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Overstated risks of AMLO presidency leave MXN looking attractive  

On July 1st Mexican voters will head to the polls and are expected to elect leftist Andres Manuel Lopez Obrador 

(AMLO) as President - a veteran politician who has been swept ahead of his opponents by a wave of populism. With 

the incumbent Enrique Peña Nieto not eligible to run again, investors are braced for a change in leadership. 

Although some may still be coming to terms with the very real prospect that voters will oust the ruling PRI Party 

and elect AMLO, we would argue that the Mexican Peso now looks oversold. Taking into consideration the added 

dimension of ongoing NAFTA negotiations, we would look to fade any upside in USD/MXN above 21.000, targeting 

a return towards the 2018 low at 17.940 over the coming months, with a stop at 22.040. 

 

A clear favourite in the polls 

Some pundits had been looking to the veteran politician's second place finishes in both the 2006 & 2012 

Presidential races and were expecting him to lose ground to one of the more centrist candidates. However, rather 

than being supported by one particular group of marginalized voters, AMLO's anti-Trump & anti-corruption stance 

appears to have resonated across the spectrum of education, gender, and age. Additionally, the current President's 

unpopularity (a function of stagnating economic and wage growth) has cast a shadow over his PRI party's candidate, 

José Antonio Meade. 

 

This has left AMLO’s lead looking more or less unassailable (see above). That being said, 54% of respondents in a 

Buendía y Laredo poll said that they had doubts about which candidate they'll choose on the day, so there remains 

a very slim chance of a last minute upset. With that in mind, meet the three main candidates: 

 Andres Manuel Lopez Obrador (MORENA) - A leftist/populist, portrayed by many as Mexico’s response to 

Pres Trump. AMLO’s third campaign for the presidency is based around fighting crime and corruption, 

though some suggest that nationalisation & protectionism are also on his agenda. 
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 Ricardo Anaya (PAN) - The PAN candidate is also promising to tackle corruption as well as introducing a 

universal basic income and is currently polling 2nd, though his alleged involvement in a money laundering 

scandal has seen some accuse him of hypocrisy. This, along with divisions within his own party, has limited 

his ability to close the gap on AMLO. 

 José Antonio Meade (PRI) - The experienced politician has held a number of cabinet positions, and is in 

favour of continuing Pres Nieto’s reform efforts. However, as former Fin Min he was blamed for the 2017 

increase in fuel prices, and the PRI party is unpopular because of a wave of scandals. 

Additionally, Mexican voters will choose 128 members of the Senate and 500 lawmakers for the Chamber of 

Deputies. Opinion polls suggest that AMLO’s coalition, which brings together MORENA, the Labour Party (PT) and 

the Evangelical Social Encounter Party (PES), will be the largest in both chambers of Congress, and could even reach 

an absolute majority (over 50% of seats).  

 

Why AMLO?  

AMLO himself has several key appeals to voters: 

 He is considered by many to be a man of principle (some even see him as Mexico’s answer to UK opposition 

leader Jeremy Corbyn). 

 During his tenure as Mayor of Mexico City he made clear efforts to tackle poverty via social policy. 

 

Rising contempt for Mexico’s established political system and growing socioeconomic discontent are also key:  

 Both economic and wage growth have stagnated under the current government 

 A crime wave which has led to the murder of over 100 politicians in the past few months, including 43 

candidates running for office (reported by Etellekt)   

 

 

Breakdown in NAFTA negotiations plays into AMLO’s hands 

As the chart below demonstrates, NAFTA negotiations have been a key motivator for both MXN speculators and 

Mexican voters. The sharp pullback in net MXN longs at the end of 2017 was, for the most part, a result of the 

realisation that very little progress had been made as the final round of trade negotiations that year took place. 

This frustration with the US & NAFTA was felt by Mexican voters and fed directly into AMLO’s campaign narrative, 

boosting his share of the vote in polls from roughly 32% to 43% in a matter of weeks. 

A similar dynamic looks to be emerging on the back of the recent breakdown in negotiations that has led President 

Trump to call for bilateral negotiations whilst introducing tariffs on imported steel and aluminium, and this has 

once again scared off many MXN bulls. This comes at a fortuitous time for AMLO though as it is likely to help him 

consolidate his already sizeable lead in the final few weeks running up to the election. 
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Why are investors so nervous? 

Investors fear that AMLO will end market friendly policies and could herald the unravelling of key reforms, 

especially in the energy sector, that were designed to make Mexico's economy more modern and productive. There 

are also concerns that his pledges to increase social spending will lead to a blow-out in the budget deficit. Note - 

the Center for Strategic & International Studies (CSIS) points to the potential for institutional damage to the 

judiciary and other institutions and possibly limits on freedom of the press.  

However, investors need not be overly concerned - for his part, AMLO has said that additional spending will be 

offset by cracking down on corruption, trimming official perks, and making cutbacks to some other programs. 

Additionally, Carlos Urzua (likely Fin Min under AMLO) has said that the government will aim to keep the debt-to-

GDP ratio from increasing. Hence, risks to fiscal policy look to have been somewhat overstated by some outlets; 

when it comes to monetary policy, AMLO has been keen to emphasize that there is no threat to Banxico’s 

independence. 

 

Fade USD/MXN upside over the coming months 

After AMLO’s victory, we expect investors to quickly come to terms with the fact that AMLO’s economic policies 

are unlikely to bring about a massive fiscal expansion/debt crisis, and a number of his more contentious suggestions 

are likely just campaign rhetoric. As such, we would look to fade any upside in USD/MXN above 21.000, targeting 

a return towards the 2018 low at 17.940 over the coming months, with a stop at 22.040. 

We would also note that much of the recent USD/MXN upside has been on account of a breakdown in NAFTA 

negotiations, so this trade is also likely to benefit from any positive headlines in July. Note - Mexico's Econ Min 

Guajardo has suggested that technical negotiators are still hard at work behind the scenes and Ministers will meet 

again next month for high level talks. 

 

Risks to our outlook 

Although NAFTA progress would support the above trade, the other side of the coin is, of course, that a further 

worsening of relations or lack of progress in negotiations poses a risk to our outlook and would send USD/MXN 

https://www.csis.org/analysis/mexico-and-risk-authoritarian-populism
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higher regardless of the domestic political situation. Additionally, if AMLO or his ministers fail to take any steps to 

reassure investors/businesses once he has taken office, and immediately begin to implement some of the more 

contentious policies set out on the campaign trail, there is potential for USD/MXN to run higher.  

Overall, the worst case scenario here is that AMLO’s grip on power sees him dragging Mexico back to the 1970s 

with interventionist policies (particularly in the oil industry) that blow out the budget deficit, raise borrowing costs, 

and fail to tackle the crime, corruption & violence that have driven voters to him. This is the view that many 

doomsayers (and indeed investors) are taking. However, all things considered, we believe that this overdramatized 

narrative presents an attractive opportunity to enter a bullish MXN contrarian trade.  

 

Technical outlook supports our fundamental view 

 

 Briefly probed 76.4% of the Jan – Jul 2017 fall at 20.9557 before reversing from 20.9605 on 15 Jun 

 Latest leg higher from 17.9401 (17 Apr) looks stretched 

 MACD has crossed lower 

 Immediate risk is seen lower to 20.0384/19.9091 then 19.4527 

 Further weakness through the 19.1531/18.9743 area would suggest that a more enduring decline is 

underway, potentially risking back to the 2018/17 lows at 17.9401/17.4503 

 Above 20.9605 resumes course higher towards the Jan 2017 peak at 22.0385 
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