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SUMMARY 
 In January 2018, risk assets rose due to a positive global growth outlook, but there was a correction and recovery in 

February, led by the US, owing to fears of higher inflation. 
 The same sequence occurred in Mexico, but with a slower recovery, owing to additional local risks. 
 For 2018, foreseeable global risks are unchanged: progrowth initiatives in the US, problems in Europe, geopolitics, 

monetary policy, and Bitcoin. 
 Mexico faces abnormal, extreme risks. NAFTA renegotiation can be postponed owing to non-resolution of key issues, and 

the left leads in electoral polls. 
 2018 scenarios unchanged, with probabilities: positive (20%), negative (40%), middle (40%).  
 Overweight ILS 1 to 3 year duration, underweight stocks and Fibras (REITs). 

 

“It is always wise to look ahead, but difficult to look further than you can see” - Winston Churchill 

January positive, but worrying signals in February 
January was positive for risk assets, continuing 2017 trends. Fibras were an exception owing to NAFTA 
uncertainty. In February, risk assets corrected, with an unexpected cause, the US.  Risk assets fell owing to fears 
of a rise in inflation, and then recovered half way through the month. Meanwhile, Mexico recovered less than other 
markets, owing to highly visible risks: NAFTA renegotiation and July elections.   
 
Figure 1. Investments: performance Jan-14Feb2018 (% pesos). Source: Bloomberg, Franklin Templeton 
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2018: POLITICS AND ECONOMICS 
President Trump began the year with less verbal belligerence, although he introduced protectionist and negative 
migratory measures. 

 
Domestic policy 
Government shutdown and migration policy 
The federal government shut down from Saturday January 20 to Monday January 22, after the Senate approved a 
law keeping the government operating until February 8, and postponing decisions on the government debt ceiling 
and federal budget. This is the 9th federal shutdown since 1980. The lack of agreement is due to the Trump migration  
policy, which in September 2017 cancelled  protection offered by Barack Obama to illegal immigrants who had 
arrived as children (Deferred Action for Childhood Arrivals – DACA:  Figure 2). Trump also hopes to obtain additional 
funds to build the US-Mexico border wall.  After a brief shutdown on February 9, a two year agreement was signed 
authorizing expenditure of US$300 bn. and suspending the debt ceiling for a year.  
 

Figure 2.Support for Dreamers in US. Source: Morning Consult 
 

Mid-term elections 
On November 6, 2018, there will be mid-term election for 435 seats in the House of Representatives, and 34 out of 
100 Senate seats and 39 state governors. Results could shape the rest of the Trump presidency. If the Democrats 
do as well as the polls predict (Figure 3), there could be several consequences.  1) Republic legislative agenda could 
be blocked, 2) there could be more aggressive investigations of Trump and his administration 3) Trump nominations, 
especially for the Supreme Court, could be vetoed. Historically mid-term elections have favored the opposition party. 
 

Figure 3. US Congress: poll average. Source: Real Clear Politics 

 
 
Infrastructure 
After the success of fiscal reform and before the mid-terms begin to affect sentiment, Trump is expected to propose 
an infrastructure investment plan (highways, bridges and airports) of up to US$1.5 trn., as mentioned in his January 
State of  the Union (SOTU) address. The American Civil Engineers´ Society reported in 2017 that US needs 
cumulative Investment of US$4.59trn. by 2025, of which US$2trn. Is not funded.  Success of the initiative is limited 
by 3 factors: 

 Tax cuts of US$1.5trn. lower overall funding,  
 60% voting majority is needed in the Senate, but the Republicans currently have 51 seats,  
 Attention will mainly be focused on the mid-term elections.  
 

President Trump began the year with less verbal belligerence, although he introduced protectionist and negative migratory measures. 
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Foreign policy 
In January, Trump introduced import duty of up to 30% on solar equipment and up to 50% on washing machines 
made outside the US, to last for four years. Even though the economic impact in terms of job protection and price 
increases is considered slight, it is considered that he still thinks that protection works, and it is possible that China 
and South Korea react with countervailing measures. He also showed unpredictability, as he claimed in his Davos 
speech at the end of January that the US is open for business. 
 
GLOBAL 
Elections 
Although clearly the main elections with an effect on Mexico are the Mexican elections in July and US midterms, we 
do not discard the possibility that elections in other apparently irrelevant countries could have an effect on global 
markets, as happened with Greece in 2014, when it was feared that it might leave the European Union and default 
on its debt. In this context, during the month, Venezuela was considered to have defaulted during January on US$1.7 
bn. of sovereign debt. European and Latin American could be important for financial markets (Figure 4). 

 
Figure 4. Principal elections: 2018 

 
 
 
Other global risks 
While the Korean crisis might appear resolved by the union of the North and South Korean teams in the Winter 
Olympics, we do not discount a resurgence of North Korea’s nuclear ambitions. Similar, turbulence continues in 
parts of the Middle East, there are potential problems in the Chinese financial system, and Russia continues to show 
expansionist ambitions, among foreseeable risks for 2018. 
 
 
 
MEXICO 
Elections 2018 
By mid-February all polls showed Andrés Manuel López Obrador (AMLO), of Morena (radical left) the lead for the 
presidency, with Ricardo Anaya of the coalition PAN-PRD (center) second and Jose Antonio Meade (PRI) third. The 
anti-PRI vote (58.8%) is bigger than the anti-AMLO vote (34.4%), and Ricardo Anaya could capitalize on both.  
Preliminary returns indicate that Jose Antonio Rodríguez (“El bronco”), Margarita Zavala and Armando Ríos Piter 
will qualify for independent candidacies by the February 19 deadline. This could generate even more uncertainty, 
as they represent the “antisystem” vote and could take votes away from any of the main parties.  Independents and 
undecided represented 30% of the total, which reflects the high level of uncertainty at this stage of the process 
(Figure 5).  

 
 
 
 

Date Country Election

18-Mar-18 Russia President

22-Apr-18 Venezuela President

20-May-18 Italy Parliament

27-May-18 Colombia President

1-Jul-18 Mexico

President & 

Congress

9-Sep-18 Sweden Parliament

7-Oct-18 Brazil

President & 

Congress

6-Nov-18 USA

Senate & 

Congress
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Figure 5.  Most recent presidential polls (% of voting intentions). Source: polling organizations 

 
 
NAFTA negotiations 
The 6th round of NAFTA negotiations took place in Montreal from 23-29 January. Agreement was reached on some 
sectors including corruption, telecommunications ecommerce and health protection. However some key areas (rules 
of origin, dispute resolution, and the “sunset” clause) remain unresolved. The seventh round of negotiations will take 
place end-February in Mexico City. The key issue is whether the negotiations will be finished before the Mexican 
July elections. While the Mexican private sector estimates that there is 70% chance of completing them before the 
end of July, there are political complications in all three countries, particularly Canada.  
 
ECONOMICS 
GLOBAL 
An increase in global growth is still forecast for 2018, although it is forecast to fall in 2019 particularly in developed 
countries (Figure 6). 

 
Figure 6. Developed and emerging economies: growth forecasts 2017-19 (Feb2018) Source: Bloomberg 

 
US 

Figure 7. US: cumulative GDP growth since prior recession. Source: Bloomberg 
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US GDP grew 20% in the 8 years since the last recession in 2009. This makes it the third longest recovery, and the 
weakest of the last 8 economic cycles in the US, owing to the severity of the 2008 financial crash (Figure 7). 

Inflation 
US annual inflation has stayed close to the Fed objective of 2% since December 2016 and is forecast at 1.9% in 
2018 and 2.0% in 2019, based on wage increases so far (Figure 8). Monetary normalization is widely expected. 

 
Figure 8.Consumer inflation and wage increases. Source: Bloomberg. 

 
Bitcoin 
At the end of 2017 Bitcoin reached a maximum intraday price of US$19,511 per unit. Since then, the price has fallen 
to a low of US$5,922, almost 70%, a crash by any definition (Figure 9).  The boom was caused by investors wishing 
to invest in better established cryptocurrencies, and the crash has been caused by regulatory threats in India, China, 
and South Korea, fears of hacking, plus market dynamics.  All cryptocurrencies have been affected including 
Litecoin, Ethereum and Ripple. 

 
Figure 9. Bitcoin: US$ Price (Feb18). Source: Bloomberg 

 
 
The Bitcoin boom has outpaced any of the last 10 years (see Figure 10). One consolation is that the total invested 
in cryptocurrencies is estimated at US$500bn., a small proportion of total financial investment in the US (Figure 10). 
However, measurement is uncertain and it is unclear how derivatives are considered (as occurred in the subprime 
boom in 2006-8). 
 

Figure 10. Bitcoin: comparison with other bubbles and investments. Source: IFF 
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MEXICO 
Growth 
For 2017, Mexico seems to have avoided the uncertainty generated by NAFTA renegotiation, with initial estimates 
of 2.1% real. There was good news in January 2018 with an estimated US$93 bn. in concessions being awarded in 
the last bidding round for deep water drilling. Growth estimates for 2018 and 2019 do not seem to discount potential 
effects of negative outcomes in NAFTA or 2018 elections.   
  

Figure 11.Mexico: macroeconomic projections 2018-23. Source: SHCP (Mexican Treasury) 

 
Inflation 
In January 2018 annual YoY inflation fell from 6.77% in December 2017 (historic high since March 2001), to 5.55%, 
as the gasoline price hike of January 2017 was excluded from the measurement. Even though producer price 
inflation has fallen considerably, partly due to peso appreciation in 2017 and January 2018, the risk of a relapse 
remains, due to an exchange rate shock from adverse outcomes in either of the two main Mexican risks with pass-
through to producer and consumer inflation complicating the official inflation target of  3+/- 1%. 

 
Figure 12. PPI and CPI. YoY 12 month inflation (%). Source: Bloomberg. 

 
SCENARIOS 2018 
Foreseeable Risks 
Global 
 US: progrowth policies (taxes, deregulation, infrastructure) 
 NAFTA renegotiation 
 Europe: Brexit, Catalonia and elections 
 Geopolitics: China, Korea, Middle East, Russia 
 Global slowdown, monetary policy 
 Bitcoin 
Mexican 
 NAFTA renegotiation 
 Elections 2018 
 Security 
 Corruption 
 Oil price 
 Debt increase/credit rating 
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Scenarios 
Taking into account foreseeable risks presented in the previous section, we present 3 scenarios for 2018, where the 
objective is Mexican economic growth. In the positive scenario, all risks turn out positive for Mexican growth, in the 
negative, all turn out negative, and in the middle, they vary different (in nature, intensity and/or duration).  
 

SCENARIOS 
Positive (20%) 
• US: tax reduction, deregulation and infrastructure Investment increase growth.  
• NAFTA renegotiation “win-win”.  
• Europe, China, Russia, Korea and Middle East: risks do not materialize.  
• Global synchronous growth continues and monetary policy applied successfully.  
• Bitcoin crash does not affect economy.  
• Mexico: corruption and security risks contained. Positive outcome in July 2018 elections.  
Negative (40%) 
 US: progrowth policies fail. 
 NAFTA renegotiation fails.  
 Europe (UK and EU) disintegrates, risks in China, Rusia, Korea and Russia materialize.  
 Global slowdown due to politics, economic dynamics, or monetary policy.  
 Bitcoin crash affects economy.  
 Mexico: corruption and insecurity increase. Negative outcome in July 2018 elections. 
Middle (40%) 
 US progrowth measures partially successful. 
 TLC renegotiation partially positive.  
 Europe, China, Russia, Korea and Middle East: risk materialize partially.  
 Global growth continues, less synchronized than 2017 and monetary policy partially successful.  
 Bitcoin crash partially affects economy.  
 Mexico: corruption and security partially contained. Election outcome unclear. 

 
MARKETS 
US$ and peso investments: comparative performance 
Despite peso depreciation (2000-2018), peso denominated investments have outperformed US$ denominated 
investments, measured in pesos (Figure 13). 
 

Figure 13. US$ and peso investments: comparative performance (% pesos 2000-Feb2018). Source: Franklin Templeton 

 
 
 
 
US$ and peso 
The US$ weakened (Figure 14). Owing to a slight improvement in NAFTA prospects, peso undervaluation 
diminished (Figure 15). 
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                    Figure 14.  US$ index and peso 2004-Feb18. Source: Bloomberg  .               Figure 15 Peso vs. US$:  1979-Feb18. Source: Franklin Templeton                                                 

 
 

Debt 
Owing to the strength of the US economy, the Fed is forecast to raise its reference rate at least twice during 2018, 
the first at its March 21, meting, i.e. arise from its current level of 1.25%-1.5% to 1.75%-2.0%.  10 year rates have 
risen to 2.85%, a high since January 2014, owing to higher inflation, and levels of 3% are estimated for end-2018 
(Figure 16). 

Figure 16. US rates: yield curves 2007-Feb18. Source: Fed 

 
 
For other countries, 10 year rates in general are expected to rise for developed markets but to fall in most emerging 
markets, except Brazil, South Korea and Indonesia (Figure 17).  

Figure 17. Developed and emerging markets: 10Y nominal rates forecast end 2018 (Feb2018). Source: Bloomberg, Franklin Templeton  

 
 
In Mexico short term rates are also expected to rise.  A second rate increase is expected in the 2nd quarter with the 
reference rate rising from 7.50% now to 7.75%. Real long term rates have been stable, with a low term premium 
(Figure 18). Primary rates for the 3 year Udibono (Mexican TIP) are at a historic high since 2008. Volatility in short 
term rates is likely to be reflected in long term rates. 
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Figure 18. Mexico: real rate yields 2005-Feb2018. Source: Franklin Templeton 

 
 

Stocks 
January 2018 was positive owing to optimism for global synchronized growth and the US tax reform. At the beginning 
of February, there was a strong correction in several markets, frequently wiping out January gains and increasing 
volatility (Figures 19 and 20), caused by fears of increased inflation. The Mexican market followed world trends, but 
owing to peso strength, showed positive returns for the year to mid-February (Figures 19 and 20).  
 
           Figure 19. VIX: volatility index 2015-2018                                   Figure 20.  World markets: 2018 (Dec17 – 14Feb18 US$). Source: Bloomberg         

   
 
Both in Mexico (Figure 21) and in the US, stocks (Figure 22) recovered in mid-February. 
    
Figure 21. Mexico: stocks (IRT pesos) 1Jan17-15Feb18. Source: Bloomberg                 Figure 22. US: stocks (S&P 500 US$) 1Jan17-15Feb18. Source: Bloomberg 
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Fibras 
Owing to novelty, dividend yield and inflation protection, Fibras have outperformed stocks since 2011. Since the 
Trump election in November 2016 they have been affected mainly by NAFTA fears (Figure 23).    

 
 

Figure 23. Fibras vs. Mexican stocks (IRT) Mar2011-Feb2018 (base 100 MXN$). Source: Bloomberg 

 
  

Figure 24. Fibras: valuation and dividend yields (Feb2018). Source: Franklin Templeton 

 
 

The first FIBRA E (energy REIT) was issued successfully in February in an amount of 14.25bn. pesos. A dividend 
yield of 11% is expected in its first year. The issuing trust is backed by income charged to producers and consumers 
of electric energy by the transmission division of CFE (Comisión Federal de Electricidad – Federal Electricity 
Commission).  The structure raises funds for CFE to expand electricity production. 
 
Conclusion  
Forecast global expansion has led to continued optimism for risk assets in general, although the recent correction 
has introduced concern that it may not be risk-free. Mexico, exceptionally, faces two abnormal and extreme risks. 
Until these risks are either reduced or eliminated, we expect high volatility in Mexican investments: peso, debt, 
stocks, and Fibras. We overweight ILS with 1 to 3 years duration, and overweight stocks and Fibras. 

 
Ramsé Gutiérrez 

Luis Gonzalí 
Jorge Marmolejo 

Nadia Montes de Oca 
Octavio Martínez 

Editor: Timothy Heyman 
February 16, 2018 
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Main financial indicators: monthly at January 31, 2018 
In January 2018, in Mexico, the IPC rose 2.23%. Nominal rates rose in short and 10 year terms, but fell in medium 
term. Real rates rose in all terms. The US$ fell 5.37% against the peso. In the US,  DJ, S&P500 and Nasdaq rose. 
Nominal rates rose in short and medium terms, and fell in long term. Real rates rose in all terms. In Bank of Mexico’s 
business climate survey, optimism rose to 16% (13% previous), no change stayed at 50%, and pessimism fell to 
34% (37%). 

 
Source: Bloomberg, Banco de México 

Main financial indicators: monthly at January 31, 2018

In January 2018, in Mexico, the IPC rose 2.23%. Nominal rates rose in short and 10 year terms, but fell in medium term. 
Real rates rose in all terms. The US$ fell 5.37% against the peso. In the US, DJ, S&P500 and Nasdaq rose. Nominal rates 
rose in short and medium terms, and fell in long term. Real rates rose in all terms. In Bank of Mexico’s business climate 
survey, optimism rose to 16% (13% previous), no change stayed at 50%, and pessimism fell to 34% (37%). 
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IMPORTANT LEGAL INFORMATION 
The material has been prepared by Franklin Templeton Servicios de Asesoría Mexico, S. de R.L. de C.V. (“FTSAM” or the “Company”) which 
has the folio inscription number 30045-001-(14127)-15/04/2016 in the Public Register of Investment Advisors assigned by the National 
Banking and Securities Commission (Comisión Nacional Bancaria y de Valores) in terms of the Securities Market Law (Ley del Mercado de 
Valores).  Registry does not imply compliance with the regulations applicable to the services that are provided, nor the precision or veracity 
of the information provided.  The content of this document is for information purposes only.  Past Performance is not a guarantee of future 
returns. 

The material has been prepared by FTSAM solely for use in this document, and is intended to be of general interest only and does not 
constitute legal or tax advice nor is it an offer for shares or invitation to apply for shares of any kind. Nothing in this document should be 
construed as investment advice. This document may contain information obtained from various sources, and while it may be considered 
reliable, the Company makes no warranty or any statement on its fidelity, accuracy, scope or coverage, as the Company has not verified, 
validated or audited independently such information. The information is partial and, therefore, cannot be called complete. You agree to keep 
the contents of this document strictly private and confidential and it shall not be disclosed, copied, reproduced or redistributed (in whole or in 
part) to any person without the prior written consent of the Company.  

This document may contain "forward looking statements" and results may vary from those expressed or implied are included in this document. 
Such forward-looking statements can be identified, among other words, by the use of terminology such as "expect", "anticipate", "believe", 
"continue", "could", "estimate", "predict", "try" "plan", "predict", "should" or other forward-looking terminology, or by the negative of these words 
or comparable terminology, including without limitation the plural form of these words. All forward-looking statements relate to the Company's 
current expectation regarding future events and are subject to a number of factors that could cause actual results to differ materially from 
those in respect of the forward-looking statements. One must be cautious of such statements and should not place undue reliance on any 
forward-looking statements. 

This document includes no representation or warranty (express or implied) so it should not support the accuracy, fairness or completeness of 
the information presented or contained in this document. Neither the Company nor any of its affiliates, employees, advisers or representatives 
accepts any liability for any loss or damage caused by the information presented or contained in this document.  

The information presented or contained in this document is current as of the date indicated and is subject to change without notice and its 
accuracy is not guaranteed. The information contained herein and the views, if any, expressed therein are issued on the date hereof and, 
therefore, are conditioned and / or subject to probable changes due to changes in applicable law, as well as the conditions and circumstances 
that may or may not be provided in this document, in addition to over time and other similar situations. Neither the Company, nor its affiliates, 
agents, employees nor advisers assume any responsibility or obligation to inform you or any other person regarding any changes to the 
information or opinions expressed herein resulting from matters, circumstances or events that may arise in the future or that may be brought 
to our attention after the date herein. This document should not be construed as legal, tax, investment or any other type of advice.  

This document does not constitute an offer or invitation to purchase or subscribe shares or other securities and no part of this document or 
any information, opinion or statement contained herein shall be the basis of, or be referred to in connection with any contract or commitment. 
Any decision to purchase securities in any offering of securities should be made solely on the basis of information contained in the prospectus 
of the securities offered. By reading this document, you agree to be subject to the above limitations.  

*Timothy Heyman, President of FTSAM, founded Heyman y Asociados in 1985. In 2013, Franklin Templeton established FTSAM and merged 
it with Heyman y Asociados.  

Copyright © 2017. Franklin Templeton Investments. All rights reserved. Valid only in the United States of Mexico. 
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