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Mexico finally is being discovered by investors and developers of high-end,

luxury hotels, many of which include branded residential components.
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he relatively short history of tourism in Mexico has come full circle. To-
day, Mexico is once again considered one of the most diverse and pop-
ular vacation and second-home markets in the world with its variety of
tourism options—beach resorts along 6,000 miles of coastline, colonial towns,
archeological ruins—and its proximity to the United States. Investment and
development opportunities are more secure and lucrative than ever before due
to changes in Mexico’s foreign investment laws, the recent ability to purchase
U.S. title insurance, and the strengthening relationship—both economically
and politically

In the 1950s, the Mexican government established Acapulco as a high-end
destination that attracted presidents and Hollywood movie stars. The filming
of movies such as Night of the Iguana helped to launch Puerto Vallarta as one
of the hot vacation destinations. But in the three decades to follow, while the
number of foreign visitors increased, Mexico lost its place on the list of jet-set
travel destinations.

During the early 1970s, the Mexican government formed FONATUR (Na-
tional Tourism Investment Fund) and developed resort destinations such as
Cancun, Los Cabos, and Ixtapa, as well as some resort locations that have strug-
gled, such as Huatulco and Loreto. Most of the resort hotels developed




in these and other nongovernment-supported destinations were large
three- and four-star resorts eatering 1o the “masses.” Mexico gracu-
ally becane known as a bargain destination with no real alternative
for the lop end of the market. During the 1980s and carly 19905, this
all-inclusive concept attracted millions more tourists each vear. Those
lowking for o vacation destination in a warm, tropical elimate, where
staying at a luxury resort hotel was one of the criteria, instead trav-
eled to Hawaii, the Caribbcan, and elsewhere. Until recently, Mexico
was, for the most parl, overlooked by the selective traveler,

Now, with a variety of new, high-end, luxury resort hotels and
pated master-planned resort and residential communities, Mexico
is offering competitive hospitality and residential opportunilics at
distances closer to most of the mainlaned United States than Hawaii
and the Caribbean, and with fewer, il any, time changes. Certain
large metropolitan areas in the United States such as Los Angeles,
san Francisco, Dallas, Houston, Miami, and Atlanta are close enough
to Mexican destimtions such as Los Cabos, Puerto Vallarta, aned the
greater Cancun arca for those seeking a long weekend trip to fy to
these locations on Friday, spend Saturday and Sunday there, and
fly back Sunday evening. The relatively shorl distance and travel
titne have offered a significant advantage in the sale of vacation
homes, both whale ownership and fractional interest ownership
products, within gated master-planned conununities in Mexico;
owners can ke more freguent trips for shorler periods,

An essential compenent of Mexico's economy, lourism, rank-
ing just below the oil and manufacturing industries, is the third-
largest industry in terms of generating loreign income, which

Located in Los Cabaos, the 60-suite,
18-acre Las Ventanas al Paraiso
was ane of the first high-end resort
properties credited with helping to
change the bargain reputation of
Mexico's tourism industry.

amounted to over $8.1 billion last year. Mexico's economy as a whaole
has taken major steps in recovering from the 1994 peso devalua-
tion and resulting cconomic crisis, Inflation has been controlled
and was down Lo 8,96 percent last vear, from a crisis high of over
50 percent in 1995, Mexico’s gross domestic product (GDP) grew
al 6.9 percent in 2000 and, with the slowing of the Uniled States's
LOOTIMY, L gl'n'ﬂ.’l‘i‘l this year in ."'.-'{n;,'xin;.'n |- ]1r|,1j|.'q;i|.'q| L |'|1_' j|,1,q1
under 3 percent. The North American Free Trade Apreement
(MAFTA), which went into effect on January 1, 1994, was one of
the principal reasons for Mexico's cconomic recovery, Today, Mex-
ico ranls as the United States’s second-largest trading partner, over-
taking Japan, with only Canada, the other NAFTA partner, in first
place. Over 80 percent of all foreign mvestment in Mexico comes
from the United States.

For years, Mexico has been considered a bargain tourist desti-
nation. According to the World “Tourism Organization (WTO), in
1999 Mexico ranlec eighth in e world in terms of number of for-
eign tourist arrivals and 14l in terms of foreign income generat-
ed. Through both private initiative and government support, Mex-
ico is working hard to close the gap between these two rankings.
Last year, it ranked 7th worldwide in number of foreign visitors
and 11th in amount of foreign income generated, suggesting that
Mexico is on its way loward achieving its goal of appealing w the
high-end tourise trade, Investors and developers of high-end, Tux-
ury hotels, including branded residential components, sold either
on a whole ownership or fractional interest basis, have shown re-
cent interest in Mexico. Both Mexican and foreign real estate de-
velopers have begun Lo develop
hmlr}f resort hotels, most oper-
ated by established hotel operat-
ing companies, with a few oper-
ated independently. Two of the
resorl hotels credited with help-
ing to change the bargain repu-
tation of Mexico's tourism in-
dustry are Rosewood's 60-suite
Las Venlanas al Paraiso resort lo-

cated in Los Cabos, which



opened in 1997, and
the |40-room/suite
Four Seasons Resort
Punta Mita, Four
Seasons’s first resort
in Latin America,
which apened in lale
1994, These hotels
currently are achiev-
ing high average dai-
Iy room rates and
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occupancy levels in
the $300 o $700 and 75 to 90 percent ranges respectively, which
are about the same or better than a number of comparable resorts
in other destinations around the world, The newest addition is
Amanresorts’s first property in Latin America, Mahakua, a 26-suite
development that opened late last vear. A refurbished 19th-centu-
ey hacicnda that is the centerpicee of o working ranch and coffee
plantation, Mahakua is located in the hills of Colima near the base
of one of Mexico's largest volcanoes.

As in other resorts in the United States, “branded” residential
products now commaonly are part of the averall resort mix, Lis Ven-
tanas al Paraiso ofters a whole ownership attached villa product, At
Punta Mita, Four Seasons—branded products will include the Four
Scasons Private Villas, a single-family home product, as well as the
Four Seasons Residence Club, a fractional-interest product, Branded
luxury residential products, either sold on a whole-ownership ba-
sis or on a fractional-interest basis of one- o three-maonth inter-
vals, have proven to be a growing trend, not only in Mexico, but al-
sowithin many resort projects in the United States. These residential
products gencrally offer most, if not all, of the same services to res-
idential owners as they do to hotel guests, with the assurance that
the unit will be well maintained when not in use, The ability to gen
erate some income through rental programs with the hotel man-
agement company is an additional benefit,

Luxury hotel operators have learned the value that brands can
add to real estate and understand that the addition of branded res
idential product can contribute significantly o the bottom line of
adevelopment project in which the hotel operator often is required
to parlicipate as a minority equity investor to be able to develop
and operate properties on unique sites, Amenities such as private
resort goll clubs, equestrian centers, and spa and fitness centers
also are growing in number and are important components of
high-end resort and residential community.

Munta Mita, a 1,500-acre master-planned resortfresidential com-
munily located |8 miles north of Puerto Vallarta, combines a num-
ber of high-end resort components, including luxury hotels, branded
whole-ownership and fractional-ownership residential products,
exclusive nonbranded residential products, a private golf club, beach
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The 140-room/suite Four Seasons Resort Punta Mita, Four Seasons's
first resort in Latin America, opened in 1999, Expansion plans Include
the Four Seasons Private Villas, consisting of 68 single-family homes,
and the Four Seasans Residence Club, a fractional-interast product
comprising B8 atfached villa unils.

clubs, a tennis center, a spa and fitness center, a marina, and eques
trian facilities, all construcred for use by it members. Situated at the
northern tip of the Babia de Banderas, Punta Mita, with its nine miles
ol constling, will include five luxury boutique hotels, three champi-
onship golf courses, and approximately 800 to 1,000 residential units
ranging in price from $500,000 to 3.5 million. Punta Mita is being
developed as Mexico's first private resort and goll community by
Dine, one of Mexico's largest diversified real estate development com-
panies and the wholly owned subsidiary of Grupo Desc, Mexico's
tenth-largest corporation, logether with an international team of con-
sultants involved in international resort developiment.

To establish Punta Mita as o high-end international destination
and exclusive residential community, the Four Seasons was set up
as an "anchor” to convey the message of Punta Mita's quality, cx-
clusivity, and level of service. The project is structured as a private
cluby; only residents and resort puests have aceess to the golf club
and project amenities. There are two principal classes of member-
shipas: resident membership, for owners of real estate; and temporary
resort membership, for guests in Punta Mita’s on-site luxury hotels,

Cround breaking for the model compleses lor both of the branded
Four Seasons's residential products—the Four Scasons Private Vil-
las, consisting of 68 single-family homes; and the Four Scasons ey
idence Club, a fractional interest project comprising 86 attached
villa units—is planned for this fall,
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Mexico has just over 100 champmnsh:p gnH nnnrs&;, fewar than either
Palni-Spiings or San Diego Cognty. 0f these |.an ::uurneu, nnl:.l a few.dozen. = =
are bocated i in tourist destinations.

Although opportunities for resort investment and development
i Mexico are plentiful, doing business in Mexico differs notably
(rom doing business in the United States. Strides have been made
recently toward modernizing Mexico’s cconomy, starting with the
implementation of NAFTA in 1994 and the election of President
WVicente Fox in .|11|:|.' 2000, Mexico's lirst apposition parly president
in mare than 70 years, which has had a positive effect on Mexico's
image, especially in terms of lorcign investment. That, combined
with the fact that Mexico” & CONEress conaists of three P”HLIP"J -
litical parties, none of which has a rajority vobe, sipnifics that de
mocratic praclices now are in place,

To invest in and develop resort projects successfully in Mexico,
the following steps should be considered:
B Tuchide o Mexican partiter, A good local partaer 1 invaluable
when doing business in a foreign country. Politics, laws, and even
comstruction processes are distinetly different in Mexdco, and for-
eign investors and developers have a much higher chance of suc-
ceeding when they select a reliable Mexican partner.
B Build a strong imernational teans. A combination of the top in-
ternational and Mexican consultants and contractors should e
used to “internationalize” and give credibility to the project.
B Enow your marker, The market affects everything from the mas-
ler plan Lo the legal structure of the project, and is critical when de-
l'.';:li[lt: whether to ':IL"'A.'L'IHEF i |1|,1|:||i|; ar il -l_r'nH' club,
W Errow ponr obyective, Ask yourself “What business are we ind™ and
iddentify the driving force needed for the linancial success of Uhe project.
W dnteriiational seles arad prarkedfng, Ao international sales and mar-
keting program with a presence in one or more of the key target
market cities in the United Stales 1s crucial to developing an ab-
sorption rate that will make o master-planned resort/residential
community suceessful. Do not just wait for prospective buyers 1o
come to the project.
B Creare a sense of connmanity and real estate values through priva-
ey exclusiviey, arel seevice, as well as throngl aimenitios and aceivities,

Fven as the seventh-largest tourism destination in the world,
Mexico only has 175,000 hotel rooms of four-star and above qual-

ity; less than both Las Vegas and Orlando. Mexico has just over 100
championship golf courses, fewer than either Palin Springs or San
Diego County. OFf these polf courses, only a fow dosen are located
in tourist destinations. With more than 6,000 miles of coastline,
most ol which is undeveloped, a subtropical climate similar to that
of Hawaii, a diverse socicty rich in history and eulture, and gov-
ernment support of the tourism industry, there are numerous lo-
cations and opportunities for foreign investment and development.

Anumber of new luxury resort hotels and master-planned com-
mnities are planned for the near future in Mexico
ated by Mandarin Oriental, St. Regis, Banyan Tree, and Auberge
among others, as well as hotels by Rosewood and Four Seasons. Ad-
ditional master-planned resort communities also are in the plan-
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ning stages in or near markets such as Puerto Vallarta, Cancun, and
Los Cabos. The Mexican government strongly supports the devel-
opment of these types of luxury hotels and resort projects for a
number of reasons. First and foremast, such projects can lrelp
achieve the goal of attracting well-to-do tourists lo Mexico who
stay longer and spend more. Secondly, due to the lower density of
huxury projects, they can be more ecologically friendly, with less
impact on the environment than maost typical |'|nl;*| developments,
Finally, these projects can generate a significant amount of foreign
direct investment in Mexico's cconomy through development of
other projects and acquisitions of operating assels,

The single greatest challenge, and perhaps one of the best op-
portunities for foreign financial istitutions, is the lack of credit for
purchasing real estale in Mexico. Most residential transactions are
still cash transactions. However, similar to (he increasing availabil-
ity of title insurance, which is relatively new in Mexico, it is antici-
pated that more financial institutions in the United States will slow-
Iy begin to offer residential martgages in Mexico, | |
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