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Bombardier Challenger 850 business aircraft, whose mid-fuselage is
produced in Mexico.
Source: Bombardier
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Mexican and Japanese aerospace
companies looking at teaming up to
supply OEMs in North America

Over the last few decades, global companies have looked to
Mexico as one of the leading emerging economies fully using
its human capital endowment into producing in high-tech areas
such as software design and aerospace production. In order to
be able to capitalize on the global economic recovery currently
underway, North American and European aerospace OEMs are
pressured to reduce costs and maintain and expand markets.
Since the aerospace industry is highly globalized, companies from
both industrial and emerging economies compete to develop
aerospace products with the best quality and low cost.

Mexico has rapidly developed its aerospace industry, and
today, it boasts that it is considered by industry experts as
one of the world’s most competitive countries for production
in this sector with manufacturing clusters that have attracted
OEMs, including Bombardier. The establishment of OEMs in
Mexico has prompted suppliers worldwide to establish them-
selves close to their manufacturing and assembly facilities
to save on cost and time for delivery. Today, among the 200
aerospace companies which are operating in Mexico, 79%
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Unit: US$ Million
LY 9,249 9115
8,341 7,865
T
8,000 17284 7,309 -
% - France
6,661 -=- Canada
6,000 / - Germany
5,202 = Japan
-=- Brazil
4,000 - Mexico
-»- Korea
2,000 K<£Eiw/////(/f””
131 178 378 7
0 —T !
2005 2006 2007 2008

Sources: U.S. International Trade Comission with data from the U.S. Department of Commerce

Thanks to its NAFTA membership, a well regarded reputation for quality
certified production and cost competitiveness, Mexican aerospace
manufactures are steadily gaining ground as suppliers for North American
OEM’s including Boeing, Bombardier and Textron. Today, Mexico ranks as
the 9t largest supplier of aerospace products to the U.S. market, above
China, Singapore, Taiwan, South Korea and Malaysia.
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Mexican mission members with representatives of SJAC in Tokyo in September
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are engaged in manufacturing, | 1% in repair and maintenance,
and 10% in engineering and design. The industry has created
27,000 direct jobs in 16 Mexican states. Its exports were
growing consistently, mainly to North American markets,
until the recession hit last year. A wide range of products are
manufactured in Mexico, including propellers, landing gear,
turbines, turbo-reactors, fuselages and rotors, as well as small
parts such as hoses, harnesses, and sensors.

As a market for aerospace products, Mexico is also among
the world’s top 20 importers of parts, components, systems,
and aircraft. Moreover, Mexico ranks second in the Americas
in the number of aircraft in the General Aviation segment.
In 2008, Mexico had the largest fleet of aero taxis in Latin
America with 1,723 aircraft. It also accounted for 87 percent
of the total number of executive jets in the region with 1,045
registered aircraft in that category.

Japan’s aerospace industry has distinguished itself for its
innovation, engineering, design, and quality in manufacturing of
aircraft and space parts and electronic systems. Its companies
are important suppliers to domestic manufacturers but also
to North American clients including Boeing, with exports
of airframes and engines for commercial aircraft, military
parts and components, as well as space related products.
For commercial aircraft, Japanese companies have engaged in
international cooperation agreements, or have worked under
licensed contracts to supply products. As the most recent
example of the latter, in the development of the newest Boeing
787 model, this company outsourced the production of wings
for the first time to Japanese companies whose work share has
reached about 35% of airframe and 5% of engine production.
For Japanese suppliers to be able to work more efficiently with
North American aerospace clients, outsourcing some of their
production of key parts and components to Mexico is the
answer to save costs and shipping time for delivery.

Number of suppliers of major OEMs
established in Mexico

Company | Model |, I e o PEN0®
Airbus | 330-800 | 355 16 4.5%
Abus | A-380 | 399 20 5.0%
Bosing | 787 | 299 14 4.7%
Boeing | 747-400 | 354 12 3.4%

Bombardier | CRJ200 | 299 13 4.3%

Embraer | ERJ135 | 279 17 6.1%

Souce: Secretary of Economy(SE) with information from the World Aerospace Database

Mexican Mission of Aerospace Companies
finds Business Opportunties in Japan

As a result of the Mexico-Japan EPA implemented in 2005,
the Mexican government started to promote synergies
among aerospace industries in both countries with the aim
of developing business and investments in manufacturing and
outsourcing across the Pacific. The promotion of the sector
in Japan by the Embassy of Mexico in Tokyo has increased in
the last few years, with the participation of the government
of Japan through METI and JETRO, the Society of Japanese
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Business matching session between Mexican mission delegates and Nagoya area
aerospace executives.
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Aerospace Companies (SJAC), and companies such as |HI,
Nabtesco, Mitsubishi Heavy Industries, and Mitsubishi Aircraft
Corporation. In 2008, the first mission ever of Japanese
company executives visited Mexico to learn about the
country’s manufacturing and design capabilities in this sector.
The Japanese mission visited manufacturing plants and held
meetings with industry executives and local government
officials in the cities of Queretaro, Chihuahua, and Monterrey,
where aerospace clusters have been developed.

In September, a reciprocal mission of Mexican aerospace
company executives visited Japan. The mission, which visited
Tokyo and Nagoya, was composed of fourteen representa-
tives from the Mexican Federation of the Aerospace Industry
(FEMIA) and eleven Mexican aerospace companies. The
Embassy of Mexico in Tokyo, the Greater Nagoya Initiative Cen-
ter; Chubu MET]I, and the Chubu Aerospace Technology Center
(C-ASTEC) co-organized a seminar and plant visits for mission
members in Nagoya. The seminar was attended by almost two
hundred participants. A business matching session with more
than thirty companies from the Nagoya area, and visits to the
plants of Nabtesco, MHI, and IHI complemented the mission’s
activities and business networking.

As a result of the mission, some Japanese companies are
already researching possibilities in building partnerships with
Mexican suppliers. A well-known Japanese aerospace compo-
nents manufacturer that produces flight control actuators is
considering partnering with several Mexican companies. One
is a company based in Chihuahua which produces harneses
and flight control systems for the global aerospace industry.

RESOURCE INFORMATION ON MEXICO TRADE AND INVESTMENT

® Office of the President of Mexico (X ¥ JK#EHEAT) : htep://www.presidencia.gob.mx

® Mexico’s Secretary of Economy (X =¥ J#%K&) :http://www.economia.gob.mx

® Embassy of Mexico in Japan (fEH X F ¥ I & REKRELE) : htep://www.sre.gob.mx/japon/

©® PROMEXICO (X OBZIRE(EERT) : http://www.promexico.gob.mx

® Mexico’s National Institute of Statistics, Geography and Informatics (X = & JE I FETHIREERBE) : http://www.inegi.org.mx

® Mexico’s Central Bank, Banco de México (X =3 O8R4T) :http://www.banxico.org.mx

® Mexico’s Secretary of Agriculture, Livestock, Rural Development, Fisheries and Food (X &3 JEHMAZESR) : http://www.sagarpa.gob.mx
® Mexico’s Secretary of Energy (X~ AT R)LF¥—%&) :http://www.sener.gob.mx

® Mexico Tourism Board (X =3 AEHF) : http://www.visitmexico.com

® The Mexican Federation of Aerospace Industries (FEMIA) : http://www.femia.com.mx
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Raul Urteaga-Trani, Director of the México-]apan EPA office, Embassy of Mexico in

Tokyo, addressed Nagoya area company executives on Mexico’s aerospace advantages.
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The Aerospace Industry in Mexico
Location and Geographic Distribution

Northeast Region:
Coahuila(6)
Nuevo Ledn(24) Central Region:
Tamaulipas(11)  Distrito Federal(7)
Edo. de México(5)
Querétaro(14)
San Luis Potosi(6)
3)

Northwest Region: Puebla(

Baja California(51)
Sonora(32)
Chihuahua(25)

West Region:

Aguascalientes(2)
Jalisco(5) Yucatan(3)
Zacatecas(1) # (Number of Companies) Guerrero(1)

Source: General Direction for Heavy Industries and High Technology, SE, Promexico and FEMIA

Transportation networks and cargo logistics, in addition to supply chain
networks and continuous optimization of human talent and management, are
defining today’s global competitive race. Mexico’s promotion of its aerospace
industry takes into consideration that companies want to be able to leverage
their investment—in networks of sourcing, manufacturing, R&D, distribution, and
service operations, as well as the flow of goods and the finances that link them.
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Bombardier Chooses Mexico for its
Global Aerospace Manufacturing

Today, as the global recession wanes, investors’ confidence
focuses on the opportunities and markets with the best
prospects. In 2005, Bombardier Aerospace chose Mexico
as the manufacturing site for its long-term strategy to
produce aircraft products, and eventually, complete aircraft.
A year later, Bombardier’s Queretaro Aerospace Park in
central Mexico opened its world-class manufacturing facility
complementing existing manufacturing sites located in
Canada, Northern Ireland, and the United States. Currently,
Bombardier Aerospace has approximately 1,900 full-time
employees working at its plant facilities in Mexico where
they manufacture electrical harnesses and structural aircraft
components. These components include the Challenger 850
mid-fuselage, the Q400 aircraft flight control work package
(rudder, elevator and horizontal stabilizer), and the Global
family of aircraft fuselages. A local supplier base to further
support Bombardier’s Mexican operations is being developed,
along with an aerospace university that has started to gradu-
ate engineers and technicians in Queretaro.

In 2010, Bombardier will complete its fourth plant in Quere-
taro which will produce airframes and wings made of carbon
composite materials and electric harnesses for the Learjet
85. Components built in Mexico will be shipped to Wichita,
Kansas, in the United States for final assembly, interior finish-
ing, flight tests, and customer delivery.

The reasons for which Bombardier chose Mexico as its pre-
mier manufacturing site include the country’s infrastructure,
competitive transportation costs, manufacturing quality, ample
availability of highly trained skilled workers and engineers, its
proximity to North American clients, and its aircraft compo-
nent manufacturing certification. In 2007, Mexico signed the
Bilateral Aviation Safety Agreement (BASA) with the United
States, by which aerospace products and services certified by
Mexican civil aviation authorities are fully recognized by the
U.S. Federal Aviation Authority. This certification mechanism
has improved the advantage of Mexico as a site for manufac-
turing and services to provide North American OEMs. As for
manufacturing cost, several independent research firms have
found Mexico as the most competitive place for manufactur-
ing. According to the 2008 edition of “Competitive Alterna-
tives” report published by KPMG, for example, manufacturing
cost for aircraft parts in Mexico is 23% less than that of the
United States. Another survey conducted this year by the U.S.
consulting firm, AlixPartners, found that Mexico offers the
biggest cost advantage for American companies outsourcing
abroad, even above China. AeroStrategy, a consulting firm
specializing in the aerospace industry, reports that Mexico is
the country which attracted the most manufacturing invest-
ments in this sector, with US$1 billion in 2008 alone.
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Office of Mexico-Japan Economic Partnership Agreement

The enactment in 2005 of the Mexico-Japan Economic Partnership Agreement (EPA) prompted the establishment of the office of Mexico’s Secretary of Economy in Japan as
part of the Embassy of Mexico in Tokyo. The office oversees the implementation of the EPA and promotes expansion of business and investments between Mexico and Japan.
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M Disclaimer: Mexico’s Secretary of Economy does not warrant or assume any legal liability or responsibility for the accuracy, completeness, or usefulness of any information
contained in this publication, and disclaims all liability for loss or damage which may result from the use of information presented here.




