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Highlights:

DSL technology is predominant
The enterprise sector is exploding
Integration and alliances are two key factors for successful service

Enterprise Sector Leads Market Growth

High-speed Internet services in Mexico have rapidly become an important growth area
for the data transmission service industry. Select, an ITC consulting firm in Mexico,
estimates that by the end of 2004, the high-speed Internet industry market in Mexico will
be more than US$150 million, representing 19 percent of the value of the Internet access
market, including dial up and dedicated access. This growth represents a 73-percent
increase over 2002. 2002 growth was an incredible 222 percent over 2001. Select expects
growth to dow in 2004, but the estimated 33-percent increase will still put the sector at
double-digit growth.

“For Mexico, broadband access alternatives are becoming increasingly important to
intensive users of dial-up service. In addition, broadband service is stimulating the
acquisition of equipment by medium-sized firms due to broadband’ s ability to support a
LAN connection,” says Gabriel Moreno, Senior Internet Analyst at Select. The use of
high-speed Internet service enables the user to use more resource-demanding multimedia
and higher-interaction applications, both of which require a higher connection speed.

In the short term, there are two inhibitors that are preventing even more rapid growth of
broadband in Mexico: low availability and high cost. Nevertheless, due to the



increasingly popularity of broadband service, providers are being forced to adjust to the
new market realities by providing differentiated value-added services or risk migration of
their users to the competition.

Select believes that the development of applications for administration, collaboration,
videoconferencing/telephony, and integrating LANS to high-speed connections will drive
the adoption of broadband services in the SOHO (Small OfficeHomeOffice) segment.

At the end of 2003, Select predicts that DSL will become the most popular alternative for
Internet access in Mexico and account for 50 percent of broadband clients. The small
business sector accounts for 52 percent of the DSL subscribers.

While cable companies continue to participate in broadband service provision, the
challenges that they face include increasing the availability of bi-directional serviceson
their coaxial infrastructure, the development of unigque value-added services beyond just
broadband access, and creating alliances with operators in order to orient their business
models to telecommunications service provision. There is an enormous amount of
business potential for cable companies, especially when one considers that there are
approximately 2.5 million cable TV subscribers in Mexico.

Although the participation of wireless providers in the market is still relatively small, it is
asub-sector with that has tremendous growth potential over the coming years. The surge
of new competitors into the market will continue as will the increase in coverage of
current competitors. Select considers wireless as a complementary technology that serves
as an aternative when DSL and cable are not available.

Expectations 2003

The main challenge for broadband service providersin 2003 will be dealing with the low
availability and relatively high cost of service, which are the two primary barriers to
adoption by consumers. Additionaly, providers will have to maintain existing service
accounts, deal with challenges associated with application development and packaging,
and differentiate their content. New content development and applications will attract
new clients. Broadband service providers, especially cable providers, will need to be
flexible enough to structure unique value-added services and enterprise solutions,
including access, integration, and security features that contribute to a reliable network.

To take advantage of the opportunities that the broadband market presents, Select
recommends the following:

Develop a firm portfolio focusing on the establishment of a synergy between all
business applications, the LAN network, and WAN connectivity.

For the enterprise sector, Record success stories of broadband integration in order
to reduce resistance by the customer to technology adoption.

Tailor the services to accommodate the needs of the client according to
geographic location, sector, and company size.



Demonstrate the utility and tangible benefits for the user.

Search for strategic aliances with other business models, such as integrators,
software developers, and 1SPs to strengthen the delivery of the service.
Understand that the enterprise broadband Internet access service sector is only
one link in the value chain and that a business needs to include other professional
IT servicesin its offerings (ERP, CRM, SCM, BI, eCommerce, Security, €tc.).
This requires the experience of the other players.

EXPO COMM MEXICO 2004

The U.S. Commercial Service, U.S. Embassy in Mexico encourages U.S. companies
interested in market opportunitiesin Mexico to participate in the USA Pavilion and
Product Literature Center at EXPO COMM MEXICO 2004, February 10 to 13. EXPO
COMM MEXICO 2004, a U.S. Department of Commerce certified trade show and in its
13" year, is Mexico's leading telecom, I T, wireless, networking ard Internet technologies
exhibition and conference. For more information, contact Beth Harringtonof E.J. Krause
a harrington@ejkrause.comor 301-493-5500 x3312 or Angeles Avilaof the U.S.
Embassy in Mexico at Angeles.Avila@mail.doc.gov or 011-52-55-5140-2621. The U.S.
Embassy and U.S. Department of Commerce thank the sponsors of the USA Pavilion,
Intel and Nextel de Mexico.

TELECOM & IT TRENDS MEXICO 2004

This International Market Insight, produced as part of the Telecom & IT Trends Mexico
2004 project, isone in a series of special reports on the telecommunications, Internet, and
IT market in the country. Telecom & IT Trends Mexico 2004 is a collaborative project of
the U.S. Commercial Service and the International Trade Administration’s Office of
Telecommunications Technology. We would like to acknowledge the participation and
support of Select Mexico (www.select.com. mx) and Pyramid Research
(www.pyramidresearch.com) for assistance provided in reviewing this report for
accuracy and welcome the assistance of other qualified private-sector
telecommunications research firms. This project, now in its second year, isin support of
the USA Pavilion at EXPO COMM MEXICO 2004, aU.S. Department of Commerce
certified trade show organized by E.J. Krause.
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Steve Green

International Trade Specialist

International Trade Administration
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Tel: (202) 482-4202
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For additional information regarding market research specific to your products and
services, ask about our Flexible Market Resear ch and Customized Market Analysis
programs by contacting us at 1-800-USA-TRAD(E) or www.export.gov or
www.buyusa.com. Both reports provide timely, customized, reliable answers to your
inquiries about a market and its receptivity to your products and services.

To the best of our knowledge, the information contained in this report is accurate as of
the date published. However, The Department of Commer ce does not take
responsibility for actions readers may take based on the information contained herein.
Readers should always conduct their own due diligence before entering into business
ventures or other commercia arrangements. The Department of Commer ce can assist
companies in these endeavors.



