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EXECUTIVE SUMMARY

Mexico's rapidly expanding room air conditioner! (AC) market presents a strategic opportunity for U.S.
manufacturers to strengthen North American supply chains while addressing critical energy
infrastructure challenges. With demand for room AC units in residential and commercial buildings
projected to drive a 26 GW increase in Mexico’s peak electrical load by 2050, high-efficiency air
conditioning systems offer both substantial market opportunities and essential grid stability benefits.

Market Opportunity and Growth Trajectory: The Latin American and Caribbean room AC market is
projected to reach 20 million units annually by 2030, with Mexico representing approximately 1.3
million units valued at nearly $600 million. Conservative growth projections of 4.5% annually position
this as one of the region's most dynamic cooling markets, driven by rising temperatures, urbanization,
and increasing household incomes. Mexico's current 44% inverter technology adoption rate significantly
lags behind global leaders (90-100%), indicating substantial potential for efficiency improvements.

Supply Chain Vulnerabilities and Strategic Imperatives: China's dominance in global room air
conditioning manufacturing—controlling 82% of production and up to 90% of critical components—
creates profound supply chain risks amplified by recent export restrictions on gallium, germanium, and
rare earth elements essential for high-efficiency systems. Recent Mexican tariff measures targeting
imports from non-trade agreement countries, combined with increasing U.S. pressure to secure North
American supply chains and an ongoing USMCA review emphasizing substantially higher U.S.-
manufactured content in key sectors, create a favorable policy environment for nearshoring initiatives.
U.S. manufacturers shifting production from China to Mexico could reduce operating costs while
achieving logistics costs and lead time improvements.

Economic Impact and Revenue Potential: Analysis reveals substantial revenue opportunities across two
strategic approaches:
¢ Component Manufacturing: U.S. suppliers of advanced control systems, precision compressors,
and refrigerant management technologies could capture $220-275 million in annual premium
component revenues across Latin America by 2030
e Complete System Manufacturing: U.S. companies pursuing integrated manufacturing strategies
could generate $1.4-1.7 billion in factory gate revenues across Latin America and the Caribbean
region.

1 Room air conditioner in this context follow the global definition, which encompasses mini-split systems, window units, and
portable units designed for cooling individual rooms. This differs from the U.S. market where "RAC" typically refers primarily to
window units. Globally, including in Mexico, mini-split systems dominate the RAC market segment, while window units are
more common in the United States.



These projections reflect conservative 15% sales market share assumptions for Latin America and the
Caribbean and focus on high-efficiency segments where technological differentiation supports premium
pricing. These findings support potential U.S. manufacturing strategies with minimum U.S.-
manufactured content requirements, consistent with current North American manufacturing and trade
priorities.

Technology Leadership Opportunities: The transition to advanced refrigerants required by the Kigali
Amendment commitments creates immediate demand for sophisticated safety systems, advanced
controls, and precision engineering—areas where U.S. manufacturers maintain technological leadership.
CHIPS Act investments in domestic semiconductor production directly support the advanced control
electronics that differentiate high-efficiency systems.

Energy Security and Infrastructure Benefits: High-efficiency air conditioning systems achieving SEER
ratings of 4.7-5.7 W/W (16.0-19.4 Btu/W) can reduce individual unit electricity consumption by 30-50%
during peak demand periods, directly addressing Mexico's grid stability and peak load supply-capacity
expansion challenges. By reducing peak load, high-efficiency cooling also supports reliable baseload
generation, complementing investments in firm power resources such as nuclear and geothermal
energy. This positions AC manufacturers as infrastructure solution providers in addition to being
consumer goods suppliers, creating opportunities to engage utility companies and government agencies
prioritizing long-term energy security.

Employment and Regional Economic Impact: Conservative projections indicate total employment
impacts of up to 10,000 direct and indirect jobs across both countries, with U.S. positions concentrated
in high-skill component manufacturing, engineering, and systems integration roles typically offering
above-average manufacturing wages and jobs in Mexico focused on assembly and operational
production roles. This distributed job creation model leverages each country's competitive advantages
while strengthening regional economic integration.

Strategic Implementation Framework: Success requires coordinated action leveraging CHIPS Act
semiconductor investments, establishing strategic partnerships with Mexican manufacturers for cost-
effective assembly, and focusing initial market entry on high-efficiency segments where technological
differentiation supports premium pricing. Recent regulatory developments, including the Air-
Conditioning, Heating, and Refrigeration Institute (AHRI) and Canadian Standards Association (CSA)
harmonization agreement creating unified standards across U.S. and Canadian markets, further reduce
barriers to North American manufacturing collaboration. Similar harmonization involving Mexico could
further reduce barriers to manufacturing collaboration while facilitating market access across the
region.

Methodological Contribution: Beyond Mexico's air conditioning sector specifically, this analysis
demonstrates a replicable framework for product-level supply chain assessment—combining market
sizing, technology evaluation, component-level cost modeling, and economic impact quantification—
that can be systematically applied to other manufactured goods where concentrated Asian production,
growing regional demand, and high-value component opportunities create strategic nearshoring
potential.



