs: Mexican Official Standards - these are technical regulations, including
labeling requirements, issued by government agencies and secretariats.
Compliance is mandatory.
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2. NMX: Mexican “Voluntary” Standards - these are voluntary standards issued
by recognized national standards-making bodies. Compliance is mandatory only
when a claim is made that a product meets the NMX, when a NOM specifies
compliance, and whenever specified in government procurement.

Reference Standards (NRF) are applied to goods and services acquired, leased, or
hired, when Mexican or international standards do not cover their requirements or
their specifications become obsolete.

Any bureau, person, or council can propose the creation or modification of an official
Mexican standard (NOM) to the appropriate committee.

Standards Organizations

The National Standardization Commission (Comision Nacional de Normalizacion, or

CNN)

The CNN is the coordinating body for standards policy at the national level

(http://www.economia.gob.mx/standards). Currently, it is comprised of 43 members,

including federal agencies, chambers, national standards bodies and associations

related to standardization.

The CNN's main function is to approve the National Standards Program; establish the
coordination guidelines between agencies and entities at the federal level, prepare
and publish standards, resolve any differences between the national consulting
standardization committees, and comment on the registration of national

standardization bodies.

The National Standardization Technical Committees (Comités Técnicos de

Normalizacion, or CTE)

The committees are bodies recognized by the Secretariat of Economy and their main
function is to create Mexican voluntary standards (NMX) in those areas where National

Standardization bodies do not exist.

The Mexican Government entities that develop NOMs include:

e The Secretariat of Economy (SE)

e The Secretariat of Agriculture, Livestock, Rural Development, Fisheries and Food
(SAGARPA)

e The Secretariat of Labor and Social Welfare (STPS)
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e The Secretariat of Communications and Transportation (SCT)

e The Secretariat of Tourism (SECTUR)

e The Secretariat of Social Development (SEDESOL)

e The Secretariat of Environment and Natural Resources (SEMARNAT)
e The Secretariat of Energy (SENER)

e The Secretariat of Health (SSA)

Mexican standards are classified into economic sectors according to the following
table:

Industrial Sector Letter
Textile Industry A
Environmental Protection AA
Graphic Arts AG
Steel Products B
Metal Blinds, Shutters and Rods BA
Products and Equipment for Medical, Hospital and Laboratory

Use BB
Construction Materials C
Quality Systems CC
Control, Measurement and Statistics Apparatus CH
E-Business COE
Vehicles (incl. auto parts) D
Automotive Locksmith Services DA
Blueprint and Photocopying DD
Technical Drawing DT
Plastics and their Products E
Conformity Assessment EC
Container and Packaging Products EE
Electronic Data Exchange EDI
Solar Energy ES
Food Products F
Non-Industrialized Food Products for Human Use FF
Pharmaceutical Products G
Cranes and Lifting Devices GR
Technology Management GT
Metalwork, Welding and Metallic Coating Products H
Electronics Industry I
Electricity Industry J
Chemical Products K
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Oil Refining, Distillation and Exploration Products L
End-Use Chemicals M
Equipment and Materials for Offices and Schools N
Equipment for General Use in Industry and Agriculture 0
Glass Industry P
Items Used for Optics PA
Handicrafts and Pottery PP
Products and Equipment for Domestic Use Q
Miscellaneous Industries R
Security S
Environmental Administration Systems SAA
Industrial Hygiene SS
Health and Safety at Work Management Systems SAST
Rubber Products T
Tourism T
Paints, Varnishes and Lacquers U
Alcoholic Drinks \
Non-Ferrous Metal Products w
Toys WW
Equipment for the Handling and Use of LP and Natural Gas X
Agricultural Industry Y
Basic Standards and Symbols Z

Source: Secretariat of Economy
Organizations that develop voluntary standards (NMXs) include:

e Electrical - Association of Standardization and Certification (ANCE)

e Quality systems - Mexican Institute of Standardization and Certification (IMNC)

o Textiles - Mexican Institute of Textile Standardization (INNTEX)

e Construction - Building and Construction Standardization and Certification Body
(ONNCCE)

e Food Products and Quality Systems - Mexican Society of Standardization and
Certification (NORMEX)

e Electronics - Electronic Standardization and Certification (NYCE)

e Dairy Products - Council for Milk Quality and Dairy Products (COFOCALEC)

e Steel- National Chamber of the Iron and Steel Industry (CANACERO)
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National Institute of Standards and Technology (NIST) ‘Notify U.S.’ Service

Member countries of the World Trade Organization (WTO) are required under the
Agreement on Technical Barriers to Trade (TBT Agreement) to report to the WTO all
proposed technical regulations that could affect trade with other member countries.
“Notify U.S.” is a free, web-based e-mail subscription service that offers an
opportunity to review and comment on proposed foreign technical regulations that can
affect your access to international markets. Register online at:

http://www.nist.gov/notifyus/

Conformity Assessment
Certain NOMs require products to obtain a certificate of compliance issued by an
accredited certification body. In the case of products manufactured outside Mexico,

this certificate must accompany the import documentation at the port of entry.

All products, processes, methods, installations, services, or activities must comply
with Mexican Official Standards. The Federal Law of Metrology and Standardization
established the possibility for private entities to perform the conformity assessment
function through visual verification, sampling, measurement, laboratory testing, or

documentary examination.

Accredited conformity assessment bodies are classified in the following categories:

e Certification Bodies
e Testing Laboratories
e Calibration Laboratories

e Verification Units

Under NAFTA, Mexico recognized conformity assessment bodies in the United States
and Canada on terms no less favorable than those applied in Mexico. However, only
Underwriters Laboratories, Inc., and Intertek Testing Services NA, Inc., have been

accredited.

On August 17, 2010, the Secretariat of Economy published in the Official Gazette an
executive order and amendments to the foreign trade general regulations to
unilaterally accept product certifications from U.S. and Canadian certifying bodies as

equivalent for certain NOMS only.
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The three Mexican technical regulations included in this equivalency executive order
are Safety and Data Processing Equipment (NOM 019- SCFI, 1998), Electronic devices
for use in office (NOM-016-SCFI-1993); and Audio/Video equipment NOMs 001-SCFI.

Currently, the certificates issued by the following two U.S.-based certifying bodies
have been accepted as equivalent by the Mexican Government:
e Intertek Testing Services NA, Inc.

e Underwriters Laboratories, Inc.

Based upon agreements with other agencies, as well as with other certification
organizations, the DGN has established procedures for the certification of products to

both technical regulations (NOMs) and voluntary standards (NMXs).

Conformity assessment procedures issued by the Secretariat of Economy/DGN tend to
be more fully developed and cover a significantly greater range of NOMs than those of

other secretariats that develop NOMs.

Product Certification and Accreditation

The Mexican Government authorizes private organizations to accredit conformity
assessment bodies (calibration laboratories, certification bodies, testing laboratories,
and verification/inspection units). The first authorized entity’s private non-profit
institution is known as EMA (Entidad Mexicana de Acreditacion/Mexican

Accreditation Entity).

Calibration Laboratories

Calibration laboratories are responsible for transferring the precision of reference
standards to the measurement instruments used in the commercial and industrial
sectors. The calibration laboratories can be sponsored by public or private
organizations, including universities, professional associations and private companies.
Individuals interested in performing calibration activities can obtain certification after

meeting the certification requirements set by law.

Committees, made up of technicians and specialists in metrology, evaluate
applications for certification as calibration laboratories. These committees make
recommendations to the DGN for final decisions on certification. The committees also

establish the technical specifications for the evaluation of calibration laboratories, set
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the precision requirements for the calibration chains, and set the methods for

comparison of standards.

Certification Bodies
EMA has accredited several organizations for certifying compliance in different fields.

The accreditation list includes, but it is not limited to, the following organizations:

e ANCE - Asociacion de Normalizacion y Certificacion (product certification body
for the electric sector NOMs)

o CALMECAC - Calidad Mexicana Certificada, A.C. (certifies Mexican quality)

e CNCP - Centro Nacional Para la Calidad del Plastico (Mexican Center for the
Quality of Plastics)

e CRT - Consejo Regulador Del Tequila (Tequila Regulation Council)

e IMNC - Instituto Mexicano De Normalizacion y Certificacion, A.C. (Mexican
Institute of Standardization and Certification)

e INNTEX -Instituto Nacional De Normalizacion Textil, A.C. (Mexican Institute of
Textile Standardization)

e NORMEX - Sociedad Mexicana de Normalizacion y Certificacion, S.C. (Mexican
Society of Standardization and Certification)

e NYCE - Normalizacion y Certificacion Electronica (for electronic standardization
and certification)

e ONNCCE - Organismo de Normalizacion y Certificacion de la Construccion y
Edificacion (the building and construction standardization and certification
body)

e UL de Mexico - Underwriters Laboratories de Mexico, S.A. de C.V. (product
certification body for electric and electronic equipment)

e Intertek (product certification body for electric and electronic equipment)

The Secretariat of Economy publishes foreign trade rules and general criteria in the
Diario Oficial (Mexico’s Federal Register notice equivalent), which lists all products by
tariff number that must comply with NOMs at the point of entry into Mexico. This
document is constantly updated to reflect cancellations or changes in NOMs or the

application of new ones.

Testing, inspection and certification
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Testing laboratories are responsible for certifying that products meet Mexican
standards. These labs are normally commercial entities that make a profit from the
testing of samples. The DGN through EMA is responsible for granting authorizations to
testing laboratories after receiving the recommendations of the Testing Laboratory

Evaluating Committees (Comités de Evaluacién de Laboratorios de Pruebas).

Each committee oversees a group of evaluators who visit the testing laboratories, and
review their organization, capabilities, staffs, etc. Testing laboratories must comply
fully with standard NMX-EC-17025-IMNC-2006/1SO 17025:2005, which sets the
requirements with which the testing laboratories must comply. Once the evaluators
have made their review, they submit a report to the committee. Then, the committee
provides its recommendations to the DGN, which, in turn, informs the laboratory of
the results. Those applicants not receiving authorization are permitted to make the
necessary modifications to their facilities in order to comply. After the committee
verifies that the laboratory meets the requirements, a second report is prepared for
the DGN.

Authorizations for testing laboratories are valid for two years and can be renewed
upon written request. Testing laboratories are required to maintain their technical
capabilities and to make any modifications that the committee may make. Testing
laboratories must notify the DGN of any change in equipment, location, and
administration. Laboratories have the option to withdraw their request for

certification.

Verification Units

Verification or inspection units check and provide a report or proof of compliance
corroborated either visually or by sampling, measuring, testing in laboratories, or
examining documents. NOMs for labeling, for example, do not require a certificate of
compliance, however, verification units can determine whether or not a technical

regulation has been correctly applied.

Publication of technical regulations
In accordance with the Regulation of the Federal Law of Metrology and
Standardization (Reglamento de la Ley Federal sobre Metrologia y Normalizacion, or

LFMN), the National Program of Standardization (Programa Nacional de Normalizacion,
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or PNN) is the official document used to plan, inform and coordinate the
standardization activities, both public and private, carried out by the Mexican
Government. The PNN is made up of a list of topics that will be developed into
mandatory technical regulations, Mexican voluntary standards, and Reference

Standards, as well as an approximate working calendar for each respective topic.

The program is equally composed of information from the National Consulting
Standardization Committees (Comités Consultivos Nacionales de Normalizacion),
which are responsible for the creation of NOMs, the Technical Committees of National
Standardization (Comités Técnicos de Normalizacion Nacional), and the National
Standardization Bodies (Organismos Nacionales de Normalizacion), both of which are
responsible for the creation of NMXs, as well as two Standardization Committees
(Comités de Normalizacion) responsible for the creation of NRF's - standards created

by governmental entities for government procurement.

The National Standardization Program (Programa Nacional de Normalizacion, or PNN)
is developed annually by the Technical Secretariat of the National Standardization
Commission, revised by the Technical Council of the aforementioned entity, and
approved by the National Standardization Commission in its first meeting of every

year.

The DGN publishes the PNN annually in the first quarter of the year. The 2017 PNN is
available at: http://dof.gob.mx/nota_detalle.php?codigo=5470901&fecha=03/02/2017

The LFMN and its regulations establish a time frame for each step of the NOM-making
process (development, draft publication in the DOF, and publication of modified and
definitive technical regulations and standards) within the PNN framework. The
accomplishment of these tasks is limited to the span of a year. The actual NOM-making
period, however, is contingent upon various factors, including the complexity of the
topic and the uncertain period between each step (i.e., publishing period in the DOF,
draft response, comments, and final technical regulations and standard). Evaluations
of the PNN often indicate that the standardization process requires more than a year

in order to adequately meet its objectives.
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The process to create a new NMX is done in a similar way. The standard is developed
by the National Standardization Body or the National Standardization Technical

Committee (CTNN), coordinated by the Secretariat of Economy.
U.S. entities can participate in the process in several ways. They can:
o Review the PNN to learn about the proposed standards

« Participate in the applicable technical working group (requires physical

presence)
e Submit commentaries during the 60-day public consultation period

« Solicit the making, modification, or cancellation of technical regulations and
standards (NOM and NMX) to the appropriate government office or to a National

Standardization Body

Labeling and Marking

All products intended for retail sale in Mexico must bear a label in Spanish prior to
their importation. Products that must comply with commercial and
commercial/sanitary information NOMs must follow the guidelines as specified in the
applicable NOM. Most NOMs require commercial information to be affixed, adhered,

sewn, or tagged onto the product, with at least the following information in Spanish:

¢ Name or business nhame and address of the importer

¢ Name or business name of the exporter

e Trademark or commercial name brand of the product

e Net contents (as specified in NOM-030-SCFI-2006 DOF November 4,2006)

e Use, handling, and care instructions for the product as required; and warnings

or precautions on hazardous products

This information must be attached to the product, packaging or container, depending
on the product characteristics. This information must be affixed to products as
prepared for retail sale. Listing this information on a container in which a good is

packed for shipment will not satisfy the labeling requirement.
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NOMs do not explicitly state that the country of origin is required on the label prior to
importation. However, Mexican fiscal regulations do require country of origin
designation, and the U.S. Department of Commerce recommends that exporters
include this information, in Spanish, on the labels they are preparing for goods
destined for retail sale in the Mexican market. The importer's taxpayer number

(commonly known as RFC) is also recommended.

You can search for all NOMs currently in effect at the following link:

http://www.economia-noms.gob.mx/noms/inicio.do

Contact Information
Post Standards Contacts:

Dale Wright

Principal Commercial Officer

U.S. Commercial Service, Mexico City
Tel.: +52 55 5080 2181

E-mail: dale.wright@trade.gov
http://www.export.gov/mexico

Sylvia Montano

Commercial Specialist

U.S. Commercial Services, Mexico City
Tel.: +52 55 5080 2000 ext. 5219
E-mail: sylvia.montano®@trade.gov
http://www.export.gov/mexico

Trade Agreements

Mexico - Trade Agreements

The United States, Mexico, and Canada are parties to the North American Free Trade
Agreement (NAFTA) and there are no tariffs for qualifying goods and services traded among
the three countries. In 2016, with two-way trade totaling just under USD 580 billion, the
United States had a USD 7.6 billion surplus in trade in services and a US 63.2 billion deficit in
trade in goods with Mexico. This trade deficit in goods represented 8.6 percent of the global
U.S. goods trade deficit (USD 736.8 billion). While our economies and businesses have
changed considerably over the last 25 years, NAFTA has not. The United States seeks to
support higher-paying jobs in the United States and to grow the U.S. economy by improving
U.S. opportunities under NAFTA. A review of NAFTA will help make the United States, and
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North America, a stronger, more attractive place to do business and a model for the rest of
the world in the 21st century. To this end, all countries began negotiations on August 16,
2017. Topics that will help inform the direction, focus, and content of the NAFTA
negotiations include: trade in goods; sanitary and phytosanitary measures; customs, trade
facilitation, and rules of origin; technical barriers to trade; good regulatory practices; trade
in services, including telecommunications and financial services; digital trade in goods and
services and cross-border data flows; investment; intellectual property; transparency; state-
owned and controlled enterprises; competition policy; labor; environment; anti-corruption;
trade remedies; government procurement; small- and medium-sized enterprises; dispute
settlement; and currency. Mexico is a member of the World Trade Organization (WTO), the
Asia-Pacific Economic Cooperation (APEC), the G-20, and the Organization for Economic
Cooperation and Development (OECD). Mexico has more free trade agreements (FTAs) than
any other country in the world - 12 FTAs with 46 countries - including FTAs with the European
Union, European Free Trade Area, Japan, the Pacific Alliance, Israel, and ten countries in
Latin America. For U.S. exporters, this means that the Mexican market is one of the most

open and competitive in the world.
More information on Trade Agreements can be found on the following sites:
Office of the United States Trade Representative:

https://ustr.gov/trade-agreements/free-trade-agreements/north-american-free-trade-
agreement-nafta

ProMexico:
http://www.promexico.gob.mx/en/mx/tratados-comerciales

Investment Climate Statement

Executive Summary

Mexico is one of the United States' top trade and investment partners. Bilateral trade grew
430 percent in 1994-2015 and Mexico now ranks as the United States’ second largest export
market and third largest trading partner. The new U.S. Administration formally announced in
May 2017 its intention to renegotiate NAFTA and negotiations began on August 16, 2017.
Investors in Mexico will be watching these negotiations closely. Uncertainty regarding the
content of the discussions and timeline for implementation of the future “rules of the game”

may impact Foreign Direct Investment (FDI) flows in 2017.
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Mexico benefits from credible economic management that has allowed the country to
weather a period of low oil prices and significant currency volatility. Gross domestic product
(GDP) growth, at 2.5 and 2.3 percent in 2015 and 2016 respectively, is relatively strong
compared to Mexico’s G-20 peers. Compared to other emerging markets, however, Mexican
growth over the past decade has been lackluster. Although well-managed by the Bank of
Mexico, headline inflation has risen to above six percent in 2017 due to peso depreciation and
a jump in retail fuel prices caused by government efforts to stimulate competition in that
sector. With the goal of spurring greater medium-term growth, the Government of Mexico
(GOM) launched significant energy, fiscal, social security, education, anti-corruption,

security, political, and telecommunications reforms in 2013.

The most significant changes in Mexico’s investment outlook have taken place in the energy
and telecommunications sectors. Prior to constitutional reform, the state-controlled oil
company, Pemex, had a monopoly on all hydrocarbon activity in the country. The reforms
have opened this sector, allowing domestic and international private sector firms to bid on
hydrocarbon projects and partner with state oil company Pemex, creating significant new
investment opportunities for Mexican and foreign investors in up-, mid-, and downstream
business lines. In telecommunications, reforms were intended to improve competition and
reduce concentration in the sector through the creation of a new, autonomous regulator.
This regulator is empowered to order divestitures, enforce regulations, and apply targeted

sanctions to companies it sees as overly dominant in the market.

Table 1

Measure Year Index/Rank Website Address

TI

Corruption 2016 123 of 176  http://www.transparency.org/research/cpi/overview
Perceptions

Index

World Bank 2017 47 of 190  http://www.doingbusiness.org/rankings

Global
Innovation
Index

2016 61 of 128  https://www.globalinnovationindex.org/home
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U.S. FDIin
partner
country
(USDM USD,
stock
positions)

2015 92,812 https://www.bea.gov/international/factsheet/

World Bank
GNI per 2015 9,710 http://data.worldbank.org/indicator/NY.GNP.PCAP.CD

capita

Openness to and Restrictions upon Foreign Investment

Policies towards Foreign Direct Investment

Mexico is open to foreign direct investment (FDI) in the vast majority of economic sectors and
has consistently been one of the largest recipients of FDI among emerging markets. Mexico’s
macroeconomic stability, large domestic market, growing consumer base, rising skilled labor
pool, welcoming business climate, and proximity to the United States all help attract foreign

investors.

Historically, the United States has been one of the largest sources of FDI in Mexico. According
to Mexico’s National Statistics Institute (INEGI), FDI flows to Mexico from the U.S. totaled USD
10.4 billion in 2016, nearly 40 percent of all inflows to Mexico (USD 26.7 billion). The
automotive, aerospace, telecommunications, financial services, and electronics sectors
typically receive large amounts of FDI. Most foreign investment flows to northern states near
the U.S. border, where most maquiladoras (export-oriented manufacturing and assembly
plants) are located, or to Mexico City and the nearby “El Bajio” (e.g., Guanajuato, Queretaro,
etc.) region. Historically, southern states have been overlooked by foreign investors,
although that may change with the launch of new special economic zones in late 2017 (see

the Industrial Policies section of this chapter).

The 1993 Foreign Investment Law, last updated in December 2015, governs foreign investment
in Mexico. The law is consistent with the foreign investment chapter of the North American
Free Trade Agreement between the U.S, Canada, and Mexico (NAFTA). It provides national
treatment, eliminates performance requirements for most foreign investment projects, and
liberalizes criteria for automatic approval of foreign investment. The Foreign Investment Law

provides details on which business sectors are open to foreign investors and to what extent.
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Mexico is also a party to several Organizations for Economic Cooperation and Development
(OECD) agreements covering foreign investment, notably the Codes of Liberalization of

Capital Movements and the National Treatment Instrument.

Through its investment promotion agency, ProMexico (http://www.gob.mx/promexico), the

GOM aims to coordinate federal and state government efforts, as well as related private
sector activities, with the goal of harmonizing programs, strategies, and resources to support
the globalization of Mexico’s economy. ProMexico maintains an extensive network of offices

abroad and multi-lingual website (http://www.investinmexico.com.mx/), which provides

information on establishing a corporation, rules of origin, labor issues, owning real estate, the
operation of bonded assembly parts, and sectoral promotion plans. Additionally, multiple
government-led and public-private groups exist to facilitate dialogue between investors and
the Mexican government. The government heavily prioritizes investment promotion and

retention.

Conversion and Transfer Policies

Please refer to the Financial Sector chapter in this document, to the Foreign Exchange

and Remittances section.

Limit on Foreign Control and Right to Private Ownership and Establishment

Mexico reserves certain sectors, in whole or in part, for the State including: petroleum
and other hydrocarbons; control of the national electric system, radioactive materials,
telegraphic and postal services; nuclear energy generation; coinage and printing of
money; and control, supervision, and surveillance of ports of entry. Certain
professional and technical services, development banks, and the land transportation of
passengers, tourists, and cargo (not including courier and parcel services), are
reserved entirely for Mexican nationals. See the Financial Sector section in this

chapter for restrictions on foreign ownership of certain real estate.

Reforms in the energy, power generation, telecommunications, and retail fuel sales
sectors have liberalized access for foreign investors. While the reforms have not led
to the privatization of state-owned enterprises such as Pemex or the Federal

Electricity Commission (CFE), they have allowed private firms to participate.

Hydrocarbons: Private companies participate in hydrocarbon exploration and

extraction activities through contracts with the government under four categories:
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competitive contracts, joint ventures, profit sharing agreements, and license
contracts. All contracts must include a clause stating subsoil hydrocarbons are owned
by the State. The government has held four separate bid sessions allowing private
companies to bid on exploration and development of oil and gas resources in blocks
around the country. In December 2016, Mexico successfully auctioned eight of ten
deep-water blocks, with significant interest from international oil companies. Further

auctions are planned in 2017.

Telecommunications: Mexican law states telecommunications and broadcasting
activities are public services and the government will at all times maintain ownership

of the radio spectrum.

Aviation: The Foreign Investment Law limited foreign ownership of national air
transportation to 25 percent until March 2017. In December 2016, the Mexican Senate
approved a decree to authorize foreign investment in airlines to a maximum of 49
percent. In March 2017, the Mexican Congress approved the Senate decree. The
changes will be officially announced in the Mexican Federal Registry (DOF), although
at the time of this writing they had not yet been officially published. This major
policy change seems to have been sweetened by an offer from Delta Air Lines, dating
to 2015, to use a cash tender to increase its stake in Grupo Aeromexico to as much as
49 percent of shares. At the end of February 2017, anticipating Congressional
amendment of the Foreign Investment Law, the Mexican Federal Economic
Competitiveness Commission approved the Delta Air Lines acquisition. On March 13,
2017, Delta successfully completed its purchase of 36.2 percent of shares in Grupo
Aeromexico, with share options for an additional 12.8 percent, making it the first

foreign company to hold a major equity position in a Mexican airline.

Under NAFTA, U.S. and Canadian investors receive national and most-favored-nation
treatment in setting up operations or acquiring firms in Mexico. Exceptions exist for
investments restricted under NAFTA. The United States, Canada, and Mexico have the
right to settle any dispute or claim under NAFTA through international arbitration.
NAFTA also eliminated some barriers to investment in Mexico, such as trade balancing
and domestic content requirements. Local Mexican governments must also accord

national treatment to investors from NAFTA countries.
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Approximately 95 percent of all foreign investment transactions do not require
government approval. Foreign investments that require government authorization and
do not exceed USD 165 million are automatically approved, unless the proposed

investment is in a legally reserved sector.

The National Foreign Investment Commission under the Secretariat of the Economy is
the government authority that determines whether an investment in restricted sectors
may move forward. The Commission has 45 business days after submission of an
investment request to make a decision. Criteria for approval include employment and
training considerations, and contributions to technology, productivity, and
competitiveness. The Commission may reject applications to acquire Mexican
companies for national security reasons. The Secretariat of Foreign Relations (SRE)
must issue a permit for foreigners to establish or change the nature of Mexican

companies.

Other Investment Policy Reviews
The OECD, World Trade Organization (WTO), and the United Nations Conference on
Trade and Development (UNCTAD) have not undertaken investment policy reviews on

Mexico in the past three years.

Business Facilitation

According to the World Bank, on average registering a foreign-owned company in
Mexico requires 11 procedures and 31 days. President Pefa Nieto signed a March 2016
law creating a new category of simplified businesses called Sociedad for Acciones
Simplificadas (SAS). Owners of SASs will be able to register a new company online in
24 hours. The Government of Mexico maintains a business registration

website: www.tuempresa.gob.mx. Companies operating in Mexico must register with

the tax authority (Servicio de Administration y Tributaria or SAT), the Secretariat of
the Economy, and the Public Registry.  Additionally, companies engaging in
international trade must register with the Registry of Importers, while foreign-owned

companies must register with the National Registry of Foreign Investments.

Outward Investment
ProMexico is responsible for promoting Mexican outward investment and provides

assistance to Mexican firms acquiring or establishing joint ventures with foreign firms,
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participating in international tenders, and establishing franchise operations, among

other services. Mexico does not restrict domestic investors from investing abroad.

Bilateral Investment Agreement and Taxation Treaties
NAFTA governs U.S. and Canadian investment in Mexico. In addition to NAFTA, most of
Mexico's other free trade agreements (FTAs) cover investment protection, with a
notable exception being the Mexico-European Union FTA, which is currently being

updated.

Mexico has signed 12 FTAs covering 46 countries and 32 Reciprocal Investment
Promotion and Protection Agreements covering 33 countries. Mexico currently has 30
Bilateral Investment Treaties in force. A map of all countries covered by Mexico’s
trade agreements can be found at:

http://www.economia.gob.mx/files/gobmx/mapa_tratadosacuerdosMexico.jpg.

The United States-Mexico Income Tax Convention, which came into effect January 1,
1994, governs bilateral taxation between the two nations. Mexico has negotiated
double taxation agreements with 55 countries. While taxation issues are currently
stable, the GOM has threatened to retaliate should the United States implement a

Border Adjustment Tax, currently under discussion in the U.S. Congress.

Legal Regime
Transparency of the Regulatory System
The Federal Commission on Regulatory Improvement (COFEMER), within the
Secretariat of Economy, is the agency responsible for streamlining federal and sub-
national regulation and reducing the regulatory burden on business. Mexican law
requires Secretariats and regulatory agencies to conduct impact assessments of
proposed regulations. Assessments are made available for public comment via

COFEMER’s website: www.cofemer.gob.mx. The official gazette of state and federal

laws  currently in force in  Mexico s publicly  available via:

http://www.ordenjuridico.gob.mx/.

Generally speaking, the Government of Mexico has established legal, regulatory, and
accounting systems that are transparent and consistent with international norms.

Unfortunately, corruption continues to affect the equal enforcement of some
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regulations. Most publicly traded Mexican firms adhere to International Financial
Reporting Standards, although listed financial services and insurance firms still utilize

Mexican Financial Reporting Standards.

Mexico’s antitrust agency, the Federal Commission for Economic Competition
(COFECE), plays a key role protecting, promoting, and ensuring a competitive free
market in Mexico. COFECE is responsible for eliminating barriers both to competition
and free market entry across the economy (except for the telecommunications sector,
which is governed by its own competition authority) and for identifying and regulating
access to essential production inputs. As Mexico transitions to a fully liberalized retail
fuels market by the end of 2017, COFECE will gain further responsibility to ensure

market pricing transparency and to thwart collusion among retailers.

In addition to COFECE, the Energy Regulatory Commission (CRE) and National
Hydrocarbon Commission (CNH) are both technically-oriented independent agencies
that play important roles in regulating the energy and hydrocarbons sectors. CRE
regulates  national electricity generation, coverage, distribution, and
commercialization, as well as the transportation, distribution, and storage of oil, gas,
and biofuels. CNH supervises and regulates oil and gas exploration and production and

issues oil and gas upstream (exploration/production) concessions.

The Secretariat of Public Administration has made considerable strides in improving
transparency in government, including government contracting and involvement of the
private sector in enhancing transparency and fighting corruption. The Mexican
government has established four Internet sites to increase transparency of government
processes and to establish guidelines for the conduct of government officials: (1)

Normateca (http://normatecainterna.sep.gob.mx) provides information on

government regulations; (2) CompraNet (https://compranet.funcionpublica.gob.mx)

displays Federal Government procurement actions on-line; (3) Tramitanet

(www.tramitanetmexico.com) permits electronic processing of transactions within the

bureaucracy; and (4) Declaranet (https://declaranet.gob.mx/) allows for online filing

of income taxes for federal employees.
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International Regulatory Considerations

As a member of NAFTA, Mexico aims to harmonize regulations with the United States
and Canada where possible while maintaining its sovereign right to maintain domestic
regulations and standards. While Mexican regulations would appear familiar to U.S.
financial services investors, there is significant potential for further harmonization in

key sectors like energy/electricity, automotive, and agriculture.

Mexico is an active member of the WTO and works with the WTO Committee on
Technical Barriers to Trade (TBT) regarding domestic technical regulations. According
to the WTQO’s March 2016 TBT implementation review, Mexico raised one new Specific
Trade Concern (STC) and re-raised 33 STCs in 2015.

Legal System and Judicial Independence

Since the Spanish conquest in the 1500’s, Mexico has had an inquisitorial system
adopted from Europe in which proceedings were largely carried out in writing and
sealed from public view. While the Constitution is the fundamental legal document, in
2014 Mexico passed a National Code of Criminal Procedure which is applicable to all 32
states. This code provides the legal framework for the new accusatory system, which
involves open oral trials with cross examination of witnesses. The new accusatory
system, fully implemented in June 2016, is intended to combat corruption and
increase transparency and efficiency, while ensuring that fundamental rights of both

the victim and the accused are respected.

Mexico's Commercial Code, which dates back to 1889, was most recently updated in
2014. AUl commercial activities must abide by this Code and other applicable
mercantile laws, including commercial contracts and commercial dispute settlement
measures. Mexico has multiple specialized courts regarding fiscal, labor, economic

competition, broadcasting, telecommunications, and agrarian law.

The judicial branch is nominally independent from the executive. Following a reform
passed in February 2014, the Attorney General's Office (Procuraduria General de la
Republica or PGR) will become independent of the executive branch, as a fully
autonomous agency called the Independent Prosecutor’s Office (Fiscalia General de la

Republica or FGR). The legislation that will implement the transition was approved by
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the Chamber of Deputies in October 2014 and has been pending in the Senate since
December 2014.

Laws and Regulations on Foreign Direct Investment

Mexico’s Foreign Investment Law sets the rules governing foreign investment into the
country. The National Commission for Foreign Investments, formed by several
cabinet-level ministries including Interior (SEGOB), Foreign Relations (SRE), Finance
(Hacienda), Economy (SE), and Social Development (SEDESOL), establishes the criteria

for administering investment rules.

Competition and Anti-Trust Laws

Mexico created two constitutionally autonomous regulators to govern matters of
competition—the Federal Telecommunications Institute (IFT) and the Federal
Commission for Economic Competition (COFECE)—in 2013. IFT governs broadcasting
and telecommunications, while COFECE regulates all other sectors. For more
information on competition issues in Mexico, please visit COFECE's bilingual website

at: www.cofece.mx

Expropriation and Compensation

Mexico may not expropriate property under NAFTA, except for public purposes and on
a non-discriminatory basis. Expropriations are governed by international law and
require rapid fair market value compensation, including accrued interest. Investors
have the right to international arbitration for violations of this or any other rights

included in the investment chapter of NAFTA.

Since NAFTA's inception, there have been 14 arbitration cases filed against Mexico by
U.S. and Canadian investors who allege expropriation and/or other violations of
Mexico's NAFTA obligations. Details of the cases can be found at:
https: //www.state.gov/s/l/c3742.htm.

Dispute Settlement

ICSID Convention and New York Convention
Mexico ratified the Convention on the Recognition and Enforcement of Foreign Arbitral
Awards (1958 New York Convention) in 1971 and has codified this into domestic law.

Mexico is also a signatory to the Inter-American Convention on International
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Commercial Arbitration (1975 Panama Convention) and the 1933 Montevideo
Convention on the Rights and Duties of States. Mexico is not a member of the
Convention on the Settlement of Investment Disputes between States and Nationals of
other States (ICSID Convention), even though many of the investment agreements

signed by Mexico include ICSID arbitration as a dispute settlement option.

Investor-State Dispute Settlement

Chapters 11, 19, and 20 of NAFTA cover international dispute resolution. Chapter 11
allows a NAFTA Party investor to seek monetary damages for violations of its
provisions. Investors may initiate arbitration against the NAFTA Party under the rules
of the United Nations Commission on International Trade Law (UNCITRAL Model Law)
or through the ICSID Convention. A NAFTA investor may also choose to use the

domestic court system to litigate their case.

International Commercial Arbitration and Foreign Courts

The Arbitration Center of Mexico (CAM) is a specialized, private institution
administering commercial arbitration as an alternative dispute resolution mechanism.
The average duration of an arbitration process conducted by CAM is 14 months. The
Commercial Code dictates an arbitral award, regardless of the country where it
originated, must be recognized as binding. The award must be enforced after a formal

written petition is presented to a judge.

The internal laws of both Pemex and CFE state all national disputes of any nature will
have to be resolved by federal courts. State-owned Enterprises (SOEs) and their
productive subsidiaries may opt for alternative dispute settlement mechanisms under
applicable commercial legislation and international treaties of which Mexico is a
signatory. When contracts are executed in a foreign country, Pemex and CFE have the
option to follow procedures governed by non-Mexican law, to use foreign courts, and

to participate in arbitration.

Bankruptcy Regulations

Mexico's Reorganization and Bankruptcy Law of 2000 (Ley de Concursos Mercantiles)
governs bankruptcy and insolvency. Congress approved modifications in 2014 in order
to shorten procedural filing times and convey greater juridical certainty to all parties,

including creditors. Declaring bankruptcy is legal in Mexico and it may be granted to a
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private citizen, a business, or an individual business partner. Debtors, creditors, or
the Attorney General can file a bankruptcy claim. Mexico ranked 30th out of 190
countries for resolving insolvency in the World Bank’s 2017 Doing Business report. The
average bankruptcy filing takes 1.8 years to be resolved and recovers 69.1 cents per
usD.

Industrial Policies

Investment Incentives

ProMexico coordinates federal, state, and municipal investment incentives for foreign
investors. Land grants or discounts, tax deductions, and technology, innovation, and
workforce development funding are commonly used incentives. Additional federal
foreign trade incentives include: (1) IMMEX: a promotion which allows manufacturing
sector companies to temporarily import inputs without paying general import tax and
value added tax; (2) Import tax rebates on goods incorporated into products destined
for export; and (3) Sectoral promotion programs allowing for preferential ad-valorem
tariffs on imports of selected inputs. Industries typically receiving sectoral promotion

benefits are footwear, mining, chemicals, steel, textiles, apparel, and electronics.

Foreign Trade Zones/Free Ports/Trade Facilitation

The Mexican Government is set to roll out substantial investment incentive packages
covering Mexico’s new special economic zones in mid-2017. Early announcements
suggest Mexico will offer a 10-year, 100 percent federal income tax holiday and a
multi-year tax deduction valued at up to 50 percent of required social security
contributions, among other benefits. Mexico’s special economic zones will be located
mostly in less-developed southern states in order to spur economic development and
job creation in traditionally-overlooked areas in an effort to reduce income inequality

throughout Mexico.

Performance and Data Localization Requirements

Mexican labor law requires at least 90 percent of a company's employees be Mexican
nationals. Employers can hire foreign workers in specialized positions as long as
foreigners do not exceed 10 percent of all workers in that specialized category.
Mexico does not follow a “forced localization” policy—foreign investors are not

required by law to use domestic content in goods or technology. However, investors
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intending to produce goods in Mexico for export to the United States should take note
of the rules of origin prescriptions contained within NAFTA if they wish to benefit from
NAFTA treatment.

Mexico does not have any policy of forced localization for data storage, nor must
foreign information technology (IT) providers turn over source code or provide
backdoors into hardware or software. Within the constraints of the Federal Law on
the Protection of Personal Data, Mexico does not impede companies from freely

transmitting customer or other business-related data outside the country.

Protection of Property Rights
Real Property

Mexico ranked 101 out of 190 countries for ease of registering property in the World
Bank’s 2017 Doing Business report, an improvement of five places versus 2016. Article
27 of the Mexican Constitution guarantees the inviolable right to private property.
Expropriation can only occur for public use and with due compensation. Mexico has
four categories of land tenure: private ownership, communal tenure (ejido), publicly

owned, and ineligible for sale or transfer.

Mexico prohibits foreigners from acquiring title to residential real estate in so-called
"restricted zones" within 50 kilometers (approximately 30 miles) of the nation's coast
and 100 kilometers (approximately 60 miles) of the borders. In all, “restricted zones”
cover roughly 40 percent of Mexico's territory. Foreigners may acquire the effective
use of residential property in “restricted zones” through the establishment of an
extendable trust (fideicomiso) arranged through a Mexican financial institution. Under
this trust, the foreign investor obtains all property use rights, including the right to
develop, sell, and transfer the property. Real estate investors should, however, be
careful in performing due diligence to ensure that there are no other claimants to the
property being purchased. In some cases, fideicomiso arrangements have led to legal
challenges. U.S.-issued title insurance is available in Mexico and U.S. title insurers

operate here.

Additionally, U.S. lending institutions have begun issuing mortgages to U.S. citizens

purchasing real estate in Mexico. The Public Register for Business and Property
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(Registro Publico de la Propiedad y de Comercio) maintains publicly available

information online regarding land ownership, liens, mortgages, restrictions, etc.

Tenants and squatters are protected under Mexican law. Property owners who
encounter problems with tenants or squatters are advised to seek professional legal

advice, as the legal process of eviction is complex.

Intellectual Property Rights

Intellectual Property Rights in Mexico are covered by the Industrial Property Law (Ley
de la Propiedad Industrial) and the Federal Copyright Law (Ley Federal del Derecho de
Autor). Responsibility for the protection of IPR is spread across several government
authorities. The Office of the Attorney General (PGR) oversees a specialized unit
which prosecutes IPR crimes. The Mexican Institute of Industrial Property (IMPI), the
equivalent to the U.S. Patent and Trademark Office, administers patent and
trademark registrations, and handles administrative enforcement cases of IPR
infringement. The National Institute of Copyright (INDAUTOR) handles copyright
registrations and mediates certain types of copyright disputes, while the Federal
Commission for the Prevention of Sanitary Risks (COFEPRIS) regulates pharmaceuticals,
medical devices and processed foods. The Mexican Customs Service’s mandate

includes  ensuring illegal goods do not cross  Mexico's borders.

The process for trademark registration in Mexico normally takes six to eight
months. The registration process begins by filing an application with IMPI, which is
published in the Official Gazette. IMPI first undertakes a formalities examination,
followed by a substantive examination to determine if the application and supporting
documentation fulfills the requirements established by law and regulation to grant the
trademark registration. Once the determination is made, IMPI then publishes the
registration in the Official Gazette. A trademark registration in Mexico is valid for ten
years from the filing date, and is renewable for 10-year periods. Any party can
challenge a trademark registration through the new opposition system, or post-grant
through a cancellation proceeding. IMPlI employs the following administrative
procedures: nullity; expiration; opposition (new in 2016- see below); cancellation; and
trademark, patent and copyright (trade-based) infringement. Once IMPI issues a

decision, the affected party may challenge it through an internal reconsideration
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process or go directly to the Specialized IP Court for a nullity trial. An aggrieved party
can then file an appeal with a Federal Appeal Court based on the Specialized IP
Court’s decision. In cases with an identifiable constitutional challenge, the plaintiff

may file an appeal before the Supreme Court of Justice.

The USPTO has a Patent Prosecution Highway (PPH) agreement with IMPI. Under the
PPH, an applicant receiving a decision from either IMPI or the USPTO where at least
one claim in an application is patentable, may request that the other office expedite
examination of the corresponding application. The PPH leverages fast-track patent
examination procedures already available in both offices, in order to allow applicants
in both countries to obtain corresponding patents faster and more efficiently. The
PPH permits USPTO and IMPI to benefit from work previously done by the other office,

which reduces the examination workload and improves patent quality.

IMPI published in the Official Gazette on June 1, 2016, the framework for the new
trademark opposition system, which went into effect on August 30, 2016. With this
opposition system, rights holders have the opportunity to oppose trademark
registrations pre-grant, thus reducing the number of post-grant cancellation

proceedings.

After four full years in office, the administration of President Enrique Peha Nieto
(EPN) has expended considerable time and political capital overhauling multiple
industry sectors in Mexico, but has not focused on similar reforms on the intellectual
property front. Legislative reform long identified by the U.S. Government and others,
such as granting customs effective ex-officio authority and providing the authorities
powers to seize suspected counterfeit and piratical merchandise in-transit-have been
dormant, and there is reluctance on the part of the Government of Mexico to seriously

address these issues sua sponte.

The Mexican Government created the Digital IP Crime Unit in October 2015, and its
prosecutors’ competency levels with respect to the investigation and prosecution of IP
crimes committed in the digital environment improved throughout 2016. However,
the Unit was effectively dismantled in December 2016, with 80-percent of its
personnel reassigned or terminated. The Digital IP Crime Unit was created in part to

overcome Mexico’s lack of: (1) a legal framework to address IP crimes in the digital
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environment; (2) expertise by law enforcement to investigate and prosecute digital
crimes; (3) importance/priority placed on these types of crimes; and (4) judicial
specialty and expertise to adequately address these cases. Mexico has still not
implemented the World Intellectual Property Organization (WIPO) Internet Treaties
(WIPO Copyright Treaty (WCT) and WIPO Performances and Phonograms Treaty
(WPPT)), even though it ratified both in 2002. Current laws do not adequately address
new digital-based distribution methods such as streaming and the transfer of files via
peer-to-peer networks. Industry has highlighted the failure of Mexican authorities to
properly investigate these crimes and criticized the judiciary for their lack of technical
expertise in these highly complex cases. Some experts note the Mexican Government
sees a political “cost” to combatting this type of crime while violent crimes go
unsolved. Finally, the limited resources that are expended by the Government of
Mexico on IP crimes are concentrated on hard goods and not online crimes. As

broadband access increases, digital IP crimes will be at the forefront of IP violations.

Mexico is plagued by widespread commercial-scale infringement that results in
significant losses to Mexican, U.S., and other IPR owners. There are many issues that
have made it difficult to improve IPR enforcement in Mexico, including legislative
loopholes; lack of coordination between federal, state, and municipal authorities; a
cumbersome and lengthy judicial process; and widespread cultural acceptance of
piracy and counterfeiting. In addition, the involvement of Transnational Criminal
Organizations, which control the piracy and counterfeiting markets in parts of Mexico,
continue to impede Federal Government efforts to improve IPR enforcement. Their
involvement has further illustrated the link between IPR crimes and illicit trafficking

of other contraband, including arms and drugs.

Mexico still relies on arrests and prosecutions of counterfeiters and pirates in
flagranti, as opposed to mounting proactive investigations that seek to dismantle
pirating and counterfeiting networks. Seizure of counterfeit goods is tracked by PGR,
IMPI, and Customs. During 2016, Mexican Customs initiated 406 cases resulting in the
seizure of 1,946,722 confiscated articles. The types of goods seized included apparel,
caps, shoes, toys, video game controls, electronic devices, jewelry, watches, cell
phones, cosmetics, pens, batteries, labels, USB devices, sunglasses, headphones,

speakers, and shaving blades. According to data received from PGR’s Specialized IP
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Unit, there were 643,845 counterfeit and piratical articles seized in 2016 (significantly
down from 8,969,929 seized in 2015). In that same period, PGR dismantled three
(down from 65 in 2015) laboratories producing pirated movies, videogames, and music,

seizing 76 disk burners. PGR commenced only 338 (down from 1,513 in 2015)
preliminary investigations and made only one arrest. In 2016, IMPI conducted 4,527

inspection visits (2,867 ex officio and 1,651 ex parte) and seized 2,412,693 counterfeit
and pirated goods worth USD 2,685,277. In addition, IMPI levied USD 3,191,846 in

fines for IPR violations.

Mexico is listed on the Watch List in the 2017 Special 301 report. Obstacles to U.S.
trade include the wide availability of pirated and counterfeit goods in both physical
and virtual notorious markets. The 2016 USTR Out-Of-Cycle Review of Notorious
Markets listed two Mexican markets: Tepito in Mexico City; and San Juan de Dios in

Guadalajara.

Mexico is a signatory to numerous international IP treaties, including the Paris
Convention for the Protection of Industrial Property, the Bern Convention for the
Protection of Literary and Artistic Works, and the WTO Agreement on Trade-Related
Aspects of Intellectual Property Rights.

Resources for Rights Holders

J. Todd Reves

Intellectual Property Rights Attaché for Mexico, Central America and the Caribbean
U.S. Trade Center

Liverpool No. 31 Col. Juarez

C.P. 06600 Mexico City

Tel: + 52 55 5080 2189

E-mail: Todd.Reves@trade.gov

American Chamber of Commerce Mexico
Paseo de la Reforma 295, 3er piso

Col. Cuauhtémoc, 06500 Mexico City
Tel.: + 52 55 5141-3800

E-mail: amchammx®@amcham.org.mx

National Institute of Copyright (INDAUTOR)
Puebla No. 143

Col. Roma, Del. Cuauhtémoc

06700 México, D.F.

Tel: + 52 55 3601 8270

Fax: + 52 55 3601 8214
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E-mail: mguerra@sep.gob.mx
Web: http://www.indautor.gob.mx/

e Mexican Institute of Industrial Property (IMPI)
Periférico Sur No. 3106
Piso 9, Col. Jardines del Pedregal
Mexico, D.F., C.P. 01900
Tel: +52 55 56 24 04 01 / 04
+52 55 5334 07 00
Fax: +52 55 56 24 04 06
E-mail: mmargain@impi.gob.mx
mvillelag@impi.gob.mx
Web: http://www.impi.gob.mx/

Financial Sector

Capital Markets and Portfolio Investment

The Mexican Government is generally open to foreign portfolio investments, and
foreign investors trade actively in various public and private asset classes. Foreign
entities may freely invest in Federal Government securities. The Foreign Investment
Law establishes foreign investors may hold 100 percent of the capital stock of any
Mexican corporation or partnership, except in those few areas expressly subject to
limitations under that law. Foreign investors may also purchase non-voting shares
through mutual funds, trusts, offshore funds, and American Depositary Receipts. They
also have the right to buy directly limited or nonvoting shares as well as free
subscription shares, or "B" shares, which carry voting rights. Foreigners may purchase
an interest in "A" shares, which are normally reserved for Mexican citizens, through a
neutral fund operated by one of Mexico's six development banks. Finally, Mexico
offers federal, state, and local government bonds that are rated by international
credit rating agencies. The market for these securities has expanded rapidly in past
years and foreign investors hold a significant stake of total federal issuances.
However, foreigners are limited in their ability to purchase sub-sovereign state and

municipal debt. Liquidity across asset classes is relatively deep.

Mexico established a fiscally transparent trust structure known as a FICAP in 2006 to
allow venture and private equity funds to incorporate locally. The Securities Market
Law (Ley de Mercado de Valores) established the creation of three special investment
vehicles which can provide more corporate and economic rights to shareholders than a

normal corporation. These categories are: (1) Investment Promotion Corporation
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(Sociedad Anonima de Promotora de Inversion or SAPI); (2) Stock Exchange Investment
Promotion Corporation (Sociedad Anonima Promotora de Inversion Bursatil or SAPIB);
and (3) Stock Exchange Corporation (Sociedad Anonima Bursatil or SAB). Mexico also
has a growing real estate investment trust market, locally referred to as Fideicomisos
de Infraestructura y Bienes Raices (FIBRAS). FIBRAS are regulated under Articles 187

and 188 of Mexican Federal Income Tax Law.

Money and Banking System

Financial sector reforms signed into law in 2014 have improved regulation and
supervision of financial intermediaries and have fostered greater competition between
financial services providers. While access to financial services—particularly personal
credit for formal sector workers—has expanded in the past three years, bank
penetration in Mexico remains low vis-a-vis OECD and emerging market peers.
Coupled with sound macroeconomic fundamentals, reforms have created a positive
environment for the financial sector and capital markets. According to the National
Banking Commission (CNBV), the banking system remains well-capitalized. Average
capitalization ratios (capital/risk-weighted assets) exceed 14 percent, well above
Basel Ill requirements. Non-performing loans have increased in the past 18 months,
but CNBV notes the total value of non-performing loans is relatively small compared to

total bank balance sheets.

Mexico’s banking sector is heavily concentrated and majority foreign-owned: 85
percent of system assets are controlled by the seven largest banks and foreign-owned
institutions control 70 percent of total assets. Under NAFTA's national treatment
guarantee, U.S. securities firms and investment funds, acting through local
subsidiaries, have the right to engage in the full range of activities permitted in

Mexico.

Banco de Mexico (Banxico), Mexico’s central bank, maintains independence in
operations and management by constitutional mandate. lts main function is to provide
domestic currency to the Mexican economy and to safeguard the Mexican Peso’s

purchasing power pursuant to its legislatively-mandated inflation target.

In September 2016, the Association of Mexican Banks announced all member banks will

screen all transactions against the U.S. Office of Foreign Asset Control’s Specially
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Designated Nations List, a move that could further enhance anti-money-laundering

controls and reduce potential correspondent banking access concerns.

Foreign Exchange and Remittances

Foreign Exchange

Mexico maintains open conversion and transfer policies. In general, capital and
investment transactions, remittance of profits, dividends, royalties, technical service
fees, and travel expenses are handled at market-determined exchange rates. Mexican
Peso (MXN)/USD exchange is available on same day, 24- and 48-hour settlement bases.
In order to prevent money-laundering transactions, Mexico imposes limits on cash
deposits. Border- and tourist-area businesses may deposit more than USD 14,000 per
month subject to reporting rules and providing justification for their need to conduct
USD cash transactions. Individuals are subject to a USD 4,000 per month USD cash
deposit limit. In 2016, Banxico launched a central clearing house to allow for USD
clearing services wholly within Mexico, which should improve clearing services
significantly for domestic companies with USD income, though adoption of this facility

by banks remains low.

The Government of Mexico maintains a free-floating exchange rate. The Mexican Peso
lost more than 26 percent of its value against the U.S. dollar January 1, 2015- April 1,
2017. The Government of Mexico intervened in currency markets twice in 2016,
selling foreign currency reserves to help offset sharp drops in the MXN/USD exchange
rate due to weakening domestic economic fundamentals, Great Britain’s vote to exit
the EU, and uncertainty about U.S. trade and commercial policy toward Mexico.
Banxico created a non-deliverable forwards (NDF) hedging program in February 2017 to
dampen further peso volatility and ensure local spot and futures markets continued to
function properly. Although Banxico has only sold about USD 1 billion in peso hedges
out of an allocated USD 20 billion, market contacts claim that this facility has helped
to boost liquidity in peso spot and futures markets, and several Banxico Board

members claim that this NDF program was a key driver of recent peso strength.
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Remittance Policies
There have been no recent changes in Mexico’s remittance policies. Mexico continues

to maintain open conversion and transfer policies.

Sovereign Wealth Funds

The Mexican Petroleum Fund for Stability and Development (FMP) was created as part
of budgetary reforms in 2013. Managed by Banxico, the fund distributes oil revenues
to the national budget and a long-term savings account. The FMP incorporates the
Santiago Principles for transparency, placing it among the most transparent Sovereign
Wealth Funds in the world. Both Banxico and Mexico’s Supreme Federal Auditor
regularly audit the fund. Mexico is also a member of the International Working Group
of Sovereign Wealth Funds. The Fund received MXN 399 billion (approximately USD 21
billion) in income in 2015. The FMP is required to publish quarterly reports, the latest

of which (Oct-Dec 2016) can be found at www.fmped.org.mx.

State-Owned Enterprises

There are two main SOEs in Mexico, both of them in the energy sector. Petroleos
Mexicanos (Pemex) is in charge of running the hydrocarbons (oil and gas) sector, which
includes upstream, mid-stream, and downstream operations. Pemex historically
contributed one-third of the Mexican Government’s budget, but falling output and
global oil prices alongside improved revenue collection from other sources have
diminished this amount over the past decade. The Federal Electricity Commission
(CFE) is the other main state-owned company and oversees the electricity sector.
While the Government of Mexico maintains state ownership, the latest constitutional
reforms granted Pemex and CFE management and budget autonomy and greater

flexibility to engage in private contracting.

Pemex

As a result of Mexico’s historic energy reform, the private sector is now able to
compete with Pemex or enter into competitive contracts, joint ventures, profit
sharing agreements, and license contracts with Pemex for hydrocarbon exploration
and extraction. Additionally, Mexico is currently in the process of liberalizing the
retail fuel sales market, a process which is slated to finish by December 31, 2017 and

has created significant opportunities for foreign businesses.
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Pemex reported total assets of over MXN 2.2 trillion (USD 107 billion) as of December
31, 2016 -- a 25 percent increase year-on-year and a total net income loss of MXN 296
billion (USD 14.325 billion). In June 2016, Pemex reported it employed 131,822
workers, down from over 140,000 in 2015. As Pemex implements a new business plan
designed to consolidate losses and return the firm to profitability, the size of the
company’s workforce is expected to reduce further. Given Pemex frequently raises
debt in international markets, its financial statements are regularly audited. The
Natural Resource Governance Institute considers Pemex to be the second most
transparent state-owned oil company after Norway’s Statoil. Pemex’s nine-person
Board of Directors contains five government ministers and four independent

councilors.

CFE

Changes to the Mexican constitution in 2013 and 2014 opened power generation and
commercial supply to the private sector, allowing companies to compete with CFE.
Mexico held two long-term power auctions in 2016, in which over 30 contracts were
awarded for energy supply and clean energy certificates. CFE will remain the sole
provider of transmission and distribution services and will own all transmission and
distribution assets. The 2014 energy reform separated CFE from the National Energy
Control Center (CENACE), which now controls the national wholesale electricity
market and ensures non-discriminatory access to the grid for competitors.
Independent power generators were authorized to operate in 1992, but were required
to sell their output to CFE or use it to self-supply. Under the reform, private power
generators may now install and manage interconnections with CFE’s existing state-
owned distribution infrastructure. The reform also requires the government to
implement a National Program for the Sustainable Use of Energy as a transition
strategy to encourage clean technology and fuel development and reduce pollutant

emissions.

The Federal Electricity Commission (CFE) reported total assets of almost MXN 1.3
trillion (USD 64 billion) as of June 30, 2016, and net income of MXN 160.8 billion (USD
7.8 billion). According to the latest annual report available, CFE had a workforce of

93,942 employees of which 70 percent held permanent positions.
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The main non-market-based advantage CFE and Pemex receive vis-a-vis private
businesses in Mexico is related to access to capital. In addition to receiving direct
budget support from the Secretariat of Finance (i.e., the Mexican Government made a
USD 4.2 billion capital injection into Pemex in April 2016), both entities also receive
implicit credit guarantees from the Federal Government. As such, both can borrow
funds on public markets at below the market rate their corporate risk profiles would

normally suggest.

Pemex and CFE also receive research and development benefits from public
institutions, such as the Mexican Petroleum Institute (IMP) and Mexico’s National
Science and Technology Council. For example, 208 of 211 research projects IMP
conducted in 2015 were directly linked to Pemex. The total value of this research was

USD 122 million, which was publicly funded.

Privatization Program

Mexico’s recent energy reforms liberalized access to these sectors but did not

privatize state-owned enterprises.

Responsible Business Conduct

Both the private and public sector have worked to promote and develop corporate
social responsibility (CSR) during the past decade. CSR in Mexico began as a
philanthropic effort. It has evolved gradually to a more holistic approach, trying to
match international standards such as the OECD Guidelines for Multinational
Enterprises and the United Nations Global Compact. The Mexican Center of
Philanthropy (CEMEFI), a well-respected NGO for the promotion of CSR and
philanthropy, created the Socially Responsible Business of Distinction award in 2001,
which is given to those companies that comply with CSR best practices in Mexico and
Latin America. Other awards that recognize companies’ CSR work in Mexico are the
“Great Place to Work” ranking and Expansion magazine’s “Great Businesses” list.
More than 100 domestic and foreign companies have received CSR awards for their
work in Mexico, including: Bimbo, Nestlé, Coca Cola, Walmart, Hewlett Packard,

General Electric, Pfizer, and Plantronics.

The Government of Mexico officially issued CSR standard NMXSAST-004-IMNC in 2005

and launched in 2010 ISO 26000 Guidance on Social Responsibility, an international
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standard that offers guidance on socially responsible behavior. 1SO 26000 does not
contain requirements and, therefore, in contrast to ISO management system
standards, is not certifiable. Responsible business conduct reporting has made
progress in the last few years with more companies developing a corporate
responsibility strategy. The government has also made an effort to implement CSR in
state-owned companies such as Pemex, which has published corporate responsibility
reports since 1999. Recognizing the importance of CSR issues, the Mexican Stock
Exchange (Bolsa Mexicana de Valores) launched a sustainable companies index, which
allows investors to specifically invest in those companies deemed to meet
internationally accepted criteria for good corporate governance. Mexico’s 2014
financial services reform strengthened the National Commission to Protect the Rights
of Financial Services Users (CONDUSEF), which will further improve transparency

within the financial services sector.

The Mexican Government restated its commitment to conforming to the Extractive
Industries Transparency Initiative (EITI) in February 2016. Mexico’s National Multi-
Stakeholder Group, consisting of government, civil society, and industry
representatives, was formally established in November 2016 and is working to reach
consensus on what data will be included in its EITI reporting to comply with the EITI
Standard.

Corruption

Corruption exists in many forms in Mexican Government and society, including
corruption in the public sector (i.e., demand for bribes or kickbacks by government
officials) and private sector (i.e., fraud, falsifying claims, etc.), as well as conflict of
interest issues, which are not well defined in the Mexican legal framework. A
significant concern is the complicity of government and law enforcement officials with
criminal elements in certain cases. While public and private sector corruption is found
in many countries, the collaboration of government actors (often due to intimidation
and threats) with criminal organizations poses serious challenges for the rule of law
throughout Mexico. The response of the current administration to recent scandals has
been criticized as slow and ineffective. Some of the most common forms of official
corruption involve government officials stealing from public coffers or demanding

bribes in exchange for doing their work.
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The Mexican Congress passed a Constitutional amendment on May 27, 2015 creating
the National Anti-Corruption System (SNA). Thirty-two secondary laws require revision
in order to fully implement the system, seven of which were passed in an
extraordinary Congressional session July 18, 2016. The system is designed to provide a
comprehensive framework for the prevention, investigation, and prosecution of
corruption cases. Once the new legal framework is fully implemented, it will provide
the relevant courts with the autonomy to enforce administrative sanctions on public
servants. The new laws mandate a redesign of the Secretariat of Public
Administration to give it additional auditing and investigative functions and capacities

in combatting public sector corruption.

The new Law of Administrative Responsibilities creates a unified regime of
responsibilities for public servants at all levels of government including autonomous
bodies, organizations, and institutions of the Mexican State. It also establishes an
obligation for public servants to provide annual asset declarations, declarations of
possible conflicts of interest, and proof of “fiscal standing”. The law establishes
codes of ethics with specific legal implications and penalties for corrupt acts

committed by politicians and private citizens as well as public servants.

The new National Anti-Corruption System calls for the establishment of a Special Anti-
Corruption Prosecutor and delineates acts of corruption which will be considered
criminal acts under the new laws. The new legal framework establishes a basis for
holding private actors and private firms legally liable for acts of corruption involving
public officials. The system encourages private firms to develop internal codes of
conduct. Private firms are not yet fully aware of the new requirements and the
potential for legal liability as implementation of the anti-corruption system has just

begun.

Mexico ratified the OECD Convention on Combating Bribery in May 1999. The Mexican
Congress passed legislation implementing the convention that same month. The
legislation includes provisions making it a criminal offense to bribe foreign officials.
Mexico is also a party to the Organization of American States (OAS) Convention against

Corruption and has signed and ratified the United Nations Convention against
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Corruption. The government has enacted or proposed strict laws attacking corruption

and bribery, with average penalties of five to ten years in prison.

Mexico is a member of the Open Government Partnership and enacted a Transparency
and Access to Public Information Act in May 2015, which revised the existing legal
framework to expand national access to information. Transparency in public
administration at the federal level has noticeably improved, but access to information
at the state and local level has been slow. According to Transparency International’s
2017 Corruption Perception Index, Mexico ranked 123rd of 176 nations. Civil society
organizations focused on fighting corruption are increasingly influential at the federal

level, but are few and less powerful at the state and local levels.

The World Economic Forum (WEF) Global Competitiveness Report for 2016 found
corruption is “the most problematic factor for doing business” in Mexico. For
example, the WEF notes bribes to facilitate procurement of necessary permits or
government contracts can increase business costs by 10 percent. Some in the private
sector, including U.S. firms, believe that preferential treatment is often given to those
who pay bribes to government procurement officials. The Gan Business Anti-Corruption
Portal states compliance with procurement regulations by state bodies in Mexico is
unreliable and corruption is extensive, despite laws covering conflicts of interest,

competitive bidding, and company blacklisting procedures.

The U.S. Embassy has engaged in a broad-based effort to work with Mexican agencies
and civil society organizations in developing mechanisms to fight corruption and
increase transparency and fair play in government procurement. Efforts with specific
business impact include government procurement best practices training and technical
assistance under the U.S. Trade and Development Agency’s Global Procurement
Initiative. In addition, USAID is working with SFP and Transparency International to
drive adoption of the internationally accepted Open Contracting Data Standard
(OCDS), as well as technical assistance to upgrade the Mexican Government
procurement system, CompraNet, to be based on OCDS and international best
practices. (CompraNet is also described in the “Tracking Tenders and Bidding” section

of the Chapter “Selling U.S. Products and Services”.)

UN Anticorruption Convention, OECD Convention on Combatting Bribery
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Mexico ratified the UN Convention Against Corruption in 2004. It ratified the OECD
Anti-Bribery Convention in 1999.

Resources to Report Corruption
Contact at government agency:

Teresa Gomez del Campo Gurza

Head of International Cooperation and Transparency Policy
Secretariat of Public Administration

Miguel Laurent 235, Mexico City

+52 55 2000 1060

mailto:tgomez@funcionpublica.gob.mx

Contact at "watchdog" organization:
Eduardo Bohorquez

Executive Director

Transparencia Mexicana

Dulce Olivia 73, Mexico City

+ 52 55 5659 4714

info@tm.org.mx

Political and Security Environment

Mass demonstrations are common in the larger metropolitan areas such as Mexico City,
Guadalajara, and Monterrey, as well as in the southern Mexican states of Guerrero and
Oaxaca. While political violence is rare, drug and organized crime-related violence

has increased significantly in recent years in certain areas.

The United States is working with Mexico to combat organized crime and enhance rule
of law through the USD 2.4 billion Merida Initiative, a partnership based on the
principles of shared responsibility and mutual trust. The Merida Initiative has
expanded significantly at the state and municipal level, with programs aimed at
strengthening Mexico’s security institutions, promoting rule of law, advancing the
protection of human rights, and preventing crime and violence. In addition to training
and equipping Mexican security forces, Merida assistance also increasingly focuses on
strengthening institutions and rule of law. Merida Initiative priorities moving forward
include assisting Mexico’s judicial system following the transition to the accusatorial
criminal justice system; training of state and local law enforcement entities aimed at
adopting and implementing internationally-accepted standards for law enforcement

officials; creating stronger oversight mechanisms that can deter corruption and
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misconduct; training and equipping Mexican officials to better secure their borders;
and deepening our bilateral cooperation on combatting heroin, including enhanced

cooperation on opium poppy eradication.

Though the violence is not political in nature, companies have reported that general
security concerns remain an issue for companies looking to invest in the country.
Many companies choose to take extra precautions for the protection of their
executives. They also report increasing security costs for shipments of goods. The
Overseas Security Advisory Council (OSAC) monitors and reports on regional security
for U.S. businesses operating overseas. OSAC constituency is available to any U.S.-
owned, not-for-profit organization, or any enterprise incorporated in the U.S. (parent
company, not subsidiaries or divisions) doing business overseas

(https://www.osac.gov/). The State Department provides a security assessment of

every state in Mexico. All U.S. travelers and investors to the country are strongly
encouraged to visit the Department of State’s Travel Warning website

at: https://travel.state.gov/content/passports/en/alertswarnings/mexico-travel-

warning.html.

Labor Policies and Practices

Mexico’s 57.4 percent rate of informality remains higher than countries with similar
GDP per capita levels. High informality, defined as those working in unregistered
firms or without social security protection, distorts labor market dynamics,
contributes to persistent wage depression, drags overall productivity, and slows
economic growth. Mexico’s efforts to increase formality over the past four years
reduced the rate by 2.4 percentage points, a modest decrease given the scope of the
problem. In the formal economy, there is a general surplus of labor but a shortage of
technically skilled workers and engineers. Manufacturing companies, particularly
along the U.S.-Mexico border and in the “El Bajio” states, report labor shortages and

an inability to retain staff.

Mexico’s labor relations system is widely criticized as skewed to represent the
interests of employers and the government at the expense of workers. Mexico’s legal
framework governing collective bargaining creates the possibility of negotiation and
registration of initial collective bargaining agreements without the support or

knowledge of the covered workers. These are commonly known as protection
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contracts and constitute a gap in practice with international labor standards regarding
freedom of association. The percentage of the economy covered by collective

bargaining agreements is between 5 and 10 percent.

The first element of a labor justice reform package was passed into law February 24,
2017, replacing biased tripartite dispute resolution entities (Conciliation and
Arbitration Boards) with independent judicial bodies. In terms of labor dispute
resolution mechanisms, the Conciliation and Arbitration Boards (CABs) previously
adjudicated all individual and collective labor conflicts. The recently passed
constitutional labor reform requires complementary revisions to the existing labor law

be passed within one year.

Mexico’s 2012 labor law reform encompassed major changes to make Mexico’s labor
market flexible and incorporates modern statutes such as non-discrimination.
Included in the 300 articles are provisions to ease hiring and firing of workers,
establish an apprenticeship system, establish an hourly wage system (heretofore,
there was only a daily wage), and regulate outsourcing. The full text of the reform

law can be found at http://reformas.gob.mx/reforma-laboral/que-es.

According to the International Labor Organization (ILO), government enforcement was
reasonably effective in enforcing labor laws in large- and medium-sized companies,
especially in factories run by U.S. companies and in other industries under federal
jurisdiction. Enforcement was inadequate in many small companies and in the
agriculture and construction sectors, and it was nearly absent in the informal sector.
Workers organizations have made numerous complaints of poor working conditions in
maquiladoras and in the agricultural production industry. Low wages, poor labor
conditions, long work hours, unjustified dismissals, lack of social security benefits and
safety in the workplace, and lack of freedom of association were among the most
common complaints. As a result, there have been several protests and boycott calls

by farmworkers in northern Mexico, which have posed significant investment risks.

OPIC and Other Investment Insurance Programs

Mexico and the Overseas Private Investment Corporation (OPIC) finalized in 2004 an
agreement enabling OPIC programs and services within the country. Since then, OPIC has

provided over USD 1 billion in financing and political risk insurance to support more than 22

U.S. Department of Commerce | International Trade Administration



Mexico Country Commercial Guide, June 2017 216

projects in Mexico. For more information on OPIC’s projects in Mexico, please consult OPIC's

website at www.opic.gov.

Foreign Direct Investment and Foreign Portfolio Investment Statistics

Table 2: Key Macroeconomic Data, U.S.

FDI in Host Country/Economy

Host Country USG or

L. international
Statistical source* ..
statistical source

USG or International Source of
Data: BEA; IMF; Eurostat;
UNCTAD, Other

Economic Data

Year Amount Year Amount

Host Country

. $1,143

Gross Domestic !
(current http://www.worldbank.org
Product (GDP) 2015 $1,264 2015 USD)
($Billion USD)
Foreien Direct Host Countr USG or USG or international Source of
Invesfment Statistical sourie* international data: BEA; IMF; Eurostat;
statistical source UNCTAD, Other

U.S. FDIin

partner country

(SM USD, stock
positions)

Host country’s

2015 N/A 2015 $92,812

Bureau of Economic Analysis

FDI in the United
States (SM USD, 2016  $10,410
stock positions)

Total inbound

stock of FDI as % 2016 37.4%

2015 $16,597

2015 36.7% UNCTAD

Bureau of Economic Analysis

host GDP

*Host Country Source: National Statistics Institute (INEGI); GDP figure from Secretariat of

Economy. Note: Mexico does not account for total inward FDI stock by country.

Table 3: Sources and Destination of FDI
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Direct Investment from/in Counterpart Economy Data

From Top Five Sources/To Top Five Destinations (US Dollars, Millions)

Inward Direct Investment

Outward Direct Investment

Total Inward 509,292 100%
United States 222,476  44%
Spain 57,929 11%
Netherlands 51,208 10%
Belgium 36,404 7%
Canada 28,104 6%

Total Outward
United States
Netherlands

Brazil
Spain

United Kingdom

"0" reflects amounts rounded to +/- USD 500,000.
Source: IMF Coordinated Direct Investment Survey

Table 4: Sources of Portfolio Investment

146,379
52,524
29,150
14,498
14,365
3,181

100%
36%
20%
10%
10%
2%

Portfolio Investment Assets

Top Five Partners (Millions, US Dollars)

Total Equity Securities Total Debt Securities

All 55,458 100% | All Countries 3,407 100% |All 52,050 100%
Countries Countries

u.S. 49,760 90% |U.S. 1,192 35% |U.S. 48,568 93%
Luxembourg 1,089 2% Luxembourg 1,089 32% |Brazil 2,715 5%
Spain 393 1% U.K. 296 9% Spain 161 0.3%
U.K. 3 1% Spain 232 7% Colombia 161 0.3%
Colombia 161 1% Ireland 115 3% U.K. 75 0.1%

Source: IMF Coordinated Portfolio Investment Survey

Contact for More Information

Economic Section

Paseo de la Reforma 305, Colonia Cuauhtémoc, Mexico, D.F. 06500

52 55 5080 2000
PalomboJR@state.gov
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Trade & Project Financing

Methods of Payment

U.S. exporters should be aware that Mexican lending rates are significantly higher than in the
United States. Requiring payment either by confirmed letter of credit or cash in advance can
cost U.S. exporters sales opportunities. While favorable payment terms are important, U.S.
companies should consider all financing options available in order to be as competitive as
possible. Recent volatility in the MXN/USD exchange rate has led to Mexican importers
requesting longer payment terms as they struggle to finance their operations. In the case of
existing contracts, many importers are defaulting on payment deadlines, paying 30 to 45 days
late. Exporters are advised to protect themselves from the risk of default by obtaining foreign
buyer financing or export insurance from the U.S. Export-Import Bank (see below for more

information).

It can be difficult to collect from Mexican buyers in cases of non-payment. The U.S.
Commercial Service in Mexico has supported U.S. companies in their efforts to obtain
payment for products/equipment delivered, but it is often necessary to travel to Mexico to

meet with the buyer and in many cases to hire a lawyer to handle the case.

U.S. exporters are advised to be cautious and seek counsel when negotiating contracts in
Mexico. Once negotiated, be prepared for the unexpected as access to credit in Mexico is
limited or costly. Moreover, 90 percent of the Mexican private sector is comprised of small- or

medium-sized companies, most of which have limited access to credit.

A detailed trade finance guide (in English and Spanish) for U.S. exporters is available at:

https://www.export.gov/TradeFinanceGuide

A detailed report on financing and payment mechanisms is available at:

http://export.gov/mexico/doingbusinessinmexico/financingu.s.exports/index.asp

Banking Systems

Mexico's commercial banks offer a full spectrum of services ranging from deposit accounts,
consumer and commercial lending, corporate finance, trusts and mutual funds to foreign

exchange and money market trading. Currently, 48 banks are operating in Mexico; seven of
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which (Bancomer, Banamex, Santander, Banorte, HSBC, Inbursa, and Scotia Bank) control 78

percent of the market share by total assets.

Mexico's commercial banking sector has been opened to foreign competition. Almost all major

banks, except for Banorte, are under the control of foreign banks.

Following the 1994 peso crisis, banks in Mexico have been very cautious in their lending,
preferring to provide loans only to their most sound customers. However, banks are now
beginning to implement programs for lending to a wider range of companies, although at
relatively high rates. In general, small- and medium-enterprises (SMEs) have trouble accessing
credit. According to a third quarter 2016 survey of established companies (where companies
could select more than one option) by the Bank of Mexico (BANXICO), their main sources of
financing were: suppliers 76.8 percent; commercial banks 38.5 percent; other companies
and/or HQs 20.7 percent; foreign banks 5.9 percent; development banks 5.6 percent; and

debt issuance 0.4 percent.

The Mexican Government has enacted several incentives to encourage more lending to SMEs,
and banks have followed suit with new lending policies, but it remains to be seen whether the
largest segment of the Mexican economy will gain better access to credit. On January 9,
2014, President Enrique Pena Nieto announced a set of financial reforms which aim to
redefine the mission of development banks, promote private financing, and encourage
financing with lower rates. These reforms have already started to reduce borrowing costs and

to increase access to credit, albeit slowly.

The four goals of the financial reform are: 1) promote lending through the development
banks; 2) expand credit from private financial institutions; 3) increase competition in the

financial sector; and 4) ensure the security of the Mexican financial system.

Other important aspects of the reform are:

e Strengthening the role of the National Commission for the Protection of Users of
Financial Services (CONDUSEF)

¢ Increasing the role of banking agents (“corresponsales bancarios”)

e Strengthening and modernizing the operation of credit unions

e Promoting the investment funds market

e Establishing a new legal framework for financial entities
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e Maintaining the optimal levels of capitalization under Basel IlI

To view the Spanish version of the financial reform: http://reformas.gob.mx/wp-

content/uploads/2014/06/Explicacion_ampliada_de la_Reforma_Financiera.pdf

The Secretariat of Finance and Public Credit (SHCP), the National Banking and Securities
Commission (CNBV), and the Bank of Mexico (BANXICO) are the principal regulators of the
banking system. The Secretariat of Treasury and Public Finance is concerned with
institutional issues, such as licensing, and sets credit and fiscal policies. The National Banking
and Securities Commission, a semi-autonomous government agency, is responsible for
supervision and vigilance. The Bank of Mexico (the Central Bank) implements these policies

and operates inter-bank check clearing and compensation systems.

The Institute for the Protection of Bank Savings (IPAB, replacing the former institution
FOBAPROA) acts as a deposit insurance institution. The Mexican Banking Association (ABM)

represents the interests of Mexico's banks.

Development Banks

The mission of development banks is to fill financing shortfalls in the commercial banking
sector. Mexico has seven government-owned development banks that provide services to
specific areas of the economy. The dominant institutions are Nacional Financiera (Nafinsa)
and the National Bank for International Trade (Bancomext). These institutions have become
primarily second-tier banks that lend through commercial banks and other financial
intermediaries such as credit unions, savings and loans, and leasing and factoring companies.
Nafinsa's primary program funds SMEs and micro businesses. Nafinsa also undertakes strategic
equity investments and contributes equity to joint ventures. Bancomext provides financing to
Mexican exports and to SMEs. It also offers working capital, project lending, and training to

firms in several specific sectors that require support, such as textiles and footwear.

The other Mexican development banks are Banobras (National Development Bank for Public
Works and Services), Financiera Rural (Rural Agriculture Bank), Bansefi (National Savings and
Financial Services Bank), Banjercito (Mexican Army, Air Force and Navy Bank), and
Hipotecaria Federal (which finances Mexican homeownership through financial

intermediaries).
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Non-Banks (SOFOMs)

The non-traditional banking sector in Mexico is comprised of exchange houses, credit unions,
leasing, factoring companies, and financial lending networks with multiple objectives
(SOFOMs). SOFOMs are divided in two categories: Regulated Entities (SOFOM ER) and Non-
Regulated Entities (SOFOM NR).

Due to the financial reform, regulation and supervision of SOFOMs has increased. SOFOMs
have the obligation to maintain up-to-date information with the National Commission for the
Protection of Users of Financial Services (CONDUSEF) and they are required to give

information about their borrowers to at least one credit bureau.

SOFOMs may offer financial factoring, leasing, and loans and/or other credit services but they

are not allowed to receive deposits from the public.

Foreign Exchange Controls

There are no controls on the transfer of U.S. dollars into or out of Mexico. This means that
profits can be repatriated freely. However, in an effort to prevent money laundering, the
Secretariat of Finance and Public Credit (SHCP) issued a regulation governing the deposit and

exchange of U.S. dollars in Mexican Banks.

Dollar transactions that are processed through on-line banking are not affected. According to

the regulation banks must observe the following limits:

¢ Individuals that are account holders of the bank can deposit no more than USD 4,000
per month in all banking branches

e National citizens that are non-account holders of the bank can deposit USD 300 daily,
but no more than USD 1,500 monthly

e Tourists that are not account holders of the bank can exchange no more than USD

1,500 monthly in cash.

Border and tourist-area businesses can exceed the USD 14,000 per month cash deposit limit
provided that they: 1) have been operating for at least three years; 2) provide additional
information to financial institutions justifying the need to conduct cash transactions in U.S.

dollars; and 3) provide three years of financial statements and tax returns. The limit on
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individual account holders remains unchanged. For more information on the regulation in
Spanish, see: http://www.dof.gob.mx/nota_detalle.php?codigo=5360165&fecha=12/09/2014

There is no restriction on the sale of dollars. However, upon entering or departing Mexico

cash amounts of USD 10,000 or more must be declared and documented.

U.S. Banks & Local Correspondent Banks
There are many U.S.-based banks active in the Mexican market, particularly U.S. brokers and
banks working with Ex-Im Bank programs. The U.S. Commercial Service Mexico maintains a list

of these banks. Please contact Sylvia Montano (Sylvia.Montano®@trade.gov) for more

information.

Project Financing

For large infrastructure projects, a number of financing instruments are available. Project
consortiums often develop a finance mix between development banks, multilaterals,

commercial banks, and national export credit agencies, such as the U.S. Export-Import Bank.

U.S. Export-Import Bank (http://www.exim.gov)

The Export-Import Bank of the United States (EXIM), an independent agency of the Federal
Government, offers various short-, medium-, and long-term export finance and insurance
programs. Of specific interest to U.S. exporters are the guarantees for medium-term loans to
foreign buyers of capital equipment. Most loans are made by U.S. banks with EXIM’s
guarantee. More than 85 percent of EXIM’s transactions in recent years directly benefited

small businesses.

Much of EXIM’s activity is under so-called bundling facilities. A bundling facility is a large
medium-term loan made to a Mexican bank by a U.S. bank with the guarantee of EXIM. The
Mexican bank then makes loans to Mexican companies for the purchase of American capital
goods. There also are a number of U.S.-based banks that extend EXIM bank credits in Mexico.
The major Mexican commercial banks have signed agreements with EXIM bank to grant lines
of credit to Mexican firms that purchase U.S.-made products. Many major Mexican banks have

Master Guarantee Agreements.

Such credits generally are available only to Mexican blue chip companies and to their

suppliers with firm contracts.
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Additionally, EXIM has made financing for renewable energy a top priority since the inception
of its Environmental Exports Programs in 1994, offering competitive financing terms (up to 18
years in some cases) to international buyers for the purchase of U.S. origin environmental
goods and services. In Fiscal Year 2016 EXIM Bank’s total exposure in Mexico was USD 8.019
million and guarantee authorizations were USD 34.1 million. Mexico remains the largest

market in EXIM’s portfolio.

U.S. Trade and Development Agency (http://www.ustda.gov)

The U.S. Trade and Development Agency (USTDA) provides grant funding for infrastructure
project planning activities to help promote U.S. exports. By assisting U.S. firms to become
involved in the early stages of project development, USTDA increases awareness of upcoming
projects for the U.S. business community, growing the probability that U.S. exports will be
used during the implementation stages. USTDA works closely with multilateral development
banks, including the World Bank and the Inter-American Development Bank, to help U.S. firms
take advantage of projects financed by those banks. Additionally, USTDA organizes reverse
trade missions to introduce Mexican project sponsors to U.S. technology and companies.
USTDA has an active program in Mexico, funding projects in a wide range of sectors, including

energy, transportation, telecommunications, and the environment.

USTDA published a comprehensive Resource Guide for U.S. companies on Priority
Infrastructure Projects in Mexico

(http://www.ustda.gov/program/regions/lac/mexicoresourceguide.asp).

In 2016, USTDA funded feasibility studies and technical assistance projects in water, airports

and energy storage systems in Mexico.

U.S. Small Business Administration (http://www.sba.gov)

The U.S. Small Business Administration (SBA) provides financial and business development
assistance to encourage and help small businesses develop an export component to their
businesses. The SBA assists businesses in obtaining the capital needed to explore, establish, or
expand in international markets. SBA’s export loans are available under SBA’s guaranty
program. Prospective applicants should tell their lenders to seek SBA participation, if the

lender is unable or unwilling to make the loan directly.

SBA also offers an Export Revolving Line of Credit (ERLC) program that is designed to help

small businesses obtain short-term financing to sell their products and services abroad. The
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program guarantees repayment to a lender in the event an exporter defaults. The ERLC
protects only the lender from default by the exporter; it does not cover the exporter should a
foreign buyer default on payment. Lenders and exporters must determine whether foreign

receivables need credit risk protection.

Multilateral Development Banks:

The U.S. Commercial Service maintains Commercial Liaison Offices in each of the main
Multilateral Development Banks, including the Inter-American Development Bank and the
World Bank. These institutions lend billions of dollars in developing countries on projects
aimed at accelerating economic growth and social development by reducing poverty and
inequality, improving health and education, and advancing infrastructure development. The
Commercial Liaison Offices help American businesses learn how to get involved in bank-
funded projects, and advocate on behalf of American bidders. Learn more by contacting the
Commercial Liaison Offices to the Inter-American Development Bank (http://export.gov/idb)
and the World Bank (http://export.gov/worldbank).

Web Resources
Commercial Liaison Office to the Inter-American Development Bank

http://export.gov/idb

Commercial Liaison Office to the World Bank http://export.gov/worldbank

Financing Web Resources

Export-Import Bank of the U.S. http://www.exim.gov

Country Limitation Schedule http://www.exim.gov/tools/country/country |
imits.html

Overseas Private Investment http://www.opic.gov

Corporation (OPIC)

Trade and Development Agency http://www.tda.gov

SBA's Office of International Trade http://www.sba.gov/oit

USDA Commodity Credit http://www.fsa.usda.gov/ccc/default.htm
Corporation
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U.S. Agency for International http://www.usaid.gov
Development

Federal Trade Commission http://www.ftc.gov
Commercial Liaison Office to the http://export.gov/worldbank
World Bank

Commercial Liaison Office to the http://export.gov/idb
Inter-American Development Bank

Business Travel

Business Customs

Mexican business people in major cities give a great deal of importance to appearances. We

advise wearing professional attire when meeting with prospective business partners in Mexico.

Participation in business lunches is very important to succeed in Mexico. Before beginning a
business discussion, it is common to discuss family, recent events, or other social themes.
Mexicans are accustomed to smoking and drinking freely at business meals. Business lunches

can span two hours or more and usually do not begin until 2 or 3 p.m.

Patience is key when doing business in Mexico. Business meetings in Mexico will often take
longer than they would in the United States. Etiquette often includes small talk before
business. Mexican social etiquette makes it difficult to say no. Therefore, “yes” does not
always mean yes. In conversation, Mexicans emphasize tactful and indirect phrasing, and may
be more effusive than Americans with praise and emotional expressions. Do not be overly

aggressive while negotiating. It is considered rude.

The concept of time is flexible in Mexico. Guests to social events (except in the case of cities
in the North) can arrive up to an hour late. However, punctuality is observed for most

business and government appointments.

Business cards are used extensively. Come with a large supply. Mexican pesos are used
throughout the country. It is illegal to pay with U.S. dollars (although in border areas and

tourist areas dollars are sometimes accepted).
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Travel Advisory

The State Department provides a security assessment of every state in Mexico. All
U.S. travelers and investors to the country are strongly encouraged to visit the
Department of State’s Travel Warning website

at: https://travel.state.gov/content/passports/en/alertswarnings/mexico-travel-

warning.html.

Visa Requirements

All U.S. citizens must have a passport or passport card to enter Mexico. Passport cards
can be used only to cross into Mexico within 13 miles from the border. Passports are
required for air travel or for land border travel when visiting any State of Mexico that is more
than 13 miles from the border. There is a single visa form for tourist and business visitors,
valid for 180 days upon entry with no fee. This form is normally distributed on all arriving
aircraft. If a U.S. business person wants to reside in Mexico and work on a more
permanent basis, it is necessary to obtain a Temporary Mexico Resident Card. This form

may be obtained with validity up to one year, renewable up to a total of five years.

For definitive immigration regulations from the Mexican Government, please see the
following information: Link to immigration work permit form:

http://www.inm.gob.mx/index.php/page/Solicitud_de_Autorizacion_Visas

Link to immigration law and regulations:

http://www.inm.gob.mx/static/marco_juridico/pdf/Ley de Migracion_y Reglamento.pdf

IMPORTANT NOTE: All foreign visitors should keep their Visitor Card (FMM) bearing the

official entry stamp as it must be surrendered upon departure from the country. It is

extremely important to keep this form in a safe location. Upon exiting the country at a
Mexican Immigration (INM) departure check point, U.S. citizens are required to turn in this
form. We are aware of cases where U.S. citizens without their FMM have been required to
change their flight (at personal expense), file a police report with local authorities
regarding the missing document, and visit an INM office to pay a fine and obtain a valid
exit visa. In other cases, travelers have been able to continue their journey after paying a

fine.
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If you enter Mexico by land and expect to depart by air or land, be sure to request the
FMM when entering Mexico, either at the initial border entry or at the interior checkpoint
21 km past the border. It is not automatically given and if you then return to the United
States by air you are subject to a fine of up to USD 400, or may be detained and deported if

stopped in the interior of the country.
For further information please visit the Mexican Secretariat of Tourism web site at:

http://www.gob.mx/sectur/

U.S. companies that require travel of foreign business persons to the United States should
be advised that security evaluations are handled via an interagency process. Visa

applicants should go to the following links:

State Department Visa Website: https://travel.state.gov/content/visas/en.html

U.S. Embassy Mexico Visa Information: https://mx.usembassy.gov/visas/

Expedited Entry into the U.S. and Mexico

Members of the U.S. Global Entry program, www.globalentry.gov, and who travel frequently

to Mexico by air might want to consider Mexico's Programa Viajero Confiable (Trusted Traveler
Program). Members of Viajero Confiable who are Mexican Nationals can now also apply for
NEXUS to have expedited entry at airports in Canada. Global Entry allows U.S. citizens and
residents of select countries, including Mexico, who have applied and been approved to have
expedited entry at airport immigration and customs facilities when returning to the U.S.
Global Entry membership also gives you access to SENTRI lanes at the U.S.-Mexico land
border. The Mexican program offers the same advantages to travelers entering Mexico by air
and NEXUS offers benefits at airport and land border in Canada. At present, Viajero Confiable
is in operation at airports in Mexico City, San Jose del Cabo and Cancun. The application may
be made online. Once preapproved, applicants must undergo an interview at an enrollment
center at one of the three Mexican airports for final approval. Membership is good for five

years. http://www.viajeroconfiable.inm.gob.mx.

Those who cross the land border regularly might be interested in membership in
SENTRI, open to all nationalities who meet membership criteria.

http://www.cbp.gov/travel/trusted-traveler-programs/sentri.
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For more information visit the NEXUS site:

www.cbsa-asfc.gc.ca/prog/nexus/menu-eng.html

Telecommunications/Electric

Telephone Services

Telephone service is usually reliable and certain remote locations in Mexico do not
have direct dialing to the United States. Telephone service is heavily taxed in Mexico,
and fees are relatively high. Select calling cards may be used in Mexico. More

commonly, cellular telephones and smart phones are available and widely used.

The three main mobile carriers, Telcel, Movistar, and AT&T offer national coverage
and international roaming services. Telcel and AT&T offer packages with no roaming
charges throughout North America available through T-Mobile and AT&T in the United
States. The best reception is found on federal highways and in the top 50 cities in the
country, including beach resorts. It is very likely that you will be able to use your
mobile phone while traveling to Mexico, regardless of the company and technology
(GSM, CDMA or PTT) you use.

Roaming services apply to both voice and data services. You can use data on your
mobile phone if you have contracted such a service in the United States. However, if
you do not have an international plan, roaming fees (voice and data) can be

substantial.

Internet Services

Tourist and business hotels provide internet services in rooms, or at a minimum, in
business centers. Internet hotspots are now common. Free Wi-Fi is offered in select
public spaces through the government-sponsored Mexico Conectado program and most
restaurants and cafés offer free Wi-Fi to patrons. Because internet penetration in
residential areas was relatively low until recently, Mexico still has a number of

internet cafés that offer internet access for a fee.

Electricity

Mexico uses the same voltage (120) and the same size wall plugs as the United States.
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Transportation

Mexico City, Guadalajara, Monterrey, Tijuana, Queretaro, and other Mexican cities have
frequent direct and non-stop flights from major U.S. cities. American carriers to Mexico
include American, Delta, U.S. Airways, United, Jet Blue, and Southwest. Mexican carriers

providing scheduled service within Mexico include Aeromexico, Volaris, and Interjet.

It is important to ONLY use registered “sitio” taxi services or Uber service throughout the
country, including using only the taxi vendor booths located INSIDE the airports. For Uber,
you will need to download the app and configure a profile (preferably prior to arrival).
Hotels and restaurants can also call a “sitio” taxi for you. The driver will provide you with a
receipt ("un recibo") upon request. For airport taxis, it is usually the stub from your ticket.
Please see safe taxi recommendations under the “Safety and Security” section at:

https://travel.state.gov/content/passports/en/country/mexico.html

Airport Arrivals

The Mexico City Benito Juarez International Airport offers a fixed price (varying widely
depending on destination) taxi service to any point in the city. You can pay with a credit
card or pesos and tickets are purchased at one of several taxi company booths just
after exiting the customs area. The fare from the airport to most areas within the city
can vary as this is such a large city but should average MXN 200-300. Alternatively,

travelers can use the Uber app for an airport pickup and to move around Mexico City.

The Monterrey General Mariano Escobedo Airport has a very similar taxi service. The fare to
most locations in Monterrey is about MXN 250-300. With your ticket in hand, exit the lobby,
and an attendant from the taxi company will guide you to your taxi. Alternatively, travelers
can use the Uber app for an airport pickup and to move around Monterrey. Airport and
Flight Information: (52 81) 8345 4434.

The fare from Guadalajara International Airport to most locations in Guadalajara is about
MXN 260-420. The trip from the airport to Guadalajara can take up to 45 minutes,
depending upon traffic. Alternatively, travelers can use the Uber app for an airport pickup

and to move around Guadalajara. For airport and flight Information, call (52 33) 3688 5894.

Sitio taxi services and Uber (depending upon location) are available at other airports and

hotels around the country as well.
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Language

Spanish is the official language of Mexico. While many people in the large cities speak some
English, it may be difficult for them to conduct detailed business discussions in English.
Non-Spanish-speaking visitors to Mexico may wish to hire an interpreter. It is considered
courteous for U.S. business people to speak a few words of Spanish. Many mid- and high-
level government officials and business executives speak English, and many are U.S.-

educated.

Health

A high standard of medical care is available in the principal cities from private hospitals and
doctors. Many private Mexican doctors have U.S. training and speak English. The Centers for
Disease Control and Prevention maintains a website with health recommendations for

travelers at: http://wwwnc.cdc.gov/travel/.
For lists of hospitals maintained by the Embassy and Consulates, you can consult:

Mexico City:
http://photos.state.gov/libraries/mexico/1123894/arevaloya_001/HOSPITALS. pdf

Guadalajara:

https://mx.usembassy.gov/embassy-consulates/guadalajara/american-services/

Monterrey:

https://mx.usembassy.gov/embassy-consulates/monterrey/u-s-citizen-services/

The U.S. Embassy does not assume responsibility for the professional ability or integrity of

the persons or firms whose names appear on the above lists.

U.S. Citizens may call the American Citizen Services at any U.S. Embassy or Consulate
for help in case of a medical emergency. Please find additional information/contacts for

all U.S. consulate locations in Mexico at: http://mexico.usembassy.gov/locations.html.

Mexico does have health concerns. You should take normal tourist precautions with regard to
drinking water, eating fresh fruits, vegetables and salads. Some individuals react to the
pollution and high altitude, so take things slowly at first. Travelers to Mexico City may

require some time to adjust to the altitude (7,400 ft.), which can adversely affect blood
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pressure, digestion, sleep, and energy level. Individuals with sickle cell trait should consult
with the appropriate medical unit or their personal physician before commencing
travel. Visitors on short-term assignments carry an added risk because of the lack of time to

acclimatize. Dehydration, stress, or illnesses compound the basic risks of high altitude.
For more information, contact your health provider.

Please note that health insurance is an important consideration. Travelers are responsible for

ensuring that they have adequate health coverage while in Mexico.

All travelers should be aware that the CDC issued a Travel Alert Level 2 “Practice Enhanced
Precaution for Mexico.” Comprehensive information regarding Zika and risks to travelers is

posted on the CDC website here http://www.cdc.gov/zika/index.html.

What can travelers do to prevent Zika?

There is no vaccine to prevent Zika or any medicine to treat it. Travelers can protect

themselves by preventing mosquito bites:

o Cover exposed skin by wearing long-sleeved shirts and long pants.

e Use EPA-registered insect repellents containing DEET, picaridin, oil of lemon
eucalyptus (OLE), or IR3535. Always use as directed.

e Pregnant and breastfeeding women can use all EPA-registered insect repellents,
including DEET, according to the product label.

e Most repellents, including DEET, can be used on children aged >2 months.

e Use permethrin-treated clothing and gear (such as boots, pants, socks, and tents).
You can buy pre-treated clothing and gear or treat them yourself.

e Stay and sleep in screened-in or air-conditioned rooms

Local Time, Business Hours and Holidays

Mexico spans several time zones, as does the United States. From the Yucatan Peninsula
to Tijuana, there is a three-hour time difference. Mexico City and Central Mexico is
Central Standard Time (CST). Mexico has Daylight Savings time, though there is a
difference of a few weeks from when it changes in the United States, except for certain

border regions.

Listed below are Mexican holidays for 2017-2018. On these days, banks will not open and
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most businesses will be closed. Be aware of the popular "puentes” (bridges). When
holidays fall near the weekend, they are rapidly converted into long weekends and are not a

good time to schedule business trips.

Mexican Holiday Schedule (July 2017-December 2018)
Date (2017) Day of Week Holiday

September 16, Saturday, Mexican Independence Day
November 2, Thursday, All Souls’ Day

November 20, Monday, Anniversary of the Mexican Revolution
December 12, Tuesday, Day of the Virgin of Guadalupe
December 24, Sunday, Christmas Eve

December 25, Monday, Christmas Day

Date (2018) Day of Week Holiday

January 1, Monday, New Year’s Day

February 5, Monday, Anniversary of the Mexican Constitution
March 19, Monday, Birthday of Benito Juarez

March 29, Thursday, Holy Thursday

March 30, Friday, Good Friday

May 1, Tuesday, Mexican Labor Day

September 16, Thursday, Mexican Independence Day
November 2, Friday, All Souls’ Day

November 19, Monday, Anniversary of the Mexica Revolution

December 12, Wednesday, Day of the Virgin of Guadalupe
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December 24, Monday, Christmas Eve

December 25, Tuesday, Christmas Day

Temporary Entry of Materials or Personal Belongings

Please refer to the Customs, Regulations and Standards chapter in the Temporary Entry

Section.

Travel Related Web Resources

State Department Travel
Advisory

Mexican Embassy in the U.S.
Secretariat of Tourism

State Department Visa Website
U.S. Embassy in Mexico (visa
information)

U.S. Embassy in Mexico (U.S.
citizens)

Centers for Disease Control and
Prevention (CDC)

http://travel.state.gov/travel/cis_pa_tw/tw/tw_5815.html

http://www.embassyofmexico.org

http://www.sectur.gob.mx

http://travel.state.gov/visa/visa_1750.html

http://mexico.usembassy.gov/visas.html

http://mexico.usembassy.gov/eng/citizen_services.html

http://wwwnc.cdc.gov/travel/destinations/mexico.aspx
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