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Mexico Outlook Q&A

Latin Business Chronicle asks leading business people and experts about Mexico's business outlook.

BY CHRONICLE STAFF

How do you view the business outlook in Mexico's the rest of the year? What is the outlook
next year? What are the greatest challenges of doing business in Mexico?

Latin Business Chronicle asked seven leading experts. Our panel includes:

David Berger, president for Latin America, NAI Global, USA

Rodolpho Cardenuto, president for Latin America for SAP, Germany

Armando Jacomino, president for Latin America for Burger King, USA

James Meyer, Partner, Harper Meyer, USA

Alexander Schmidbauer, Mexico Analyst, Lateinamerika Verein (LAV), Germany
Brian Smith, Mexico president for Coca-Cola, USA

Carlos Velazquez de Ledn, Partner, Basham, Ringe y Correa, Mexico

Latin Business Chronicle: How do you view the business outlook in Mexico the rest of the
year?

Jacomino: It will continue to be very difficult due to Mexico's dependency of the U.S.
economy, the division that exists within the government on agreeing on efficient fiscal
regulations and increasing unemployment which is impacting consumer confidence.

Cardenuto: This was not an easy year, but business outlock is promising. SMEs are a major
potential growth segment for software vendors despite the economic downturn. Also, there is a
growing demand on our SAP BusinessObjects solutions.

Smith: The third quarter results of the year in Mexico presented a progressive performance of
9 percent growth, supported in our extensive beverage portfolio that includes more than 60
brands and 200 products. In challenging times, such as this, our business plan has its major
axis on solid and comprehensive strategies focused on benefit and support [of] the Mexican
family's economy. The consistent investment, the great work of our bottlers and
understanding of the local factors influencing consumers’ behavior, has been a task which has
compensated the complex macroeconomic environment we are facing. This focus has
resulted in an operating environment that is robust, innovative and productive and we expect to
continue this path.

Berger: The real estate business outlook for Mexico is not going to change much for the rest
of the year. There is too little time left for any significant business improvement and the
economy in the USA (Mexico’s most important trade partner) has not improved much at all, so

that will not help to cause any significant 4t quarter “economic push”. Given that much
business in real estate closes just prior to year-end, there will be a few transactions to herald

later in the 47" quarter, but certainly not as many as in recent previous years.

Meyer: It does seem like there has been a decline in new business from Mexico in recent
months, although it is difficult to quantify or predict when it will rebound. We are receiving
frequent inquiries about the widely spread rumor that "Miami is on sale." But we also are




hearing about some of the negative fall out from the large scale Miami real estate development
investments by Mexican interests that have not fared so well in the past two years.

Veldzquez: Of course the economy is bad [and] too weak. We don't see great potential for
change between here and the end of 2009. We practically already have finished the year.
...The economic situation... depends heavily on the economy of North America [but] we're
further behind the U.S. economic recovery. Everything is as it was a few months ago

The Christmas season certainly [boosts sales] but it won’t be that much.

Schmidbauer: This year will be one of the most challenging in Mexican history — particularly in
economic terms. AS GDP forecasts for 2009 have been downgraded continuously in the
course fo the year — currently the economy is expected to contract by around 7 percent in
2009, according to the Central Bank and independent economists — it seems that the crisis is
hitting rock bottom in the third quarter. As the U.S. economy shows clear signs of a slow
recovery...the Mexican economy is gaining momentum as well, with the usual time-lag in
between. The Mexican Finance Executives Institute (IMEF) registered the fourth consecutive
rise in the business climate index in September reaching 51.6 points (+0.5).

NEXT YEAR

How do you view the outlook for next year for business in general?

Smith: We expect that next year macroeconomic recovery could facilitate more favorable
conditions to business. We count up on a comprehensive business plan that considers
economic variables and market trends to ensure growth, including strategically segmented
initiatives to develop opportunities in all beverages categories we participate. Next year we will
invest in Mexico around $1 billion in infrastructure projects, marketing and sustainable
community development, as well as for the employment protection, the support to Mexican
families’ economy and the government’s crisis plan. Recently, as a proof of our unrestricted
and consistent commitment with the country, the CEQ of The Coca-Cola Company, Muhtar
Kent, announced a $5 billion investment in Mexico during the next five years.

Jacomino: Due to the low level of consumer confidence in Mexico, the outlook for the
economy will continue to remain stagnant until at least the third quarter of the year when we
will begin to see some recovery due to projected improvements in exports, oil prices and
economic improvements in some other Latin America countries.

Cardenuto: Mexico has plenty of potential for progress across a range of information and
communication technology indicators, including under-developed e-services. Government
initiatives should help to fill some of the gap left by declining investment and consumption. IT
adoption should continue to spread from larger companies to their smaller partners and
customers.

Berger: Business should improve as the U.S. economy recovers. We expect it to slower in the
15t quarter than slowly increasing with each quarter. | have read [forecasts] where Mexico's
economy is to grow 3.5 percent in 2010; at this time | find that hard to believe. Mexico's
fundamentals are still very strong and the medium to long-term prognosis is very good, but
there is a steep hill to climb and | perceive that not enough sectors of the economy will
experience sufficient enough growth to power the Mexican economy to 3.5 percent. If | had to
use my non-economist's crystal ball, | expect total growth not to exceed 2.5 percent - starting
off slowly in the 15t guarter and then accelerating incrementally as the year progresses. We
are already starting to receive more inquiries from our clients both corporate and hotel/resort
investment related regarding their pending requirements in Mexico.

Meyer: Unlike the United States, Mexico has suffered worse financial crises in recent decades.
They have learned how to react and they know how to use downturns to their advantage.




Veldzquez: The prospect of business next year will be similar to this year, but with some
[signs] of recovery. There have been some attempts to [boost] economic recovery. Some
brave and important actions such as closing Luz y Fuerza [Light and Power, the Mexico City
power company liquidated by the federal government] which will result in the government
having a larger income than in previous years, so that state finances [improve]. The aim is
[now] a tax reform. If they pass, there is likely to be economic improvement. FDI has fallen a
lot in 2009 -- we hope that something comes in 2010. | am not optimistic. ... Mexican business
[has had] difficulty in obtaining credit.... We believe in a reactivation in the second or third part
of 2010.

Schmidbauer: We expect a modest recovery of Mexico's economy for next year. GDP growth
should be around 3 percent in 2010. But uncertainties still remain as domestic and crucial
foreign demand — predominantly from the United States — are not likely to reach the growth
rates observed in the past few years. Rising unemployment, falling consumer confidence,
steadily declining oil outputs and the government's recently announced austerity measures
such as tax rises and public spending cuts could choke off the economic recovery. On the
other hand there have been some encouraging developments as well. The government [has]
decided to to reform inefficient public companies like ...was the case with the state-owned
electricity company Luz y Fuerza del Centro (LyF). Pemex, the also state-owned oil company,
is gaining stronger independence and strongly needed financial resources. Monopolies like the
telecommunication sector are further challenged, prices finally are declining. The financial
industry is in good shape, in strong contrast to other crises in the past.

CHALLENGES
What are the main challenges facing business in Mexico right now?

Smith: The challenging economic environment we are facing [forces] us to innovate. We
know that our business vision, based on the long term and permanent commitment to invest,
will allow us to face on and get through these trying times. We firmly believe the path to
economic revitalization in this environment is one that: promotes investment; maintains
macroeconomic balance; decreases unnecessary bureaucracy and creates an environment
where taxes do not inhibit investment. This is not a new philosophy for us. For more than a
century it has been always present in Coca-Cola’s business development. Particularly in
Mexico, for the past 83 years, The Coca-Cola Company and our bottlers have consistently
invested in times of both prosperity and challenges and we expect this to be the difference
among us and the dynamic industry in which we participate.

Jacomino: Additional consumer taxes and capital gains taxes on businesses that are being
proposed, combined with diminished remittances and lower exports

Cardenuto: Mexico has a free market economy in the trillion dollar class. The main economic
challenges are the need to upgrade infrastructure and modernize labor laws. However, the
outlook is promising; Mexico is recovering from drawbacks like the swine flu and the global
crisis.

Berger: The main challenge to the Mexico economy clearly is the current recession, and more
specifically the U.S. recession. As mentioned already, the Mexican economy is highly
dependent upon the U.S. economy's fortunes. Three of Mexico's strongest economic sectors
are remittances, tourism and foreign investment in real estate — all three are highly dependent
upeon the United States. Remittances are down because fewer Mexican nationals working in
the United States are earning enough moeney to send it to their relatives in Mexico. Tourism
and real estate investment are down because many Americans do not have the capital or are
not willing to spend it right now on foreign travel and 2" homes in Mexico. And, by the way,

the tourism industry (when flourishing) also causes growth in the real estate industry as
developers local and foreign buy land and develop projects. So the sharp drop in tourism




negatively affects hotel and resort real estate development.

Meyer: | would imagine that the greatest challenge for Mexico right now is precisely what has
lifted their economy to new heights in recent years: That is, their ever increasing economic ties
with the United States. While the rest of Latin America is declaring an early departure from the
recession, Mexico may be dragged down by the slowness of the recovery in the United States.
Also, the historically high unemployment figures in the United States have had a tremendous
negative impact on remittances from migrants in the United States, which are in the aggregate
significant to the overall economy. Finally, and perhaps, most importantly, Mexico's resources
and attention next year will certainly continue to be diverted by its war with the drug traffickers.
The consequences and collateral impact of this war should not be underestimated

Veldzquez: Indeed there is the idea that the fiscal reform comes with a tax on consumption
and certain VAT tax and income tax. There is nothing written yet. Mexican businessmen are
upset, there is strong opposition in the sense that this reform will potentially do more harm than
good

[But] the issue has also been politicized. Opposition parties ... PRI and PRD, are politicizing
the issue. To them anything the government does is wrong. Of course, labor reform should be
implemented. The laws are definitely old and protectionist. [Alsc] energy. .. Virtually everything
is in the hands of the federal government. ...Security is also a problem and greatly impacts
business [and] foreign investors.

Schmidbauer: The main challenges for German businesses in Mexico in the current situation
are basically the same as for everyone else:

® The slow pace of recovery, the week domestic and U.S. demand and the uncertain
outlook for next year's developments.

® The government's announced tax raises, public spending cuts and the slow execution
of the public infrastructure projects.
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