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Manufacturing in Mexico Survey (Jan-Feb 2024)

Companies from Greater China

Introduction

Nearshoring has maintained its pace as regards the investment
trends of companies in Mainland China. While the observations
presented in our previous manufacturing survey on the challenges
faced by Chinese companies in Mexico remain the same, our second
Manufacturing Survey (compiled between Jan-Feb 2024) provides
more detailed information on the situation of these newcomers to
the Mexican market.

The main objectives of our survey are:

01. Understand the challenges faced by the surveyed companies
when regularly doing business in Mexico, as perceived by the
companies themselves.

02. Understand how much they produce for export vs. domestic
markets and where the raw materials they use are coming from.

03. Understand issues related to specific areas like labor and supply
chains in a more detailed manner.

04. Identify, if any, the existence of distinct patterns based on the
locations chosen by these companies.

05. Identify how much of new investment is a reallocation or an
expansion of current factories.

Key Takeaways
The following are some of the key takeaways from the survey:

* The economic consequences of "nearshoring” are yet to be seen
because 43.5% of the surveyed entities have not yet started
mass production. Most respondents plan to increase production,
investment and employment over the next twelve months.?

* New factories rely heavily on imported raw materials (70.7%),
mainly from Mainland China.

Most locally-sourced materials are obtained from other
multinational companies (12.4%) which, in turn, utilize a very high
level of imported raw materials in their production processes.

e Nuevo Leon and Coahuila (e.g., Saltillo-Ramos Arizpe) remain as
the main concentration point for Chinese investment, although
diversification toward other regions has increased.

Several issues represent the very relevant issues faced by these
new companies, the top three of which involve local suppliers,
labor and taxation, and customs.

1. The survey was sent to 206 companies from Greater China, from which 69
responses were obtained.

2. Please note that the economic environment has changed since our survey
data was compiled. While employment and production decisions are expected
to remain largely unchanged, investment decisions are being made at a slower
pace due to economic uncertainties.
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Companies consider that all manufacturing categories in Mexico
are more expensive than in China: construction (61%), raw
materials (49%), real estate (24%), utilities (23%) and labor (5%).
Certain significant differences exist between locations in Mexico.

Labor remains one of the most complex issues faced by companies
from Greater China as communication, management, recruitment
and retention, etc., are key issues. Salary costs, while relevant, are
actually the least of their concerns.

Survey Results

General Overview

Investment Maturity

As shown by the previous survey, when our data was compiled, most
of the companies were still at a very early production stage: 43.5% of
the surveyed companies had not yet started mass production and
only 10.1% had been operating for more than 4 years.
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Graph 1: Time passed after mass production in Mexico

(percentage of respondents)
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As explained in our previous survey, the f-act that most investments
are at such an early stage means that companies from Mainland
China not only face a steep learning curve individually, but also as a
group. This is significant because they often rely on the advice and
experience of other Chinese companies already operating in the
market. However, as they still have little collective experience, the
mistakes made by one company may be repeated by others.

Planning for the Next 12 months

The economic effect of the Mexican economy is still limited (as long-
term capacity utilization has not been reached), which also reflects
the results of the previous survey. As is to be expected, companies
from Greater China overwhelmingly expected to increase their
investment and output over the next 12 months.

SEFHISWRAE (2024&—8-ZA)

EANFAEZBIROREFPAEIR, KSHIRRERL TR
HIMER, IXEIRE KRB P EAFEAIE WA RIRMAE
EXIFEIBAYZ SIHRE, TEMEA— BRI BRI,
X—REHEE, EATEAMMIE I EEKRELE
EFSzERNEMAERWAIRINFNEZELR, A, s
ERREEA BT S, ULARZENE, —ZREIE
TRIEIRRA REEE AR LiE,

AXRF124BigHL

S SFEF LIS RUNAB R (RIEIF-5ER]
AREREARRE) , XthRRT DREERIER, [EANFRE
AOBBEE, RPEEX VR ZEHFHERRK 12 TEA
TEIMNRESFOF- .

Graph 2: Business plan expectation in the
next 12 months (percentage of respondents)
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3. Please note that our data was compiled during January and February 2024.
While most of the survey results are not expected to change for several
months, production and investment expectations may be more sensitive to
recent economic and geopolitical factors. Based on our recent conversations
with several Chinese companies, when our sample was taken, production
plans appeared to be similar. However, investment decisions are being made
at a slower pace due to global political and economic uncertainties.
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Graph 3: Location
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This information suggests that nearshoring is leading Chinese
companies operating in Mexico to utilize an expansion strategy
rather than reallocating their operations, which indicates an
offensive manufacturing strategy as opposed to a defensive one.

Sourcing & Destination
Markets

Origin of Raw Materials

As also shown in our previous survey, companies from Greater China
continue to rely extensively on imported raw materials. Second
survey data also indicates that the materials sourcing pattern has
remained stable, regardless of the time the company has been
operating in Mexico. Nonetheless, a certain degree of caution should
be exercised when forming conclusions in this regard: as stated
earlier, given that most of the investment from Mainland China

is relatively new, these patterns could change significantly in the
coming years.
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Graph 5: Companies’ average sourcing of raw materials
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The following diagram shows from where the respondents are
sourcing their raw materials and the destination of their finished
products.
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On average*, 70.7% of all the materials sourced by respondents

are imported (this figure is as high as 100% in certain cases), of
which 71% are imported from Mainland China (or 50.2% of total raw
materials).

Locally-sourced materials account for 29.3%, of which only 42.2%
are sourced from Mexican-owned companies (only 12.4% of total
raw materials).?

Whether as imports or acquired within Mexico, raw materials are
overwhelming obtained from non-Mexican suppliers (87.6% of total
raw materials). It is also likely that raw materials acquired in Mexico
were directly or indirectly imported.

As stated in our previous survey, this pattern reflects the experience
of other multinational companies operating in Mexico. However,
Chinese companies currently have a higher degree of dependency
on imported resources than entities from other countries.

In the short term at least, this pattern also means that greater
Chinese investment in Mexico will drive increased Chinese
imports rather than promote their substitution. We should also
note that most of these new factories are export-oriented, thus
implying that the volume of goods brought into Mexico will need to
grow considerably to satisfy the volume required by these factories
for production purposes.

Production Destination

The following diagram indicates that most production is destined

for the export market (61.5%), while the remaining 29.3% is sold to
other manufacturing companies (which are probably also engaged in
exports). However, the latter figure increased 6% over the previous
survey, a situation that can be explained by the fact that, just as US
customers pressure Chinese companies to source their products
from Mexico, they also pressure their Chinese suppliers to establish
operations in that country.

4. Please note that the following data reflects the supply chain perceptions of
each company. It also represents the arithmetic average of all respondents;
i.e., itis not a weighted average based on the scale of purchase/sales of each
factory.

5. These answers reflect respondents' perceptions of other companies: A local
supplier is “Mexican-owned” to the extent that the client considers it as such,
even though the supplier may well be foreign-owned without the Chinese
company realizing this.
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Diagram 1: Companies’ average response concerning the sourcing of
raw materials and the destination of manufactured products
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Diagram 1: Companies’ average response concerning the sourcing of raw materials
and the destination of manufactured products
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However, caution should be exercised when interpreting this data
because results reflect the average answers provided by each
respondent, with relevant differences between one respondent and
another. Furthermore, the provided data is based on the opinions of
those surveyed and may not exactly reflect their actual composition
of imports or exports.
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The Complexity and Issues of
Operating in Mexico

As regards conducting business, companies from Mainland China
still perceive Mexico as being a very challenging country. A total of
75% of respondents consider that it is difficult or very difficult to do
business in Mexico.

In this regard, the two most relevant issues involve local suppliers
and labor. In the first case, 78.6% of respondents believe that

local suppliers represent a (whether big or small) problem or
disadvantage for their local operation, while 65.7% have a similar
perspective with respect to labor issues. We should mention that
most respondents consider that these issues constitute significant
problems, as follows:
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Graph 6: Companies’ main issues (percentage of responses)
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N.B.: Business attitudes in general refers to: Sense of SBSE: Z2E, HEE, NEERBYE, SEEER
Urgency, Timing, Solution-focused Mindset, Sharing of SKhER AT SIENFNIEE

information & Openness to work with Greater China

Companies BANTELEHEFAS2EREX—EE, B
While the trend indicated below has been observed on a national FREX ZEIKIEERENEE,

basis, there are nonetheless significant differences between the
various regions of Mexico.

Graph 7: Companies’ perceptions of issues that are a problem for the
operation (percentage of respondents per region)
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Local Costs

HIERAEE

The Cost of Manufacturing Inputs

As discussed in our previous survey, most respondents mentioned
that the cost of manufacturing inputs is significantly higher in Mexico
than in Mainland China.

Graph 8: Percentage of respondents that believe Mexico
is more expensive than China
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Furthermore, the companies which believe that Mexico is more
expensive than China, generally consider that construction costs and
local supplies are 61% and 49%, respectively, more expensive than in
China.

Graph 9: Cost perception (average) China vs. Mexico
(China=100)
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As was to be expected, the rapid increase linked to the nearshoring TEANFRERRYBRAE, IAFIMEEBRIRIRIBR, S0 T A
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significant change in respondents’ perception of costs. The most
significant changes involve construction and real estate.
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Graph 10: Percentage of respondents that believe Mexico
is more expensive than China
(1st vs. 2nd Survey)
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Labor Overview

Labor still represents one of the most complex issues faced by
companies from Greater China. Labor costs are just one facet of
how complex these new entities consider the labor environment

in Mexico to be. More than 50% of respondents believe that

labor issues, including language barriers, skills, management and
regulations, etc., represent a problem (whether big or small) for their
operations.
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Graph 11: Companies main labor issues (percentage of respondents)
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Language barriers would be expected to be a common concern for
most multinational companies operating in Mexico, as the average
factory operator does not speak any language other than Spanish.
However, the management style of other Multinationals allows for
the extensive use of local employees with good English-speaking
skills in management positions. This is a relevant difference as
regards Mainland China (and other Asian) companies, in which
middle to senior management officers tend to be Chinese (English
language skills also pose a challenge for management level
personnel), thus resulting in more acute communications issues.
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Graph 12: Labor turnover in the past 6 months
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As labor market demand increases, personnel hiring, and retention
conditions might be expected to worsen over time. Surprisingly,
results indicate an opposite trend, as a higher number of
respondents consider that these conditions have actually improved
(26.9%), rather than worsening (14.9%). Nonetheless, the majority of
respondents believe that these conditions have remained essentially
unchanged.

The learning curve of HR areas in these new factories might

offer a potential explanation for this situation. Given that the HR
departments of Chinese companies initially lack sufficient skills to
enable them to effectively deal with the local labor market, small skill
enhancements create the perception that conditions are improving,
even though the market is becoming more competitive due an
increased labor demand.
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Graph 13:Overall hiring and retention conditions compared with
those of the preceding 6 months
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As discussed above, salary costs are the least of these companies'
concerns, while labor cost increases are still a key concern for
manufacturing companies. According to respondents, the average
salary increase over the last 12 months was 13.1%.

SEFHISWRAE (2024&—8-ZA)

WNBISCFTIA, FAp AR ERRIDE, B
PR ARIEIMKIBRFNE R AI— KRR, RIEZ
BEAAIEE, AT ERPBAEITHIBK T 13.1%.

Graph14: Average salary increase in the past 12 months
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Conclusions

Between our first and second surveys, there are minor differences
in the results. Overall, the local environment continues to present
significant challenges for the new Greater China companies entering
the Mexican market.

Over time, it is expected that these companies will enhance their
operational conditions (such as supply chain, labor and location) as
they become more mature and gain greater knowledge of the local
market.

These improvements will help mitigate the challenges arising from
the uncertainties of the global economic and political landscape.

In conclusion, while initial hurdles are to be anticipated, the evolving

adaptability of these companies will be a crucial factor in their long-
term success in the Mexican market.
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