Unsubscribe

newsletter@globalinvestorspotlight.com

Global Investor Spotlight

31 march 2017
By Thomas Hughes
Senior Editor of Global
Investor Spotlight

T

he Mexican investment market
likes what it has been hearing,
the peso is up and so are stocks
and the funds built on them.
Trump Agenda Supports
Mexican Equities
Despite the pre-inauguration

campaign rhetoric and seemingly
frosty post-inauguration relations
with now President Donald Trump
the Mexican markets like what they
have been hearing. It may seem
counter intuitive but the Trump
Agenda is supporting, or helping to
support, Mexican equities. Since the
start of the year, in tandem with the
US Presidential Inauguration and
subsequent events, the peso has
bottomed and the Mexican stock
index hit a new all-time high in local
currency.
• The peso, which had been a major
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headwind for Mexican investors, is
still trading at relatively low levels but
up 15% from a bottom hit January
20th, 2016.
Mexico surely benefits from the
US but its success is not dependent
solely on it. Mexico, under the
steerage of President Peña Nieto, is
undergoing a transformation in its
industrial, manufacturing and export
sectors that has put it in position
to compete with global players like
China, South Korea and Germany.
Mexican GDP growth has averaged
around 2.5% in recent years, one of

t

Mexican Stock Index
Hits All-Time High
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“

I believe that if we
and the Mexicans
make a very sensible
trade agreement the
Mexican peso will
recover quite a lot

trade. This further illustrates the place
and importance of Mexico’s economy
in the global marketplace.
March 15th – Peter Navarro, White
House National Trade Council
chairperson, in an interview with
Bloomberg told reporters that the
US wanted to make Mexico, the US
and Canada into a manufacturing
“powerhouse” in an echo of
sentiments conveyed by President
Trump and Commerce Secretary
Wilbur Ross.
While the nature of relations
between the two nations remains
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Here’s a quick recap of
events over the past 6 weeks:
February 24th – Secretary of
State Rex Tillerson goes to Mexico
to initiate talks between the two
nations. The results were mixed,
Mexican officials seemed to
indicate little progress had been
made on mending relations. Head
of the Department of Homeland
Security stated there would be no
mass deportations and no military
involvement, President Trump
said he’d like to see us have good
relations with Mexico but “if we don’t,
we don’t”.
March 3rd – The peso gets a
big boost from US Secretary of
Commerce Wilbur Ross. Ross, in
an interview with CNBC, says a

renegotiated trade deal should be
a boom for the peso. He also says
that there should be some kind of
mechanisms in place to help stabilize
the peso versus the dollar. “I believe
that if we and the Mexicans make a
very sensible trade agreement the
Mexican peso will recover quite a
lot,” Ross said on”Squawk Box.” While
unrelated, his comments back moves
made by the Mexican government in
February, namely a 50 bps increase
in the overnight rate and a currency
hedging program intended to curb
volatility. The peso gained more than
5% following the comments and
looks like it could go higher.
March 14th – China and South Korea
join a summit of former TPP members
in an effort to bolster economic ties
throughout the region. This move
follows a meeting late last year
between China and Mexico which
resulted in the two nations pledging
to enhance economic ties and boost
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the strongest economies in the postFinancial Crisis era, and ranked 11th
globally when considering the EU as
a single unit.
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in question it is clear that 1) the
Mexican economy remains strong
and vibrant 2) trade policy with
the US is likely to change in the not
too distant future and 3) the new
administration seems intent on
aiding Mexico and boosting business
ties across North America. What this
means for investors is a chance for
volatility in the near term and capital
gains and income for the long.
Uncertain political ties,
renegotiated trade deals and the
ongoing possibility of a border
adjustment tax have not had the
lingering effect on Mexican equities
as some had feared, myself included.
The move to new highs was a
surprise and while it may have left
some investors behind there is still
opportunities available, especially

in the actively managed fund arena.
Actively managed funds trade at
a discount to their NAV and while
funds based on Mexican equities
have seen NAV rise in recent months
they have not seen their discounts
remains stable. In fact, many of them,
and The Mexico Fund Inc is one,
have seen their discounts widen
to historical highs, providing value
opportunities for savvy investors.
The Mexico Fund Inc is a closed
end fund trading on the NYSE under
the ticker MXF with a primary focus
on Mexico, Mexican businesses
and businesses with physical
operations in Mexico. It invests
mostly in large and mid-cap issuers
with attractive growth prospects,
strong balance sheets and solid
corporate governance. This has
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meant industrials and infrastructure
plays like Cemex, the world’s largest
producer of white concrete, plays
on the consumer like Wal Mart de
México and financials like Grupo
Financiero Banorte.
The fund’s 3-year average discount
to NAV is near 7% and has traded at
a premium within the last 5 years.
In recent months, the discount has
expanded to -12% as the equities
market moves higher and share
prices lag behind. This is providing
a two-side opportunity as share
prices may rise along with NAV, and
the possibility of a narrowing of
the discount as market confidence
returns. Along with this, there is a
quarterly dividend yielding a little
over 3% annualized at today’s share
prices.

Disclaimer: The opinions in this article are for informational purposes only and should not be construed as a recommendation
to buy or sell the stocks mentioned. Please do your own due diligence before making any investment decision.

