
VIEWS FROM THE GROUND: MEXICO

investments.miraeasset.us

SEE IMPORTANT INFORMATION ON BACK PAGE

We recently visited Mexico City 

and Monterrey for the first time 

since the onset of the Covid-19 

pandemic. We met with our two 

holdings in Mexico along with 

15 peers, local economists, 

and political consultants. These 

meetings, complemented by 

site visits and channel checks, 

helped us reassess our views on 

Mexico within the current global 

economic landscape.

More Legs to the Reopening?
On the ground it is apparent that Covid-19 remains a reality in Mexico. Although 

the government placed every state in the “green zone”, implying no restrictions, 

it is common to see citizens wearing masks both indoors and outdoors while 

most malls, restaurants and office buildings require temperature checks to enter. 

However, these measures to reduce the spread the virus have not had a material 

impact on both behavior and tourism in Mexico, with mobility exceeding pre-pan-

demic levels and March international air-traffic already ~7% above 2019 levels. On 

the other hand, the majority of companies that we spoke with remained on a work 

from home or a hybrid work schedule while vaccination rates remain below other 

Latin American (LATAM) countries, with roughly 61% of the population having 

received two doses. Anecdotally, when speaking with local street vendors, the 

informal market has benefitted from Covid restrictions and is now beginning to 

see a reversal of fortune as consumers are going back to restaurants and malls. 

Therefore, as corporations return to in-person work and vaccination rates increase 

we expect to see further upside for market consolidators.
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Past peformance is no guarantee of future results.

Anecdotally, when speaking with 

local street vendors, the informal 

market has benefitted from Covid 

restrictions and is now beginning 

to see a reversal of fortune as 

consumers are going back to 

restaurants and malls. 
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Banxico Ahead of the Fed?
Like many other economies, Mexico has not been immune to the global inflation-

ary environment, with the March Consumer Price Index increasing 7.45% 

year-over-year (y-o-y). Although this remains well above the Central Bank’s 3% 

target, Mexico has been able to keep inflation lower than many comparable 

emerging markets, like Brazil, and even some developed economies, such as the 

United States. One of the main reasons for this is Banxico’s proactive monetary 

policy response, which saw the group beginning to raise their key interest rate 

from 4.25% in June 2021 to where it currently stands at 6.75%. Furthermore, the 

group has signaled it will continue to hike its key rate in order to de-anchor 

inflation expectations in adherence to their sole mandate of price stability. These 

hawkish actions have put Mexico in the unique position where the interest rate 

differential expanded while prices have been increasing less than those in the US. 

When looking at inflation through the Big Mac Index,1 prices rose 43% y-o-y in 

Mexico during 2021, while US prices were flat. However, looking over a longer 

term horizon, the cost of living in Mexico remains low with the average price of the 

burger at the end of 2021 roughly 56% of that in the US versus 82% in 1998. 

1 Bloomberg, Economist Big Mac US (BIGMUS Index) and 
Economist Big Mac US Index (BIGMMX Index), as of 
December 31, 2021. 
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Past peformance is no guarantee of future results.

On the ground, Mexican corporates 

remain confident in their ability 

to navigate the Ukraine crisis, the 

strength of their supply chains and 

in the resiliency of both the consum-

er and the Mexican economy.

Limited Exposure to the Russia-Ukraine War
Although the situation remains fluid, Mexico does not carry a significant amount 

of direct exposure to the war in Ukraine, with only 0.17% of their exports and 

0.37% of their imports coming from Russia and Ukraine. However, the indirect 

effects of the Ukraine war could have a more pronounced impact, specifically 

regarding higher energy prices as Mexico remains a net importer of energy. On 

the ground, Mexican corporates remain confident in their ability to navigate the 

crisis, the strength of their supply chains and in the resiliency of both the consum-

er and the Mexican economy. 

A Golden Moment for Nearshoring?
Supply chain bottlenecks, increasing shipping freight rates and other 

disruptions have been a major theme as the world emerges from the Covid-19 

pandemic, forcing companies to explore shifting their supply chains closer to 

home in order to limit the disruption it may have on their operations. This 

concept, known as “nearshoring”, has risen even more to the forefront of 

discussions following lockdowns in China as a result of their zero-Covid policy. 

These factors along with Mexico’s proximity to the US, the US-Mexico-Canada 

Agreement and its low cost of labor, make Mexico’s manufacturing sector even 

more competitive on a global landscape which could act as a catalyst for the 

nearshoring trend. A study conducted by Grupo Bursátil Mexicano (GBM) deter-

mined that for each 5% substitution rate, Mexico’s gross domestic product could 

grow by an additional 1.4%. Furthermore, an acceleration in the nearshoring trend 

could create high quality jobs, reduce the unemployment rate, which currently 

stands 37 basis points above pre-pandemic levels at 3.71%, and help drive 

consumption in Mexico.

Politics Remains at the Forefront of Discussion
Both Mexican and international corporates see political uncertainty associated 

with the current administration as the key risk for 2022. President Obrador’s 

Energy Reform is the main topic of discussion, with the Supreme Court recently 

voting to uphold the legality of the proposed bill. In its current form, the proposed 

law would enhance the power of the state-owned energy producer which is 

expected to lead to higher energy prices and reduce the competitiveness of 

Mexico’s manufacturing sector as a whole. Despite not being perceived as market 

friendly in the eyes of most corporates, President Obrador remains a very popular 

figure in Mexico. The support was noticeable on the ground, with many citizens 

wearing Red Morena party shirts. His approval ratings remain very high, recently 

receiving over 90% support during the April referendum. 
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Past peformance is no guarantee of future results.

Is the Political Risk Premium Overstated?
As mentioned above, political risk is the main pushback for investors looking at 

Mexico. The 2021 midterm elections, which saw the Morena Party lose their 

majority in congress, helped provide political gridlock that could limit the Morena 

party’s ability to implement President Obrador’s agenda. This is especially mean-

ingful when evaluating the risk associated with the electricity reform, with the 

opposition already rejecting the bill in its current form. This opens a path for more 

negotiations to take place with consensus expecting a more watered-down bill to 

be passed later in the year. This gridlock, along with President Obrador’s track 

record of fiscal austerity, could be the basis of the argument for a lower political 

risk-premium for Mexican equities moving forward.

Where do we go from here?
Mexican equities had a strong start to 2022, with the MSCI Mexico Index gaining 

roughly 4% and outperforming the MSCI Emerging Markets benchmark by over 

13%.2 The Peso has also appreciated 2.4% against the US Dollar thus far in 

2022.3 Many questions remain but we believe the secular stories behind the 

underbanked population and formalization of the mom and pop economy leave 

many opportunities for companies to share the potential benefits of economies of 

scale, gain market share and compound returns. We remain cautious on Mexico 

in the wake of a potential US slowdown, but believe the current environment 

makes it an attractive opportunity for active stock-pickers. 

Despite not being perceived as 

market friendly in the eyes of 

most corporates, President 

Obrador remains a very popular 

figure in Mexico.
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2 Bloomberg, as of April 15, 2022.
3Bloomberg, as of April 8, 2022. 
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The views and information discussed are subject to change and may not reflect the current views of the writer(s). The views expressed represent an assessment of market condi-
tions at a specific point in time, are opinions and may not be relied upon as investment advice regarding a particular investment or markets in general. Such information does not 
constitute a recommendation to buy or sell securities or investment vehicles.

The Big Mac Index is based on the theory of purchasing-power parity (PPP), the notion that in the long run exchange rates should move towards the rate that would equalize the 
prices of an identical basket of goods and services (in this case, a burger) in any two countries.

Consumer Price Index is an index of the variation in prices paid by typical consumers for retail goods and other items.

Gross domestic product (GDP) is the standard measure of the value added created through the production of goods and services in a country during a certain period. 

Key rate is the specific interest rate that determines bank lending rates and the cost of credit for borrowers

MSCI Emerging Markets (EM) Index captures large and mid cap representation across 24 EM countries.

MSCI Mexico Index is designed to measure the performance of the large and mid cap segments of the Mexican market.

Basis Point (bp) is a unit that is equal to 1/100th of 1% and is used to denote the change in the value or rate of a financial instrument.

Price-to-earnings ratio (P/E ratio) is the ratio for valuing a company that measures its current share price relative to its earnings per share.

United States-Mexico-Canada Agreement (USMCA) which substituted the North America Free Trade Agreement (NAFTA) is a mutually beneficial win for North American work-
ers, farmers, ranchers, and businesses. 

Past performance is no guarantee of future results.
Investment Risk — There can be no guarantee that any investment strategy (risk management or otherwise) will be successful. All investing involves risk, including the potential 
of loss of principal.

Emerging Markets Risk — The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, 
legal, political and economic structures in these countries may be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to 
experience higher levels of inflation, deflation or currency devaluation, which could hurt their economies and securities markets. For these and other reasons, investments in 
emerging markets are often considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact that foreign investments 
may be subject to different and in some circumstances less stringent regulatory and disclosure standards than US investments.

Market Disruption and Geopolitical Risk — Geopolitical and other events, including war, terrorism, economic uncertainty, trade disputes, natural and environmental disasters, 
systemic market dislocations, public health crises and related geopolitical events have led, and in the future may lead, to increased market volatility, which may disrupt U.S. and world 
economies and markets and may have significant adverse direct or indirect effects on the value of a Fund and its investments.

An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other important information about the 
investment company can be found in the Fund’s prospectus and summary prospectus. To obtain a prospectus or summary prospectus, please contact your financial 
advisor or call (888) 335-3417. Please read the prospectus carefully before investing.
Mirae Asset Global Investments (USA) LLC is the investment advisor for the Mirae Asset Discovery Funds. The Mirae Asset Discovery Funds are distributed by Funds 
Distributor, LLC. Mirae Asset Emerging Market Specialists are registered representatives associated with Funds Distributor, LLC which is not affiliated with Mirae Asset Global 
Investments (USA) LLC or its affiliates.
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