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but more significant growth is feasible

El Financiero (Mexico)
Carlos Serrano
September 04, 2023

Recently, the Ministry of Economy published preliminary data on the Foreign Direct Investment (FDI) flows that
entered the country during the first half of the year. Once again, an encouraging piece of information: in said period,
Mexico has received 29 billion dollars in FDI (an amount that will probably increase in the final figure). This implies a
growth of just over 5% compared to the same period of the previous year. However, without considering two atypical
operations of 2022 (the restructuring of Aeroméxico and the merger between Televisa and Univision), the growth of
the indicator in the first six months of this year stands at a spectacular 40% (comparing preliminary data).

However, if we break down these figures, we observe that of the 29 billion dollars of direct investment in the country,
78% corresponds to the reinvestment of profits, 15% to transactions between companies, and only 7% to new
investments. These data suggest that the companies already operating in the country are confident to continue doing
so0. These companies know the risks, the country's potential, and the dynamics of working with the authorities, in
addition to understanding the opportunities to supply the domestic market and export to the United States and our
other trading partners. Likewise, they can discern between political rhetoric and concrete actions in economic
matters, a precious skill at the present juncture. In any case, it is positive that these companies perceive an adequate
environment to expand their investments.

Could the relocation of value chains or nearshoring explain this increase in the reinvestment of profits from foreign
companies? It is a possibility, although it is premature to state it categorically. This trend could be explained by
companies that operate in both Mexico and China and choose to move part of their operations from the Asian country
to Mexico due to the higher tariffs that the United States applies to Chinese imports or for geopolitical reasons: this
would be nearshoring.

On the other hand, the low ratio and low levels of new investment should raise concerns. In previous years, the
percentage of new investments was considerably higher: between 1999 and 2017, as a component of FDI, they
represented an average of 45.7%, compared to 29.9% reinvestment of profits. The reality is that Mexico currently
attracts considerably less new investment than it used to do a few years ago. Although nearshoring has yet to
translate into higher numbers of new investments, it is foreseeable that this trend will change soon: announcements
like Tesla's still need to be reflected in these numbers.

As | have mentioned on previous occasions, these amounts are likely to rise. Still, they could accelerate with a change
in energy policy and strengthen the rule of law. Due to its proximity to the world's largest market, free trade agreement
with the United States and Canada, high integration into North American value chains, and macroeconomic stability,
Mexico should receive more FDI than Brazil or Vietham. However, this still needs to happen. It is essential to address
the causes mentioned above to improve this situation.
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A relevant point in the publication of the data on FDI is that the United States is the country that invests the most
(directly) in Mexico (43%), followed by Spain (15%). China is not even in the top ten (although we cannot rule out
that Chinese companies operate through third countries). This indicates that, despite some anecdotal cases, a
significant relocation of Chinese companies to Mexico due to nearshoring is not occurring

FDI in Mexico is significant (alone, it has financed the current account deficit for several years) and is increasing.

However, the country still needs to attract new investment in a relevant way. It is necessary to rectify some public
policies to maximize the opportunity presented to the country's growth potential.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID ).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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