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Markets	had	largely	expected	Andrés	Manuel	López	Obrador	to	emerge	victorious	in	Mexico’s	presidential
election	on	July	1,	but	only	now	are	the	longer-term	implications	of	the	new	political	mandate	beginning	to	take
shape	as	he	awaits	inauguration	on	December	1.	Dr.	Michael	Hasenstab,	CIO	of	Templeton	Global	Macro,	offers
his	analysis	of	what	may	lie	ahead	for	Mexico	and	explains	why	he	thinks	the	new	president	should	be	wary	of
repeating	the	populist	agenda	of	other	Latin	American	leaders	in	recent	history.

Andrés	Manuel	López	Obrador’s	(AMLO)	populist	ousting	of	the	PRI	(Institutional	Revolutionary	Party)	government
creates	some	political	uncertainties.	However,	we	believe	AMLO’s	team	has	done	a	sufficient	job	of	reassuring
investors	that	it	will	transition	the	government	in	an	orderly	manner,	“to	maintain	economic	and	financial
stability.”	That’s	a	good	start	from	the	incoming	government,	in	our	view.

Financial	Discipline	vs	Populist	Impulses
History	offers	us	a	number	of	examples	of	populists	in	Latin	America	that	abandoned	market-friendly	policies	to
the	detriment	of	their	countries,	notably	including	Dilma	Rousseff	in	Brazil,	or	the	Kirchners	in	Argentina.

While	AMLO	has	shown	some	populist	impulses,	such	as	expanding	pension	benefits	or	broadly	handing	out
scholarships,	his	team	appears	aware	of	the	pitfalls	that	often	await	governments	that	disrupt	confidence	in	their
country’s	financial	markets.

Over	the	last	few	weeks,	AMLO’s	team	has	vowed	to	uphold	fiscal	discipline	and	maintain	the	independence	of
the	central	bank.	AMLO	has	also	indicated	he	would	not	reverse	a	number	of	critical	reforms	carried	out	by	his
predecessor,	such	as	the	privatization	of	the	energy	sector.

Certainly	a	lot	of	actual	policy	remains	to	be	seen,	but	the	team’s	initial	attentiveness	to	capital	markets	and	the
business	sector	is	an	encouraging	sign.	Additionally,	AMLO	did	run	relatively	responsible	fiscal	policy	during	his
tenure	as	mayor	of	Mexico	City.

How	Well	Will	AMLO’s	Political	Alliances	Hold?
Nonetheless,	there	are	some	concerns	for	the	incoming	government.	The	left-wing	Morena	party,	which	AMLO
founded	in	2014,	contains	a	number	of	unknown	newcomers	that	lack	previous	political	experience,	including
activists	and	celebrities.	His	governing	coalition	in	Congress,	Juntos	Haremos	Historia,	enjoys	a	majority	in	the
Chamber	of	Deputies,	controlling	62%	of	the	seats,	but	is	composed	of	politically	contrasting	allegiances	between
the	Labor	Party	(PT)	and	the	social	conservative	PES	party.

AMLO’s	popularity	appears	to	be	the	glue	binding	these	disparate	political	factions	together,	but	it	remains	to	be
seen	how	those	alliances	will	hold	together	on	actual	policies,	particularly	if	AMLO’s	popularity	wanes.



Even	the	Morena	party	itself,	which	now	has	the	highest	number	of	seats	in	both	chambers	of	Congress,	has	little
experience	whipping	votes.	We	believe	it	will	be	important	for	the	government	to	uphold	recent	reforms	and	to
also	pursue	new	reforms	if	Mexico	wants	to	expand	its	economy	and	continue	attracting	investment.

A	Largely	Positive	Response	From	Markets	So	Far
But	despite	some	of	the	longer-term	political	uncertainties	following	the	election,	markets	have	largely	reacted
positively	in	recent	weeks.	Much	of	that	can	be	attributed	to	the	central	bank	(Bank	of	Mexico)	continuing	to	run
orthodox	policy	in	the	background	of	the	election.	Notably	it	raised	its	policy	rate	25	basis	points	(bps)	on	June	21
to	7.75%,	while	indicating	that	it	intends	to	further	support	the	peso	and	keep	inflation	expectations	anchored.

The	Mexican	peso	has	responded	by	strengthening	10%	against	the	US	dollar	from	June	14	to	July	15,	while
markets	have	priced	in	another	25	bps	rate	hike	at	the	August	2	meeting.

On	the	whole,	a	number	of	questions	linger	for	the	incoming	Morena-led	government,	but	we	don’t	expect	major
disruptions	to	the	institutional	strength	of	the	country,	or	its	economy.

Investors	should	recall	that	the	Mexican	government	has	run	appropriate	fiscal	policy	for	the	last	two	decades,
while	protecting	the	independence	of	its	central	bank,	and	maintaining	a	free-floating	exchange	rate.	We	don’t
see	those	institutional	constructs	being	disrupted.

Our	Outlook	for	Mexico	Remains	Positive
Additionally,	Mexico’s	economy	has	remained	largely	resilient―the	country	has	one	of	the	most	open	economies
in	the	world,	benefiting	from	free	trade	agreements	with	the	United	States,	Canada,	Japan,	Central	America	and
the	European	Union.	It	also	significantly	benefits	from	upswings	in	the	US	business	cycle.

Renegotiations	of	the	North	America	Free	Trade	Agreement	(NAFTA)	remain	an	ongoing	concern,	but	are	not
likely	to	derail	the	extensive	systems	of	trade	between	Mexico	and	the	United	States,	in	our	view.

Overall,	we	continue	to	have	a	positive	outlook	for	the	country.	We	remain	focused	on	investment	opportunities
in	Mexico’s	local-currency	market,	as	the	peso	remains	undervalued	while	yields	in	the	front-end	of	the	curve
remain	highly	compelling	at	more	than	7.5%.

The	comments,	opinions	and	analyses	expressed	herein	are	for	informational	purposes	only	and	should	not	be
considered	individual	investment	advice	or	recommendations	to	invest	in	any	security	or	to	adopt	any	investment
strategy.	Because	market	and	economic	conditions	are	subject	to	rapid	change,	comments,	opinions	and
analyses	are	rendered	as	of	the	date	of	the	posting	and	may	change	without	notice.	The	material	is	not	intended
as	a	complete	analysis	of	every	material	fact	regarding	any	country,	region,	market,	industry,	investment	or
strategy.

This	information	is	intended	for	US	residents	only.

To	get	insights	from	Franklin	Templeton	Investments	delivered	to	your	inbox,	subscribe	to	the	Beyond	Bulls	&
Bears	blog.

For	timely	investing	tidbits,	follow	us	on	Twitter	@FTI_US	and	on	LinkedIn.

What	Are	the	Risks?
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All	investments	involve	risks,	including	possible	loss	of	principal.	Special	risks	are	associated	with	foreign
investing,	including	currency	fluctuations,	economic	instability	and	political	developments.	Investments	in
emerging	markets,	of	which	frontier	markets	area	subset,	involve	heightened	risks	related	to	the	same	factors,	in
addition	to	those	associated	with	these	markets’	smaller	size,	lesser	liquidity	and	lack	of	established	legal,
political,	business	and	social	frameworks	to	support	securities	markets.	Because	these	frameworks	are	typically
even	less	developed	in	frontier	markets,	as	well	as	various	factors	including	the	increased	potential	for	extreme
price	volatility,	illiquidity,	trade	barriers	and	exchange	controls,	the	risks	associated	with	emerging	markets	are
magnified	in	frontier	markets.	Bond	prices	generally	move	in	the	opposite	direction	of	interest	rates.	Thus,	as
prices	of	bonds	in	an	investment	portfolio	adjust	to	a	rise	in	interest	rates,	the	value	of	the	portfolio	may	decline.


