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Facing one crisis after 
another in the Twentieth 
Century, Mexico started 
the 2000s on a sore 
note. Yet good fortune 
and prudent policies 
have helped create 
a rejuvenated Mexico 
over the past couple of 
years.

KEY TAKEAWAY

Some ten years ago a prognosis that 
within a decade Mexico would become 
a manufacturing powerhouse would have 
generated ridicule if not haughty laughter. 
“Manufacturing jobs are exiting Mexico” 
screamed newspaper headlines, “we can’t 
compete with China,” despaired Mexican 
small business owners, “I want to get out of 
this country” cried aspiring young men. 

Mexico’s economy was in a morose state as 
the millennium blossomed despite seismic 
shifts in the political landscape of the 
country. Growth was paltry, poverty was 
crushing, and violence was rising in the land 
of ancient Mayans. 

China was stealing Mexican low-wage jobs 
by the millions and the country had already 
gained a reputation for producing one crisis 
after another. Currency crisis, debt crisis, 
political crisis - you name it, Mexico had it. For 
a time nothing seemed to go Mexico’s way. 

Still, amidst all the troubles, perhaps to 
wash away all its stains of the past, Mexico 
decided to renew itself over the last decade. 

As the wheels of globalization grinded 
incessantly and the dust of the financial crisis 
of the late 2000s settled down slowly, the 
world has identified a rejuvenated Mexico - a 
country that has a reason to celebrate as the 
next frontier of manufacturing. 

These days, the same newspapers that 
brought bad news from Mexico hail the 
country as the “comeback kid” of the 
Americas. 

Mexico: Labor exporter to Manufacturing 
powerhouse?
Mexican citizens returning from the U.S. find a manufacturing boom at home

Source: World Bank Database  

MEXICO’S STAR IS RISING IN LATIN AMERICA 
After years of lagging Brazil, Mexico is catching up
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MEXICO FISCAL DEFICIT (PERCENTAGE OF GDP) 
Prudent borrowing has led to a decline in the deficit

Source: World Bank Database
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Car and aircraft industries scout for land 
in the arid Mexican desert to build new 
factories. Young men who left the country 
in hopelessness are returning back with 
optimism. Mexican deserts, once home to 
cactus, are giving way to boom towns. 

Mexico, whose major export was just cheap 
labor to the U.S. only a few years ago, today 
stands ready to supply sophisticated aircraft 
parts and SUVs not only to the U.S. but also 
to the world. What’s more? The same China 
that took away millions of jobs from Mexico is 
ceding some ground back to the country.

What helped Mexico achieve this 
transformation in a mere few years? A 
combination of factors ranging from political 
changes to favorable demographics and 
Mexico’s unconditional embracing of the 
world economy have put the country in the 
driver’s seat.

Mexico is not stopping here. A series of 
further reforms and factors helping sustain 
the country’s ability to live up to its industrial 
promise seem underway. But the greatest of 
all of them is the homecoming of Mexicans 
with a desire to stay on their own turf.

SONS OF THE SOIL, WELCOME BACK

The phenomenon of Mexicans hopping 
north of the border to the U.S. is not a new 
one. Some 150 years ago, southern U.S. 
farmers depended on a steady stream of 
immigrant Mexican hands to work the cotton 
fields. Mexican immigrants frequently found 
employment in the railroad and mining 
industry. 

Mexican immigrants 
frequently used to risk 
their lives at the U.S.-
Mexico border to reach 
the U.S. and realize their 
‘American Dream.’ As 
a result, the U.S. ended 
up with millions of 
illegal immigrants from 
Mexico over the last five 
decades. 
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DWINDLING NORTH WARD-BOUND JOURNEY 
Annual immigration from Mexico to the U.S. is declining
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MEXICAN IMMMIGRANTS IN THE U.S. 
Undocumented Mexicans in the U.S are on the decline
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The demand created in the U.S. during 
the World Wars along with Mexico’s own 
inability to improve the lives of its citizens 
after the 1910 Mexican revolution fanned the 
Mexican’s northward journey. Fortunately, 
the U.S. kept the floodgates at the border 
open. In return, hardworking Mexicans 
contributed to the U.S. economy, providing 
inexpensive labor to both industries and 
services. 

Over the years, however, the mutual ties 
that bound Mexican immigrants and the U.S. 
have frayed. As opposition to immigration 
of Mexicans into the U.S. strengthened, 
immigration rules tightened and the 
U.S.-Mexico border became less porous. 
That however did not stop a determined 
Mexican’s American dream. Risking lives, 
Mexicans started finding holes and tunnels 
in the 2,000 mile U.S.-Mexico border to sneak 
through.  When they succeeded they ended 
up as illegal immigrants in the U.S. As a result, 
Mexican illegal immigrants were so prevalent 
in the U.S that of the 12 million Mexicans 
citizens residing in the U.S., nearly 7 million 
or nearly 60% were undocumented in 2007, 
according to Pew Hispanic Centre. 

But now, this trend is reversing. 

These days anecdotal evidence points to 
the fact that illegal immigration from Mexico 
is declining. In 2011, the U.S. Border Patrol in 
the U.S.-Mexico border foiled around 350,000 
illegal attempts made my Mexicans to enter 
the U.S. illegally, down from a peak of 1.6 
million in 2000. Arrests of illegal migrants in 
the border also fell 25% in 2011 over 2010. 
Even official statistics like net emigration, the 
difference between the number of people 
leaving a country and those entering, in 
Mexico has fallen to zero for the first time 
since the Great Depression.  

While there are some factors suggesting 
that a decline in emigration from Mexico is 
seasonal, there are others to support that 
the decline is more deep-rooted. Some 
insist that the collapse of the construction 
industry and a slower growth rate in the U.S. 
since 2008 has reduced the prospects for 
Mexican immigrants. While that might be 
true, Mexico’s own advancement at home 
is increasing the incentives for its invaluable 

Mexico’s economic 
growth coupled with 
tighter U.S. border 
controls have resulted in 
Mexico’s net emigration 
falling to zero in 2011. 
The ‘labor exporter’ is 
finally learning to retain 
its invaluable human 
resource within the 
border.
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PRIVATE CREDIT AS A PERCENTAGE OF GDP 
Credit to Mexican private firms is hard to come by

KEY INVESTMENTS IN MEXICO’S STEEL SECTOR 

COMPANY  INVESTMENT 

Ailtos Hornos de Mexico SA $2.3 BILLION

Ternium SA & Nippon Steel & 
Sumitomo Metal Corp $330 MILLION

Posco $300 MILLION

ArcelorMittal $600 MILLION

Source: Company Reports

Source:   World Bank Data
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EDUCATION BUDGET (PERCENTAGE OF GDP) 
Mexico spends substantial sums on education
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As a percentage of 
GDP, Mexico spends 
as much as the U.S. 
on education and 
substantially higher 
than other emerging 
markets.
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sons to stay within the border. 

For instance, more Mexicans have access to 
universal healthcare and education these 
days. A persistent credit drought that limited 
the dreams of many enterprising Mexicans, is 
now slowly giving way to financial inclusion. 
The Mexican government that used to 
borrow beyond its means has also started 
showing fiscal rectitude, putting more power 
and money in the hands of its citizens. 
Investment in industries and factories is 
skyrocketing, generating more employment 
opportunities to both citizens at home and 
those who spent a few years in the U.S. as 
illegal immigrants.

Consequently, the number of illegal Mexican 
immigrants is falling in the U.S. after many 
years, according to the Pew Hispanic Centre. 
For a country that was frequently called 
a “labor exporter”, welcoming back its 
citizens with a promise of new life is indeed a 
pleasant change. 

JOIN THE MANUFACTURING BOOM

The illegal Mexican migrants who decided 
to return to the homeland will find a Mexico 
starkly different from the one they left 
behind. In all probabilities, besides their 
homes, they should find a dozen new 
factories manufacturing steel, cars, and even 
sophisticated aircraft parts. 

That is because Mexico is witnessing a 
manufacturing boom of sorts. And the 
country’s young men and women are 
a party to it.  Car majors such as Nissan, 
Volkswagen, Ford, and Toyota have 
thronged the country in recent times 
seeking land for production. Mexican cities 
such as Guadalajara, Puebla, and Silao 
among others are churning out cars by 
the thousands every day. In 2012, Mexico 
produced 2.68 million cars and leap-frogged 
as the world’s fourth-largest exporter of cars 
from its ninth rank in 2007. Carlos Ghosn, the 
chief executive of the Japanese car firm 
Nissan, praises the workmanship of Mexican 
employees. According to the Center of 
Automotive Research, Michigan, auto firms 
announced investment in Mexico worth 
nearly $8 billion in the period between 2011 
and 2012 alone. 

China’s entry into the 
WTO in 2001 challenged 
the competitiveness of 
Mexican labor and stole 
millions of low-skilled 
jobs from the country. 
However, with the 
relentless rise of China’s 
labor costs over the 
past decade, Mexico is 
gaining some of its labor 
advantage over the U.S. 
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Source: FEMIA

TAILWIND AT MEXICO’S AEROSPACE SECTOR 
Investment in the aircraft industry has soared

MEXICO THE MANUFACTURING POWERHOUSE 
Now Mexico depends less on commodities for exports 

Source: UN Comtrade
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MEXICAN AUTO PRODUCTION HAS SOARED 
Mexico is the 4th largest car exporter in the world
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The strength of the carmakers in turn has 
pulled steelmakers into Mexico. According 
to estimates by Bloomberg, steel firms such 
as Japan’s Nippon Steel & Sumitomo Metal 
Corp and South Korea’s Posco are doubling 
capacity. Steelmakers in Mexico are investing 
nearly $3 billion.  

What got Mexico’s manufacturing boom 
started is a tale of good fortune smiling upon 
prudent policies. Back in the mid-1990s when 
the North American Free Trade Agreement 
(NAFTA) was effected binding Mexico, 
Canada and the U.S. in a trade treaty, 
hundreds of small factories or Maquiladoras 
sprouted in Mexican border towns thanks 
to low labor costs in the country. Maquilas 
employed thousands of Mexicans in simple 
assembly lines in the textile and other 
industries. 

When Mexico thought it had finally found 
jobs for millions of its citizens, China took 
a giant leap into the global economy by 
joining the World Trade Organization in 2001. 
Quickly, the labor arbitrage that Mexico 
enjoyed relative to the U.S. was lost to China. 
Suddenly the Mexican laborer’s wages of 
$1.5 an hour looked far more expensive than 
the $0.35 an hour that a Chinese worker took 
home. In the face of acute competition, 
within a year, in 2002, Maquiladoras shed 
around 300,000 jobs from their peak in 2000. 

But the great globalization wave that 
haunted Mexico in the early 2000s has 
returned. This time, however, it has brought 
rewards. Over the past ten years, China’s 
currency has risen and the country’s labor 
costs have spiked relentlessly. The labor 
arbitrage between China and Mexico 
has shrunk to such an extent in the past 
ten years that, adjusting for productivity 
and transportation costs, Mexican labor 
was only costlier than China’s by a few 
cents. Not to mention the geography of 
Mexico – a few hundred miles distance 
from the U.S. simplified the supply chain for 
U.S. manufacturers. In the words of Chris 
Anderson, a tech entrepreneur and a former 
editor of The Economist, Mexico facilitates 
‘quicksourcing’ over ‘outsourcing’. No 
wonder global majors are investing billions in 
Mexico. 

Mexico has time and 
again pulled a loss from 
the jaws of victory when 
it comes to sustained 
economic growth. 
But this time around, 
Mexico’s politicians and 
its citizens are striking 
a bargain to take the 
country down a path of 
long-lasting growth.
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MEXICO’S DRUG CARTEL VIOLENCE 
Drug-related death toll finally fell in 2012

COMPANY  INDUSTRY  MARKET SHARE

CEMEX CEMENT 88%

AMERICAN MOVIL MOBILE TELEPHONY 75%

TELEVISA BROADCAST MEDIA 60%

TELMEX FIXED LINE TELEPHONY 70%

MEXICO’S DOMINANT FIRMS 
Hamper competition and keep prices high for consumers

Source: EIU

MEXICO’S WIDE-OPEN ECONOMY 
Has free trade agreements with 44 countries
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Still, it was not all luck and China’s expensive 
labor that has put Mexico on the world 
manufacturing map. Amidst all the deadly 
drug cartel violence, Mexico got many things 
right: it embraced the world economy by 
signing trade treaties with 44 countries, more 
than any other country in the world, laid 
railroads to facilitate the movement of goods 
to the border, and produced an increasing 
number of engineers to work for the hi-tech 
aircraft industry. These efforts are already 
paying dividends. Mexico posted a growth of 
around 3.8% in 2012 compared to the subpar 
performance of the first ten years of the last 
decade. It now exports more manufactured 
goods than all of Latin America put together 
and accounts for an increasing share of U.S. 
imports. Mexico is finally fighting for its territory 
on the map of global manufacturing. 

KEEP THE PROMISE, MEXICO

Despite Mexico’s heady rise some doubts 
remain over Mexico’s economic promise. 
That is because Mexico has time and again 
pulled a loss from the jaws of victory. Previous 
waves of optimism over the country’s 
economy in the twentieth century frequently 
have ended up in disappointment.  The peso 
crisis and tequila crisis still serve as a reminder 
of caution against rising hopes. Mexico’s 
state-owned firms and their unions along 
with monopolies still wield disproportionate 
influence on the economy much to the 
disadvantage of the many. The country 
might even get deeply mired in the bloody 
war with drug cartels that has already 
claimed tens of thousands of lives. 

Nevertheless, just as it emerged from the 
hopelessness of the 2000s, Mexico might 
still pull it off. The country recently elected 
a young president and political parties 
across the spectrum are cooperating to 
institute structural reforms. The new political 
establishment is also going behind sacred 
cows and monopolies that have limited the 
country’s potential and global investors. 
Banks and investors are increasingly willing to 
bet on Mexico. 

More than anything, Mexico is seeing its 
native sons returning back in droves. Now 
it appears it is time that Mexico kept the 
promise with which it has lured them. 

Mexico posted a growth 
of around 3.8% in 2012 
compared to the subpar 
performance of the 
first ten years of the last 
decade. It now exports 
more manufactured 
goods than all of Latin 
America put together.
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Source: HSBC

MEXICO-CHINA WAGE DIFFERENTIAL   
Rising wages in China make Mexico Competitive again
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MEXICO’S SHARE OF U.S. IMPORTS  
Mexico’s share of U.S. imports has doubled in 20 years
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COMPANY CITY/STATE INVESTMENT 

GM COAHUILA $500 MILLION

FORD CHIHUAHUA $3 BILLION

VOLKSWAGEN GUANAJUATO $550 MILLION

MAZDA GUANAJUATO $650 MILLION

HONDA GUANAJUATO $800 MILLION

FIAT COAHUILA $400 MILLION

NISSAN AGUASCALIENTES $2 BILLION

AUTO INVESTMENTS IN MEXICO HAS SOARED 
Carmakers invested around $7.8 billion in 2011-12

Source: Company Reports
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are You positioned for  
a worLd of opportunities?
THE THOMAS WHITE DIFFERENCE

Thomas White International manages in excess of $2.1 billion in assets across multiple global, 
international and domestic equity mandates. The diverse client base spans public, corporate, 
endowment, Taft-Hartley, and separately managed account platforms.

Research is the heart of our company. At Thomas White, we believe that original research is the 
surest path to superior portfolio performance. That is why our disciplined investment process is 
supported solely by our in-house research.

Our investment process differs from the crowd. Our labor-intensive approach to valuing common 
stocks combines the patient collection of data, and the execution of thorough historical studies, 
with the application of fundamental securities analysis. These guidelines provide an investment 
framework, which is used in the process of determining a company’s current business worth. 
Valuing global stocks in nearly 50 countries, this industry-based stock selection process employs 
tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas White 
organization and its predecessors.

Our veteran analysts, most with PhDs, on average have more than sixteen years of experience 
working together as a team. Our proprietary research is generated by our professionals, both in 
Chicago and in our Asia office in Bangalore, India, who have spent their entire careers at  
Thomas White.

Our investment approach seeks to benefit from buying undervalued stocks and selling them when 
they return to fair value. Our analysts find that investors tend to overvalue a company against its 
industry peers when the intermediate business environment is favorable, producing strong earnings 
growth and then undervalue a company when the environment depresses its business outlook. This 
pattern is a reflection of human behavior - it occurs in every industry and country around the world. 
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value  
as a business.
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“ Our strategy is to 
seek smoother, more 
consistent returns by 
stressing excellent 
local stock selection as 
opposed to betting on 
major country and  
sector moves.  
 
To succeed in this 
approach, we have 
built an exceptional 
global research team 
that uses our proprietary 
techniques to identify 
the most attractive 
stocks in each of the 
major regions of the 
world. This in effect is 
our trump card.” 

   —  Thomas S. White, Jr., 
Portfolio Manager
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