Opportunities in the Mexican Private Equity Space
Mexico is Latin America’s second largest economy. Important, structural
trends are likely to favor Mexico’s growth. A boosting disposable income
in the country, rising wages in China, a growing internal consumption
market and a flexible open economy are propelling the country forward.
Home-grown problems that have held it back in decades past seem to
finally be taken care by a newly energized political class.
Mexico used to be a place where business would be done from within; strangers
were not a part of the circle and accessing it was beyond difficult. Things have
changed as Mexico has opened up to become a place where the world does
business. The North American Free-Trade Agreement (NAFTA) eliminated most
tariffs between Mexico, the United States and Canada. That was just the
beginning; as of today, Mexico has signed treaties with over 44 countries.
German companies turn out electrical components, Canadian firms assemble
aircraft parts, and Japanese firms assemble cars; there are endless amount of
multi national companies that make televisions, fridge-freezers and much else.
On a yearly basis, Mexico exports manufactured goods that amount to about the
same value as the rest of Latin America put together. Trade makes up a bigger
chunk of its GDP than of any other large country in Latin America.
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In a world where good investment
opportunities have become scarce and
difficult to spot, it is important to act swiftly
when an opportunity is identified. Mexico is
a success story long in the making, and after
years of underachievement and rising
violence, Mexico is at last beginning to
realize its potential. So should long term
investors.

A 19th century proverb used to say: “Poor Mexico, so far from God and so close For more information and details on our
investments in Private Equity, please
to the United States”; the impact of a US recession took its toll on Mexico’s as the
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economy shrank, but its self established globalized profile has helped it recover
at a very fast pace. What’s more, the irony of this is that it would seem Mexico
could take advantage of its close geographical location to the USA. Mexico’s took
a beating about a decade ago, when large US companies moved their operations
to China; since China labor wages have more than quadrupled, whereas Mexican
wages have less than doubled. Add to that the cost of shipping goods from Asia
to the US compared to bringing those same goods from south of the border. It is
not surprising that factories are opening up left and right, from cars to clothing you name it - chances are high that the average American will read the “Hecho
en México/(Made in México)” label in their products. An interesting projection
appeared on The Economist magazine last year (see below), that exposes the
likelihood of Mexico taking on a much larger role in the US economy in years to
come.

Private Equity

Mexican business owners running large companies are often unwilling to give up control or to tap
financial investors as a source of capital. It is a more institutionalized approach to business and less
understanding of the value that Private Equity investors can offer to growing companies. This
creates barriers to investment in
2011 PE Investments as a % of GDP
key sectors such as energy, telecom
and media. However the business
culture is changing as the
underlying economic landscape
continues to improve and the
windfalls of an open economy
continue to challenge old ways. The
country’s Private Equity industry is
quite small for an OECD country.
Private Equity (PE) investment
tion and The Latin American
represents a much smaller fraction
of GDP compared to Brazil. Much of
this has to do with the availability of
local sources of capital to fund first time fund managers. Looking at other markets, there is a direct
correlation between total investments and regulations limiting local pension funds to back Private
Equity firms. Brazilian pension funds started backing domestic PE managers over a decade ago
which has created a stronger PE culture there. In Colombia and Peru the domestic PE industry
opened up around 2006 when pension funds began backing local managers. Regulatory bodies in

May 2013

2

Mexico only began allowing pension funds (Afores, which manage over $140bn) to invest in PE
funds since 2010, which has had a visible impact with funds opening since then.

Conclusion
Within Mexico we identify an opportunity based on the attractive growth prospects and a
demographic transition which is boosting disposable income and thus fostering domestic
consumption. We have recognized that there is a unique target company universe within the local
markets, where considerable opportunities arise for family owned and privately held growth
oriented companies. These companies are searching for partners combining local knowledge and
global vision to help them transition from the traditional family owned business model to the
modernized corporate model. More importantly for the opportunity itself, we think that there are
attractive entry multiples and a liquid equity market that will make IPOs a realistic exit strategy. In
a Zero Interest Rate Policy World where developed markets present investors with stretched
valuations, we think it wise to expand our horizon and seize an opportunity that seems ripe for
fruition. The Private Equity market is a nascent one in Mexico and it offers attractive entry
opportunities at attractive discount. As with all investment decisions, finding the best partner
possible is important. Private Equity is not an exception, and given the opportunity it is imperative
to make the appropriate choice as to the way of accessing the prospect.

May 2013

3

Important Disclosures
This material is distributed for informational purposes only. The discussions and opinions in this article are for general information only, and are
not intended to provide investment advice. While taken from sources deemed to be accurate, BigSur Wealth Management, LLC (“BigSur” or the
“Adviser”) makes no representations about the accuracy of the information in the article or its appropriateness for any given situation. Certain
information included in this article was based on third-party sources and, although believed to be reliable, it has not been independently verified
and its accuracy or completeness cannot be guaranteed. Any statements regarding future events constitute only subjective views or beliefs, are
not guarantees or projections of performance, should not be relied on, are subject to change due to a variety of factors, including fluctuating
market conditions, and involve inherent risks and uncertainties, both general and specific, many of which cannot be predicted or quantified and
are beyond our control. Future results could differ materially and no assurance is given that these statements are now or will prove to be accurate
or complete in any way. This article may include forward-looking statements. All statements other than statements of historical fact are forwardlooking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” and “expect”). Although we believe that
the expectations reflected in such forward-looking statements are reasonable, we can give no assurance that such expectations will prove to be
correct. Various factors could cause actual results or performance to differ materially from those discussed in such forward-looking statements.
BigSur shall not be responsible for the consequences of reliance upon any opinion or statements contained herein, and expressly disclaim any
liability, including incidental or consequential damages, arising from any errors or omissions.
The companies discussed herein, are for illustrative purposes only and do not represent past or current recommendations by BigSur. This article
is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation and
the particular needs of any specific investor. Views regarding the economy, securities markets or other specialized areas, like all predictors of
future events, cannot be guaranteed to be accurate and may result in economic loss to the investor. Any securities or products referenced BigSur
believes may present opportunities for appreciation over the subsequent time periods. BigSur closely monitors securities discussed and client
portfolios and may make changes when warranted as a result of evolving market conditions. There can be no assurance that the securities and
performance included or referenced in the article will remain the same and investment strategies, philosophies and allocation are subject to
change without prior notice. Specific securities or companies identified and described may or may not be held in portfolios managed by the
Adviser and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not assume that
investments in the securities identified and discussed were or will be profitable. BigSur may change its views on these securities at any time.
There is no guarantee that, should market conditions repeat, these securities will perform in the same way in the future. Any referenced securities
and their respective returns reflect the reinvestment of income and dividends, but do not take into account trading costs, management fees, and
any other applicable fees, expenses, and various factors including account restrictions, guidelines, the timing of investments, and cash flows that
may affect the investor’s actual return and performance. Please refer to Part 2A of BigSur’s Form ADV for a complete description of fees and
expenses. Hypothetical performance results may have inherent limitations.
The returns and references to the S&P 500 index are provided for informational purposes only. The S&P 500 Index is a market-capitalization
weighted index containing the 500 most widely held companies chosen with respect to market size, liquidity, and industry. The index is calculated
on a total return basis with dividends reinvested. In addition, the volatility and securities of the index may be materially different from an
investor’s. The S&P 500 Index was selected and is referenced to allow for comparison of the performance of any referenced securities or overall
market to that of a well-known and widely recognized index. Comparisons to indexes in this material have limitations because indexes have
volatility and other material characteristics that may differ from the referenced strategy or security. Therefore, actual performance may differ
substantially from the performance of any referenced index). Investors should be aware that the referenced benchmark funds may have a
different composition, volatility, risk, investment philosophy, holding times, and/or other investment-related factors that may affect the
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benchmark funds’ ultimate performance results. Due to these differences, indexes should not be relied upon as an accurate measure of
comparison and are for informational purposes only. Unless noted otherwise, all index returns are denominated in U.S. dollars.
Target exposures included in this article may differ between clients based upon their investment objectives, financial situations and risk tolerances.
Investments in general involve numerous risks, including, among others, market risk, default risk and liquidity risk. No security or financial
instrument is suitable for all investors. Securities and other financial instruments discussed in this article, are not insured by the Federal Deposit
Insurance Corporation (“FDIC”). The income and market values of the securities stated on this article may fluctuate and, in some cases, investors
may lose their entire principal investment. Past performance is not indicative of future results.
This information is highly confidential and intended for review by the recipient only. The information should not be disseminated or be made
available for public use or to any other source without the express written authorization of BigSur. Such distribution is prohibited in any
jurisdiction dissemination may be unlawful. Please contact your investment adviser for advice appropriate to your specific situation.
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