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After a year marked by volatility, political transition, and tariff noise, the fundamental case for Mexico and
nearshoring remains firmly in place. Contrary to common perception, we believe Mexico is not retreating from
nearshoring; it is merely taking a pause. While headlines might suggest nearshoring has run its course, they
largely overlook the fundamentals of what is taking place. Commensurately, Mexican equity valuations
compressed to extreme levels by late 2024, as the Mexican equity market traded at a 15-year low, according to
Bloomberg. While through the first half of 2025 valuations rebounded from the trough level, Mexican equities
remain attractive, trading near one standard deviation below the 10-year forward P/E average. Even with recent
tariff announcements on Mexico by the United States, Mexico’s effective US tariff rate remains only at 2.3%,
compared to an average of 10.1% for the rest of the world, as per the Yale Budget Lab. This reinforces Mexico’s
relative advantage even within the current framework. As such, we believe the current disconnect between
sentiment and fundamentals offers a compelling opportunity.

Exhibit 1: Valuations (10-year fwd. P/E)
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The current valuation disconnect, in our view, overly discounts Mexico’s geopolitical position and the
nearshoring opportunity for the country. Nearshoring remains central to Mexico’s investment case, shaped by
evolving trade realignment. Shifts in historic trade partnerships, such as Mexico surpassing China as the United
States’ top source of imports in 2023 and elevated US-China tensions, should allow Mexico to position itself as the
preferred regional hub. Mexico remains essential to US supply chains, with cost advantages, logistical proximity,
lower wages, and preferential trade terms under the United States-Mexico-Canada Agreement (USMCA).

Exhibit 2: Share of US Total Imports ($bn Nominal Basis)
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Foreign companies already located in Mexico are deploying capital and expanding their footprint. These include
investments of $15 billion from Mexico Pacific, $5 billion from Amazon, and $4 billion from DHL, as per Reuters,
as well as $18 billion from Japanese auto suppliers, according to the Financial Times. Surprisingly, reinvestment
accounted for 80% of 2024’s total FDI. Moreover, in Q1 2025, total FDI into Mexico reached $21.4 billion -
representing a 5% YoY increase and a record high, in spite of fewer new entrants.

Exhibit 3: Mexico FDI (US$ bn, Quarterly) - Decline in New FDI Was Offset by Reinvestments
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Mexico’s position is further justified by preferential logistics and cultural advantages compared to many
historical trading partners of the US. Mexico’s geography offers a clear logistical advantage over competitors.
Overland shipping from Mexico to the US takes between two to five days, in contrast to multi-week shipments
from Asia. This proximity not only shortens supply chains but also reduces risk and improves inventory
management capability. Labor cost competitiveness also adds to the appeal. Despite multiple rounds of minimum
wage increases, Mexico’s average manufacturing wage remains at $4.90 per hour, below China at $6.50 per hour
and even more so the US, where manufacturing wages often exceed $30 per hour. Moreover, we believe
demographic and economic alignment with many US industries further differentiates Mexico, as they have a
younger and increasingly skilled workforce aligned with sectors like automotive, aerospace, and electronics.
Given that approximately 80% of US workers are employed in services, as per the US Bureau of Labor Statistics,
this contrast creates a highly complementary bilateral relationship.

Exhibit 4: The Manufacturing Wage Gap (Hourly Manufacturing Wage in US$)
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Mexico’s President Sheinbaum has taken a largely pragmatic approach to US relations. Rather than embracing
reactionary policy, her administration’s approach has remained measured regarding President Trump’s tariffs.
Recent initiatives are largely supportive of US initiatives on immigration, drug trafficking, and border security.
Reuters reports that fentanyl trafficking from Mexico to the US fell by 40% from January to June 2025, in addition
to declining homicide rates. These efforts not only reiterate Mexico’s image as a more relatable and reliable
partner, especially compared to China, but also further foster the relationship development through the USMCA,
which is due for a review.

Exhibit 5: President Sheinbaum’s Actions Started to Make an Impact - Victims of Homicide in Mexico
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In spite of the supportive data points for improvements, President Trump declared a 30% tariff rate for Mexico,
effective August 1st, due to a lack of security on the border. According to Bloomberg, the US does not intend to
apply the 30% rate to USMCA-compliant goods, citing a White House official. The bottom line is that this would
equate to an approximate 5% increase on goods that are neither USMCA-compliant nor impacted by global
sectoral tariffs. In the grand scheme of things, this is rather minor, as per Bloomberg, over 80% of US-Mexico
trade now happens within the USMCA framework. Additionally, there could be scope to negotiate this down prior
to August 1st. While the announcement is incrementally negative from a sentiment perspective, we do not
believe that it changes much from a fundamental perspective.

Since the USMCA replaced NAFTA in 2020, trade between the US and Mexico has surged nearly 50% according to
Mexico’s Economy Ministry. Moreover, President Trump himself originally signed the USMCA into law, calling it
“the best trade deal we have ever made.” The US to a large extent depends on Mexico, as 15% of US imports come
from Mexico, as per Jefferies. More interestingly, Mexico stands as the top trading partner for many southern
Republican-led states, in which any disruptions to the status quo could prove damaging to the 2026 US midterm
elections outcome. Ultimately, while some concerns remain, such as auto content rules, they do not undermine
the broader reasoning for the agreement.

Complementing these external efforts, President Sheinbaum’s administration has also advanced internal policy
initiatives such as “Plan México.” It includes 15 tax-incentivized industrial zones, aligned to underpin key
industries represented in US-Mexico trade. Amongst the industries poised to benefit are automotive, logistics,
and aerospace. The automotive industry has been the leading driver of nearshoring activity, accounting for 39%
of accumulated nearshoring demand by the end of 2024. For context, the main nearshoring clusters are
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concentrated in northern, eastern, and central Mexico, with key cities being Monterrey, Tijuana, and Ciudad
Juarez. To support development in these sectors, “Plan México” also aims to double clean energy capacity by
2030, from 80 to 156 TWh, easing infrastructure bottlenecks.

Exhibit 6: Nearshoring Share by Industry in Main Markets
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As these infrastructure efforts materialize, we highlight Vesta as a clear beneficiary of nearshoring. As a leading
industrial real estate development company, Vesta has one of the largest and most modern property portfolios in
Mexico, with diversified exposure to high-quality tenants. Additionally, Vesta continues to expand its footprint
through their strategic plan “Route 2030”, by accelerating its land bank across core markets such as Monterrey,
Guadalajara, and Mexico City. The company is well-positioned to capitalize on increasing rent prices and growing
demand for industrial space, driven by manufacturing, logistics, and e-commerce. Vesta trades at an attractive
9.6% 2026 cap rate as of 2Q 2025, according to Itau. We believe that at current valuations, the market is yet to
price in the future project developments supported by nearshoring.

Exhibit 7: Space Intensity of E-commerce and E-commerce Penetration Outlook
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In spite of the nearshoring developments, Mexican GDP growth in 2025 is expected to be subdued due to the lack
of social spending post-Mexican elections. The economic growth projections for the country appear stagnant, yet
while counterintuitively, it would not be accurate to assume the same holds for Mexican equities. Mexican
equities have nearly doubled in US$ terms over the past three and a half years, yet without valuation re-rating,
meaning the performance had been almost completely underpinned by earnings growth, as per BTG Pactual.
Many Mexican companies have an extremely resilient earnings base, as they operate in industries with limited
competition or have a meaningful earnings contribution from other countries.

As such, another opportunity we highlight is Arca Continental, one of the leading Coca-Cola bottlers in Latin
America. With a footprint of over 128 million customers across Mexico, the US, and South America, Arca stands to
benefit as Mexico has the highest per capita consumption of Coca-Cola globally, according to the Economic Times.
To meet growing demand for soft drink products in Mexico, the company plans to open six new production lines
in 2025. Moreover, the company continuously expands its umbrella of brands beyond Coca-Cola, and now
distributes over 160 brands, including Topo Chico, Sprite, Monster, and Powerade.

Ultimately, as outlined, we believe there is a significant disconnect between market sentiment and fundamentals.
While tariffs have contributed to volatility in the markets, the investment case for nearshoring remains intact and
underappreciated. We believe that resilient FDI and competitive advantages in labor and logistics continue to
reinforce Mexico’s role in the evolving global supply chain. We have identified several bottom-up opportunities,
and as such, we are overweight Mexico. Additionally, DRZ Emerging Markets Value Portfolio Manager, Marc
Miller, recently met with management teams across the real estate and industrial sectors. These first-hand
insights further validate our view that the market is yet to fully recognize the breadth of the opportunity. In our
view, nearshoring is not dead; it has merely taken a siesta.
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h Vesta CEO; Right Photo: Marc Miller (4t from the left) meeting with Fibra MTY CEO

Left Photo: Marc Miller (right) meeting wit
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Disclosures
Emerging Markets Value Composite

6/30/2010 - 6/30/2025

Total Total
Composite| Firm

s Assets Assets
($Millions)| ¢\ rittions)|($Billions)

Number |Composite| Strategy

Deviation | Deviation

2025 1614 1572  15.26 15.44% 16.90% <5 N/A 573 569 5.324
2024 6.03 5.24 7.50 16.66% 17.50% <5 N/A 434 431 5.490
2023 13.07 1222  9.84 16.17% 17.14% <5 N/A 421 420 4811
2022 (15.60) (16.28) (20.09)  22.49% 20.26% <5 N/A 327 327 4756
2021 3.39 256 (2.54) 21.40% 18.34% <5 N/A 400 400 4.347
2020 1670 1577 1831 22.54% 19.60% <5 N/A 289 289 3.447
2019 2207 2111 1843 13.54% 14.17% <5 N/A 245 245 3.562
2018 (1437) (15.06) (14.58) 14.33% 14.60% <5 N/A 462 432 3.916
2017 3220 3117  37.28 15.97% 15.35% <5 N/A 142 142 4814
2016 16.67 1575  11.19 17.06% 16.07% <5 N/A 92 92 5.565
2015 (12.73) (13.44) (14.92) 14.96% 14.06% <5 N/A 79 40 5.788
2014 (544)  (6.20) (2.19) 15.01% 15.00% <5 N/A 89 46 7.901
2013 5.09 426 (2.60) 18.45% 19.04% <5 N/A 32 32 8.517
2012 1796  17.03  18.22 N/A N/A <5 N/A 16 16 6.770
2011 (21.77)  (22.40) (18.42) N/A N/A <5 N/A 13 13 6.588
06/30/10

; 2985 2935  26.69 N/A N/A <5 N/A 17 17 5.832

12/31/10
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Disclosures

DePrince, Race & Zollo, Inc. has presented this report in compliance with the Global Investment Performance
Standards (GIPS®).

1.

DePrince, Race & Zollo Inc. (DRZ) is an independent investment management firm, founded in 1995, that
manages equity portfolios primarily for US institutional clients.

DRZ claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and
presented this report in compliance with the GIPS standards. DRZ has been independently verified for the
periods March 31, 1995 through December 31, 2023 by The Spaulding Group. The verification reports are
available upon request. A firm that claims compliance with the GIPS standards must establish policies and
procedures for complying with all the applicable requirements of the GIPS Standards. Verification provides
assurance on whether the firm’s policies and procedures related to composite and pooled fund maintenance,
as well as the calculation, presentation, and distribution of performance, have been designed in compliance
with the GIPS standards and have been implemented on a firm-wide basis. Verification does not provide
assurance on the accuracy of any specific performance report.

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this
organization, nor does it warrant the accuracy or quality of the content contained herein.

Additional information regarding the firm’s policies for valuing portfolios, calculating performance, and
preparing GIPS reports are available upon request.

The composite invests in global stocks through ADRs and securities in emerging market countries that have
an expected positive dividend yield and a market capitalization typically above $500 million. Holdings that do
not achieve the expected dividend yield may be considered for sale.

Past performance is not indicative of future results. The actual return and value of an account will fluctuate
and at any point could be worth more or less than the amount invested. Individual account performance will
vary according to individual client investment objectives.

The benchmark is the MSCI Emerging Markets Index (“Index”) which is a free float-adjusted market
capitalization index of companies in emerging markets. The Index captures approximately 2,600 mid and
large cap securities across more than two dozen emerging market countries. DRZ's Emerging Markets
portfolios generally consists of 50-80 securities and do not have exposure to all countries included in the
Index. While the Index is believed to the most relevant benchmark, material differences exist between the
Index and DRZ's managed portfolios. Discussion of securities’ price fluctuations during the period is provided
for informational purposes only. If performance of a holding is discussed, the example was chosen based on
the positions that had the most impact to the portfolio’s overall return for the period. The portfolio’s Net of
Fees provides the cumulative performance of all positions held. Period performance of each security held in
the portfolio is available upon request.

Total time-weighted rates of return are expressed in US dollars. Computations include the reinvestment of all
dividends and capital gains. For investments in ADRs and foreign domiciled companies, dividends are
included net of any withholding taxes.

The composite creation date is July 1, 2010, and the composite inception date is June 30, 2010. DRZ’s list of
composite descriptions is available upon request.
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Prior to 2020, accounts included in the composite had a minimum asset level of $1 million. Beginning in
2020, no minimums are used as inclusion criteria. Accounts subject to performance fees are not included in
the composite.

The gross-of-fees returns are net of actual trading costs.

Net-of-fees returns are calculated by deducting a model management fee of 0.063%, 0.75/12th of the highest
management fee of 0.75% from the monthly gross-of fee composite return. Starting in 2020 the fee schedule
was revised retroactively from 90 to 75bps.

DRZ’s standard fee schedule for Emerging Markets Value is 0.750% on all amounts.

Accrued income shown on this report is a preliminary estimate. Accruals reported to the system generating
this report that do not reflect a pay date or have estimated currency exchange rates at payment date are not
reflected in this report. As a result, total market value and performance shown here may differ from your
custodian’s records by these amounts.

Internal dispersion is calculated using the equal-weighted standard deviation of annual gross-of-fee returns
of those portfolios that were included in the composite for the entire year; it is not presented for periods with
5 or fewer portfolios. The three-year annualized ex-post standard deviation measures the variability of the
composite gross-of-fee returns and the benchmark returns over the preceding 36 months period. The
composite doesn’t have the three-year annualized standard deviation for 2011 and 2012 because 36 monthly
returns are not available. The three-year ex-post standard deviation is not required for periods prior to 2011.
All information including portfolio and performance statistics contained in this document is presented at the
composite level rather than for an individual account. This presentation is for informational purposes only
and should not be deemed as a recommendation to buy the securities mentioned. The securities highlighted
in this document, if any, represent recent holdings. It should not be assumed that recommendations made in
the future will be profitable or will equal the performance of the securities discussed in this report.

If clients are listed in this document, it is not known whether they approve or disapprove of DRZ or the
advisory services it provides. If included, the representative clients listed in this document are a cross section
of current accounts that maintain similar investment objectives as those expressed by DRZ’s prospective
clients. This list may include accounts that are not invested in the investment strategy described in this
document.

Portfolio characteristics shown are of a representative account with no material investment restrictions.
Portfolio characteristics include Annual Turnover, Weighted Avg Market Cap, Top 10 Holdings, Sector
Weights, Country Weights, among others shown. DRZ attempts to manage all accounts within the same
strategy pari passu.
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