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Several studies by BBVA Research Mexico have pointed out that one of the main challenges in attracting foreign
direct investment (FDI) via nearshoring are the shortages of energy in the National Electricity System (SEN). In
particularly, three factors stand out: i) the inconsistency in the energy policies promoted by the current government
that mainly affects investors in renewable energies and private producers, causing national and international
litigation; ii) lack of investment in generation and distribution that causes low reliability in the medium and long term
in the electricity sector; and iii) service quality and trust indicators that are worsening, as well as the fact that high
consumption seasons are becoming longer. Although these factors are differentiated among regions, it is a factor to
be considered by investors when choosing the state or region in which they will invest.

In 2013, the electricity reform changed the industry with the introduction of the Electricity Industry Law (LIE) and the
Federal Electricity Commission Law that created the Wholesale Electricity Market (MEM). Therefore, two of the
activities were opened to private participation: electricity generation and commercialization. In contrast,
transmission and distribution activities remained as exclusive activities of the State. The electricity reform meant
moving from a monopolized industry to a multiple-player market where energy is traded under cost efficiency
criteria and other products that allow the sector to operate in a more efficient and competitive manner.

Analyzing FDI in the Energy sector between 2006 and 2023, we can observe that FDI presented maximum levels
between 2013 and 2018, with 55.3% of investment in this period. Between 2006 and 2023, this type of investment
averaged $3,421 million USD at 2018 prices, with an average annual growth of 17.32%. The maximum FDI
captured was in 2017, for a total of $6,796 million USD and the average FDI capture from 2019 to 2023 dropped to
$2,787 million USD annually. FDI in Energy has plummeted between 2019 and 2023, being 50.1% lower if
compared against the period from 2013 to 2017.

At the state level, in the same period of reference, the states with the highest FDI reception in energy have been
Aguascalientes with 15.3% ($7,916 million USD), Veracruz 11.7% ($6,068 million USD) and Tamaulipas 10.1%
($5,245 million USD). FDI in the energy sector between 2018 and 2023 represents 11.6% of the total FDI that has
entered Mexico. In its most recent Mexico Regional Sectoral Situation report, BBVA Research identified that the
increase in industrial production attracts greater FDI in the energy sector with one or two years lag, which in turn
has led to greater manufacturing production, primarily in those with an export profile.

The high levels of FDI in the energy sector observed between 2013 to 2018 are coincident with the regulatory
changes in the electricity industry where the generation and supply of electricity was liberalized to private economic
agents. Likewise, the drop in FDI in energy as of this 2019 means that the government has had to cover such
investment to continue with the growth of the SEN, so the next government will have to re-generate the necessary
conditions to attract FDI in the energy sector and thus maximize the potential for nearshoring.
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DISCLAIMER

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

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

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

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations.

BBVA is not responsible for updating these contents or for giving notice of such changes. BBVA accepts no liability for any loss,
direct or indirect, that may result from the use of this document or its contents.

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

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