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1. Summary

Sectors and Regions in Mexico face an environment of 
global uncertainty  
Since the end of July, a series of events and news have been observed that have generated lower 
growth expectations in the world.  For example, revised data regarding the evolution of GDP in the 
U.S. were disclosed;  discussions to raise the “debt ceiling” in the U.S.; the downgrading of U.S. debt by 
Standard & Poor’s, from “AAA” to “AA”; the delay in the restructuring of the Grecian debt; and data on 
GDP growth in the U.S. and Europe for the second quarter that show significant moderation, especially 
in countries like Germany and France.

At the beginning of the year, the outlook for Mexico’s economic growth in 2011 was of robust expansion. 
However, throughout the year, the forecasts for the U.S. have been adjusted downward, BBVA Research’s 
base scenario indicates 1.6% growth in the U.S. for 2011 and 2.3% for 2012. This explains the lower growth  
expectations for the Mexican economy, with GDP growth of 3.8% in 2011 and of 3.3% for 2012, but not  
recession.    

Given the high correlation between the Mexican economy and that of the U.S., the external impact 
seems modest. Nevertheless, and without ignoring or underestimating the difficulties of the international 
environment, we must also remember the characteristics and strengths of the Mexican economy: a) the 
country is only slightly exposed to productive activity in Europe; b) Mexico is able to maintain its share 
of Mexican exports to the U.S.; c) macro stability was put to the test in the recent recession and was able 
to emerge unscathed; d) without problems of inflation; and e) conditions are maintained for the flow of 
credit supply.    

In this context, this issue of Mexico Regional Sectorial Outlook analyzes the evolution of activity by 
branch of activity and by state in the first half of the year, and the possible implications of the change 
in trends during the next few months. Also included as topics for analysis is an article on sectorial 
competitiveness based on an approach on production costs and on another which reviews in depth the 
activity of metallurgical mining in Mexico and its perspectives.

In the first half of the year, the main components of GDP showed sustained expansion. Industrial 
growth was increasingly supported by internal demand. Also, in the first half of the year, foreign 
demand continued to be important, reflecting the 5.2% growth of manufacturing, mainly in the 
export sectors. The expansion of the manufacturing sector and of services has allowed surpassing 
the levels prior to the crisis, but construction is still lagging compared to the prior maximum levels. 

During the first quarter of the year, according to information available at the date of this publication, 
most of the states showed positive growth and, although the disparity between the growth rates has 
been reduced, it continues to be relatively broad.  The profile of the dominant recovery has been 
driven mainly by manufacturing through greater dynamism of exports; nevertheless, temporary 
situations have also had an impact, such as for example, climate conditions. Therefore, the strongest 
impacts and the fastest recoveries are associated with those states with  export manufacturing activity 
and those regions less exposed to the external economic cycle have suffered a lower impact, such as 
the central and southern regions. 
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The manufacturing and tourism sectors are those most linked to the U.S. economic cycle through 
the performance of exports and the inflow of international visitors, respectively. In this environment, 
the most vulnerable exports are those related with durable consumer goods. In those sectors, 
exports will grow less or will probably remain stagnant, but are not expected to post negative growth. 
A positive sign is that the domestic market shows a certain strength, which could partially mitigate a 
lower export growth rate derived from lower demand in the U.S. Regionally, the industrialized states 
in the country will continue to be the most dynamic in 2012.

In the section on special topics, an analysis on competitiveness is presented from the standpoint 
of costs and a study of the metallurgical mining industry. The first of these, cost competitiveness, 
reinforces and complements the results presented in the Mexico Regional and Sectorial Outlook
issue of January 2011 where the competitiveness of the Mexican sectors was reviewed with an 
emphasis on share increases and the Indices of Revealed Competitve Advantages (IVCR for its 
Spanish initials). In turn, the article on mining activity is of particular importance in the current 
context of high prices, which has generated an additional boost to this activity and offers interesting 
opportunities for growth in the medium term.
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2. Current situation

Since the end of July, we have noted a number of different developments and news that have 
led to lower growth expectations in the world. Such developments have had a greater impact in 
Europe and to a lesser extent in the United States. Revised data were released with regard to U.S. 
GDP growth, which showed a deeper recession and a slower recovery than previous figures had 
indicated.1 The discussions to boost the “debt ceiling” in the United States have underscored the 
difficulties in reaching an agreement on the medium-term reduction in the budget deficit and with 
it, a reduction in the financial markets’ uncertainty in relation to a fiscal consolidation in that country. 
Other developments include Standard & Poor’s downgrading of U.S. debt from “AAA” to “AA”; the delay 
in the Greek debt restructuring, which has generated a ‘contagion effect’ in the peripheral countries 
of Europe; and second quarter U.S. and European GDP growth data, which showed a significant 
slowdown, especially in countries such as Germany and France.2

At the beginning of the year, the growth outlook for the Mexican economy in 2011 was for robust 
expansion (4.8%) considering that the U.S. economy would post GDP growth (3%). Throughout the 
year, the U.S. forecasts have been adjusted downward, and now the BBVA Research base scenario 
indicates expected U.S. growth of 1.6% at the close of 2011 and 2.3% for 2012. The reduced growth of 
the U.S. economy largely explains the expectation of a new phase of lower growth in the Mexican 
economy. It should be noted that the Mexican GDP growth rate is relatively higher than that of the 
U.S. (see chart 5), which shows that Mexico has more rapidly surpassed the levels prior to the 2008 
crisis than the United States. (see Graph 6).

Graph 5 Graph 6
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1 For example, in 2009 the U.S. economy showed a contraction of 3.5% with the revised data, vs. -2.6% based on previous data, indicating a severe 
recession. 
2 In the second quarter, the major European economies posted 0.1% growth in the case of Germany and 0.9% for France compared to the first 
three months of the year.

2a. Toward moderate growth, lower external sales, 
which will not be totally offset by the dynamism of the 
domestic market
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However, despite the rapid recovery of GDP, not all demand components showed a similar 
evolution (see Graph 7). While the strength of exports of goods and services allowed the equivalent 
of pre-crisis levels to be reached in 1Q2010, private consumption lagged three quarters behind, 
and managed to recover in the 4Q2010. Private investment in 1Q2011 was still 6.8% below pre-crisis 
levels (see Graph 8).

Graph 7
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For Mexico, the BBVA Research base scenario indicates that in 2011 the GDP forecast would decline 
from 4.1% to 3.8% and in 2012 from an initial 3.8% to 3.3%, with a gradual trend toward potential 
growth, but not recession While this downward revision might appear to be modest, given the 
Mexican economy’s high correlation with its U.S. counterpart, it also means the following:

a) The country has little exposure to European productive activity due to the reduced trade 
volume between Mexico and Europe; and financial investment, while relatively higher, can be 
offset by investment from other countries; b) Mexico can maintain its market share of exports 
to the United States, in which it is virtually tied with Canada and in second place after China. 
Maintaining market share can be attributed to two factors; the real depreciation of the peso and 
the genuine gains in competitiveness in some manufacturing sectors (for example, the automotive 
industry, some branches of electronics, appliances, food, etc., See the article on Mexico’s cost 
competitiveness in this issue of Mexico Regional Sectoral Outlook), c) macro stability has been 
put to the test in the recent recession and has emerged unscathed due to authorities’ fiscal and 
monetary commitment. It is considered a sufficiently established value and now more than ever 
it is important to maintain it, due to the uncertainty in some European countries in relation to the 
problems of refinancing the sovereign debt; d) No inflationary problems. Small changes on the 
downside, which is not a concern due to the weakness in demand, the broad maneuvering room 
in the labor market, and companies’ productive capacity, and e) conditions are maintained for the 
flow of credit, albeit with a more careful origination. 

In the first half of the year, the main components of GDP posted a sustained expansion (see Graph 
9). Industrial growth was supported by the 4.3% increase in construction output, higher than the 
growth of the economy as a whole. In addition, in the 1H2011 a very important 5.2% increase in 
manufacturing was posted, and in fact, both sectors contribute 80% of industrial output (see Graph 
10). Mining output posted a decline of 2.7% due to lower oil production volume. The expansion of 
manufacturing and services has allowed pre-crisis levels to be exceeded (see Graph 11). Construction, 
however, is still lagging behind its peak levels. 
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Graph 9

Graph 10
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More specifically, in 2Q2011, primary activity output declined 3.7%, which can be attributed to poor 
weather conditions. However, the rest of the economy continued its expansion, with 4.0% and 4.1% 
growth in industry and services, respectively.

In 2Q2011 the growth of U.S. imports of manufactured goods slowed (see Graph 12), from an annual 
19.7% in the 1Q2011 to 14.8% in the 2Q2011. Similarly, the growth in imports from Mexico declined from 
15.7% in the 1Q2011 to 12.6% in the 2Q2011, with growth particularly low in June (9.8%). It should be noted 
that U.S. imports were also affected in April by the temporary interruption of the Japanese electronics 
and auto parts supply chain as a result of the tsunami that occurred in late March of this year.

The lower strength of demand in the United States for Mexican goods during 2Q2011 is relatively 
visible in durable consumer goods such as refrigerators, computers, and telephones, but none of 
the most important products is close to registering red numbers. In activities such as automotive 
industry, growth is sustained, and the industry accounts for 26.3% of exports of manufactured goods 
to the United States; the same occurs with medical equipment.
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The lower strength of U.S. demand for foreign goods is still not clearly reflected in the growth of 
Mexican manufacturing output, which rose 5.7% in 2Q2011, not very different from the 6.1% increase 
posted in 1Q2011 (see Graph 13). Moreover, the manufacturing production index increased 6.2% in 
July 2011. Among the different sectors, the expansion was generalized, except for the fiber-textile-
apparel chain, which is fragile and volatile compared to its competitors, and oil derivatives due to 
the sector’s traditional structural deficiencies. Among activities, of particular importance for their 
above average growth in 1H2011 were transportation equipment (automobile industry), machinery 
and equipment, basic metals, and plastics, among others (see Graph 14). Sectors registering lower 
than average growth include food and beverages, electrical products (refrigerators and stoves), and 
others. Another feature of the growth in manufacturing is a smaller differential between sectors.

Graph 13 Graph 14
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Within manufacturing, the rate of recovery has also occurred at different rhythms. Activities related 
to external demand and to a lesser extent to domestic demand, such as the automotive industry, 
machinery and equipment, beverages and tobacco, metal products, and other manufactured goods, 
among others (13 of 21 activities), exceed or equal their pre-crisis levels (see Graph 15), equivalent to 
69% of manufacturing output. Those lagging behind or that are about to overcome the recessionary 
phase (8 of 21 activities) account for 29% of manufacturing output. The latter have less of an export 
orientation, except for electronics and basic metals (see chart 16).
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In the 1H2011 the growth of the economy was supported not only by the increase in foreign demand, 
but increasingly by domestic demand as well. This parallel growth has allowed the consumption of 
durable goods (domestic motor vehicle sales grew an annual 11.8% in the 1H2011) and services to 
post a sustained positive trend. One of the most important determining factors in this has been the 
positive evolution of formal employment, which has been accompanied by modest improvements 
in real wages. An important role has also been played by the stability in macroeconomic variables, 
especially interest rates and prices. While these factors have allowed for a partial reversal of the 
weaknesses associated with the crisis (see Graph 17), there are still factors that limit a stronger growth 
in domestic demand such as high unemployment rates (5.2% in the 1H2011 vs. 3.8% in 2007-2008) 
and the creation of new jobs being concentrated, as in other recovery cycles, in low-paid segments. 
What may also have influenced this panorama is the still weak recovery in consumer confidence, 
especially for acquiring durable consumer goods (see Graph 18). 
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The greater strength of domestic demand has allowed the services output to grow an annual 4% 
during the 1H2011 (see Graph 19), following annual increases of 3.9% in the 1Q2011 and 4.0% in the 
2Q2011. Within the services sector, all of its activities posted growth, except government activities, 
which declined 2.1%. Retail trade not only led the expansion (8.4% in the 1H2011) but it was also the 
activity that most contributed to growth in services (2 pp of growth or 50%). Also contributing to 
the growth, albeit to a lesser extent, were the mass media (10.1%), transportation (9.7%), and real 
estate and rentals (9.6%). In general, a more balanced growth between activities can be observed 
(see Graph 20).
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Even though it is too early to determine how big an impact the external environment could have 
on Mexico, it is clear that the manufacturing sector--the most tied to the U.S. cycle--will be the most 
exposed through the performance of its exports. In this environment, the most vulnerable exports 
will be those related to durable consumer goods such as transportation equipment in motor vehicles 
(light and heavy) and auto parts, in the electrical equipment sector with refrigerators and freezers; 
electronic equipment with TVs, computers, telephones, including cell phones, among others. Exports 
in these sectors will grow less or possibly stagnate, but we do not expect them to enter negative 
ground. The other vulnerable sector is tourism, given that the global financial turmoil has led to 
cutbacks in tourist travel because consumers are more cautious about their spending. In the case of 
Mexico, it is foreign tourism from the United States that generates the most spending.

One positive sign is that the domestic market is showing some strength, which could cushion 
the effects of a lower rate of export growth, resulting from lower U.S. demand. However, domestic 
demand has yet to show enough strength to fully offset the adverse global environment. In these 
circumstances, services and retail activities could begin to slowly lose momentum over the coming 
months, more consistent with the average growth of the economy.
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Chart 1
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Chart 2
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2b. State economies with less uneven growth

In this section of Mexico Regional Sectorial Outlook we review the characteristics of the strength 
of state economies from the beginning of the recovery in the second half of 2009 to their evolution 
in the early months of this year, as a reference point along with the assessment of the economic 
environment in order to identify the major trends for the close of this year and, in general terms, for 
2012. In this context, it must be recognized that the international environment has changed in recent 
months toward more moderate growth expectations and the likelihood of a double relapse of the U.S. 
economy has again been posed, which represents a risk scenario. However, the BBVA Research base 
scenario points to growth, albeit more moderate, in the future, which presupposes a gradual easing 
of elements of uncertainty in the global environment, which affect Mexico, particularly with regard to 
the performance of the U.S. economy.

Graph 21
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1 Regions according to their orientation and level of development: High level of development: Mexico City, Tourism: Southern Baja California and 
Quintana Roo, Industrial: Aguascalientes, Northern Baja California, Coahuila, Chihuahua, Jalisco, State of Mexico, Nuevo León, Queretaro, Sonora, 
Tamaulipas, Medium level development: Campeche, Colima, Durango, Guanajuato, Hidalgo, Michoacán, Morelos, Nayarit, Puebla, San Luis Potosí, 
Sinaloa, Tabasco, Tlaxcala, Veracruz, Yucatan, Zacatecas, Highly impoverished: Chiapas, Guerrero, and Oaxaca. For a detailed description of these 
categories, see Regional Sectorial Outlook, November 2007.
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During the first quarter, the Mexican economy grew a real annual 4.6%, favoring  productive 
activity in the states. During this period, most of the state economies posted growth, but even 
though the disparity in growth rates has decreased, it remains relatively large. The dominant 
pattern of recovery has been mainly driven by manufacturing through greater strength in exports. 
However, temporary developments have had an impact, for example, freezing temperatures at 
the beginning of the year were particularly important in some states or on a geographic level the 
reconfiguration of oil extraction.

After the deep recession that the Mexican economy faced during 2009, with a 10% annual fall in 
May and a 6.1% yearly average decline, since the second quarter of this year, a gradual recovery has 
emerged. States that in 2009 experienced a major contraction in their economic growth were those 
dependent on industrial and tourist activities. Those regions less exposed to the external economic 
cycle were less affected, such as the states in central and southern Mexico.
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The recovery from the 2009 crisis has been very uneven among the states. According to the 
information available on a state level, in the first quarter of this year, 15 states have already exceeded 
their pre-2008 levels, nine states are at similar levels, and in only eight states (25% of all states or one 
in four) has economic activity yet to recover the levels of the same period in 2008. The disparities in 
the level of recovery are considerable; while the economies of the best positioned states are 10% or 
more above their 2008 levels, those lagging behind the most are 15% below their 2008 levels. In the 
first situation is Tabasco and in the second Campeche and Tamaulipas; in a second group are Chiapas, 
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Guanajuato, and Zacatecas with about +10% and Sinaloa, Northern Baja California, Chihuahua and 
Quintana Roo with minus five points. The main differences in this evolution appear to be positively 
associated with the presence of oil, the performance of the export sector, and very importantly, with the 
activity of the automotive industry. The main negative factor is the presence of high levels of violence. 

By type of activity, it is in secondary sector activity that the highest number of states have not yet 
recovered their 2008 levels, 14 in total, very similar to the figure for the primary sector (13 states). 
Meanwhile, in services only four states lag behind, Northern Baja California, Tamaulipas, Chihuahua, 
and Guerrero. In terms of disparities, the greatest difference between the states occurs in the 
primary sector (-28.5% to +66.8%), followed closely by the secondary sector (-35.8% to 43.1%), which 
contrast with the relative homogeneity of the tertiary sector, whose numbers fluctuate between 2.9% 
and +8.9%. The differences in the secondary sector appear to be associated with manufacturing 
specialization and export activity, but reflect the country’s selective recovery. 

According to the Quarterly Indicator of State Economic Activity State (ITAEE, for it´s Spanish 
initials) in the first quarter of 2011, the most dynamic state economies, with annual growth rates 
of around 8%, were those of Puebla, Colima, Queretaro, Coahuila and Nuevo Leon. While their 
industrial export profile is a key factor, with a strong presence of the automobile industry, in a strict 
sense they are not homogeneous. This is particularly the case with Colima, where it can be said 
that it is the state furthest from the general profile of the group; it is the least industrialized state; 
in relative terms particular importance can be assigned to energy and construction and especially 
the tertiary sector. Therefore, in addition to the general factors, there are also specific elements 
that drive growth. Among all the states, in Colima the tertiary sector was the strongest and the 
secondary sector the third most dynamic.

Graph 26 Graph 27
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The states with lower dynamic economic growth in the same period were Sinaloa, Campeche and 
Tamaulipas, all of which saw their production levels decrease, with declines of -4.7%, -2.3%, and -0.4%, 
respectively. In particular, Sinaloa registered the largest contraction in the agricultural sector (-36.9%) 
as a result of adverse weather conditions. The decline is important due both to its size as well as 
because in Sinaloa’s economy, agriculture has the highest relative percentage share among all the 
states and it is one of the country’s main producers. The freezing temperatures in February 2001 also 
affected other states, but the most damage to agricultural production was in Sinaloa.
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In terms of contribution to overall growth, the most important states were the Federal District, Nuevo 
Leon, State of Mexico, and Jalisco, accounting for almost half of the country’s total growth. Each 
state’s contribution is measured by the size of its economy and its dynamism.

For the economy as a whole, ostensibly at least, growth is balanced among large sections. For 
example, in the first quarter of this year (1Q2011) annual growth was 4.6%, 1.2%, 5.2% and 4.4% 
for the total, primary, secondary, and tertiary sectors, respectively, or 4.4%, 1.6%, 4.5% and 4.2%2. 
Whatever the reference points may be, the three major sectors of economic activity posted 
growth. The lower increase in the primary sector can be attributed to random rather than 
economic factors, while the secondary sector is more dynamic than the tertiary sector and the 
difference between them is relatively small.

But, in analyzing the evolution of the past year of these three major activity categories by state, the 
story is different:

negative rates, and in ten states so did the secondary sector, but the tertiary sector registered 
positive numbers in all the states.

tertiary sector was also the most dynamic. In addition, the differences can be considerable (10 
points or more) with even opposite trends being registered.

with growth rates between +26.3% and -36.9%, while the corresponding figures for the secondary 
sector ranged from +14.4% to -11.3% and for the tertiary sector between 7.5% and 1.8%, with a 
standard deviation of 10.0, 6.5, and 1.4, respectively (3.0 for the total)

primary sector was the largest contributor to growth, the secondary sector was the most important 
in this regard in Coahuila, Durango, Nuevo Leon, Oaxaca, Puebla, Queretaro and Tabasco, and in the 
rest of the country (23 states), the greatest contribution to growth came from the tertiary sector.

momentum comes from industry and in three of them from services.

Chart 3 Chart 4

Source: BBVA Research with INEGI data Source: BBVA Research with INEGI data
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The outlook for the country’s states and regions is based on some basic assumptions. The first 
involves the BBVA Research base scenario that considers GDP growth of 3.8% in 2011 and 3.3% in 
2012. The Mexican economy is gradually moving toward its growth potential of close to 3%. In this 
regard, 2011 is considered to be the year in which the country’s economy will emerge from the crisis, 
and it is expected that the economy will tend to exceed pre-crisis levels (2008) on a sectorial and 
regional level. In this environment, high growth in exports will be maintained thanks to the gains in 
competitiveness that have been posted in some sectors of the economy (see article on competitive 
cost advantages in this edition of Mexico Regional Sectorial Outlook), which will enable a positive 
momentum to continue for the national economy. However, the weakening of confidence and the 
financial turmoil in August introduces a downward bias to the trends discussed here.

In 2011 and particularly in 2012, the forecast is for growth in all regions of the country, with less 
pronounced disparities than in the recent past and more dynamism in the industrial areas. In terms 
of the GDP recovery observed in 2008, it is the country’s highly impoverished regions that will take 
the lead and the tourism areas will be the most behind. It is in in the tourism areas where there is an 
important disparity with respect to the projections made at the beginning of the year. 

Chart 5

* Regions according to their orientation and level of development: Highly developed: Federal District; Tourism: Southern Baja California and 
Quintana Roo; Industrial: Aguascalientes, Northern Baja California, Coahuila, Chihuahua, Jalisco, State of México, Nuevo León, Querétaro, Sonora, 
Tamaulipas; Medium-level development: Campeche, Colima, Durango, Guanajuato, Hidalgo, Michoacán, Morelos, Nayarit, Puebla, San Luis Potosí, 
Sinaloa, Tabasco, Tlaxcala, Veracruz, Yucatan, Zacatecas; Highly impoverished: Chiapas, Guerrero and  Oaxaca.
Source: BBVA Research with INEGI data and our own estimates
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2008 2009p 2010p 2011e 2012e

Total 1.2 -6.2 5.4 3.8 3.3

Contribution to growth

2008 2009p 2010p 2011e 2012e

Total 1.2 -6.2 5.4 3.8 3.3

% share of the total
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Total 100.0 100.0 100.0 100.0 100.0

2008 index  = 100

2008 2009p 2010p 2011e 2012e

Total 100.0 93.8 98.9 102.7 106.0



Regional Sectorial Outlook

 Page 16

The main risks to this scenario are associated with the international environment. With regard to the 
macro environment, there is an increased probability of a more volatile international scenario, as seen 
in August and September of this year. Of particular importance in this regard is the behavior of the 
U.S. economy, which due to the degree of its exposure, could generate a differentiated impact on a 
state level, with greater consequences in the export-oriented industrial zones. In terms of unexpected 
developments, there is the weather, which history has clearly shown cannot be ignored, since it has a 
very pronounced impact on some of the country’s most vulnerable areas..

Chart 6

2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010

(billions of 2010 pesos) Real annual % growth (Contribution to growth, pp)

National total 12,057.8 12,463.1 12,653.7 11,893.6 12,537.7 5.1 3.4 1.5 -6.0 5.4 5.1 3.4 1.5 -6.0 5.4

Puebla

Sonora

Sinaloa

Guerrero

BCS

* The sum does not coincide with the total due to the rounding out of figures
Source: BBVA Research with INEGI data and our own estimates
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3a. Which are the most competitive sectors in Mexico? 
Focus on production costs  

In the previous edition of Mexico Regional Sectorial Outlook of January 2011, we present an analysis 
of the competitiveness of the Mexican sectors, with a traditional focus on an increase in the share 
of Mexican exports in the main market for the country: the United States. The Indices of Revealed 
Competitive Advantages (IVCR for its Spanish initials) were estimated as an approximation of sectorial 
competitiveness. The results were encouraging; many manufacturing products even those of high 
technology were gaining penetration, with Mexico  narrowing the gap with respect to the presence 
of China and becoming the second trading partner of the U.S., competing very closely with Canada 
as of the third quarter of 2009.

On this occasion, we are making a complementary analysis based on a review of production costs 
and productivity in order to identify the sectors in Mexico that show a greater productive advantage. 
Other indirect costs that have gained importance, such as transportation, are also reviewed, as well 
as the effect of the real peso depreciation in the reduction of prices in Mexican products. Finally, 
these sectors will be contrasted with those that offer a broader domestic market, so that they allow 
identifying those sectors that could maintain higher growth rates in the future, based on their cost 
competitiveness and their potential for growth .

The intensive global competition for the markets have led numerous companies to consider the 
transfer of their operations to countries offering greater competitiveness, both to achieve increases 
and to supply the domestic market.

Increasingly, investment decisions not only take into account short-term factors. The declining 
expansion of the U.S., Europe and Japan is giving way to multiple economic growth centers both in 
developed economies and in the emerging ones. BBVA Research has recently minted the concept 
of “EAGLE´s”1, for its denomination. “Emerging and Growth-Leading Economies” that constitutes a 
methodology in the expansion process and world growth in the coming ten years. This concept 
not only groups them together due to their strength, but also for the size of their economies, which 
allows identifying the countries that absolutely and to a greater extent contribute to world growth.

According to BBVA Research estimates, it is estimated that in this decade that is beginning, the 
EAGLE´s will contribute more than 50% of world growth, while the G7 will account for only 7%. 
The EAGLE´s that will contribute most to growth, in a higher to lower order, are: China, India, Brazil, 
Indonesia, Korea, Russia, Mexico, Egypt, Taiwan and Turkey. 

In 2010, China received the highest amounts of FDI among the emerging countries (see Graph 
28) although Indonesia, Singapore, Brazil, Hong Kong and Mexico stood out for their dynamic 
performance (see Graph 29).

1 For a more detailed review of the “EAGLE´s” methodology please review Who are the EAGLE´s? The boost to world growth in the coming ten 
years. Economic Observatory of BBVA Research, February 14, 2011, at the following e-mail address:: www.bbvaresearch.com/KETD/ketd/esp/nav/
geograficas/economiasemergentes/

3. Topics for Analysis 
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Graph 28 Graph 29
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Source:: BBVA Research with UNCTAD and Department of the 
Economy data. 

The recovery of FDI in Mexico has been relatively faster than in countries which traditionally have 
been considered to be strong competitors (China, Russia and India), which is consistent with the 
recovery of our country and also with the most recent opinion polls that point to Mexico as an 
important and attractive destination for investment. In the survey conducted by UNCTAD2, Mexico 
ranks among the 15 priority destinations for investment (see Graph 30). Nevertheless, compared to 
the previous survey (2009-2011), it dropped one place. On the other hand, the confidence index for 
FDI  published by A.T Kerney3,  places Mexico within the first eight places for investment (see Graph 
31), by which it advances eleven places compared to the index of 2007 and it is the country that has 
advanced the most after Poland.
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2 UNCTAD World Investment Prospects Survey 2010-2012
3 A.T. Kerney 2010 conducts the Confidence Index regarding the main destination for FDI. The Index is worked out by means of periodic evalua-
tions of the perception of high executives of the largest companies in the world.

Mexico’s main attraction for FDI is its important platform of manufacturing exports of over US$246 
billion in 2010 and another US$250 billion in manufacturing imports that place Mexico  as one 
of the economies most open to foreign trade (see Graph 32) and with the greatest trade activity 
internationally.
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Graph 32 Graph 33
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Source: BBVA Research with USITC data.

This has allowed widening its market within U.S. imports, placing it as its second trading partner, 
together with Canada (see Graph 33). The sustained growth of Mexican manufacturing exports is 
possible thanks to the continuous flow of FDI to the country, even in periods of international financial 
crisis (2008 amd 2009) and the drop in manufacturing output (see Graph 34), allowing for the 
strengthening of Mexico’s competitive advantages compared to its competitors by providing capital 
and technology for the development of diverse activities.

Graph 34 Graph 35
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Since 2002, when growth of the Mexican economy is resumed, FDI has mainly been focused on 
export manufacturing activity for export (see Graphs 35 and 36) (44.7% of total FDI), even though 
the size of the domestic economy has justified that some of those companies not lose sight of the 
local market such as the retail market, food and beverages, financial and real estate services and 
temporary lodging where tourism is included. In manufacturing, the concentration of FDI in one 
sector is lower (see Graph 37).  Particularly noteworthy are, in first place, the processed foods and 
electronic and computer equipment sectors, both with a little more than 19%  each of which account 
for FDI in manufacturing, and, to a lower extent, chemistry and basic metals, which accounted for 
10.9% and 8.5%, respectively.
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The global crisis and more intensive maneuvering in the management of economic policy that 
the Mexican economy has been acquiring, have generated a transitory competitive advantage 
for Mexico where it has benefited from a more attractive nominal exchange rate as well as from 
its depreciation against various currencies, among them the U.S. dollar. In nominal terms, the peso 
depreciated 22.5% in September 26 compared to 2008 (see Graph 37). The peso-dollar exchange 
rate, adjusted by price differential and unitary labor costs in 2010, is showing price a lowering of 4.3% 
and of 9.1% compared to 2008 (see Graph 38).
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In the case of China, the growing inflationary pressure and the appreciation of its currency have 
reduced its competitive advantage in the U.S. market. Chinese products have been rising in price in 
view of a panorama characterized by high prices of raw materials, indicating higher input costs due 
to higher oil prices, which have increased transportation costs, and wage increases, particularly in the 
southern production zones of that country. 

The higher prices in Chinese products on the U.S. market favor Mexican producers who are more 
competitive, a fact that has led to greater growth in Mexico’s market share compared to China. In 2010, 
China marginally increased its share of the U.S.import market, going from 23.4% in 2009 to 23.6% in 
2010. On the other hand, Mexico increased its share by close to one percentage point, from 11.4% to 
12.2% in the same years.
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According to BCG4 the main criteria that are considered in making domestic and foreign 
investment decisions are six (see Chart 7: those referring to costs (direct or indirect) represent 
80% of the weighting; they include production costs (35%), transportation (20%), the potential of 
the domestic market (10%), operating costs (15%) and investment risk (10%). The quality of the 
resources and other aspects account for 10%. For purposes of the analysis, we will concentrate 
on the first three, which in turn depend on the characteristics of the specific sector, the weight of 
which varies from one sector to another. In order to simplify, they were averaged, given the scope 
of this note.  

4 BCG The Boston Consulting Group in the Diagnosis document and the strategies for attracting investment and operations to Mexico, October 
2009.

Chart 7
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Source: BBVA Research with BCG data.

Labor
Production costs, in turn, consist of labor (54%), electricity (5%). fuel (5%) and others (36%). Labor 
costs are the component with the greatest weight; 37% is the minimum that it can represent for a 
determined sector, with a maximum of up to  98% of the total. The labor-intensive sectors are in 
services, where of note is the support to businesses, research and development and education. 
Another relevant sector is mining.

Comparatively, Mexico offers a competitive labor cost (see Graph 39), among an important 
complex of emerging and developed countries For example, if we consider China, the main 
competitor in the U.S. market, we will see that the per hour labor wage has been reduced to that 
of Mexico, as a result of the high rises in China of over 200% in the past decade and a moderate 
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advance in Mexico of a nominal 20.4% in a similar period. In fact, if we consider monthly wages 
in China and Mexico, we will see that, on average, the wage gap closed between both countries 
(see Graph 40). It is possible that in the future some sectors in China will show higher labor costs 
than in Mexico.

Graph 39

Graph 40

Germany

Australia

U.S.
Canada

Korea

Czech Republic

Hungary

Brazil

Taiwan

Poland

Mexico

Philippines

China

0

50

100

150

200

250
0 5 10 15 20 25 30 35 40 45 50

C
ah

n
g

e 
%

 2
0

0
9

 v
s.

 2
0

0
0

 

Dollar per hour in 2006

0

100

200

300

400

19
9

9

20
0

1

20
0

3

20
0

5

20
0

7

20
0

9

China Mexico

*Total employees
Source: BBVA Research with U.S. Bureau of Labor Statistics data, 
March 2011; in the case of China, 2009 vs. 2002

Source: BBVA Research with OIT data, 2009 estimated 

The wages per sector in Mexico and China also show generalized growth according to available 
sectorial statistics (see Chart 8). In China, the growth in wages has been high and almost generalized 
among the sectors in recent years. In Mexico, wage increases per sector also grew, although at a 
more moderate rate. In manufacturing, the most relevant sector in terms of relative Mexico-China 
competitiveness, the wage differences have been reduced in 2009, with Mexico only 11.3% more 
expensive compared to China (see Graph 41).
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To summarize, the average wage gap, so as to decide the establishment of operations in Mexico 
vs. China for exporting to the U.S., has been narrowing at least in the short term. Due to this, 
it could possibly translate into the redirection of production for export from other cheaper 
countries like Mexico. However, there are other production costs, like electricity and fuel.

Electricity has an average weight of 5% in the cost structure of a product. However, specific sectors 
such as the production of cement, plaster, ceramics, glass, iron and steel, mining and tourism could 
represent up to 35% of the total. in the group of countries considered. The price of electricity in 
Mexico, adjusted for quality, is at the average level (0.19US dls/kwh kilowatt-hour in 2010 vs. 0.20 
for the average), although substantially more expensive than China and India (0.07 y 0.08 dls/kwh 
respectively).

Fuels, like gasoline and diesel, on average represent 5% in the production cost structure. However, 
in sectors like auto-transportation, passenger transportation, agriculture (vegetables, fruits and 
flowers) and animal transportation could come to represent up to 65% of the total. Gasoline and 
diesel prices are lower in Mexico than the average (see Graphs 42 and 43).
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Based on the figures above, it can be said that, in general, Mexico has earned competitiveness in 
recent years in production costs, both for manufactured goods and in services. The advantage 
has been supported by lower labor and fuel costs. Of the 15 manufacturing activities considered, 
Mexico is the most attractive in 11 in production costs compared to the group of countries 
considered5. Also notable are the agricultural and housing sectors (see Graph 44). In services, 
it is also the most outstanding in 12 of 16 activities, compared to the countries considered (see 
Graph 45). 

5 The countries considered by BCG are Germany, Brazil, China, Colombia, Korea, United States, India, Mexico, Poland and Turkey.
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Graph 44

Graph 45
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In addition to the cost of production, the second most significant expense for consideration in the 
relocation of production are transportation costs. These represent 20% in the cost structure, which in 
turn are determined by distance (50%) and the quality of infrastructure (50%). As refers to distance, 
Mexico has a structurally favorable geographic position (see Chart 9) for serving the U.S. market, 
particularly for those products that are sensitive to transportation costs and delivery times. Although 
Mexico has made important efforts in terms of the quality of infrastructure, for example, in the 
construction and expansion of highways, there are still many challenges to overcome, since it does 
show deficiencies that place it below the average of its competitors (see Graph 46).
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Mexico’s strategic geographic location, with a 3,000 km. border with one of the largest markets in 
the world, is a key advantage for sectors that sell their products to the U.S. market where logistics and 
transportation represent a significant part in their cost structure. Also, it is relevant for some companies 
with a capacity of strict response and with “ just in time” (JIT).requirements..
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In order to measure this advantage, it must be considered that an important part of world trade 
consists in large-sized products, which for those who purchase them, the transportation cost 
could represent an important proportion of the final price. In terms of  evaluating cost, the volume-
peso, volume-value ratio is very important. For example, let us compare the freight costs for the 
transportation of a 2TEU container (a unit equivalent to 20 feet) with a U.S. destination from Mexico 
City and from Shanghai, China, where shipment costs include land and maritime transportation, 
which are US$2,699 and US$5,437, respectively (see Chart 10). For example, we can appreciate that 
Mexico has a competitive advantage in producing household appliances, since the proportion of 
the shipping costs are much lower from Mexico than from China. On the contrary, in the case of the 
DVD/CD player, the proportion of the transportation cost regarding the price is very small, which is 
why labor costs are relevant.

Chart 10 Chart 11

Source: BBVA Research with BCG data. Competitiveness, =1 country aver, > 1 competitive, < 1 not competitive
Time-distance relevance, 5=quite relevant, 1=not too relevant
Source: BBVA Bancomer with BCG data.
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Due to the above, the sectors where Mexico has a structural advantage in transportation are those 
that produce heavy articles like clay and cement, of large volume and high value like machinery 
and equipment, vehicles and auto-parts and in perishable merchandise like non-processed food and 
animal breeding (see Chart 11). Also, it favors sectors in which the response time for the shipment 
of components is essential. For example, fashion articles, like clothes and textiles; the advantage of 
reacting quickly to changes in demand and not depending on a supply chain is quite relevant. The 
same applies to electronics and perishable merchandise.

The consumption potential is the third criterion (relative weight 10%) to consider by companies 
to decide whether to invest or transfer future operations out from their borders. The domestic 
markets of the emerging countries have great attraction for FDI; demographically they have 
young labor, they are attractive for sale and supply, and they show high growth rates  and a high 
expansion outlook of their domestic market. The economic potential of the emerging countries 
as a group, represent more than half of the world population and are realizing an important part 
of the world production. They offer opportunities for trade to the extent that the need increases 
for capital goods, machinery, energy transmission equipment, transportation equipment and high 
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Graph 47
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technology products. In order to compare the potential market of this group the potential market 
index6 (PMI) was used. In 2010, the Index places Hong Kong as the domestic market with the 
greatest potential, while the one with the least potential is Venezuela. Mexico placed in the middle 
of the table (position 13) although at a disadvantage compared to Brazil (11th), China (2nd) and India 
(9th) among others (see Chart 12).

Chart 12

Place Country

6 Poland

India

Source: BBVA Research with The Economist data.

In order to measure the consumption potential at a sector level, four target categories were 
considered important: 1) 100% to the local market; 2) 80% to the local market, 20% to the regional; 
3) 70% to the local market, 20% to the regional and 10% to the global; and 4) 50% to the local 
market, 30% to the regional and 20% to the global market. According to BCG, Mexico is not 
too attractive in sectors aimed 100% to the local market like telecommunications, passenger 
transportation and housing, among others, while in sectors exposed to foreign competition like 
transportation equipment, the differences between the countries are reduced, given the imported 
components that share these industries (see Graph 47).  

6 This Index published by The Economist allows companies to compare the emerging markets among themselves in various dimensions. Eight 
dimensions have been selected to represent potential : 1) size of the market; 2) growth rates; 3) intensity; 4) consumption capacity 5) trade infras-
tructure; 6 economic freedom; 7) receptivity of the market; and 8) country risk. For further detail see http://globalEDGE.msu.edu/resourceDesk/
mpi/
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In brief, and based on the six criteria indicated by BCG, the sectors classified as of  “high 
competitiveness” see Chart 13) are similar to those that manage to continuously increase their 
competitive revealed advantage (CRA) and that were identified in Mexico Regional Sectorial 
Outlook  of January 2011. This is the most apt group for attracting private investment that will 
promote its development. These sectors have a high impact on Mexico and are competitive 
compared to other countries.

Chart 14

Source: BBVA Research with BCG data.

Currently, Mexico is the main exporter of flat screens in the world, the second in refrigerators and freezers 
(after China) and the third in mobile phones. In transportation equipment, it is the sixth largest exporter 
of motor vehicles in the world (in value) and it is almost twice as large as Brazil and India combined. Also, 
it is the key supplier to the U.S. market; one of every 10 light vehicles sold in the U.S. are produced in 
Mexico; 3 to 10 light vehicles imported by the U.S. come from Mexico. In fresh food, it is the main exporter 
of vegetables in the American continent and the main producer and exporter of avocado and the 
second exporter of fresh tomatoes in the world; in the air-space category, it is the main receptor of FDI in 
the world, in pharmaceutical and bio-technological products, clinical tests and medical devices, Mexico 
offers lower production costs compared to the leading countries in the industry. In the branch of medical 
instruments and apparatuses, Mexico was also the main supplier to the U.S. and the sixth exporter at a 
world level. In pharmaceutical products, it is the first exporter to Latin America.

The priority sectors promoted in the domestic market are basically three: financial services, housing and 
trade, even though there are others equally important (see Chart 14), although they are not necessarily 
competitive compared to the countries considered by BCG.

Chart 13

1. Transportation equipment 4. Mining (except oil and gas)

5. Support services to businesses
6. Food industry

2. Machinery and equipment 7. Health

3. Electric and electronic equipment 8. Tourism

Source: BBVA Research with BCG data.
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Key sectors fostering the development of professionals and entrepreneurs are usually services 
of high aggregate value (see Chart 15), complementary to industries of high potential and 
competitiveness. In this respect, it should be noted that Mexico meets the requirements to become 
the key supplier of the Information Technology (IT) market. The advantages the country offers have 
allowed for the value of the information technologies services market (including placing third place 
the business processes or BPOs)  to have reached US$4.2 billion  in 2008, while the software market 
totaled US$2.4 million in the same period.

Chart 15

Chart 16

Source: BBVA Research with BCG data. Source: BBVA Research with BCG data.

Finally, the priority sectors that are platforms for development and have a high multiplying effect in 
production (see Chart 16) are at a disadvantage with respect to international competitors of Mexico 
because they are showing an important lag, which reduces the growth potential of other sectors.

- BBVA Research, Situación Regional y Sectorial (Regional Sectorial Outlook), January 2011 and June 
2010

-The Boston Consulting Group, Diagnosis and strategies for attracting investment and operations in 
Mexico. October 2009.

-The Boston Consulting Group, México’s evolving sweet spot in the globalization landscape 2008

-A.T. Kearney. Foreign Direct Investment (FDI) Confidence Index 2010

-AlixPartners U.S. Manufacturing-Outsourcing Cost Index Overview & Highlights 2010

-Time The end of cheap labor in China June 27, 2011

-The Washington Post China’s bad economic news is not necessarily good for the U.S., Harold 
Meyerson May 10 

-Michigan University Market Potential Index for Emerging Markets 2010
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3b. Is it possible to obtain greater brilliance from 
metallurgical-mining in Mexico?

Global turbulence has generated a greater “risk premium” worldwide in view of the problem of 
refinancing some European countries’ sovereign debt and budget management in the U.S., which are 
factors that have not eliminated the outlook of high growth for the emerging economies over future 
decades.  Also, the broad conditions of global liquidity have led investors to enter different markets in 
search of a greater demand for profitability shored up by an increase in prices of raw materials.  

The base scenario considered by BBVA Research considers that, in the medium term, the prices of 
metals will stabilize. The upward bias in the medium term is derived from strong growth in Asia. This 
should help curb price growth, the increase in the supply of metals (due to the maturing of investments 
made previously) and the short-term bias--which is downward--derived from lower growth of the more 
developed economies.  That is, the international uncertainty could lead to a greater moderation in 
global growth, causing a lower demand for metals. 

Demand for basic metals showed strong growth due to the recovery of the world economy that 
began in 2010, but above all because of the high and sustained growth of the emerging economies, 
headed by the Asian nations (mainly China and India, and in Latin America by Brazil).  In fact, economic 
growth in China and the U.S., the two largest consumers of precious metals (gold and silver) and basic 
metals (copper, lead and zinc), will continue to pressure prices upward (see Graph 48 and Chart 17).  In 
Asia, the Chinese market is the most important in terms of leading the demand for basic metals, due 
to its sustained industrialization process.  But other countries, like Brazil, Russia and India have also 
bolstered demand.    

As regards precious metals, a change in policy by the central banks must also be considered, as they 
have become net buyers of gold for the first time after 21 years of net sales.  It is expected that this 
trend will continue with new acquisitions by the emerging countries and limited sales by the more 
developed economies.  The goal is to restore the balance between gold and foreign currencies in their 
total reserves, thereby achieving some diversification of their assets.

Graph 48 Chart 17
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Graph 49 Graph 50
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In response to the rising trend in metal prices and more stable market conditions, most companies 
increased their exploration budgets in 2010 to US$ 12.1 billion  (see Graph 49) and during this year, 
despite the turbulence. After rising during six consecutive years to a historic high of US$ 14.4 billion 
in 2008, the exploration budgets for non-ferrous metals dropped 42% in 2009, although they 
continued high compared to the first half of the previous decade.  In 2010, metal prices, the main 
drivers of exploration costs, improved significantly. The budgets for gold accounted for 51% of the 
total, from 48% in 2009 (see Graph 50).  However, and despite the growth of investment, especially 
in Latin America (which accounted for 27% of the world exploration budget in 2010), mining faced 
new challenges that will limit its growth in the next few years: the increasing capacity of the Asian 
countries to set prices; a greater intervention by governments in different manners (nationalizations, 
higher taxes and new royalty formats); the depletion of metal deposits in the developed countries, 
the result of strong resistance in their communities to develop mining; inadequate infrastructure and 
lack of qualified talent, in addition to the impact of climate change, adding new mining risks, as well 
as greater demands to achieve sustainable development, that is more environmental friendly.

In general, the news of mixed economic performance throughout the world has led investors to search 
for alternatives to offset risk and protect their portfolios’ return. On one hand, concern continues with 
regard to the developed countries’ economic health, leading market participants to try to cover various 
risks, including exposure to currency risks and systemic crises. High growth rates in an environment 
of strong demand for raw materials by China and India and by Latin America have also led to higher 
inflation levels. Moreover, investors have increased their operations, considering that there could be 
a negative impact on strong currencies, as well as those of many emerging markets, including the 
Chinese yuan.  To summarize, the problems of monetary policy and high budget deficits in the U.S. 
and the Euro zone have reinforced raw materials as a source of investment, and many of them face 
limitations to increase their supply in the short and medium term. For example, the price of gold, after 
an average price of US$372 per ounce in the 1985-2005 period, has shown a rising trend as of 2006 in 
prices that surpass US$1,800 per ounce. 
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In view of the favorable world scenario of metal prices, it is pertinent to analyze the general situation 
of metallurgic mining in Mexico in recent years. Later, for purposes of analysis, we classify metals in 
three groups, two of which we will deal with in this article of Mexico Regional Sectorial Outlook,
and in future editions we will deal with the group of basic metals that include iron and steel. In the 
first group, we analyze the situation of precious metals (gold and silver), where the evolution of 
production and demand in the world and in the national scenario is analyzed. In the second group of 
non-ferrous metals, we will deal with copper.

Conditions in Mexico could  lead to its becoming a world leader in the production to metallurgical 
mining products, since of the 37 minerals extracted in the country, 22 are considered as having high 
potential due to the deposits in the country. It should be noted that among this group, 15 have a high 
production level worldwide. In 2010, Mexico1 was the number one producer of silver, with 19% of the 
world total, 2nd in fluorite production  (19.5%), 3rd. in bismuth (13%), 3rd. in celestite (3.2%),  3rd. in 
sodium sulphate (5.6%), 4th. in  wollastonite (8.3%), 5th in lead (4.8%), 5th in molibdenum (4.6%), 5th in 
diatomite (5%), 6th in cadmium (6.3%), 7th in graphite (0.6%),  7th in baryta (1.9%), 7th in salt (3.2%), 7th 
in gypsum (3.2%), 8th in magnesium (1.4%), 8th in zinc (3.9%), 11th in gold (3%), 11th in feldspar (3.9%), 
11th in sulphur (2.8%), 12th in copper (1.7%), 14th in iron (0.5%) and 14th in phosphorite (0.8%). Also, 
70% of the territory is apt for continuning to locate  world class mineral deposits such as the 11 that 
currently exist in Fresnillo, Toyoltita, Buenavista del Cobre (previously Cananea), Guanajuato, Real del 
Monte and Pachuca, Charcas, St. Eulalia, La Herradura, Las Cuevas, Molango and Peñasquito.

In Mexico, metallurgical mining activity was the component in mining with the strongest growth in 
the last five years, on average 7.8% which compares quite favorably with that observed in non-oil 
mining (-1.6%) and in the economy overall (-0.1%). Only in 2010, GDP growth was 14.3%, contributing 1% 
to GDP in Mexico (see Graphs 51 and 52).
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1 Celestite and fluorite with information from Camimex (Mexico’s Mining Chamber).
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The Mining Law of 1992 replaced 1961 legislation and opened new areas to foreign investment 
that had previously been limited to companies with Mexican capital investment.  The requirement 
was eliminated for foreign investors to form a partnership with companies of Mexican capital in a 
proportion of 49%/51%, respectively.  In addition, the duration of the mining concessions that are 
granted for 50 years may now be extended. It can therefore be said that there is a total opening, with 
the coming of vast international investments, at the forefront of what is happening in legislations in 
Latin America.   

The high levels of investment (see Graph 53) and of foreign direct investment (FDI) flows,  accrued in 
the last six years (US$8 billion) have made possible a continuous increase in the production volume 
(see Graph 54).  The greater part of FDI comes mainly from Canada (62%) and the U.S. (25%). As in 
the trend at the global level, investment in exploration has been mainly in the precious metals.
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The positive trend of investment in recent years has led to an almost continuous increase in 
production volumes. During the crisis of 2009, the industry adjusted its cost structure due to the 
drop in demand and the cancellation of projects and/or the closing of operations.  Although this 
situation had a severe impact on employment (see Graph 55), it led to improved efficiency, increasing 
its viability in the medium and long term.

Although the course of metallurgical mining production is positive, by components it is quite 
differentiated (see Graph 56). In precious metals, the growth trend in gold production (which began 
in 2005) was particularly significant. Profitability has shown an increase due to the reduction of 
extraction costs in Mexico (currently between US$372 and US$454 /ounce), with the price per ounce 
at US$1,350, three times greater than in 2005. In industrial metals, molibdenum (a sub-product of 
copper) is recognized for its hardening features in gas ducts as well as its anti-corrosive quality in 
specialty steels.  

Foreign demand and prices drive up the production value of metallurgical mining products. In 2010, 
its value totaled 127 billion nominal pesos, an annual increase of 33.7% (see Graph 57). Of this, 55% 
was due to a greater demand for precious metals, 30% to industrial metals, 3.4% to siderurgical 
metals and the remaining 1.5% to non-metallic minerals. Gold and silver account for 50% of foreign 
demand (see Graph 58). 

2 In 1993 Mexico’s Mining Law (Ley Minera), eliminated the requirement for foreign investments to enter a partnership with companies with Mexi-
can capital, in a proportion of 49%/51%, respectively. This new legislation introduced another important change: the duration of the concessions 
granted for 50 years can now be extended.   
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Graph 55 Graph 56
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This activity is important in nine states, with Zacatecas particularly outstanding, where it is the main 
economic axis, with 28.8% of its GDP, to a lower extent in Sonora (although it contributes more to the 
value of the industry), and in Durango and Colima. Four states in the country contribute with 80% of 
the production value of metallurgical mining in the country (see Chart 18 and Graph 59).

World gold production has grown in little explored countries such as Mexico and Ghana, with a 
strong share in large and medium international mining. The world production of gold grew almost 
5% in 2010, with the largest growth seen in Ghana, Australia and Mexico.  World demand for gold 
grew 9% in 2010, with the main use up to recent times being jewelry (54%), mainly by the growing 
middle class in China and India. The projects of the companies that operate on a global level have 
shown important increases in Mexico, in some cases doubling the production of gold per ounce, as 
for example GoldCorp (see Charts 19 and 20).    
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Chart 18 Graph 59
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In Mexico, gold production totaled 79.4 metric tons, a 27.1% increase compared to the previous 
year, continuing its rising trend of the last five years. The positive cycle of gold prices will continue 
to benefit mainly Sonora and Chihuahua, which account for 50% of the country’s gold production. 
lt should be noted that these states have very diversified economies, which protect them from 
significant economic effects in the event of an abrupt change in prices.  This is not the case of 
Zacatecas, which accounts for a 14% share of gold production, where one third of the State’s 
economic activity depends on metallurgical mining (see Graphs 60 and 61).   

Chart 19 Chart 20

e In the case of Mexico, these figures are observed; for the rest, 2010 
is estimated.  
Source: BBVA Research with MEG (Metals Economic Group) data

Source: BBVA Research with Camimex data
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Graph 60 Graph 61
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World silver production grew 6.1% in 2010, with significant growth in Mexico, Canada and Chile. It 
is estimated that in 2010, demand for silver grew 10%, and for industrial use the growth trend in 
2010 was 18%. Its uses have multiplied more every day. Traditionally it has been used in currency, 
photography and silver utensils. In industry, it is used in batteries, strong welding products, catalyzers 
and in electronics.  More recently, its uses have grown in medical applications, mirrors and coating 
products, solar energy and water purification (see Charts 21 and 22).   

At the regional level, the state most favored by the cycle of rising prices is Zacatecas, which accounts 
for 46% of total production in the country. Far behind are Chihuahua and Durango, with 15% and 12%, 
respectively. In Zacatecas, production is significant in the Peñasquillo project, which in 2010 grew 
nearly five times its production, from 2,600 to 11,200 thousand ounces. In Chihuahua, the Palmarejo, 
Dolores and Pinos Altos projects are outstanding, almost doubling production, from 4,900 to 9,000 
thousand ounces. These mining projects are concessioned to large national and internatonal mining 
companies (see Graphs 62 and 63).    

Chart 21 Chart 22
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Graph 62 Graph 63
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World copper mining production grew 0.8% (16.2 million tons). The main producer of mineral copper 
is Chile with 34% of the total. At a distance are Peru, China and the U.S. There are good perspectives 
for world production, thanks to significant demand from China for sustained economic growth 
over the next few years. In addition to strong demand, the copper market presents a more limited 
extraction capacity due to the average law on deposits (see Charts 23 and 24).    

In Mexico, copper mining production grew 12.3% (270.1 thousand metric tons) in 2010, breaking 
the declining trend of 2008-2009. In the future, the outlook for Mexico is positive, mainly for 
Sonora due to the fact that this state is the country’s main copper producer, with 72% of the total.  
Production growth will be more significant with the full rehabilitation of the Buenavista del Cobre 
(previously Cananea) operation. In Sonora, Grupo Mexico’s La Caridad mine is the largest producer 
in the country.  Moreover, there are three new projects in Baja California, Baja California South and 
Chihuahua that require an investment of approximately 3.9 billion dollars by Grupo México, Baja 
Mining and Jinchuang Group, respectively, which could double the current production capacity (see 
Graphs 64 and 65).    

Chart 23

Chart 24

Source: BBVA Research with MEG data Source: BBVA Research with Camimex data
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Graph 64

Graph 65
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The metallurgical mining sector is an opportunity for investors and for Mexico. The abundance of 
natural resources and labor costs are incentives for investment. In Mexico, the average monthly 
mining salary in the mining sector is US$482, compared with US$1,137 in Brazil and US$1,472 in Turkey.  
In South Korea, the U.S. and Germany, it is US$1,611, US$3,384 and US$3,696, respectively, indicating 
that labor costs in Mexico are between 60% and 80% lower than in those countries.  Also, union 
problems have decreased significantly, and from the legal standpoint the country does not present 
significant restrictions on investment.    

The base scenario considers high metal prices for several more years, the result of greater economic 
activity worldwide.  As regards gold, although some analysts estimate that the price could be close 
to US$1,800 per ounce, the reasons for continued price increases in gold continue: uncertainty 
and inflation.  In 2010, quantitative monetary expansion in the United States, Japan and the United 
Kingdom was one of the causes for the rise in the price of this commodity and these programs 
are expected to continue this year. Stabilization is expected in gold prices, at an average of around 
US$1,600 per ounce in the 2011-2013 period, with a slight trend downward in real terms. This situation 
will be subject to the evolution of the risks mentioned at the beginning of this document of Mexico 
Regional Sectorial Outlook.

Silver is the metal that presents the greatest opportunity for Mexico. Demand for silver has increased 
more than that of gold and its price is much lower in comparison.  Silver applications have multipled 
and the outlook is good, with many current technologies using it, such as for example, electric 
vehicles. Also, the outlook for copper is also one of opportunity for Mexico (with the rehabilitation of 
the Buenavista del Cobre mine previously Cananea). At a global level, it is not clear where there are 
deposits to explore and recent discoveries are insufficient to meet the foreseeable demand. The main 
application is in the electrification of new communities in the emerging world, among others.   

The backlog in labor matters and high transportation costs due to insecurity are the major 
challenges for the future. The accident at the Pasta de Conchos, Coahuila mine on Februeary 19, 
2006 led to several miners’ strikes demanding better working conditions. Also, the end of the strike 
in Cananea will help the sector attract investments again. Mexico must guarantee an appropriate 
environment for national and foreign investment, because there is interest on the part of investors 
and the country could take advantage of a higher value for its resources.
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Although the scenario is seen as positive, there are risk factors that cannot be ruled out, and more 
so now that there are several elements of global uncertainty that threaten world economic recovery 
with high oil prices.  Two factors must be considered in 2011. The main risks refer to refinancing of 
the sovereign debt of some European countries and the management of the U.S. public debt. Other 
risks for metals refer to additional moderations in the Asian economies, in particular that of China.  
Another risk that will always be present is China’s discretional management of its inventories, which 
has a bearing on the metal markets.

- Metals Economics Group (MEG), Tendencias de la Exploración Mundial 2010 (World Trends in 
Exploration 2010)

- Cámara Minera de México, (Mexican Mining Chamber) Informes de los grupos y presentación del 
sector minero-metalúrgico (Group Reports and presentation of the metallurgical mining sector)

- PriceWaterhouseCoopers. As a good as a gold?, 2010 Global Gold Price Report 

- Deloitte Tracking the trends 2011 The Top Issues mining companies will face in the coming year

- London Metal Exchange Gold demand 2011

- The Silver Institute World Silver Survey 2010
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4. Appendix

Chart 25
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4a. Indicators of economic performance by state
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4b. Indicators by state

Chart 26
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Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF

Chart 27
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Chart 28

Aguascalientes Baja California

2009 2010 3Q10 4Q10 1Q11 2Q11p 2009 2010 3Q10 4Q10 1Q11 2Q11p

nd nd

nd nd

nd nd

nd nd

Chihuahua Coahuila

2009 2010 3Q10 4Q10 1Q11 2Q11p 2009 2010 3Q10 4Q10 1Q11 2Q11p

nd nd

nd nd

nd nd

nd nd
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Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF
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Chart 29
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Chart 30

Sonora Tamaulipas
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* Quarterly Indicator of Economic Activity Statewide (Indicador Trimestral de la Actividad Económica Estatal); ** Producction value in real terms; na = not available
Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF
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Chart 31

Campeche Colima
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Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico y SHCP-UCEF
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Chart 32

Hidalgo Michoacán
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* Quarterly Indicator of Economic Activity Statewide (Indicador Trimestral de la Actividad Económica Estatal); ** Producction value in real terms; na = not available
Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF
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Chart 33
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* Quarterly Indicator of Economic Activity Statewide (Indicador Trimestral de la Actividad Económica Estatal); ** Producction value in real terms; na = not available
Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF
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Chart 34

Tlaxcala Veracruz
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Yucatán Zacatecas

2009 2010 3Q10 4Q10 1Q11 2Q11p 2009 2010 3Q10 4Q10 1Q11 2Q11p
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* Quarterly Indicator of Economic Activity Statewide (Indicador Trimestral de la Actividad Económica Estatal); ** Producction value in real terms; na = not available
Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF
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Chart 35

Chiapas Guerrero
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Oaxaca

2009 2010 3Q10 4Q10 1Q11 2Q11p

nd
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* Quarterly Indicator of Economic Activity Statewide (Indicador Trimestral de la Actividad Económica Estatal); ** Producction value in real terms; na = not available
Source: INEGI, IMSS, Pemex, SCT, Sectur, CNBV, Banxico and SHCP-UCEF
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5. Special Topics Included in Previous 
Issues

The automobile industry in Mexico is benefiting from the restructuring in the U.S., although it is facing 
strong global competition

The challenges posed by electric vehicles for the world

Tourism in Mexico: facing the challenge of greater growth

Sectorial competitiveness of the Mexican economy: an evaluation of Mexico’s competitiveness against 
that of China

Implications of the new methodology for measuring states’ GDP

Regional competitiveness of the Mexican economy: how much have we advanced and what do we still 
have to do?

Some indicators in countries with higher growth rates than Mexico

The pending task: strengthen growth; implement second generation structural reforms

Which States will Be Most Affected by the Recession?

The Sectors Most Affected by the Recession

The Motor Vehicle Industry Situation in Mexico

The Impact of Swine Flu on Tourism

Job Losses in 2009: How Many and Where?

Infrastructure, in Mexico and in the World

Key Issues in Financing

Oil in the world

Oil in Mexico

Natural Gas: is our supply source?

Regions more and less exposed to the U.S.

Slowdown in the U.S.: vulnerable sectors

State GDP results

Regional grouping: how and for what

Global auto courses, effects in Mexico

Foreign direct investment: living past glories

A look at II population of housing count 2005

Regional economic distribution of census

Are family remittances a factor for state economics?

Emigration Mexico - U.S.: Characteristics

Rating of State Credit Quality

Conditions for Regional Development

A Look at the Northern Region of Mexico

View of the South-Southeastern Region
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DISCLAIMER

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate for them 
due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware 
that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are 
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such 
circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these instruments, 
investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be 
aware that secondary markets for the said instruments may be limited or even not exist.

“BBVA Bancomer, BBVA and its subsidiaries, among which is BBVA Global Markets Research, are subject to the Corporate Policy Group in the field of BBVA 
Securities Markets. In each jurisdiction in which BBVA is active in the Securities Markets, the policy is complemented by an Internal Code of Conduct 
which complements the policy and guidelines in conjunction with other established guidelines to prevent and avoid conflicts of interest with respect to 
recommendations issued by analysts among which is the separation of areas. Corporate Policy is available at: www.bbva.com / Corporate Governance / 
Conduct in Securities Markets”. 
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