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Trump Threat to Exports and Remittances Pours Fuel on Fire
By Felipe Hernandez, Bloomberg Intelligence Economist  
Donald Trump's U.S. election win 
threatens Mexico's exports and 
remittances, elevating risk for an 
economy that is already under significant 
pressure. Worse still, Mexico can't boost 
spending or cut rates to offset this.

The optimism of President Enrique 
s first year in office after his Pena Nieto'

2012 election has faded. In the last two 
years the economy has struggled to 
adapt to lower oil prices, increasing 
global financial market volatility and 
weaker-than-expected U.S. demand.

There is no question that the 
unexpected result in the U.S. election is 
bad news for Mexico. It starts with 
uncertainty about the future of bilateral 
relations. Longer term, much will depend 
on trade and immigration policy. Trump's 
post-election statements were more 
moderate than those made during the 
campaign, raising hopes of a smaller-
than-expected drag.  

The main risks for Mexico stem from 
lower exports and remittances. Exports 
to the U.S. last year brought $309 billion 
into the country, 81 percent of Mexico's 
foreign sales and 27 percent of GDP.

The manufacturing sector, which 
accounts for 16 percent of GDP and a 
similar share of total employment, is 
most likely to be hurt by possible trade 
barriers. Investment would probably fall if 
trade is restricted, as manufacturing 
accounted for 37 percent of total gross 
capital formation and half of FDI in 2015.

Remittances totaled $25 billion last 
year, mostly from workers in the U.S., and
hovered between 2-3 percent of GDP 
over the last decade. These are an 
important part of some household 
incomes and a decline could weigh on 
private consumption. The drag from 
lower remittances in dollar terms could 
be offset by peso depreciation, as long 

 as inflation does not increase.
 Lower exports and remittances would

 extra pressure on Mexico's current put
account, which ran a deficit of $33 billion 
or 2.9 percent of GDP last year. Lower 
FDI would also worsen the external deficit 
as foreign investors await clarity on Trump 
policy before approving new projects.  

The floating exchange rate will
continue to be the main adjustment

   

      

 

mechanism. Even so, g  rowth is likely to 
remain low and economic policy focused 
on limiting spillover risks.

In the short and medium-term, 
alternatives to support growth could 
come from the implementation of 
structural reforms, particularly in the oil 
sector. These could help increase or at 
least stabilize falling oil production.

Mexican policy makers will have to 
keep fiscal and monetary policy tight to 
shore up investor confidence and to keep 
inflation under control, even as economic 
growth remains below potential.

While cuts to spending and higher 
policy rates are likely to further weigh on 
the economy, they are necessary to keep 
inflation expectations anchored amid a

sharp depreciation of the peso, to 
minimize the risk of capital outflows and 
preserve medium and long-term stability.

Increasing global financial market 
volatility, higher yields, a steeper curve 
and expectations for interest rate hikes in 
the U.S. after the election have also had 
a negative impact on Mexico. Although 
true for other countries, Mexico is 
particularly vulnerable because of its 
more open financial account. Non-
residents have high participation in local 
debt markets and corporates have a 
considerable amount of external 
obligations. Finally, the peso — because 
liquid and easily traded — is used by 
many to take positions when there are 
broader emerging-market risks.  

Rates

Under Pressure: Current Account in the Firing Line

*Import and exports of services, profit remittances and interest payments

Tight Policy Needed to Anchor CPI Amid Weaker Peso
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Currency

Economists Split on Peso Outlook as Fundamentals Deteriorate
By Ralph Cope, Market Specialist,
Bloomberg LP
Currency forecasters are divided on the 
outlook for the peso as Mexico's 
fundamentals deteriorate and U.S. 
politics add uncertainty.

Of 13 forecasters polled by Bloomberg 
who updated forecasts between Nov. 9 
and Nov. 21, six expect the peso to 
strengthen below 20 to the U.S. dollar by 
the end of the first quarter next year. The 
remainder predict that the peso will trade 
above 20.

Nordea Bank, the most bullish, 
predicts the peso will gain to 17.92 by 
March 31. is the most Credit Suisse 
bearish, with a call of 23.53 by that time.

Forecasters polled by Bloomberg are 
also split on the longer-term outlook. Of 
the 10 economists who updated their 
forecast for Dec. 31 of next year, five 
expect the peso to stay below 20, and 
five predict it above this level.

Nordea Bank is again the most bullish 
on the Mexican currency, forecasting it 
will strengthen to 17. , the most HSBC
bearish, sees the currency at a record 
low of 24 by the end of 2017.

Fundamentals suggest a bumpy road 
ahead. The current account gap is 
widening, increasing the need for foreign 
inflows through direct investment, 
portfolio flows and remittances to fund it.
  The current account deficit widened to 
3.2 percent of GDP in September as low 
oil prices reduced export revenue. That is 
twice the 10-year average of 1.6 percent 
and the widest since the first quarter of 
1999.

Then there's U.S. politics.
Mexico's currency hit an all-time low 

after  won the U.S. Donald Trump
presidential election, plunging more than 
13 percent, to surpass 20 per dollar for 
the first time ever.  

FDI from the U.S. is already declining 
and could be further hurt by a Trump 
administration. Business leaders may 
delay investment decisions as they await 
clarity on trade and immigration policies 
of the incoming president.

Another key source of foreign revenue 
for Mexico — remittances of Mexicans

working abroad  —  could also fall,
 depending on the policies carried out by

Trump.
This story was written by a Bloomberg LP 

employee involved with sales-support and was 

edited by the News Department. To suggest 

ideas or provide feedback,

contact the editor: Andre Soliani at 

asoliani@bloomberg.net or +55-61-3329-1605
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Most Bullish Versus Most Bearish

Chart shows two most bullish/bearish forecasters polled by Bloomberg in Nov. 9-21 period

Peso Weakened as Current Account Gap Widened
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Rates

Central Bank May Need to Be More Aggressive to End Vicious Cycle
By George Lei, Bloomberg First Word    
Mexico's central bank will have to be more 
aggressive on rate hikes to end a vicious 
cycle of a weaker currency, rising 
inflation expectations and slower growth. 
Higher borrowing costs in the U.S. and 
the dollar's rally also put additional 
pressure on policymakers to boost 
borrowing costs by more than 50 basis 
points when they meet on Dec. 15.

Banxico raised the benchmark interest 
rate on Nov. 17 to 5.25 percent from 4.75 
percent, only to see swap rates jump and 

This followed three the peso slide further. 
hikes of 50 basis points each in 
February, June and September.

The peso is the worst performing 
emerging market currency tracked by 
Bloomberg this year. It has declined 17.1 
percent against the dollar this year 
through Nov. 24 as oil prices remained 
low, investors used the currency to 
hedge against emerging market risks and 

's victory raised concerns Donald Trump
over the nation's economic outlook.    

Mexico's finance ministry and central 
bank adopted a wait-and-see strategy 
after the U.S. election.

 Markets seem disappointed with the
strategy. The peso plunged 11.7 percent 
from Nov. 8 to Nov. 24.

Swap rates on Nov. 23 predicted policy

       

 

 rates would hit 6.94 percent in the next 
12 months, up from 6.46 percent on Nov. 
16. The TIIE swap curve on Nov. 23 
priced in about a 40 basis points 
increase for the December meeting  Fed .
funds futures indicated an almost 100 
percent probability of a 25 basis point 
raise in December.

Central bank governor Agustin
Carstens stressed on Nov. 18 that 
policymakers will take additional 
measures if needed, while stopping short

   of making promises on whether to raise 
rates again in December. He will need to 
deal with a scenario of a falling currency, 
rising inflation, tighter monetary and 
fiscal policies and faltering growth, which 
may come under more pressure if the 
U.S. — Mexico's biggest trading partner 
— creates trade barriers.

George Lei is an FX strategist who writes for 

Bloomberg. The observations he makes are his 

own and are not intended as investment advice

 

Currency

Best Defense: Traders Expect Bigger Rate Hikes
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Oil

Energy Regulator Has High Hopes for Deepwater Bid
By Amy Stillman, Bloomberg News
Mexico will hold its first competitive deep-
water oil auctions on Dec. 5. They 
include 10 blocks in the Gulf of Mexico, 
known as Round 1.4, and a joint-venture 
agreement with for the Trion Pemex 
field. Below, , chief Juan Carlos Zepeda
of Mexico’s National Hydrocarbons 
Commission, gives his thoughts on the  
deep-water bids. He was interviewed on 
Nov. 22. His comments have been edited 
and condensed.

Companies have paid more than $120 
million to access the data room. That’s 
an outstanding figure and a clear sign 
that companies have interest.

Now, on top of that, the number of 
companies that are registered to bid in 
Round 1.4 is encouraging, with 16 
companies qualified as operators and 10 
as non-operators. Many of these are 
super-majors, and have been here in 
Mexico for decades with a permanent 
office, waiting for this moment. You have 
infrastructure in the north, you have a 
country which is macro-economically and 
politically stable, so it is a great 
opportunity.

The list of companies that have signed 
up for Trion is different, it is a short one. 
We will run the bidding for Trion first, and 
then the 10 blocks.

There are 10 blocks in the bidding round 
1.4 grouped in two sets: four in the north, 
which is called the Perdido Fold Belt, and 
six in the south, which is called the 
Saline Basin.

In the Perdido Fold Belt, the oil system 
and the geological structure are well 
known, and you can anticipate the type of 
reservoir and oil that you will find. The 
geological structure crosses the border 
with the U.S., where there are producing 
fields such as the Great White and

On auction bid interest…

On what's being offered…

  

Pemex, has had some discoveries on the 
Mexican side. On top of that, you have 
the transport infrastructure. From the U.
S. side, there are two huge pipelines, one 
for oil and another one for gas, that come 
down from Texas to the Perdido Fold 
Belt right on the border.

But if you want to shoot for something 
bigger, you have to go to the Saline 
Basin. The uncertainty is huge because 
no one has ever drilled through the salt 
layer, we have only recently started to 
get the first subsalt seismic images of 
this area. You can hit the jackpot there, 
but it is riskier.

The economic assessment that we have 
made for these deep-water blocks is that 
they will require a capital expenditure of 
around $4 billion each, if the exploration 
phase is successful. Pemex has made an 
investment estimation that is much larger 
for the Trion field, of up to $11 billion.

The bidding process requires companies 
to submit an offer for the number of wells 
drilled during the exploration phase, 
which can include zero to two wells, also 
known as the minimum work 
commitment. That will be weighed along 
with the royalties that bidders propose. 
The exploration phase lasts four years, 
and then companies have the option to 
extend it twice for a period of three years 
each time, but they must commit to more 
drilling.

We believe this is a clever way to do it 
given the circumstances we face with very 
low oil prices. You don’t want to impose 
such a large work commitment that you 
reach a point where the market says no 
thank you.

When prices go down, you have two

     

    

    

On capital expenditure…

   

On drilling…

   

      

On the oil price…

 
effects. One is that the long-term 
expectation is reduced, and the other 
one, which has a bigger effect, is that 
companies’ cash flow is reduced. In this 
industry, as in all industries, companies 
prefer to fund their projects with their 
cash flow, so when the prices go down, 
the budget for investment for new 
projects comes down.

One of the biggest realizations at the 
National Hydrocarbons Commission has
been that the real game changer is to 
open, trigger and develop the information 
industry because this is what drives E&P 
companies’ investments decision. This is 
how we can be sure that we are going to 
build an industry for the long term.

The Gulf of Mexico is clearly more 
prolific, with higher potential than the 
Brazil offshore areas. We also have the 
infrastructure in the north for the blocks 
in Mexico.

On lessons learned…

 

  

On Mexico versus Brazil…
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Indicators

Mexico Equity Outlook Improved After Trump Rout
By Carlos Torres and Kevin Kelly, Bloomberg Data  
The post-U.S. election tumble in Mexico's stock market didn't dampen the optimism of brokers and sell-side analysts. Traders expect 
the Mexican Stock Exchange, which fell 6.39 percent in the Nov. 9-21 period, to gain more over the next 12 months than they did 
before  won the U.S. election.Donald Trump
 

The equity outlook improved after Trump's win prompted a 6.39 
percent drop in the Mexican stock market and a 6.41 percent fall 
in Brazil's Ibovespa from Nov. 9 to Nov. 21. Mexico's stock 
market index will gain 18.1 percent over the next 12 months, 
according to traders' price target for companies as of Nov. 21. 
The Ibovespa will rise 10.5 percent in the same period, the data 
show. 

Mexico's peso was the most volatile LatAm currency in the first 
two weeks of November, surpassing the Brazilian real and the 
Colombian peso. It reached a record high on Nov. 9, the day 
after the U.S. vote. The volatility has since faded and was below 
Brazil's and Colombia's on Nov. 23.

 

The Mexican peso sell off prompted analysts to forecast faster 
inflation in 2017 and 2018, even as the economic growth outlook 
worsens, according to the median forecast of a Bloomberg 
survey. Economists expected consumer prices to jump 3.6 
percent in 2017 and 3.8 percent in 2018, the Nov. 23 poll shows.

The median forecast for year-on-year Mexican GDP growth in 
2017 has been frequently revised down. It fell to 2.1 percent on 
Nov. 23 from 3.5 percent in December 2016, Bloomberg data 
show. The growth outlook for 2018 has also been pruned, to 2.2 
percent as of Nov. 23 from 3.5 percent in February.  

 
This story was written by Bloomberg LP employees involved with sales support and was edited by the News Department. To suggest ideas or provide feedback,

contact the editor for this story: Andre Soliani at asoliani@bloomberg.net or +55-61-3329-1605
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Mexican Stocks Seen Beating Brazil  Currency Volatility Fell After U.S. Election

Mexican Inflation Seen Rising Next Year Growth Outlook Fades as Brazil Rises
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agreement with for the Trion Pemex 
field. Below, , chief Juan Carlos Zepeda
of Mexico’s National Hydrocarbons 
Commission, gives his thoughts on the  
deep-water bids. He was interviewed on 
Nov. 22. His comments have been edited 
and condensed.

Companies have paid more than $120 
million to access the data room. That’s 
an outstanding figure and a clear sign 
that companies have interest.

Now, on top of that, the number of 
companies that are registered to bid in 
Round 1.4 is encouraging, with 16 
companies qualified as operators and 10 
as non-operators. Many of these are 
super-majors, and have been here in 
Mexico for decades with a permanent 
office, waiting for this moment. You have 
infrastructure in the north, you have a 
country which is macro-economically and 
politically stable, so it is a great 
opportunity.

The list of companies that have signed 
up for Trion is different, it is a short one. 
We will run the bidding for Trion first, and 
then the 10 blocks.

There are 10 blocks in the bidding round 
1.4 grouped in two sets: four in the north, 
which is called the Perdido Fold Belt, and 
six in the south, which is called the 
Saline Basin.

In the Perdido Fold Belt, the oil system 
and the geological structure are well 
known, and you can anticipate the type of 
reservoir and oil that you will find. The 
geological structure crosses the border 
with the U.S., where there are producing 
fields such as the Great White and

On auction bid interest…

On what's being offered…

  

Pemex, has had some discoveries on the 
Mexican side. On top of that, you have 
the transport infrastructure. From the U.
S. side, there are two huge pipelines, one 
for oil and another one for gas, that come 
down from Texas to the Perdido Fold 
Belt right on the border.

But if you want to shoot for something 
bigger, you have to go to the Saline 
Basin. The uncertainty is huge because 
no one has ever drilled through the salt 
layer, we have only recently started to 
get the first subsalt seismic images of 
this area. You can hit the jackpot there, 
but it is riskier.

The economic assessment that we have 
made for these deep-water blocks is that 
they will require a capital expenditure of 
around $4 billion each, if the exploration 
phase is successful. Pemex has made an 
investment estimation that is much larger 
for the Trion field, of up to $11 billion.

The bidding process requires companies 
to submit an offer for the number of wells 
drilled during the exploration phase, 
which can include zero to two wells, also 
known as the minimum work 
commitment. That will be weighed along 
with the royalties that bidders propose. 
The exploration phase lasts four years, 
and then companies have the option to 
extend it twice for a period of three years 
each time, but they must commit to more 
drilling.

We believe this is a clever way to do it 
given the circumstances we face with very 
low oil prices. You don’t want to impose 
such a large work commitment that you 
reach a point where the market says no 
thank you.

When prices go down, you have two

     

    

    

On capital expenditure…

   

On drilling…

   

      

On the oil price…

 
effects. One is that the long-term 
expectation is reduced, and the other 
one, which has a bigger effect, is that 
companies’ cash flow is reduced. In this 
industry, as in all industries, companies 
prefer to fund their projects with their 
cash flow, so when the prices go down, 
the budget for investment for new 
projects comes down.

One of the biggest realizations at the 
National Hydrocarbons Commission has
been that the real game changer is to 
open, trigger and develop the information 
industry because this is what drives E&P 
companies’ investments decision. This is 
how we can be sure that we are going to 
build an industry for the long term.

The Gulf of Mexico is clearly more 
prolific, with higher potential than the 
Brazil offshore areas. We also have the 
infrastructure in the north for the blocks 
in Mexico.

On lessons learned…

 

  

On Mexico versus Brazil…
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Mexico Equity Outlook Improved After Trump Rout
By Carlos Torres and Kevin Kelly, Bloomberg Data  
The post-U.S. election tumble in Mexico's stock market didn't dampen the optimism of brokers and sell-side analysts. Traders expect 
the Mexican Stock Exchange, which fell 6.39 percent in the Nov. 9-21 period, to gain more over the next 12 months than they did 
before  won the U.S. election.Donald Trump
 

The equity outlook improved after Trump's win prompted a 6.39 
percent drop in the Mexican stock market and a 6.41 percent fall 
in Brazil's Ibovespa from Nov. 9 to Nov. 21. Mexico's stock 
market index will gain 18.1 percent over the next 12 months, 
according to traders' price target for companies as of Nov. 21. 
The Ibovespa will rise 10.5 percent in the same period, the data 
show. 

Mexico's peso was the most volatile LatAm currency in the first 
two weeks of November, surpassing the Brazilian real and the 
Colombian peso. It reached a record high on Nov. 9, the day 
after the U.S. vote. The volatility has since faded and was below 
Brazil's and Colombia's on Nov. 23.

 

The Mexican peso sell off prompted analysts to forecast faster 
inflation in 2017 and 2018, even as the economic growth outlook 
worsens, according to the median forecast of a Bloomberg 
survey. Economists expected consumer prices to jump 3.6 
percent in 2017 and 3.8 percent in 2018, the Nov. 23 poll shows.

The median forecast for year-on-year Mexican GDP growth in 
2017 has been frequently revised down. It fell to 2.1 percent on 
Nov. 23 from 3.5 percent in December 2016, Bloomberg data 
show. The growth outlook for 2018 has also been pruned, to 2.2 
percent as of Nov. 23 from 3.5 percent in February.  

 
This story was written by Bloomberg LP employees involved with sales support and was edited by the News Department. To suggest ideas or provide feedback,

contact the editor for this story: Andre Soliani at asoliani@bloomberg.net or +55-61-3329-1605
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Trump Blames NAFTA When It’s Technology and China
By Michael McDonough, Bloomberg Intelligence Economist
President-elect regularly Donald Trump 
points to the North American Free Trade 
Agreement for the demise of U.S. 
manufacturing. In fact, the evidence 
shows the more likely culprits are rapid 
progress in technology and competition 
from China.

Jobs in U.S. manufacturing peaked in 
the late 1970’s at just shy of 20 million 
before declining to 17 million in January 
1994, the same month that NAFTA came 
into effect. On a relative basis, the share 
of manufacturing jobs to total employment
plunged to 15 percent from 21.3 percent 
in the same period. Between the passage
of NAFTA and the onset of the 2001 
recession, the number of manufacturing 
jobs actually rose by a few hundred 
thousand, even as the sector’s share of 
total employment slipped to 13 percent.

During the 1980’s significant 
productivity gains kept the level of output 
relatively steady, while manufacturing 
employment continued to decline. At the 
same time, a strong U.S. dollar helped 
bolster demand for foreign goods and 
made U.S. exports less competitive.

This further affected the sector. During 
the 1990’s manufacturing experienced a 
short renaissance — the number of 
people employed in the sector rose while 
growth in the segment outpaced overall 
GDP. This was probably helped by a 
sharp depreciation in the dollar from its 
mid-1980 level. Growth in manufacturing 
jobs continued unabated until the start of 
a recession in 2001 even though NAFTA 
was already in place.

The year 2001 marked a critical turning 
point for U.S. manufacturing. The country 
was grappling with recession while the 
dollar had appreciated to levels unseen

      

 

  
since the mid-1980's. But more 
significantly, China became a member of 
the World Trade Organization in 
December. Manufacturing was now 
forced to compete with much lower cost 
Chinese labor and an under-valued yuan. 
This formula led to a dramatic decline in 
the U.S. manufacturing workforce, with 
nominal employment falling to 11.5 
million in February 2010 from 15.7 million 
in December 2001, more or less 
coinciding with the end of the Great 
Recession. Manufacturing's share of 
employment fell to just 8.8 percent from 
12 percent over the same period.

Thanks to a stronger yuan and a 
weaker dollar, partly because of the Fed’
s stimulus program, manufacturing 
employment has recovered modestly in 
nominal terms, though its share of total 
jobs slid to 8.5 percent last month.

Since the heyday of U.S. 
manufacturing,

technology has advanced at breakneck 
speed. This implies that even if Trump 
manages to revive the sector, as he 
pledged on the campaign trail, it would 
be far less labor intensive and likely to 
employ a fraction of the workers needed 
in the late 1970’s.

Rather than imposing tariffs on some of
the country’s trading partners, Trump’s 
administration would probably do more for
industry in the longer term by introducing 
reforms elsewhere. These might include 
a lower corporate tax rate and measures 
to attract highly-skilled workers from 
overseas as well as increasing the 
number of graduates in vocational and 
science-related fields in the U.S.

This kind of stimulus could also help 
strengthen high-tech manufacturing, 
where the U.S. still maintains a strong 
competitive advantage.
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Trump’s Trade Targets Among Most Reliant on U.S.
By Michael McDonough, Bloomberg Intelligence Economist
Mexico, Canada, China and Japan have 
all been singled out by President-elect 

 as countries that benefit Donald Trump
from an unfair bilateral trading advantage 
with the U.S. They also share an 
important trade characteristic — all of 
them rank among the top 25 most reliant 
countries on exports to the U.S.

Exports from Mexico and Canada to 
the U.S. account for 74.4 percent and 
72.6 percent of their total exports, 
respectively, according to the IMF’s 
Direction of Trade Statistics. Only Haiti is 
more dependent on the U.S. as a 
destination for its exports. The U.S. also 
runs a trade deficit with both countries, 
meaning they rely more on the U.S. to 
purchase their goods than it does on 
them. It is this dependency that may give 
the U.S. an upper-hand in trade 
negotiations and embolden the new 
administration to push for an aggressive 
rewrite of NAFTA.

Nevertheless, any disruption to trade 
could hurt all three economies because 
of potential interruptions to the supply 
chain and productivity losses.

The U.S. consumes 19.9 percent and 
18.8 percent of China and Japan’s total 
exports, respectively. The U.S. also 
registers substantial trade deficits with 
both countries. Trump has regularly 
accused China of currency manipulation 
and has threatened to introduce tariffs on 
Chinese imports, which would create 
added uncertainty for the world’s second-
largest economy and risk kick-starting a 
trade war. Given the interconnected 
nature of the world’s economies, this 
could destabilize already tepid global 
growth.

So far the prospect of a Trump 
administration has had the opposite 
effect in China. The yuan fell almost 2 
percent, dropping to 6.92 per dollar from 
Nov. 9 to Nov. 24. If it continues at this 
pace, by the time Trump is inaugurated 
on Jan. 20 the

incoming administration could face a 
yuan that’s weaker than seven to the 
dollar.

Reversing existing trade policies will 
likely not be a zero sum game. If the U.S. 
seeks to implement a forceful 
protectionist agenda it will probably draw 
strong reactions from its key trading 
partners. It could also have widespread 
implications

at home, including reduced foreign 
earnings from less overseas demand for 
U.S. goods to domestic employment, just 
to name a few.

Trump’s objective to enhance 
economic growth and the likely negative 
impact from overly protectionist policy 
may mean that minor changes are more 
probable, rather than a complete reversal 
of free trade.
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added uncertainty for the world’s second-
largest economy and risk kick-starting a 
trade war. Given the interconnected 
nature of the world’s economies, this 
could destabilize already tepid global 
growth.

So far the prospect of a Trump 
administration has had the opposite 
effect in China. The yuan fell almost 2 
percent, dropping to 6.92 per dollar from 
Nov. 9 to Nov. 24. If it continues at this 
pace, by the time Trump is inaugurated 
on Jan. 20 the

incoming administration could face a 
yuan that’s weaker than seven to the 
dollar.

Reversing existing trade policies will 
likely not be a zero sum game. If the U.S. 
seeks to implement a forceful 
protectionist agenda it will probably draw 
strong reactions from its key trading 
partners. It could also have widespread 
implications

at home, including reduced foreign 
earnings from less overseas demand for 
U.S. goods to domestic employment, just 
to name a few.

Trump’s objective to enhance 
economic growth and the likely negative 
impact from overly protectionist policy 
may mean that minor changes are more 
probable, rather than a complete reversal 
of free trade.
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U.S. Tightening, Trump Trauma May Push Mexican Peso to 25/Dollar: Sri-Kumar

Fed rate hikes and worries about a Trump presidency will undermine Mexico's currency and growth.  

Banco de Mexico is more likely to increase rates rather than waste FX resources fighting peso weakness.    

Sri-Kumar Global Strategies is an economic consulting firm based in Santa Monica, California.    

Interviewed by Vincent Cignarella, Bloomberg First Word, and James Crombie, Bloomberg Briefs, on Nov. 10 and Nov. 21. Comments have 

been edited and condensed for clarity.

Komal Sri-Kumar, President, Sri-Kumar Global Strategies

 
Q: Why did stocks hit a record high 
after Trump won?
A: What the markets are going by is just 
hope regarding what the Trump 
presidency would involve. One reason to 
be somewhat positive about the outlook is
that the kinds of people that [Trump] has 
talked about for important positions are 
likely to come from American business 
rather than unknowns who may continue 
to engage in China or Mexico bashing.

Q: So what happens next?
 The expectation is that now he doesn'tA:

have to campaign for office and he has at 
least four years ahead of him as 
president, he would take measures that 
are much more mainstream. You have a 
Republican president, Republican House
and Republican Senate and hopefully 
they will be able to enact the fiscal 
stimulus that President [Barack] Obama 
was unable to do.

Q: What about immigration and trade?
A: You do not have to stop Mexican 
immigration or impose a 45 percent tariff 
on Chinese products to boost growth in 
the U.S. You can achieve the same result 
with infrastructure spending. Trump may 
make some symbolic moves because he 
has to do something to satisfy his 
supporters. But to the extent he can, [he 
will focus on] domestic stimulus.

Q: What happens to currencies?
A: My expectation is that the ECB will try 
to do something on Dec. 8 to provide 
more stimulus, weaken the currency. I'm 
also expecting the Trump presidency to 
be not as much trade-bashing and 
migration-stopping as had been expected 
before the elections, both of which will 
tend to be dollar-positive. The two 
emerging markets remaining nervous are 
the Mexican peso and the Chinese 
renminbi.

   

 

 

  

      

 

Q: Why's the Mexican peso so weak?
 The concern that Mexico is going to A:

be top of the agenda for President 
Trump. My view is that he's not going to 
benefit from that immediately — politically 
or economically — and I don't think that 
is going to necessarily bring jobs to his 
followers.

Q: Where do you see the peso going?
 A combination of the Fed rate hike on A:

December 14 — and more likely to come 
in 2017 — plus worries about President 
Trump after he assumes office January 
20, will lead to the peso moving toward 
the 25 level with respect to the dollar.

Q: When would it hit 25 to the dollar?
A: In the first half of 2017, and this 
causes Banco de Mexico to increase 
rates further from year-end 2016 levels.

Q: Where does Mexico go with rates? 
What about currency intervention?

 Banco de Mexico is likely to increase A:
rates from the new 5.25 percent toward 6 
percent, perhaps even before the end of 
2016. Further hikes are possible in 2017. 

, the highly regarded Agustin Carstens
head, will not waste FX resources 
fighting peso weakness when 
fundamentals suggest a further 
depreciation. Hence the expectation of 
further rate hikes.

  

Q: How will the economy do and what 
should investors do?

 In my estimation, the Mexican A:
economy will slow from the 2.5 percent 
growth consensus expected in 2017 prior 
to the Trump election, toward zero due to 
the rate hikes and uncertainty. But this 
would make it a great time to enter 
Mexico during the first half of 2017 for 
investors with a medium-term horizon. 
Growth and equity markets are both 
likely to do well over the term of the 
Trump presidency.

Q: Does the euro hit dollar parity?
If there's one Fed hike in December A: 

and the ECB increases the amount of 
monthly purchases and extends the 
period over which they are going to buy 
beyond the original March 2017 end date,
both of those cause the euro to go from 
about $1.10 to about $1.05. If you have 
two or three rate increases on the U.S. 
side in 2017, even if the ECB doesn't 
provide any more stimulus, you're going 
toward parity by the end of 2017.

Q: What about European politics?
A: At the moment, you assume that you do
have a European Union continuing. But if
you have a sea change as a result of the 
French elections — if you have a Marine 

presidency — then all bets are Le Pen 
off. She doesn't want to have a euro zone.

 

      

 

      

At a Glance

Favorite city: Venice, Italy  
Book: “Alexander Hamilton," by Ron Chernow
Favorite film: The Godfather (1972)
Favorite food: Sushi : Biking along the Pacific OceanHobby
Biggest misunderstanding about global markets: That free markets can right all ills
Best investment advice: Make sure your basic income needs are met before you 
swing for the fences  
Alternate career: Explaining macroeconomic theory to college students
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