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Mexico benefits from nearshoring but doesn’t take advantage of
practice
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Strategic Considerations: US companies and individuals invested more in Mexico than in China in
2021, both to buy companies and support new projects. Mexican exports to the US jumped 20% in
2022. Nearshoring fueled both trends. But the government’s economic and energy policies
discourage investors that need cheap, clean energy and regulatory transparency, preventing
additional investment. Investor sentiment has been dampened by a number of factors: Mexico’s
favoritism towards state-owned CFE and Pemex; the president’s attacks on companies he disagrees
with; administration threats to ban GM corn without a transparent regulatory process; and ex-post
"public consultations” that have forced firms to cancel investments they've already begun to roll out.
Companies that don’t yet have a presence in Mexico are discouraged from coming in, although firms
that already operate here are expanding.

Mexico needs to invest in upgrading electricity and transportation infrastructure

The current dispatch order in the electric system greatly discourages electric-vehicle makers

Mexico has benefited from nearshoring but hasn’t taken advantage of the process, enacting public
policies that discourage investors that need cheap renewable energy and regulatory transparency,
said two former diplomats now working as consultants.

Companies or investors that want to build long-term are concerned about the changes in energy
policy, including defunding regulators and special treatment for two state-owned companies: oil
giant Pemex and electricity utility CFE.

Earl Anthony Wayne, former US ambassador to Mexico, said the country is receiving more investment
due to nearshoring. However, it could be getting even more if it weren’t for this administration’s
attacks on energy regulators, and its preferential treatment of state-owned energy producers at the
expense of private-sector producers from Mexico and abroad, Wayne said. 

The government's stance has generated uncertainty and concerns among investors who worry about
fair treatment, transparent regulation, energy supply and the future availability of "green" energy.
Measures taken by President Andres Manuel Lopez Obrador's (AMLO) government have even led
trade partners the US and Canada to request consultations over energy policy.

Companies already operating in Mexico — from the automotive, aeronautical, and medical devices
sector, for example— are expanding operations because they have the infrastructure and know how
to work in the country, Wayne added. Companies from sectors where proximity to the US is a key
factor are also looking to invest in Mexico, he added, pointing out that companies that can operate
from an industrial park are also good candidates to set up in Mexico.

However, companies or sectors that have commitments and pressure to follow ESG practices and use
more renewable energy or operate in regimes of regulatory transparency have doubts, said Wayne
and Antonio Ortiz-Mena, partner at Dentons Global Advisors and former head of economic affairs at
the Mexican Embassy in Washington. The defunding of regulatory agencies, in energy and other
areas, has caused bottlenecks that affect companies, Ortiz-Mena added.

Some are also worried about how well Mexico's state-owned energy companies will be able to provide
access to cheap and plentiful energy, said Wayne, also a public policy fellow at the Woodrow Wilson
International Center for Scholars and co-chair of the Mexico Institute’s advisory board. The Mexican
government's calls to ban GM corn without any science-based or transparent regulatory process have
deepened worries. Such doubts will continue, Wayne said, until the government takes steps to rebuild
confidence among potential investors.

Companies are facing pressure from creditors and shareholders to reduce their carbon footprint, said
Ortiz-Mena, “A company building electric vehicles or components for EVs needs renewable or clean
energy sources, such as natural gas.” These manufacturers can’t work with the current dispatch order
under Mexican regulations — which favors CFE plants instead of prioritizing the cheapest energy
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sources, which are usually renewables — or the amount of clean energy that is available in Mexico
right now, he added.

Mexico has benefited from nearshoring, but it hasn’t taken full advantage of the practice, said Ortiz-
Mena. While the USMCA has helped boost investment, the treaty’s protections aren’t enough to
completely offset the uncertainty generated by AMLO's attacks against companies he disagrees with,
said Ortiz-Mena. Ad hoc “public consultations” that forced companies to cancel half-built projects —
such as the Mexico City Airport and Constellation Brands' USD 1.4bn brewery in Baja California —
have also left lasting damage to Mexico's image as an investment-worthy nation, he added.

Nevertheless, in 2021 the US invested more in Mexico than in China to acquire companies and invest
in new projects, per a McKinsey Global Institute study. An Interamerican Development Bank (IDB)
study from mid-2022 said Latin America and the Caribbean could increase exports by USD 78bn per
year in the medium-term thanks to nearshoring. Mexico, for its part, could increase annual goods
exports by USD 35.3bn, per IDB. The government is working with IDB Invest and IDB Lab to take
advantage of these opportunities. In January-October 2022, exports to the US jumped 20% YoY to USD
382bn, thanks in no small part to nearshoring, per US data.

Some non-Mexican companies that need to invest USD 500m, USD 1bn or more to build facilities with
long-term amortization periods could well be looking to the US or other locations that would
offer federal and state tax incentives and transparent, reliable regulatory systems, said Wayne. “It’s a
calculation that has to be made on an individual company basis,” he added. The same applies for
sectors that require a highly skilled or specialized workforce. Previous state and federal
administrations in Mexico helped develop programs to train engineers for the automotive sector or
basic aerospace, but that was over a decade ago, and at present, it is not clear that the country is
investing to train the workforce needed for future-oriented industries, said Wayne. 

In addition, to help attract more substantial new investment, Mexico should be launching
infrastructure improvement programs, whether to improve electricity or ICT systems,
modernize roadways and rail systems or improve infrastructure at the borders, said Wayne.

Around 40% of the value of Mexican exports to the US stems from parts and components made at US
plants and then assembled south of the border, according to a 2010 study from the National Bureau
of Economic Research. Because of frequent back and forth internationally of goods, upgrading
infrastructure to allow for additional flows up to the US border, across the border, and then back into
Mexico is also crucial for many investors, said Wayne.

Ortiz-Mena added Mexico also needs to invest in electricity distribution. The Sonora Plan is great but
doesn’t include distribution, he continued. The plan is based around a USD 48bn clean energy
investment program that includes a solar park in the state of Sonora and seeks to develop battery
production and lithium extraction, as reported. State-owned CFE will oversee the project, and the US
might help finance it.

By Xochitl Herrera, Mexico City
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