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Barometer 5
Introduction

Introduction

March 2007 signed the release of our first Business Barometer
Survey results, a derivative idea of Deloitte and the executives
of the most important companies in Mexico, aimed at sharing
useful information for proactive decision making.

At that time, 138 of the most important companies in Mexico
supported the initiative and attended our invitation to respond
a survey designed to evaluate a series of critical concepts for
their companies: the business environment variables, the leading
deterrents for the Mexican economy stability, and the
government’s performance as well.

One year on, more than 700 executives have raised their
expectations with regard to the business environment in
Mexico, contributing to monitor the heartbeat of the
entrepreneurial sector with their opinions. Our deepest
respects to all of them.

We are certain that the second year of our Barometer Survey
will bring along increased opportunities to evolve into the
outlook meeting point of the business community.

We will continue working hard to strengthen this meeting
space, sharing information and knowledge to transform
them into enterprise value.
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I. Business environment

Optimism is weakening somewhat among
executives. Their expectations have changed
with regard to the business environment as a
whole, as well as to the business climate, credit
availability, employment, security and the
economic situation in particular.

According to the fifth survey carried out in March 2008,

the executives’ opinion with regard to the business environment
within a year was less optimistic compared to that on the
previous survey. The evaluation of five issues (economic situation,
business climate, credit availability, employment and security)
lowered their average score to 56, the lowest score since the
first survey was carried out.

Annual trends comparison

Security is the worst evaluated variable

Security is the worst evaluated indicator, among all variables.
Respondents ranked insecurity as the second leading threat
to the Mexican economy within the following months.

Coincidentally, the effectiveness of government actions aimed
at improving security was the worst evaluated issue by the
executives during 2007, yet it improved in March 2008.

Future Situation with regard to the date of the survey (Average scores in a 0-100 scale basis*)

m Economic situation
Investment climate

Credit availability

]
m Average
B Employment

m Security

March ‘07 June September

March ‘08

December

* These figures were computed by weighing percentages of responses Better, the Same or Worse by 1, 0.5 and 0.
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Although these expectations are less optimistic, they are better than those regarding the same issues twelve months before.

Annual trends comparison

Current situation compared to one previous year (Average scores in a 01-100%)

m Credit availability

m Economic situation
Investment climate

m Average
37 33 H Employment

31 m Security

19

March ‘07 June September December March 08

* These figures were computed by weighing percentages of responses Better, the Same or Worse by 1, 0.5 and 0.
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II. Company situation

The executives’ opinion with regard to the
company situation was less favorable compared
to that of former surveys, whereas the particular
evaluation of five issues —wages, production
capacity, prices, employment and profitability-
was not very different from those of September
and December 2007.

Annual trends comparison

A. Current

On a scale 0 (worse) to 100 (better), the average score with
regard to the companies’ general situation decreased, falling
to 64 in March 2008, while the figures for the previous surveys in
2007 were 72 in December, 70 in September; 75 in June and
82 in March.

Nevertheless, if we consider six enterprise variables (production
capacity, employment, prices, production, profitability and wages)
by March 2008, the perception regarding their current situation
was similar to that of December 2007.

Current Company Situation compared to one previous year (Average scores in a 0-100 scale basis*)

84 85

70

65

Wages

Production capacity

Production
Prices
Average

Employment

54 m Profitability

March ‘07 June September

December March 08

* * These figures were computed by weighing percentages of responses Higher, the Same and Lower by 1, 0.5 and 0.

Lower production and employment

In the opinion of the executives surveyed in March 2008, 51.6%
of the companies’ production was higher than one year earlier
and 31.4% believed that employment increased; these numbers
were lower than those of December 2007 (58.9% and 39.2%,
respectively)

Connection between production and inventories

There is an evident connection between production and
inventories: if a company has lower demand, it increases the
inventories in the first place and reduces the production growth
pace afterwards. According to the executives’ responses in March
2008, in 28.2% of companies the demand was high and 58.8%
rated inventories as normal; the numbers for December 2007
survey were 29.9% and 83.3%, respectively.



B. Future

The descent of optimism

The opinions with regard to the companies’ general situation
within 12 months were less optimistic in March 2008, than
those of December 2007 (average rate: 78 versus 88), perhaps
due to the likelihood that the US slowdown would impact the
Mexican economy.

In December 2007, 77.3% of companies forecasted to increase

their production within the next 12 months and 54.9% would
expand their workforce; likewise, 62.5% would raise wages

Annual trends comparison
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Company situation

and 48.3% would increase prices. Nevertheless, the numbers
in March 2008 were substantially lower: 53.5% of the companies
estimated to increase production, and 37.2% would hire more
personnel; similarly, 57.4% of the companies would augment
salaries and 46.8% was planning to increase their products’
and services' prices. Therefore, in March 2008, only 46.2%

of the companies believed that profitability would enhance
within a year; but only three months before, a larger number
0 companies (66%) were expecting higher profitability.

Future company situation (within a year) with regard to the date of the surveys (Average scores in a 0-100 scale basis *)

88

67 67

Wages

Production
Production capacity

Average

Prices
\.67 m Employment

65 m Profitability

March ‘07 June September

December March '08

* These figures were computed by weighing percentages of responses Higher, the Same and Lower by 1, 0.5 and 0.
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[II. Exchange rate and inflation

Executives consider that Mexico has achieved
financial stability and therefore their expectations
were revised downwards.

According to the surveys carried out since March 2007, the
respondents have acknowledged financial stability as a true.
The most frequent opinion regarding the exchange rate along
2007 valued the dollar between 11.20 y 11.40 pesos to the
dollar within a year.

The observed exchange rate was less than 11 pesos to the
dollar, somewhat below the executives’ expectations.

March 2008. Exchange rate within a year (% of total responses)

Between $11.40 - $11.60

Between

$11.20 - $11.40 More than $11.60

8.40%

34.80%

Less than $11.20

The expectations of the economic analysts obtained by the Bank of Mexico between March 24-28 were also revised downwards. In
March 2007, the analysts forecasted an exchange rate of 11.35 pesos to the dollar by the end of 2008, and 11.01 pesos to the dollar

in March 2008.

Annual trends comparison

Exchange rate updated trend within a year (% of total responses)

59
55

43

54 Less than $11.20

35 m Between $11.21 and 11.40

m Between $11.41 and 11.59

3 More than 11.60

March ‘07 June September

December March '08



According to the March 2008 survey the
executives have raised their inflation forecast.

The estimated inflation for 2008 has jumped on raised forecast.
In March 2007, 23.5% of the respondents expected it to be
above 3.5% for 2008; one year later, only 3.2 confirmed that
same number. Likewise, 50% of the surveyed executives

Annual inflation forecast for 2008
(% of total responses)

Between 4.0y 5.0
Between 3.5y 4.0

More than 5.0

Less than 3.5

Barémetro 5
Exchange rate and Inflation

continue to foresee inflation levels between 3.5% and 4.0%.
Nevertheless, the executives predict that inflation could slow
down in 2009 and therefore to narrow the gap within the
annual inflation target set by the Bank of Mexico (3%).

Annual inflation forecast for 2009
(% of total responses)

Between 4.0y 5.0

Between 3.5y 4.0

50.30%

More than 5.0

Less than 3.5

According to the Bank of Mexico, the analysts in the private sector have modified their prospects in the same course: the expected

inflation for 2008 was 3.98%; and 3.62% for 2009.

Annual trends comparison

59

55

44

36

4

57 m Between3.5y4%

50

36
33 Between 4y 5%

= More than 5%
= Less than 3.5%

March ‘07 June September

December March ‘08
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IV. Threats to the Economy

Growing concern due to the U.S. economic
slowdown

According to the executives’ opinion in March 2008, there are
three crucial deterrents for economic growth in the incoming
months: the economic slowdown in the US (an increasingly
important variable), insecurity and political discords in Mexico.

Threats to the Economy (%of total responses)

Inflation

Political discord

Insecurity

Corruption

o . .
US Economic 4% Social conflict

slowdown
2% Wage claims

4% Crude oil

1% price reduction

Public deficit

Annual trend comparison

Temporary external threat

In spite of rising concern among the surveyed executives
regarding the US economic slowdown, this is perceived as a
temporary external threat. Although it will impact the pace
of Mexico's economic growth, it will be somewhat lower than
expected compared to similar situations in the past.

Insecurity and political discord: structural
internal weaknesses

Even though internal weaknesses seem to be structural,

the executives have consistently ranked low the government’s
performance aimed at reducing insecurity along the four surveys,
yet the figures improved in March 2008.

Political discords —another main deterrent to the Mexican
economy- are currently focused on the energy reform debate.

436 US Economic Slowdown

414

m Political discord
m Insecurity

71 = Inflation
59 51 = Corruption
> ‘s‘g m Crude oil price reduction
22 ? 2 19 Social conflict
.—1-5-\~7 PG » @13 Wage claims
0 0 & . .
i ; M Public deficit
March ‘07 June September December March 08

* “Corruption” was not included in the March 2007 survey.
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V. Government Administration

The executives’ outlook for inflation does not appear to be negative. In fact, they acknowledge the effectiveness of government’s
performance aimed to control inflation. Moreover it has been the only best-evaluated issue along the surveys in 2007 as well as

in the survey carried out in March 2008.

Opinions on Government Performance March 08.

Inflation control

0,
Security improvement Rk

Infrastructure
improvement/increase

25%

Economy growth 23%

Unemployment reduction 17%

69% 28% 39
37% 34%
60% 16%
62% 15%

The executives evaluation with regard to the
government’s performance is improving mainly
in two particular issues: the capability to
increase infrastructure and security improvement.

According to the previous surveys, the government’s capability
to improve both infrastructure and education, has not been
big enough (two means within reach to expedite the increase
of productivity); and the actions aimed at improving economic
growth and therefore to reduce unemployment and poverty,
have failed.

m Better = Same Worse

Nevertheless, March 2008 signed favorable and substantial
change within the evaluation of two aspects of the government’s
performance compared to December 2007: the increase of
infrastructure and security improvement.

In the former case it could be influenced by the progress
within the National Infrastructure Program 2007-2012 posted
in July 2007, and the National Infrastructure Fund rollout in
February 2008.

And in the second one, the influence likely resulted from
intensive publicizing of the government’s achievements in
the crusade against crime and all the progress made in order
to materialize the National Agreement for Lawfulness and
Security as well.

In the spirit of providing greater clarity to our readers we
present the annual comparison in two trend charts, each
one including four evaluated variables.
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Annual trends comparison

85 85 83

.—‘\‘/.—. 83  m Inflation control
79

Infrastructure
improvement/increase
m Average
= Unemployment reduction
m Security improvement

March ‘07 June September December March 08

* These figures were computed by weighing percentages of responses Better, the Same and Worse by 1, 0.5 and 0

Repositioning Mexico
55 in the world
54 ™= Economy growth
52 ™ Average

¢ m Education improvement
5 m Poverty reduction
32

March ‘07 June September December March 08



VI. Conclusions

The Business Barometer's fifth edition is full of undertones and
reveals the executives' outlook swift between December 2007
and March 2008, with regard to the economic environment
and the general situation of their companies. The respondents’
lowest scores given so far reflected decreased optimism concerning
the investment climate, credit availability, employment, security
and the economic situation as well.

Barometer 5
Conclusions

Furthermore, widespread concern about the US slowdown
as the major hindrance to the Mexican economy within the
incoming months is connected to optimism downward slope
on the companies’ results in such issues as production capacity,
employment, prices, production, profitability and wages.

We built three indexes which trends reveal the expectations swift.

Future situation of the environment and the companies (0: pessimistic; 100: optimistic)

100
90 A—A
80 —7—4\ A
70
60
50 T T T T
March ‘07 June ‘07 September ‘07 December ‘07 March 08

Environment* -@- Companies** —&—  General situation***

* Composite index of five indicators (investment climate, credit availability, employment, security and economic situation).
** Composite index of six indicators (production capacity, employment, prices, production, profitability and wages).

*** Simple index of the general situation of the companies.

On the other hand, the executives consider that Mexico

has achieved financial stability and revised their expectations
downwards. Yet 50% of the surveyed executives continued
to foresee inflation levels between 3.5% and 4.0%, the
respondents predict that inflation could slow down in 2009
and therefore to narrow the gap within the annual inflation
target set by the Bank of Mexico (3%).

Finally, it has been interesting to monitor the favorable and
substantial changes that March 2008 survey brought along
compared to that of December 2007, regarding the evaluation
of two aspects of the government’s performance: the increase
of infrastructure and security improvement.



Barometer 5
About the Survey

VII. About the Survey

Deloitte’s fifth Business Barometer survey carried out in March  Considered among the most important companies in Mexico,
2008, included 156 executives of the most prominent companies  their added income rose $254.55 billion dollars, in the last
in the country. reported period.

Average annual income of companies

Income Level

u Lees than 300 u Between 301 and 500 = Between 501 and 1,000
Between 1001 and 2,000 H Between 2001 and 5,000 = Between 5001 and 10,000
® More than 1001 = Not available
Industry Participation
Industry

Life sciences

and Healthcare L
Transport and aviation

Services

v

Financial services

Technology, media
and telecommunications

Energy and
natural resources

Real Estate V
Manufacturing

Z

Consumer
products
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For more information, please contact us at.

www.deloitte.com/mx/barometro
barometro_mexico@deloittemx.com

Phone: +52 (55) 5080 6633, in Mexico City and the metropolitan area
01 800 4 Deloitte (01 800 4 3356 4883)
Toll free for the rest of the country.

deloitte.com/mx

Deloitte provides audit, tax, consulting, and financial advisory services to public and private clients spanning multiple
industries. With a globally connected network of member firms in 140 countries, Deloitte brings world class capabilities
and deep local expertise to help clients succeed wherever they operate. Deloitte's 165,000 professionals are committed
to becoming the standard of excellence.

Deloitte's professionals are unified by a collaborative culture that fosters integrity, outstanding value to markets and
clients, commitment to each other, and strength from diversity. They enjoy an environment of continuous learning,
challenging experiences, and enriching career opportunities. Deloitte's professionals are dedicated to strengthening
corporate responsibility, building public trust, and making a positive impact in their communities.

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of member firms, each of
which is a legally separate and independent entity. Please see www.deloitte.com/mx/aboutus for a detailed description
of the legal structure of Deloitte Touche Tohmatsu and its Member Firms.

Disclaimer

These materials and the information contained herein are provided by Deloitte Touche Tohmatsu and are intended to pro-
vide general information on a particular subject or subjects and are not an exhaustive treatment of such subject(s).

Accordingly, the information in these materials is not intended to constitute accounting, tax, legal, investment, consulting,
or other professional advice or services. The information is not intended to be relied upon as the sole basis for any deci-
sion which may affect you or your business. Before making any decision or taking any action that might affect your per-
sonal finances or business, you should consult a qualified professional adviser.

These materials and the information contained therein are provided as is, and Deloitte Touche Tohmatsu makes no express
or implied representations or warranties regarding these materials or the information contained therein. Without limiting
the foregoing, Deloitte Touche Tohmatsu does not warrant that the materials or information contained therein will be
error-free or will meet any particular criteria of performance or quality. Deloitte Touche Tohmatsu expressly disclaims all
implied warranties, including, without limitation, warranties of merchantability, title, fitness for a particular purpose, non-
infringement, compatibility, security, and accuracy.

Your use of these materials and information contained therein is at your own risk, and you assume full responsibility and
risk of loss resulting from the use thereof. Deloitte Touche Tohmatsu will not be liable for any special, indirect, incidental,
consequential, or punitive damages or any other damages whatsoever, whether in an action of contract, statute, tort
(including, without limitation, negligence), or otherwise, relating to the use of these materials or the information con-
tained therein.

If any of the foregoing is not fully enforceable for any reason, the remainder shall nonetheless continue to apply.
Member of
© 2008 Galaz, Yamazaki, Ruiz Urquiza, S.C. All rights reserved. Deloitte Touche Tohmatsu





