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Contenido

De la Complejidad Economica a la ldentificacion de Industrias. Donde estamos?
Identificacion de Industrias y Alternativas de Politicas

Analisis de Industrias. Que se necesita para competir globalmente en las industrias
relevantes a Chiapas?

- Petroleo & Gas

- Manufactura (automotriz, textiles — confecciones)

- Agroindustrial (industria lechera, productos carneos)

- Exportaciones Agricolas (café’, aceite de palma, frutas y hortalisas)

Donde se encuentra Chiapas en cada uno de estas industrias? — Discusion para las
mesas sectoriales

Proximos pasos en el contexto del nuevo programa de Zonas Economicas Especiales?
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From Economic Complexity to
Industry Identification.
Where do we stand?



Chiapas es también uno de los estados que exhibe menor

complejidad econdmica de México

Indice de Complejidad Econdmica
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Las diferencias en diversidad y complejidad entre Chiapas y el resto de México se

hacen evidentes a primera vista

Product Space of Mexico (2014)
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Product Space of Chiapas (2013)
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¢Cuales son los principales productos de exportacion de Chiapas?

Total: 232M SUSD Total: 359M SUSD

* El café ha cedido terreno (61% a 37%) a platanos y bananos (23%) y ddtiles (9,6%)

* Los pocos productos de fabricacion en 2009 han desaparecido (fabricacidon de estructuras y sus
partes: puertas, compuertas, esclusas, torres) y han sido reemplazados por productos alimenticios
de baja complejidad como el azucar y el tabaco

* Otros bienes mas sofisticados vienen perdiendo espacio (esquina inferior derecha) frente a
productos primarios del reino vegetal y alimentos

(Source: Harvard CID, 2015)




What are the main opportunity products identified in the Economic

Complexity Analysis for Chiapas?

Estrategia balanceada

O Con base en la distancia
relativa se identificaron
productos con potencial de
rapida diversificacion
productiva (“low hanging
fruits”)

O Con base en la distancia
(60%), la complejidad
econdémica (20%) y el valor
estratégico (20%), se
identificaron productos de
alto potencial estratégico

O Se combinaron ambos
criterios y se agruparon las
oportunidades por sectores

(Source: Harvard CID, 2015)

Madera

Papel

Metales

Alimentos
preparados

Textiles

Marqueteria
Madera densificada

Etiquetas de papel y cartén
Libros de registro
Vajillas y utensilios de plastico

Barras de hierro/acero sin alear
Alambres de hierro o acero
Alambres de puas

Pasta

Preparacion homogeneizada de
vegetales

Aguas con sabor o endulzadas

Tejido de punto o ganchillo
Tejidos estrechos

Tejidos de algodén
Calzados impermeables

", WORLD BANKGROUP

Trade & Competitiveneas



Opportunity Products in the four major urban areas in Chiapas according to the

Economic Complexity Analysis...

TAPACHULA

Nuevos Sectores de

(Source: Harvard CID, 2015)

TUXTLA

Economia Existente

Administracion
Publica

Servicios
Educativos

Servicios de Salud y

Asistencia Social

Servicios de apoyo a
108 negocios

Servicios Profesicaakes

Comercio al por
Menor

Comercio al por

Nuevos Sectores de

Alta Potenclal para la

Diversificacion

Tejidos y
pieles

Manufacturera

Ejemplos de Productos Especificos
de Mayor Complefidad

* Tejidos de punto o ganchilio

* Tejidos de fibras sintéticas con algoddén
* Terclopelo y felpa

= Cintas

* Peleteria curtida o adobaba

* Anunclos y sefislamientos

* Medios magnéticos y opticos
* Vidrio de uso industrial

* Aparatos para pesar

* Partes de motocicletas

Productos de chocolate

Puros, cigarros, y productos de tabaco
Hules sintéticos

Envasado de té

* Disefio y decoracion de interiores

* Arquitectura ce paisaje

* Compra de medics a peticion del cliente
_ * Disefio grafico

Nuevas cactal Ejemplos do Productos Expecificos
Economia Exhtente Oportunidades ‘“‘D',:,’:N&“’:n' n ¥ \tayor Co-:ejm
Cultivo * Cartamo
[ deAltaProductiidad  * Puros y productos de tabaco
v Logitka * Café instantineo
Reino Vegetal: * Productos de alambre, de hierro o acero
Cafty Bananas L productos * Enchufes, fusibles, instatsciones eléctricas
Puerto Metilicos * Metalisteria y joyeria de metales
Comercio al por Chiapas * Relojes de pulsera y de bokillo
M{ng[ 3! * Tanques de hierro o acero
Sevvicios de apoyo a Zoma * Placas, hojas, peliculas de plastico
108 rwgacion Econémica | = Febricaciénde o Bandasy mangueras de hule y plastico
Especial Plasticoy * Resinas de plésticos reciclados
Manufacturm mm * Pinturasy barnices
o * Masilla de vidnero
— * Cactones recortados en formas
Madera y Papel  » Laminados y aglutinados de madera
_ ® Utensilios de madera
Nuevos Sectores de K e
Alta Pot ial I eq:los L 03 Lspecilicos
Economia Existente ‘Dh‘"‘;";“cl:;;‘ de Mayor Complejidad
* Confeccion y bordado de textiles
1 Tejidos y = Etiquetas, escudos de materia textil
Pieles * Tejidos de terciopelo; y algedén
* Piel artificial;
Comercio al por * Corbatasy pajaritas
Menor * Articulos de mesa de hierro o acero
Comercio al por —  Manufactura . C\':b‘renos ch‘apados de m(eul precioso
Mayor * Lamparas eléctricas portatiles
e * Peines, peinetas de caucho endurecido
Turismo: =1
alojamiento * Otra acuicultura
.} Cultivo y * Elaboracién de condimentos y aderezos
Agricultura Alimentos * Congelacion de frutas y verduras
— * Gelatinas y postres en palvo
Manufactura
- Vidrio * Vidrio de uso industrial; y domestico

Mayor
Nuevos Sectores de Ejemplos de Prodactos Especifico
s s de os b 1
Economia Existente M.D:Tcﬂm& .l dp::‘ I e Mayor Complejidod
Servicios de . mtaﬁz vid:ogu!:acién
. 105 de traduccién
—  Turismo 2
Reservaciones
Tur ls'lno: dealtacalidad .« |5 esion de formas continuas
Alojamliento -
Fabricacld * Tejidos de punto o ganchillo
. - | do * Prendas de vestir de peleteria; piel artificial
Comercio al por W T * Tejidos de slgoddn, terciopelo y felps
Menor extiies * Hilados de fana cardada
Comercio al por * Explotacion de pavos; gallinas para huevos
Mayor Cultivo y * Harina de otros productos agricolas
< = — * Acedtesy grasas lubricantes
Sendcios de apoyo s * Congelacion de alimentas preparades
fos negocios * Café tostado, molido @ instantineo
Manufactura * Productos de alambre y resortes )
L Manufactura * Tintas para impresion

_ * Recubrimientos y terminados metalicos

* Fundicidn y refinacién de cobre




Industry Identification and Policy
Alternatives.



Overview: Industry Identification Process

There are not ineherently ‘right’ or ‘wrong’ industries, but only GOOD or BAD business
strategies and policy decisions...

...the goal of the Industry Identification & Competitiveness Assessment Exercise is to provide
an Evidence-Based Policy Prioritization Mechanism...

Matriz de evaluacion de competitividad (CAM)
Phases of Industry Identification

Step 1.1: Identification Step 1.2: Triage Step 1.3: Assessment
IDENTIFY a list of ail candidates {30+) ASSIGN SCORES based o is of
-J cumsnes e e s v or R

Fledgling ex| nm o-mcwum priorites e »
Oomentis: ndusiries Reduce the list to 10-12 ¢ mum
based on ranhlug Reduce list from 10 to 3-5 candidates
based on ranking

Industry identification is a reiterative process
based on data, tools, and field visits

1, WORLD BANKGROUP
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Chiapas Matriz de evaluacion de competitividad (CAM)

.. Number of Close-b .
Industries in PR f g Iy Future Employment + Exports + Product Complexity + Current Overall
g roducts + Globa g g
Chiapas Performance Contribution to State GDP Performance Score
Demand
Close-by
Products
Products (CID Global E ted Total Product Contributi C t
roducts (i with  Standardiz oba Standardiz e ota Standardiz Exports Standardiz ro uc' Standardiz ontributi Standardiz urren Overall
recommenda - d Demand d Performa Employm d (USD Min) d Complexit on to d Performa -
tions in bold) '8 B € (USD BIn) € nce ent € € y € State GDP € nce
Complexit
y
MADERA 3.00 -0.22 36.20 -0.22 -0.43 1,259.00 -0.88 4.20 -0.34 -1.13 -0.15 0.00 -0.98 -2.35 -2.79
PAPEL 3.00 -0.46 6.10 -0.31 -0.77 375.00 -1.09 0.00 -0.36 1.71 2.24 0.00 -0.99 -0.20 -0.97
METALES 2.00 -0.61 39.30 -0.21 -0.82 4,261.00 -0.16 0.50 -0.36 0.86 1.53 0.00 -0.95 0.06 -0.76
TEXTILES 15.00 1.31 2.29 -0.32 0.99 4,429.00 -0.12 0.80 -0.36 -1.24 -0.25 0.00 -0.97 -1.70 -0.71
OIL & GAS 3.00 -0.46 1,840.00 5.23 4.77 4,914.00 -0.01 854.00 5.15 -3.86 -2.46 0.45 17.44 20.13 24.90
::;IE“:ENTOS 1.00 -0.76 34.10 -0.22 -0.98 18,270.00 3.18 34.60 -0.14 1.07 1.71 0.02 -0.28 4.47 3.49
Animal food 1.00 -0.76 25.50 -0.25 -1.01 242.00 -1.12 4.38 -0.33 -0.08 0.73 0.00 -0.90 -1.63 -2.64
Granos,
aceites 1.00 -0.76 35.00 -0.22 -0.98 380.00 -1.09 3.70 -0.34 -0.86 0.07 0.00 -0.92 -2.27 -3.25
Dulces 26.00 2.94 30.60 -0.23 2.70 1,537.00 -0.81 4.13 -0.34 -0.28 0.56 0.00 -0.91 -1.49 1.21
Pan 26.00 294 30.60 -0.23 2.70 11,652.00 1.60 5.73 -0.33 -0.28 0.56 0.00 -0.87 0.97 3.67
Lacteos 20.00 2.05 9.10 -0.30 1.75 1,236.00 -0.88 3.84 -0.34 -0.01 0.79 0.00 -0.91 -1.34 0.41
Carne 5.00 -0.17 20.90 -0.26 -0.43 1,019.00 -0.94 2.52 -0.35 -0.21 0.62 0.00 -0.94 -1.60 -2.03
OFros 1.00 -0.76 34.10 -0.22 -0.98 2,304.00 -0.63 10.14 -0.30 0.06 0.85 0.01 -0.78 -0.86 -1.84
Alimentos
Pesca 5.00 -0.17 21.80 -0.26 -0.43 246.00 -1.12 0.00 -0.36 -1.00 -0.05 0.00 -0.99 -2.52 -2.95
Cafe 3.00 -0.46 28.30 -0.24 -0.71 1,211.00 -0.89 133.37 0.50 -2.43 -1.25 0.00 -0.79 -2.44 -3.14
Platano 2.00 -0.61 12.00 -0.29 -0.90 10,200.00 1.26 82.60 0.17 -2.87 -1.63 0.01 -0.66 -0.85 -1.76
Tomate 4.00 -0.32 8.99 -0.30 -0.62 3,000.00 -0.46 4.20 -0.34 -1.17 -0.19 0.00 -0.94 -1.92 -2.54
Palma de
aceite 2.00 -0.61 35.80 -0.22 -0.83 11,000.00 1.45 0.00 -0.36 -2.07 -0.95 0.00 -0.88 -0.74 -1.58
Miel 1.00 -0.76 2.02 -0.32 -1.08 8,000.00 0.73 2.70 -0.34 -0.89 0.05 0.00 -0.96 -0.52 -1.60
Mango 2.00 -0.61 2.03 -0.32 -0.93 6,960.00 0.48 26.00 -0.19 -2.06 -0.94 0.00 -0.89 -1.54 -2.47
Cacao 3.00 -0.46 10.90 -0.29 -0.76 11,202.00 1.50 0.00 -0.36 -3.14 -1.85 0.00 -0.93 -1.65 -2.41

", WORLD BANKGROUP
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How is the CAM for Chiapas built?

Model and Variables used for each Industry/Product:

Number of Global Future
Close-by Demand Performance
Products

. Overall
Score

Contribution

Complexity GDP

Current
- Performance

Data Sources:

» INEGI. Censos Econémicos, 2009, 2013

«  DENUE, 2013

* SAGARPA, 2014

+ PROMEXICO, 2015

» Harvard CID, 2015

» Secretaria de Campo, Chiapas, 2014
Each variable is standardized. A sensitivity analysis is conducted by assigning different weights to HEBLD BﬂﬁNmEGROUP

each variable according to varying policy priorities.



Option 1 — Industry Scores with No Policy Priorities

Option 1 - Industry Identification: No Policy Priorities
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Option 2 — Industry Scores with Equal Importance to their

Present and Future Performance

Option 2 - Balanced Policy: Equal Weights Present & Future Performance
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Option 3 — Policy Focus on the Future Performance of

Industries

Option 3 - Policy Focus on Future Performance (70% Weight)
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Option 4 — Policy Focus on the Present Performance of

Industries

Option 4 - Policy Focus on Current Performance (70% Weight)
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Option 5 — Policy Focus on the Upgrading Potential of the

Industries

Option 5 - Policy Focus on Upgrading Potential (40% Weight on # of Close-By

Products
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Option 6 — Policy Focus on Current Employment Levels

Option 6 - Policy Focus on Employment (40% Weight - current performance)
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Option 7 — Policy Focus on Current Exports

Option 7 - Policy Focus on Exports (40% Weight current performance)
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Option 8 — Policy Focus on Leveraging the Existing Level of

Product Complexity in Chiapas

Option 8 - Policy Focus on Product Complexity (40% Weight current
performance)
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Overall score for each industry using standardized variables. . WORLD BANK GROUP
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Option 9 — Policy Focus on the Industries with the Greatest

Contribution to State GDP

Option 9 - Policy Focus on Industry Contribution to State GDP (40% Weight)

. D
vo sSSP ARARE R,

W &
@o * o '1
& € ¢
S \ °‘

i

WORLD BANKGROUP

Trade & Competitiveneas

Overall score for each industry using standardized variables.



Preliminary observations on the results of the Industry

Identification exercise...

O There are not ‘right’ or ‘wrong’ industries, but only policy trade-off decisions to be taken...

O The analysis relies exclusively on quantitative data to provide an evidence-based
framework for the policy debate...

O In the case of Chiapas there are some changes in the rankings of industries and products
depending on whether the focus is on maintaining the current levels of employment, or
supporting economic diversification, or technological upgrading within existing industries,
etc...

O However, the overall picture seems consistent in terms of increasing the sophistication of
agricultural-related industries and food-processing, and identifying the appropriate
strategic segments in manufacturing depending on what are the short-term employment
generation and long-term technological upgrading policy priorities for Chiapas...

O Once policy priorities are agreed upon, then there is need to gain an in-depth
understanding of the competitive dynamics and relevant strategic segments for the
industries and value chains that have been identified...

WORLD BANKGROUP
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Industry Analyses.
What does it take to compete?



Oil and Gas



Oil & Gas Industry Overview in Mexico

+ Mexico is one of the global leading O&G producer Mexico ranking globally, # Oil production, mboe/d
yet facing a structural decline in output: as
- World's 10th biggest crude producer 10 8 ' 04
— 30% public budget coming from O&G revenues 6
E — Output declined from 3.5 to 2.4mboe/d in 10 years . L
= - Underinvestment in E&P & O&G infrastructure Crude Ol Shale Ol Shale Gas 2004 2014
"'>J - Country risks to become net importer Output Reserves Reserves
O
|_
a8 - Mexico’s groundbreaking Energy Reform passed in &
E 2013 is aimed to tackle this structural issue: b = UPSTREAM El DOWNSTREAM
8 - Unprecedented market liberalization _ _ N
- Tenders of conventional & unconventional resources @ Production-sharing - Refining
. . . . S Profit-sharing . Gas processing
- Private investment opportunity across value-chain g
= . N
- Objective to raise output to 3.5mboe/d by 2025 S Licenses + Transport, storage & distribution
Services . Petrochemicals
UPSTREAM MIDSTREAM DOWNSTREAM
[ [] [
Historic market liberalization Significant transportation & storage OFS ripe for consolidation
Opening rounds being put together infrastructure deficit 0&G services sector is fragmented
STRENGTH Pemex’s strategic mutation US$13bn pipelines tendered in 2015-16 Investment to bolster petrochemicals

Expected farm-out of selected assets US$7bn required in O&G storage Stagnant growth due to dearth of invest.

Volatile market environment

WEAKNESS Negative impact on entrants’ appetite
forcing GoM to push back some tenders

Uncertainty in the bidding process

Low returns Volatile market environment

Need for scale and large capital Squeeze on service operators
deployments to deliver Dependence on Pemex
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)
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Oil & Gas in Mexico: Production, Consumption, and Trade Trends
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Oil & Gas Ideal Value Chain

—Exploration
—Field Development
—Production Operations

Petroleum resources
- . :
—Transportation Lo ] ‘ Other services and mputs:
—Processing J  Exploration & Appraisal - Trading
—Storage & Distribution v - Financing
" Reserves development -R&D
—Manufacturing i - Process chemicals
—Refining & Petro-Chemicals : - Bre.
—Wholesale & Marketing " Petroleum production
v
Transport & Storage
v : h 4
’ . Gas processing
D eining (NG, LNG, GTL etc)
¢ ‘ Petrochemicals
Transport & Storage Transport & Storage
N v
O1l marketing & distribution Gas marketing & distnbution
(Source: Tordo, World Bank, 2010) 1 WORLD BANKGROUP
Trade & Competitiveneas



Upgrading Opportunities in the Ideal Oil & Gas Value Chain

Custom
Clearance

Catering

HR

Nff
JIHICe

Supplies

Unskilled

Lapour
INDIRECT
SERVICES

DIRECT
SERVICES

SPECIALISTS
SERVICES

(Source: Tullow 0il)

fraining

Hotel/Accom.

e e Emergency Services
] <

Camps/Accom.
Environmental

Services  Rotary IT

Field wmg

: S vices
Construction Services

Platform Suppor! Vessels
Construction

Materials Rig Survey Medical

FPSQO/Wellhead

ROV Services Marine
Survey

Tangibles

Tank C

Cleaning

Services

Well
Canit Mud/

Seismic Cuttings

(»Dr'v‘l”uc

A’ agitan oy Infield Nl

Lifting Lo Jit Supply

; . Ire Services :
Equipments Feed

Subsea Mooring

Equipment

Secur Ity

Production
Chemicals

Infrastructure
Lrane
H‘(l'

int. Freight

EHS Services

Monitoring
Studies

Fixed Wing

Services
Inspections

infield T General
nfield Transport -

s P Trades
Freight

Forwarding

Management
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Upgrading Opportunities through the life of an Oilfield

Cumulative Spend

Licences

0 years
signed

Geological
Surveys take
place

Exploration
Drilling

High proportion of specialist services required
early in the life of the field

Likely to be higher level of spend with
international suppliers

Development
Planning

Development
of the field

Growth in direct and indirect services as the
field is developed

Significant increase in third party spend over 10
years

B e T T T T T T

Production
and sale of
oii

45 years

Direct and indirect services make up the
majority of spend

Majority of goods and services provided locally

e e e e e e e e e e e e e e e e e e e e e R

Close down
of the field

$40 billion

(Source: Tullow Oil)

SPECIALISTS DIRECT INDIRECT
SERVICES SERVICES SERVICES
WORLD BANK GROUP
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How can Chiapas upgrade in the Oil & Gas Value Chain?

Oil & Gas Installations and Energy Infrastructure in Mexico

Augtin 0 v
LOUISTANA S0

. o Houston \ - muw&"—“"/
San Aéuomo a New Orieans Tliaw

“

WD v ] : > J
7 "" ol . 4 N s -
00 "i"r 1\ SV LUCATAN 5 N

. L )
B v S
f A ane Ul :AHA A

m o A Pelmimem Redning  Power Plants - Fuel
e % INGImpoaTemios  ® O
> I O aed Gas Fans 8 NanaiGe
Fipetngs Reerarier
Ch i ap as 7 ’) mula) Honduma — SR Srr
Elﬁ I 4 _ — O¥ Murkca
Nicars | —— EEZTransosndecy Agmement s
s a Wty | e e o e b el el S0 TV b INberad WRSE
Legend: Blue = petrochemical complex; Oil tower = upstream oil and gas (Source: Compiled by CRS using data from IHS, Platts, and Esri. Date:
production; Green = refineries September 2013.)

QO Program: Mexico Extractives Value Chain Analysis: Strategic Positioining

O Objective: identify opportunities and strategies to facilitate the development of local industries related to the Oil
& Gas value chain in Mexico

U Activities: 1) Strategic Segmentation of the Oil and Gas Industry; 2) Strategic analysis and Competitive Positioning
of up to three segments; 3) Cluster-level Action Plans and Policy Design.

Q Partners: Consejo Consultivo para el Fomento de la Industria de Hidrocarburos, Secretaria de Economia, Secretaria
de Hacienda (SCHP), Secretaria de Energia (SENER), World Bank Group . WORLD BANK GROUP
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Manufacturing — Overview.



Manufacturing Industries Overview in Mexico

CONTEXT OVERVIEW
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Automotive Sector.

- World's 8th largest vehicle producer worldwide

- 80% of Mexico’s total auto production is exported.

— Automotive and Auto parts represents 16.7% of GDP.

- Mexico’s production of light vehicles reached 3.1m in 2014 and it
is expected to reach 4.5m in 2019.

- During 2014, Mexico was the 6™ largest producer of auto parts in
the world.

Chemicals Sector. -

- The recent reforms will increase investments in the chemicals sector
for private companies in Mexico.

— The petrochemical industry accounts for nearly 12% of -

manufacturing.
- 2013 imports of chemicals reached US24.5bn. Mexican companies
could benefit from enhanced domestic chemical supply capabilities.
- Mexico is strategically positioned to attract foreign investments from
companies seeking to access the Latin American market.

Pharmaceutical Sector.
Mexico’s pharma industry generates revenues of around US11bn.

Generics account for more than 60% or all units sold in the country.
As patents expire new products are introduced into the market.

There are consolidation opportunities in the market.

Some Mexican companies with excess capacity do contract
manufacturing.

Products are sold through a few large distributors which reach
drugstores.

The Public Sector represents approx. 50% of total units.
COFEPRIS is working on aligning the regulations with the Global
standards.

There is a recent trend for labs to develop biotechnology products,
however the regulation is still in the definition process (e.g. number
of clinical trials)

Auto Sector

OPPORTUNITY '

FDI Global knowledge — best practices.
Long-term financing.

STRENGTH Debt and Equity financing solutions.
Energy Efficiency Investments.

Chemicals Pharma

¥

¥

» FDI Stamp of Approval.
* Support on international expansions M&A.

Small size of firms, some local companies require financing for ~US5m or less.
Commercial and Development Banks offering very aggressive pricing for financing.
Some firms look for venture capital for new projects.
Limited close relationships at global level to provide access to local contacts.
There are limited financing needs for multinationals locally.

WEAKNESS




Automotive



Automotive Industry: Global Trends

Rates of urbanisation and congestion

Awareness of atmospheric pollution and increase in emissions controls

Ever more stringent crashworthiness and safety requirements

Emphasis has shifted to information technology

Product lifecycle is evolving

WORLD BANKGROUP
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Automotive Industry: Strategic Segmentation

D,ENSEIURIANIGTY
BIVIRONMENT(OF'IHENEAR

Individual Strategic Segment 1 Strategic Segment 2

Groups Strategic Segment 3 Strategic Segment 4

Ught Strategic \6_}' ment 5 Strateaic Seament 6

Heavy

Each strategic segment has its own distinct ideal value
chain....

These ideal value chains are not country specific.

WORLD BANKGROUP
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Defining Value Chain Activities and Type of Linkages

« Value Chain Activities by resource intensity and EOS (batch size)

Knowledge Intensive VC Activities

Low (<X staff) - Medium (X-Y) - High (>Y)
o] [ KNL | KNL

Capital Intensive VC Activities

Low (<X investment) - Medium (X-Y) - High (>Y)

AP ] CAP

Labor Intensive VC Activities

Low (<X% labor cost) - Medium (X-Y) - High (>Y)
Cmr [ CAB LAB

Natural Resources and Energy Intensive VC Activities

Low (<X% input cost) - Medium (X-Y) - High (>Y)
] [_NRE | NRE

« Value Chain Linkages by time and information intensity

—) Just In Time linkage (24-48 hours)

Low information exchange — High Information exchange

Made to order linkage (weeks)
Low information exchange — High Information exchange

On stock linkage (months)
Low information exchange — High Information exchange

WORLD BANKGROUP
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Automotive Ideal Value Chain: Strategic Segment 2 “Toyota Corolla”

f Local/Cluster Value Chain\

EXTERIOR INTERIOR ASSEMBLY

336370 336360 SHIP —'l —
TOOLING | FINANCIAL
EXT/INT 336211 Y | SERVICES L MANTE RECECLIN

o] [ oo | \—‘—“‘ e i S e
DESIGN & $

TESTING CHASSIS ELECTRONICS
L TOOUNG 336330 336320

CHASSIS ¢ 336340

\ i - T

VEHICLE

Final assembly

Labor intensity:
4.5 (mean =11)

\ Minimum  scale: /
100k units

PWTRAIN POWERTRAIN Regional Value Chain
DESIGN & TOOUING | 336310
TESTING PWTRAIN (& 1 336350
KNL AP o
OTHER | |ELECTRON. Global Value Chain
336390 | | DESIGN &
TESTING
o KNL

Source: World Bank, GVC Project, team calculations based on NAICS 2014.

WORLD BANKGROUP
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Mexico is well established in the ‘Toyota Corolla’ segment (2)

MeXxico’s Position in the Value Chain

/ Local/Cluster Value Chaih
TOOUN;\
oo ! N . N ! N - e B
4 —— G
VEHICLE cap LAB

DESIGN &
TESTING

KNL

|

TOOLING
CHASSIS

N - /

-
Global Value Chain
CAP KNL

1, WORLD BANKGROUP
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Growth of the Mexican Automotive Industry has been driven by

labor flexibility and proximity to the US......

n n Automofive industry drivers

i , ... Roland
iy Pod 'D.Im_f.ﬂ, Strategy Conaul

tanty

Proximity to the world's second largest automobile market coupled
with NAFTA, is a significant advantage for Mexico

US-Mexico trade relations

Proximity to US

Automotive Trade with US
[2013, USD bn]

Comments

40
36 Il verices [ pans

21

Exporis Imgonts

Mexico shares 3000 Km border with the
US and ic also a gateway to Latin Amenca

In 2013, US accounted for 8% of total
Bght vehicle exports and 90% of auto parts
exports

> NAFTA (Mexico-US-Canada)

- 82.5% of parts and matenals are
sourced from North America for
autos, light trucks, engines and
transméssions and 60% for other
vehicles and automotive parts due to
imination of import and export duly

> It costs USD 5,000 and around 21 days
{0 ship a container from China to the
US, compared with USD 3,000 and 1-2
days to ruck the same freight in from
Mexico

"Due o proximity fo the US barder, North and
Central reglons of Mexico provide significant
logistical advaniages in supplying auto parts or
vehicles and hence are atracting majonty of auio
sectorimvestments”

- Executve, SANLUIS Rassini North America

Source: Mimsiry of economy — Mexico, HE Adomoive, Adomcbive News, RedSeer, Roland Semger

2014_12_01_WSG_Prase 2_Deeq Dve_fnekysis v polx |

US investment in the 1980s
and 1990s was driven by
labor flexibility, more than
low costs

OEMs valued Mexicans’
willingness to adopt team-
based continuous
improvement techniques.

Tier 1 suppliers were
compelled to follow OEMS
by the requirements of just-
in-time delivery

., WORLD BANKGROUP
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Automotive Industry is Clustered in two Bands... ...and Chiapas?

Geographical Distribution of Value Added and Firms in Automotive in Mexico

Northern border: Chihuahua,
Coahuila and Nuevo Leon | p——
. . . Phoenix

Centro/Bajio: Mexico City, R — Dallas

Guanajuato, Queretaro, .

Jalisco, Estado de Mexico @

and Puebla L Mouston

%
Supplier parks
Dynatech Souh Industrial
Park, Sonora (Foed)
[GWTs suppker park, San Lus
Fol= (e Number of Firms
Legend c
Value Added 2008 Wi e-10
'. ratau’:fs swpf_;e; Q = L n-27
, LNy - R | 1
- i (Mazda) 66 - 10000 L 28-54 &
* 10007 - 500600 B s5-8 X
® 500001 - 5065000 B es- 118 ' Lipsrfaaia
@ sococor-1sooococ [ 117 - tes Chiapas? X Guatemala reéu;{g
@ 15000001 - 35029602 [ 169285 Caisalvador
LA HEKE Owlama, Mspeinas 2 Opaatimatan (ony Eukirs a6 fra (35 e o= ly
Parque Indusinal Fensa
Pumiia, Fasiia (VW) . WORLD BANKGROUP
Trade & Competitiveneas




There is scope for deepening some functions to close the gap

between Tier 1s and local Tier 2s... and to increase R&D capacity...

(s ] 2 | v R [ sy RolandBerser 1y tribucion geografica de Instalaciones de 1&D

Significant market potential also exists for Tier 2 suppliers through
localization of products currently imported into Mexico (1/2)

Tier 2 components — Domestic opportunities

Market potential [USD bn, 2012]

. N.L./Coah.

Expected market opportunity in 2020 — USD 90.5bn"

I Total market opportunity in 2012 — USD 68.2 bn

Bajio, ' @
Siemprg  Foundy  Foging  Mechining  Iedion Diecesing  Iieo=  Bedroic  Coliefles  Bedical  Surace  Mechonicd  Hedt Others™ ® Mas de 30,000 M2
malding = smenbly  fristing  fmsembly  besiment © 20,000-30,000 M2
[ comesic peoduction [l impors © 10,000-19,999 M2
1) Cakculated vakie (using 3 Grows raie of 3.6% fiom auto parts production iorecas) l\';lenos dle 10'0.00 M2 Ch|apaS’?
2 Omess indlude Casamics, Tubing, amwm Fiberglass, Glass, Malerial disectic “_‘Principales Clusters
Source: Miisiry of scanomy - Mewice, FsdSas, Berger 2012_12.01_WBG Phase 2 Desz D Anshysin Fppix | 29

WORLD BANKGROUP
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In which strategic segment and phase of the Mexican Automotive

Industry is Chiapas currently positioned?

Chiapas is currently positioned in the Electric & Electronics Components Module of the Mexican Automotive

VC, with a focus on Wire Harnesses

Electric & Electronics Strategic Segment in Chiapas A ™ Sichvn,

U Yazaky is the largest FDI plant with 6,000 employees in Chiapas

U Production of wire harnesses for export (80%) and ::_ :
domestic(20%) markets, but in Chiapas is the opposite Tt e

U Low-margin, low-entry-barrier strategic segment —

U Labor-intensive medium-skills-level phase of the VC it

U Limited capital requirements leveraging 20% cheaper labor ——
costs in Chiapas ——

U Cost-driven and efficiency seeking competitive dynamics

U Made-to-order linkages (1-2 weeks lead time) with mid-to-high

Mreeng Panrgs Aolieet By e oy & Wt e

- e e - sy s yw—

- — | o b g -y - R i e, e
L S— o~ e —p— w—r o - - P
-y . e I T Se——"g W B Ve oty s anapuie
wn raves e Lo rees - B e ot Ot g, (e v

frequency delivery (5-8 times per week), and 48 hrs max
transport radius

Global Trends for the Electric & Electronics Strategic Segment

Description battery, exterior and interior lighting, door locks, security systems, dashboard
accessories, wire harnesses and the remaining electrical architecture of the
vehicle

Estimated $ CPV $1.825

Estimated market size ~ $153.2bn
Current Outsourcing Medium

Concentration Low
Growth Potential High
Major Trends moderate growth in electronics & electrical system specifically, but aggregate

electronic content will grow more rapidly within other systems
Top five suppliers Continental, Delphi, Denso, Sumitomo Electric, Yazaki

Ch iap as Source: BofA Merrill Lynch Global Research (2014)

WORLD BANKGROUP
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Apparel & Textiles



Apparel Industry: Global Trends

Post-MFA: intensification of competitive pressures and consolidation of production

Pressure towards faster response times and more efficient logistics

More stringent social and environmental standards (inputs, processes and products)

Omni—channel retail and the growing importance of buyers’ experience

Return of customized design and production

| WORLD BANKGROUP
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Apparel Industry: Strategic Segmentation

FORECASTED REACTIVE
DEMAND DEMAND
Strategic Segment 1 Strategic Segment 2
(Target - staple items) (Zara — ‘fast fashion’)
Strategic Segment 3
(Hugo Boss - luxury/lifestyle
technical textiles)

Each strategic segment has its own distinct ideal value
chain....

These ideal value chains are not country specific.

WORLD BANKGROUP
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Apparel Ideal Value Chain Segment 1: Simple Product / Forecasted

Response

CUT,

MAKE,

TRIM

LAB

Local/Cluster Value Chain

Regional Value Chain

EQUIPMENT
MANUF

SOURCING
INTERMED-
IARIES

-—

A

RETAIL

Global Value Chaﬁ

MKTG /
BRANDING

cap Loww -
NATURAL ARTIFICIAL WOVEN
PRODUCT YARNS YARNS KNIT FABRIC ACCEss. | |LOGISTICS
DEV FABRIC MANUF ORIES KNL.
KNL KNL MANUF MANUF
CAP CAP CAP CAP CAP KNL ‘ j
., WORLD BANKGROUP
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Apparel Ideal Value Chain Segment 2: Simple Product / Reactive

Response

Local/Cluster Value Chain

/ FINISH, FASH \
PROCESS, () | LOGISTICS DESIGN

PACKAGE CONCEPT
LAB PRODUCT “ KNL
‘ DEV
KNL
) o RETAIL

KNIT ACCESS- CuT, KNL 4mm) | SUPP
FABRIC ORIES MAKE, *= RETAIL SERV
MANUF MANUF KNL

TRIM

|

o o Cm——) [ o
LAB SUPPLY
CHAIN ‘

MNGMT
KNL BRANDING/

MKTG
\\\\¥ KNL 4////

Regional Value Chain

WOVEN ARTIFICIAL NATURAL

FABRIC YARNS YARNS

MANUF

CAP CAP CAP
Global Value Chain
EQUIPMENT
R&D—- NEW MANUF
TECH

CAP

., WORLD BANKGROUP
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Apparel Ideal Value Chain — Segment 3: Complex Product /

Forecasted Response

/ FINISH, Local/Cluster Value Chain \

PROCES _ LOGISTICS
S

LA’B
i o PRODUCT
: SN DEV

CUT,
MAKE, TRIM

mmmsmmmmm) | NETWORK
MNGMT

LAB
\ KNL

Regional Value Chain

/ ARTIFICIAL \
YARNS Global Value Chain
CAP BRANDING/

e EQUIPMENT VKTG
TECH MANUF NATURAL WOVEN ; NETWK FASH RETAIL
FABRIC | [KNITFABRIC| | ACCESR'S DESIGN
VARNS MANUF MANUF MNGMT | | coNCepT
MANUF
k CcAP | ceAap ] CAP KNL KNL KNL KNL |
CAP CAP CAP /
", WORLD BANKGROUP
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The most important questions: How is value added distributed

within each segment?

Value added . . Segment 1
4
Segments 2 & 3
\ \\“ ,// /
Product design and p(smbul#on and
branding \ /' marketing

\\
\\
*\, Sourcing and
procurement of

Inpyt materials

: i . Process
i : - flow
Export suppliers,
domestic
subcontractors
{CMT suppliers) .
! Production
N modality
Domestic contractors '

Domestic original brand suppliers

Source: Modified from Mudambi (2007) and Goto (2006 and 2011),

WORLD BANKGROUP
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In which strategic segment is Chiapas currently positioned?

...para la Discusion en las Mesas de Trabajo Sectoriales...

Segment

Requirements

Examples

1: Forecasted
demand, simple

Low labor costs,
environmental/social

products compliance

Efficient logistics/position
2: Reactive on trade routes/proximity
demand, simple to large markets,
products environmental/social

compliance

3: Forecasted
demand, complex
products

Local market/middle-class
with
homogenous/predictable
tastes,
environmental/social
compliance

0000
CHIAPAS\OS UNE

Textile Industry in Chiapas:

O 4,500 employees

O mostly artisanal firms and
distributors

O production is mostly scattered
and only San Cristobal shows
initial agglomeration

O only 7 firms have more than 30
employees, out of which 4 are
distributors

O mostly focused on textile
production and small retail rather
than on apparel production

WORLD BANKGROUP
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Agribusiness — Overview.



Agribusiness Industry Overview in Mexico

Mexico ranking globally, # Mexico Crop and Meat Production

* Mexico has alarge agribusiness sector: Deficit (Kt)
- 149% of the country’s employment and 8.4% of GDP s 2 0000 = Wheat
v of the country’s employment and 8.4% o 4 40,000 . = Cormn
- Leading producer of fruits & vegetables 30,000 T Poultry
+ However, it remains a significant food importer: 20,000 I Pork
10,000 H Beef & veal

- Mexico currently imports 43% of its food basket

- It remains dependent on the US which accounts for
approximately 75% of its agricultural traded value

Citrus

Peppers

Broccoli
o

[]
©
©
(&)
S
<

Productions  Deficit (Kt) Consumption
(Kt) (Kt)

Frozen
vegetables
Asparagus

» On the financing side, the agribusiness sector is underpinned by the following
dynamics:

— Small producers: served by local development banks (Financiera Nacional)
and private financial institutions which are funded by subsidized funds from
public institutions (FIRA)

- Large companies: (i.e. Bimbo, Sigma, Xignux, Lala) are typically well served
by local financial institutions and capital markets

Investors target the “In-Between”

CONTEXT OVERVIEW

=)

Midsize Companies
US$50 — 250 mn revenues

ANIMAL PROTEIN:
PORK & POULTRY FRUITS AND VEGETABLES PALM OIL / FORESTRY

Strong growth with a rising middle class | Competitive production due to weather Adequate weather conditions in the
30% of pork and poultry demand conditions and low-cost labor Southern region of the country

STRENGTH covered by imports / Poultry represents Largest exporter to US (US$ 8 bn) South-South opportunities as Central

63% of animal protein consumption High growth in organic market American players enter Mexico

Ownership fragmentation impacting yields
Safety issues: concentrated in some rural areas with a strong agricultural tradition (e.g.: Michoacan and Veracruz)
Infrastructure deficit in rural areas hurting competitiveness via increased costs and making expansion difficult

WEAKNESS
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Dairy



Tendencias globales en la industria lactea

Distintos grupos de usuarios han emergido con diferentes actitudes hacia los alimentos y la nutricion
Muchos consumidores en paises de alto ingreso tipicamente tienen menos tiempo para preparar la comida
y por eso ellos valoran comida pre-preparada y variedades convenientes

Los productos con una fecha de vencimiento limitada estan cada vez mas asociados con ‘saludable’y
pueden exigir un valor adicional

La popularidad creciente de los sustitutos de la leche (ademas de las connotaciones negativas asociadas
con la industria lactea)

Un aumento en la consolidacion de productores y procesadoras

econdmicas internacionales

Los temas relacionados con el cambio climético podrian impactar la sostenibilidad de las granjas de
productos lacteos en algunas regiones

- WORLD BANKGROUP
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Dairy: Strategic Segmentation

USUARIOS / MERCADOS
\

TEMP DE MOTIVADO POR MOTIVADO POR MOTIVADO POR
ALMACENAMIENTO ALIMENTO NUTRICEUTICAL INDULGENCIA

w seco

-

m

<

X

(@]

o

= FRECUENCIA DE coneelado

O ENTREGA g

S

[a)]

o)

&

1 -3 semanas enfriado

o L
ou
<
9% Una vez al dia o mas enfriado
S5
o

Cada segmento estratégico tiene su propia cadena de valor ideal
Estas cadenas de valor ideal no son especificas en cualquier pais.

WORLD BANKGROUP
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Dairy Strategic Segmentation reveals 4 broad VC Groups

« Estos grupos pueden ser definidos, en términos generales, por su caracter perecedero, si puede ser
vendido a un precio elevado y si hay un mercado global para el producto.

/ A. Comercial \ / B. Perecedero \ / \ / D. Perecedero \

(Stockable) Global No-Premium Premium Local

C. Perecedero
Premium Global

Esto se incluye los productos
lacteos que pueden ser
comerciados internacionalmente
(usualmente debido a su
“stockabilidad” o el hecho de
gue pueden ser hechos con
leche en polvo). Los mejores
ejemplos son los productos que
informan el indice del Global
Dairy Trade. Por ejemplo: Leche
entera en polvo, queso cheddar,
lactosa, suero de mantequilla
en polvo, caseina

de cuajo -

Se incluye los productos
producidos y vendidos
localmente por los cuales los
consumidores no estarian
dispuestos a pagar un precio
elevado. Puede ser que en
realidad, los productos no son
‘vendidos’ sino ‘cedidos’.

En los PAI se incluiria la leche
fresca genérica producida en
masa. En los PBI contaria con
la leche que es consumida
directamente por la familia del
granjero

Se incluye las marcas
superiores y los productos que
pueden ser comerciados
internacionalmente a pesar de
su caracter perecedero, debido
al reconocimiento de la marca.
Tales productos incluyen queso
Roquefort (Francia), queso
Parmigiano (Italia), Haagen
Dazs (US, France ++)

Se incluyen los productos con
caracter perecedero por los
cuales los consumidores locales
estarian dispuestos a pagar un
precio elevado. Quiza por su
sabor local (por ejemplo: Kefir),
preferencia hasta productos
producidos localmente (por
ejemplo: la tendencia
estadounidense hacia productos
artesanales), el deseo por
‘frescura’ (por ejemplo: rechazo
a conservantes / aditivos en
California) o cualquier atributo
que aumenta ‘la ‘disposicion a
pagar’ entre los consumidores
locales.

WORLD BANKGROUP
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LEYENDA: La estructura de la cadena de valor ideal (actividades)

laintensidad (o coeficiente) de uso de diferentes recursosy la intensidad del flujo de informacién entre
las economias de escala de cada actividad en la cadena de cada actividad
valor Alta Media Baja
Las actividades de utilizacion
intensiva del conocimiento ACTIVITY ACTIVITY o )
(costo del entrenamiento) ACTIVITY Conexion “perecedera” 4hrs - 4d|a5)
KNL KNL KNL Intercambio de Informacién de Baja | Intercambio de Informacion de Alta
— —
Las actividades de utilizacion
intensiva del capital ACTIVITY ACTIVITY ACTIVITY
(nivel requerido de la inversion) e Conexién “justo a tiempo” (24- 48 horas)
Intercambio de Informacion de Baja | Intercambio de Informacion de Alta
Las actividades de utilizacion ACTIVITY C— ﬁ
intensiva del labor ACTIVITY ACTIVITY
(costo del labor como % del total) AB 1AB [AB

Conexidén “a pedido de” (semanas)
Intercambio de Informacién de Baja | Intercambio de Informacién de Alta

Las actividades utilizacion

intensiva de los recursos naturales | ACTVITY ACTIVITY
(dependencia del factores y de

condiciones ambientales)

Conexién “en almacenamiento” (meses)

_Las ac_nwcéa:jes de }JtlllzaC|on ACTIVITY Intercambio de Informacion de Baja | Intercambio de Informacion de Alta
intensiva de energia ACTIVITY ACTIVITY
(costo de energia como % del total) —)
ERGY ERGY ERGY
Con refrigeracion ACTIVITY
\, WORLD BANKGROUP
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Dairy Ideal Value Chain: Strategic Segment A - Tradable, Stockable

~

LOCAL
(<1 day by road)
MILK COLLECTION
PRODUCTION VET ey SERVICES PROCESSING
= SERVICES IACHINER
CAP KNL KNL CAP CAP
N-RES CAP LAB LAB KNL
ENR ENR j
\ L NATIONAL )
QUALITY PORT FRWRDING PACKAGING
INFRA'TURE SERVICES PRODUCTION
KNL
KNL KNL ENR CAP
CAP CAP KNL
= / /
y 4 ¥
REGIONAL )
(<1 week by road)
FEED
PRODUCTION
N-RES
CAP
y A /
\ / GLOBAL\
DAIRY
FARMING ﬁgg:f;é’:ﬁi BRANDING &
BREEDING MACHINERY PRODUCTION OTHER MARKETING D'STTIS'SU' Pgm?F
INGREDIENT
/ R&D PRODUCTION PRODUCTION = RETAIL
KNL CAP CAP CAP KNL CAP LAB
CAP KNL KNL LAB




Dairy Ideal Value Chain: Strategic Segment B — Perishable, Non

Premium

LOCAL\
(<1 day by road)

)

)

/

- POINT OF
e et ‘ Bf',;Y Ve MILK DISTRIBU- SALE / RETAIL
PROD’ON SERVICES MAINT-
| INGRIED'S SERVICES & PRO'G TION
KL b ‘ CAP KNL KNL KNL LAB LAB
‘u ERGY ’ ERGY ERGY
7
NATIONAL\
(2-3 days by road)
FEED
PRODUC'N

N-RES

REGIONAL )
(<1 week by road)
y A
/ GLOBAL )
DAIRY PACKAGING
PARMING PROCES'G PRODUCTION
MACHIN’RY MACH’RY
CAP CAP CAP
LAB KNL

-




Dairy Ideal Value Chain: Strategic Segment C — Perishable, Premium

Global

LOCAL \

)

)

/

(<1 day by road)
OTHER
MILK COLLECTION
PRODUCTION | VET SERVICES MACHINERY SERVICES PROCESSING INGREDIENTS
MAINT’CE PROVISION
N-RES KNL KNL CAP ERGY N-RES
KL LAB KNL CAP KNL
cAP ERGY KNL
I \
NATIONAL
QUALITY INT'L (2-3 days by road)
INFRA’TURE EF;?/TCTE FREIGHT
> > FRWRDING
KNL KNL KNL
L CAP N-RES
CAP
REGIONAL )
(<1 week by road)
FEED
PRODUCTION
N-RES
CAP
KNL
| y A /
\ / / GLOBAL )
BREEDING / BRANDING &
R&D e ADR/?\'ATL G PROCESSING PACKAGING MARKETING DISTRIBU- POINT OF
MACHINERY MACHINERY PRODUCTION TION SALE / RETAIL
s CAP G CAP KNL CAP CAP
CAP KNL KNL KNL LAB LAB




Dairy Ideal Value Chain: Strategic Segment D — Perishable, Premium,

Local

PROD’ON

KNL

SERVICES

MILK COLL'N VET 1

SERVICES

KNL

MILK
PRO’CNG

KNL

DISTRIBU-
TION

LAB

ERGY

POINT OF
SALE / RETAIL

LAB

ERGY

LOCAL\
(<1 day by road)

NON-
DAIRY
INGRIED’S

QUALITY

INFRA'TURE

KNL

NATIONAL\
(2-3 days by road)

)

FEED
PRODUC'N

N-RES

REGIONAL\
(<1 week by road)

/

DAIRY

FARMING PROCES'G
MACHIN'RY MACH’RY
CAP CAP

KNL

PACKAGING
PRODUCTION

CAP

BREEDING /
R&D

CAP

KNL

BRAND
/ MKTG

KNL

GLOBAL\




The most important question: in which Dairy strategic segment

Chiapas can compete?

...para la Discusion en las Mesas de
Trabajo Sectoriales...

WORLD BANKGROUP
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Meat



Meat Global Industry ...LAC is Starting to Feed the World...

How about Chiapas?

* A S$120bn export market in beef, pork and poultry
*  LAC’s market share increased from 6.2% in 1995 to 18.2% in 2012
*  Brazil alone holds 11.6% of global exports, but Mexico, Uruguay, Argentina and others are also growing

Global Exports of Meat Products
(1995-2012)

Brazll $13.8bn

us

$16.4k
SN Argentina $1.7bn

Brazil $1.26n GARs 1995-2012: 2012 : :::"‘;::;i:"h
B Argentina $0.7bn Warld - 6.2% $118.2bn e o
other LAC $0.7bn LAC-13.1% . ; Central America $0.6bn
other LAC $1.2bn

Importers of LAC Meat Products

1995

LAC’s market is growing and diversifying: (in USS millions, 1995 and 2012)
* The EU and US markets keep growing, but export
shares fell from 53% in 1995 to only 19% in 2012 i:"'
* Developing countries now account for half of LAC’s +nam |
meat exports apes |
* Intra-regional trade now equal in size to the US and 12000 1
EU markets combined 1
=> Growing middle classes and changing .
consumption patterns and diets in developing z,m
countries present a new market opportunity 200 |
( global meat consumption expected to double by 2050) ok ) WORLD BANK GROUP

Trade & Competitiveneas



Mexico’s Main Export Markets for Meat (Bovine) in 2014...

Bovine Meat — USD 710 Min Bovine Meat (frozen) — USD 39 Min

n n

T T [ S— S TS C——
7400 S210M  $350M SAIOM  S450M $560M 36304 $710M S0k SuM 0N S48 SUM M $35M $39M

WORLD BANKGROUP
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Beef Ideal Global Value Chain

Critical Success Factors:

o First tier sponsors with market leadership. 2 Competitive cost of livestock (feed cost).

o Technical strength to drive efficiencies in livestock o Strict bio-security on farms and in supply chain.

production. o Market share should be large enough to affect pricing.

Slaughter house should only invest in farming if the
supply chain lacks volume or quality.

]

o Appropriate scale and scope.

I I [
I J.’ Agri — food I
B T Industry
] 1 — -v—
Beef g I : Agri—food
Massive
o -'.} _ + Retailers -#
MNEs k d
and e |1 s J} Hotels & ] |[™YD
Big Domestic i i Restaurants I tion
Farmers ! J
* '] = K sowtique cransd?
outique Chains
| I [
I i I

© Local/Cluster Value Chain Y@B!‘EPJ‘NKGROUP



Upgrading Options in the Beef Ideal Value Chain: Strategic Segment

Gourmet Beef

Ideal upgrading scenario for small volumes, high-quality, full-traceability beef
producer...

| | |
I I 1 ..I.} Agri —food I
SM -l-] I B I I i Industry |
Farmers r r o - b 4
I Beef I _I.) Agri—food J’ Misive
[ 2 -r} . i Retailers |
MNEs k d ————
and e |1 e ..I.} Hotels & - L |{CFuprne
Domestic I Restaurants tion
Farmers r r - -
| 2 Boutique Chaingll
outique Chains '
] ] ve e
I ] i

© Local/Cluster Value Chain

WORLD BANKGROUP
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The most important question: in which Beef strategic segment

Chiapas can compete?

...para la Discusion en las Mesas de
Trabajo Sectoriales...

WORLD BANKGROUP
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Agricultural Exports — Overview.



Could high export volume crops that are growing be a priority for

Chiapas?

| | Priority area

(2] Volume growth
5-year CAGR ® O VYield gap as a multiple of lowest and highest region
9.0 S i
85 | Pistachios
8.0 !
7.5 | ‘Spices, nes |
7.0 |
6.5 + . |
6.0 | Cucumbers and gherkins Tomatoes :
55 | | Sunflower seed | OMaize Q
Pears ! Soybeans
5.0 ; . @ .
45 | Q Onions, dry QApples :O Bananas
4.0 | Rapeseed \ : Oil palm fruit
) Avocados |
3.5 | Watermelons M Beans, dry : O O Q
30 | ~ Mangoes, mangosteens, guavas QSeed cotton Wheat
25 | Natural rubber O Q | Tobacco
20 | Dates S _Sesame seed !
Pi ’ ~ 0 Grapes -
1.5 L ineapples 2 ranges :
1.0 QChillies and peppers, dry O
0.5 | ! O
0 F--———-------- @ Lemons-andlimes------- - e Cocoa ‘b—e—a-ﬁs---coffeer green -
-0.5 | :
1.0 | O O Barley |
.0t \ |
-1.5 | Other melons (inc.cantaloupes) \ !
20 L Tangerines, mandarins, clem.
2.5
3.0 ¢ Pepper (Piper spp.) / : . oy
-35 I I I I I [N ! [N I I 1 HHI
0 500 1,000 1,500 2,000 2,500 5,000 7,000 7,500 22,000
(1] Export volume
USD millions
SOURCE: FAO Stat, team analysis
WORLD BANKGROUP
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Coffee



Mexico’s Main Export Markets for Coffee (not roasted) in 2014...

N,
.
Y

W

e | [
$120k  $81M $140M $160M  $190M $220M $240M $270M

WORLD BANKGROUP
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Who are the Top 10 producers of coffee in emerging markets?

B Robusta | Arabica Unknown
brazil O 2,700
Vietnam I 1,197
Indonesia
Colombia 3% growth in Robusta/
Ethiopia decline in Arabica
production from 2005 to
Peru 20102, likely due to
emerging market demand
India for lower grade coffee
increasing at greater rate
Honduras than that of specialty
Guatemala
Uganda

SOURCE: Food and Agriculture Administration of the United Nations, International Trade Center
1 Coffee variety breakdown based on extrapolation of data from International Trade Center and WORLD BANK GROUP

assumed same weights of beans across both varieties and countries Trade & Competitiveneas
2 From International Trade Center



Contribution of coffee production to producer country agriculture

and GDP totals

B Robusta
I Arabica
Coffee production as % of % contribution  Coffee production volume!
agricultural output to GDP (in thousands of tonnes)
Honduras 14 T
Elsavador | ’ 0 _________________ ---------------------------------------------
Nicaragua | 6 _____________________________ 0 ---------------------------------------------
Ethiopia | ™ =
Equatorial Guinea | 3 _________________________________________ ' -------------------------------------------
Colombia | 3 _________________________________ @ -----------------------------------------------
e | = O
CostaRica | T T T amy W
PuertoRico | T P —
Brazil T ey B
Indonesia 1 ___________________________________ m ------------------- .63 5 ......................

1 Coffee variety breakdown based on extrapolation of data from International Trade Center and assumed same weights of beans across both
varieties and countries

SOURCE: United Nations, Food and Agriculture Administration of the United Nations, International Trade Center WORLD BANK GROUP
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Coffee Ideal Value Chain: Strategic Segment 1 — Specialty Coffee

Local/Cluster Value Chaih

/

PLANT

GENX

CuUP

KNL

KNL

SERVE

CAP

Regional Value Chain

Global Value Chain

74
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Coffee in Chiapas: what do we have?

Spread out accross 13 regions, particularly
Ocosingo, San Cristobal, Motozintla, Tapachula

Top producer in Mexico (40%) but losing share to
Veracruz (now 24% and top-3 quality producers
in 2014 (“Taza de Excelencia México 2014”)

Mostly focused on the “Commercial Coffee”
Strategic Segment

Over 150,000 producers
Low level of collaboration in the industry.
Problems around quality standardization given

the wide array of farming heights (which impacts
quality). But do we want to standardize?

Some claim the coffee sector is over-diagnosed

La roya emergency. It impacts 40% of coffee
growers and production in 2014-2015 is
expected to fall 34%

eSan Cristébal
de Las Casas

Puerto Mcde G
Ciudad Hidalgo

Camg

A




How can Chiapas move to the Strategic Segment of
“Specialty Coffee”?

WioeBaN (orcee

ES?@Sbc ” BYe 7 25 TER
DR Blawd 11:5° g8 HH
: ) TIL
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. . - =
— SED
. — -&. - ’
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Palm Oil



Mexico’s Main Export Markets for Palm Oil (crude) in 2014...

$810k  $810k $810k $810k $810 k $810k $810k $810k

78



Palm Oil Stylized Value Chain & Performance Metrics

Key Performance Metrics: Critical Success Factors:

a  Production cost per tonne ©  Firstcrop 26-28 months a  Harvest output 1.5T+ FFB o Efficient Logistics
CPO - <$300 - 350. Africa after planting (36 is harvested daily per a  Mill needs to be close to plantation (40-60
will be higher, at $500. common) harvester per day km radius)

o Development cost per a  Peakcrop27+TFFBperHa o  Ripeness standard 5-10 o Traceability and Environmental
hectare to maturity $3000+ 2  Average age at felling for loose fruit pre harvest Sustainability systems in place

o Land cost per hectare $500+ replanting 24 years a  Millsize 30 - 60Tonnes per o Refineries & Blenders close to end-markets
(more in Latin America). (extended to 30 years+ if hour throughput (there are a

a  Planting material should prices are high). Replanting few POMs in the 90-120 TPH

preferably be from a first rate ca. 4% annually range)
class breeding program

Qo Palm density 128-148 per
Hectare

Typical Investment Requirements:

Plantation & Mill Capital usD Maintenance costs usD
Development Costs ex. land (per Ha) 3,000-5,000 Fertilizer
POM — Palm Oil Mill (30tph) 6 million + Labor (staff per Ha) 6-10 min

Transport & Shipping |

Product

Manufacturers

Retailers

Refiners &

Blenders Ingredient

Manufacturers



Palm Oil in Chiapas: what do we have?

o Largest producer with 44% of production followed by
Veracruz (13%), Tabasco and Campeche.

o 5,403 producers & 41 organizaciones de productores
o Some specialized suppliers (eg CONAGRO)
o 550 MdP industry (2013). Precio Medio Rural ($/Ton) 1,433

o Very low productivity (15 tn/ha in Soconusco, 6 tn/ha in
Selva)

o Average extraction rate 20%

o Domestic demand: Mexico imports 84% (379,383 tn in
2012, mainly from Costa Rica, Honduras, Guatemala)

o Port plan for a non-oil liquids terminal
ROUC iy Ifitian

New plant planned for Agroparque Tapachula NG etan ~

1A 3 Tuxtia Chico Guatemak

ele

Superficie Sembrada de Palma de Aceite en Rendimiento de palma de aceite en Chiapas Puerto Med ) ¥ \
*(ras0-2012) vi9g-and §Ci Aed Hidalan

Sup.
(Ha) O fton)  (ton/Ha) (s

Sup. Sembrada Produccion Rendimiento Valor Produccion

e ' I I ' l I I I l I | ‘ | . 28,062 18,183 201,756 15 438,945,000
callsteal.. ) 19230 10470 87,423 6 105,383,000
‘i‘ﬁ“‘ ;s_ ‘K‘;}:‘_‘““““;\ 1990 TR TWM TR TR 00 WOU MO04 MM XN JM0  IJ 2iee 1384 1Q§5 -3-323—5 3

: I N L
48685 29,738 382542 2 8 548,032,000
Serwero de dnformacion Agroahmentuns y Peyquers (SIAP)SAGARPA 2013



The most important question: How can Chiapas improve its strategic

position in the Palm Oil Industry?

...para la Discusion en las Mesas de
Trabajo Sectoriales...
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Cocoa



Mexico’s Main Export Markets for Cocoa in 2014...

Cocoa Butter - USD 32 MIn

n
4

iy pe— —— R
1200 UM SUM SN SN UL umM M

Cocoa Paste (non defatted) - USD 240k

a
4

) eee— e SR
$180Lk  §I004 S0 NIk MK 2304 FNT 140k

Cocoa Powder (sweetened) - USD 520 Min

n

4

D T ]
$100k  StloM $I0M fle0M  SROM $30mM $330M UM

Cocoa Beans (whole) - USD 520k

T T T Y S
FI0F 54300 J470%  3400% HWO& 35000 310K 35200



Cocoa Stylized Value Chain: Key activities and Players

Cocoa Inbuts Production, pre- Logistics, export, and Downstream refining and
value chain P processing trading products (CPG)
= Sell seed, fertilizer, and = 90% smallholder * In-land procurement = Downstream products
crop protection to = Development of land and transport manufacturing (e.g.
cocoa producers bank = Packing and roasting, grinding,
2 ivati transportin pressing)
activities = Cultivation, upkeep, p g
and harvest = Customer manage-
* Fermenting and drying ment lqcludlng )
marketing, execution
Syngenta ($14B) Cargill (5135B) Nestle S.A. ($100B)
ADM (589B) ADM (589B) Mars (S30B)
Players' Yara ($14B) Olam ($13.6B) Kraft (518B)
(2012 o Barry Callebaut ($4.8B) Hershey $6.6B)
revenue Jain Irrigation ($.65B) 2250 =
in USD) @ WZg) - Nestle
7P cargill ¥ oLam

HERSHEY S IRCED

1 Indonesia and Malaysia only, India and China excluded

SOURCE: McKinsey analysis, picture: agricultureday.org

| WORLD BANKGROUP
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Cocoa GVC Challenges: input, production and consumer risks

Cocoa Inbuts Logistics, export, and Downstream refining and
value chain P trading products (CPG)
= Market access Smallholder producers (90% of total production) = Consumer risk
— Farmers hard toreach = Quantity — Environmental
— Farmer inability to pay — Declining productivity and yields concerns (e.g.
and lack access to = Quality deforestation, GHG
financing — Premiums paid along value chain for high fOTS];S]onS’ biodiversity
Challenges Farmers do not capture grade cocoa—low quality means value not , ,
for full value of crop inputs captured — Social (e.g. fair
— Farmers have little pricing, land rights)
Processors . . .
incentive to invest = Long-term supply to
= Quality of inputs ensure manufacturing

— Low quality of inputs needs and consumer
— Trees have little demands are met

resistance to disease * Meeting demand for
sustainable production

Industry-wide challenges

* Replacing aging trees; 2-year maturation period before bearing fruit means immediate loss of revenue
* Mixing quality beans and losing value

* Financing smallholder input investments with longer growing cycle

= Severe producer fragmentation with 90% smallholder farmers

SOURCE: McKinsey analysis
WORLD BANKGROUP
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Cocoa Ideal Value Chain: Strategic Segment Specialty Cocoa

Roasting on the selling
pointg

This part of the value chain might already exist in
Chiapas (it might need improvement).

ey 1 1 1 1]

This part of the value chain needs to be built in partnership with foreign
firms.




Two important questions:

O Where is Chiapas currently positioned in the Cocoa Value
Chain?

d How can Chiapas enter the Specialty Cocoa Strategic Segment?

...para la Discusion en las Mesas de
Trabajo Sectoriales...

WORLD BANKGROUP
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Mango



Mexico’s Main Export Markets for Mango in 2014...

p
S

W

$130k  $440M $740M $890M $1.0B $12B $138 $158

WORLD BANKGROUP
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Mango Ideal Value Chain: Strategic Segment Ready2Eat (Ripened)

Local/Cluster Value Chaih

FORCEDC

SORTING L PACKING

TREE OOLING H
NRE CAP ‘ LAB
_ —
SEED ’ {eF —’_jl ’ Lo} JJ'
\ NRE R . | |

e S
Regional Value Chain

m SHIPPIN RIPENING 4 d
s G CHAMBER DELIVERY CUTTING
. CAP CAP LAB LAB

PLANT Global Value Chain
GENX
KNL
WORLD BANKGROUP

Trade & Competitiveneas



Mango Value Chain in Chiapas: what do we have?

National Consumer Foreign Consumer
— » Product Flow ~60,000 tons ~20,000 tons

— Subsidy Flow

Independent Foreign
Grocer / local National Supermarkets Supermarkets a
arketplace N A Costos por Caja de Mangos {10.1b - 5.0 kilos)
T \ Distributor C[)I'I[:Ept[) 5 IUSD:I
Dziziaprﬁ?eiﬂ Wholesaler / Central T 4 + Maguila oo
oOlesaler en + Ca}a 039
Market Exporter / + Ftiqueta 0.02
Extension / Technical A Broker + Copret 010
Assistance T + Tarima 0.0
FIRA Packer [ AN AN e Chain ot
\ |— ~10,000 tons
A
Costos por Caja de Mangos (10.1b - 5.0 kilos)
Formal Financial Concepto $(USD)
Institutions
Lo Medium to Large , + Flete 035
Ocal BIOKET T Verticaly Total 035
Other Federal & L
; 4 \w Producer /
State Subsidy
Programs T— Packer / Exporter
,:\-\ o (_5) Variedad Costos de Produccion ! Precio de Venta a Empaque Margen Utilidad
| Ll Hadden 3 055 § 220 T52%
i Kent 055 220 T52%
Small Producer Medium to Large Tommy atins 0ss 2% 5%
(~5500) Producer e Criolo 0ss 220 75.2%
(~300) Ataulfo 055 220 752%
Manila 0.55 220 T52%
Promedio 0.55 220 75.2%]
_— ' Sin Corte yAcameo
//_/_,_/-/——“ M Pesos
Nurseries / Varietal Agrochemicals & Irrigation (Source: SAGARPA, 2009)

Production Fertilizers Systems

Costos de Produccion ' Costos de Empaque  Costos de Transporte

Hadden $ 105 % 356 % 09 3% 5.56

(Source: USAID, 2008) Ataulfo 105 356 0.%5 556
Kent 1.05 356 0.95 556

Keitt 1.05 356 0.95 5.56

Tommy Atkins 1.05 3.56 0.95 5.56

Promedio 1.05 3.56 0.95 5.56



How can Chiapas move to the Strategic Segment

“Ready2Eat Mango”?

S

AVOCADO

EAT ME

I'M SMOOTH

L...para la Discusion en las Mesas de Trabajo Sectoriales...J
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Construction Materials — Overview.



Construction Materials Industry Overview in Mexico

Construction is a significant sector for Mexico’s economy: Main Construction Materials
_ 0,
Employs 3.7 m workers out of 45m and makes for 8% of GDP 1. Cement, Concrete, Plaster, Lime Cement Production & Consumption (Mt)
- 20 Jargest in the region and dominated by a few large players - Cement capacity 60Mt, 32 plants
ICA r - Market dominated by Cemex 38 4037 41
(ICA Carso) _ o (50%), Holcim (22%) Cruz Azul, 3535 3434 3584 =36 °
Mexico’s construction materials market is typically correlated to Moctezuma Cementos de ._._._._.l
E the infrastructure, residential and non-residential construction Chihuahua
> cycles: B - 2. Steel, Aluminum. other metals 2009 2010 2011 2012 2013 2014
ﬁ - After declining from 2012 through Q3 2014, recovery in the sector - Steel production 19Mt (+7%) m Production (Mt) = Capacity
> is expected to gain traction in 2015 y - 13" global producer / 2™ LAC
@) . . . . L - Market 85-controlled by Arcelor,
ol — Recovery will be driven by the residential sector and an uptick in AMHSA, Ternium, De Acero and ) .
X . . . . Steel Production & Consumption (Mt)
Ll infrastructure investment associated with the Energy Reform and TAMSA
|_ .
the deployment of the USD600bn National Infrastructure Plan
% ploy o ] 3. Glass Materials & others: 122 1772 1822 1873 1824 1074
@ - Large and mid-sized players have announced plans for capital . - Others include: aggregates,

investments in 2015 and expect positive growth rates (8% for Marble & Other Stone, Clay and
Ceramic, Rubber and Plastic, 2009 2010 2011 2012 2013 2014

concrete producers, 3-5% for domestic cement demand, and 15% ) X
f ialized ial Paints and Varnishes, Wood Based
or some specialized materials). Products, Other Innovative m Production (Mt) m Capacity

Cement companies Steel producers Others

OPPORTUNITY ‘ ‘

A consolidated market S ez ireLe

LETE(E & SIS HEEE0] GOl 2 MS Strong companies in clay/ceramics/tiles with
Barriers to entry (ownership of iron ore /local strong growth in residential/commercial segments
availability / large capex needs: US$ 3bn
earmarked 2014-16)

Large & sophisticated companies

STRENGTH Barriers to entry (proximity to raw
materials/transportation costs)

WEAKNESS A cyclical market

Low growth (10Y CAGR of 1.4%)

(9]
w
E
zZ
)
|_
o
O
o
o
©)
|_
L
N
o
<
= Dependence on automobile sector

Slow growth in main markets
Highly leveraged, capex below optimum

Small companies / more fragmented market in the

other subsectors
1st Energy Consumer: 14%

2" Energy Consumer: 9%




Construction Materials Industry: What do we have in Chiapas?

Wood Industry in Chiapas:

a Product is mostly timber blocks (‘escuadras’) from pine tree

a Low critical mass: only 24 companies >11 employees.

o Over 600 <5 employees, 200 of which in distribution and 322 in wood construction materials
a Timber and carton production: Pine tree = 186,000 m3 / 244,000 total basic transformation
a Production is scattered across northern regions

o Some concentration on wood for construction material

k CHIAPAS CHIAPAS
d 1 b4 400 workers Gréfica 97. Produccion Forestal Maderable y su Participacion Porcentual 1999-2013 Gréfica 100. Volumen y Valor de la Produccion Forestal Maderable por Productos 2013.
[ TR e TR
3 3 [0) Fontes, ot y et 1% e Volsmen — /A
(informality 50%) s | - sa0 150000
o 435 economic units —— - o T
'E 150000 90,000 i
1m0 229%
(INEGI) . § S i 8
. vamo 1 80% wm \ nm !
a Production 111 mdp \
4800 0 ors 0 0
Fsaaida  Cauloscs Chay  Postes Lena Cxton  Dumients
D GVA 38 mdp 1999 J000 XD J002 003 008 2008 O0e JOO7 2008 2009 200 2017 Q0N Jon oo .m m
Ano
Gréfica 98. Produccion Forestal Maderable Reportada/Autorizada 1999-2013. Gréfica 101. Volumen y Valor de la Produccion Forestal Maderable por Género 2013
w— Volurnen — O
X 200000 125000
160000 100000
120000 75,000
; i
80000 wmo;
40,000 \ 2000
o o= 0 0
1990 2000 2001 2002 2001 J004 2006 2006 2007 2008 2009 010 2011 2012 2013 Pino Oyamat Otras Endno Otas  Pedioss  Comunes

Ano conffaas Latifoltactan wopcaks




Construction Materials Industry: What do we have in Chiapas?

Metal Industry in Chiapas: TAPACHULA

Nuevas Satres Sectores de Ejomplos de Productoy Especificos
. h, U nctoy
Economia Existente Oportunidades ““D:':N"‘;m' b de Mayor Complejidad

a Product is mostly basic metal structures
Cultivo * Cartamo

o Low critical mass: only 4 companies >10 R S - Purosyproduics databaco
A e instantaneo

employees. ey { e e el

. . . Puerto * Metalisteria y joyeria de metales
o 4,340 workers (high informality) Comarco i Chispes MELSNCOS . peiois de puisera y do bosilo

enor * Tanques de hierro o acero
. . ———————
o 2,148 economic units (INEGI) Sevio de aporo Zona _“ " Places, hojes, pelcules g¢ PGSt
i debac ) Econémica .3 Fabricacién * Bandas y mangueras de hule y plastico
a  Production 365 mdp e B Ll - s et eclds
GVA 142 d Coronrorcian T * Masilla de vidnero

- m p = e * Cactones recortados en formas

Madera y Papel  » Laminados y aglutinados de madera
_ * Utensilios de madera

COMITAN
SAN CRISTOBAL
SYeures Sactore 9¢ Ejemplos de Productos Especifi o Sy Slons 4 Kjemplos de Prodectos Especificos

o s de os Especificos Alta Potencial I - pLve .
Economia Existente M“Dlt’:::;.l;::c':nn ta de Mayor Complefidad Ecoromia Existente R Pacactel puce e Mayor Complelits
* Confeccidn y berdado de textiles Servicios de : Fm“:::‘;‘: :‘:z::;’:‘ié"

Tejidos y = Etiquetas, escudos de materia textil 3 Turismo * Restriacicies
Pieles * Tejidos de terciopelo; y algodén Turismo: de alta calidad . Impresidn dé formas continuss
* Piel artificial; Alojamiento -
* Corbatasy pajaritas Fabricacié * Tejidos de punto o ganchilio
Com:nn:lo ol ol , B 3 1 de * Prendas de vestir de peleteria; piel artificial
S * Articulos de mesa de hierro o acero Comercio al por - M 'I" T * Tejidos de algodon, terciopelo y felpa
Cubiert,é chapados de metal precioso Menor * Hilados de lana cardada

Comercio al por

Mayor Lamz:ras electricas portatiles = * Explotacion de pavos; gallinas para huevos
e —— - el . : Mayor * Harina de otros productos agricolas
Turismo: s n Cultivo y * Acedtes y grasas lubricantes
alojamiento * Otra aculcultura Servicios de apoyo 3 Alimentos = Congelacion de alimentos preparados
|| Cultivoy * Elaboracién de condimentos y aderezos o negocios * Café tostado, moliio e instantaneo
. f — = :
Agricultura Alimentos A g:g::csl?’npi:":t:: :::r:vm Manufactura * Productos de alambre y resortes
v fact * Tintas para impresidn
Manufactura Mo -

Fundicsdn y refinacién de cobre

p - Vidrio * Vidrio de uso industrial; y domestico




The most important question: How can Chiapas leverage its wood

and metal industries to reposition in Construction Materials?

...para la Discusion en las Mesas de
Trabajo Sectoriales...

WORLD BANKGROUP
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Synergies with the SEZs Program



Industry Upgrading and Puerto Chiapas SEZ: What Next?

o Puerto Chiapas offers the potential to increase linkages with Guatemala and Central America in
general

o but additional investments in connective infrastructure are necessary
o Exports of agricultural production from Chiapas through the port are possible, but
improvements would be needed to facilitate higher value-added exports such as of fresh

products.

o Upstream oil and gas development is possible, but would require dredging of Puerto Chiapas to
be viable.

o Labor-intensive manufacturing can benefit from the availability of low-cost labor

o Much of this production is sold on the domestic market, making highway linkages relatively
more important.

...para la Discusion en las Mesas de
Trabajo Sectoriales...

., WORLD BANKGROUP
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Thank You!

WORLD BANKGROUP
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