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Investors hopeful Mexico’s  
Lopez Obrador will veer to the center

Mexican debt has traded in relatively tight range to US benchmarks
NEW YORK: Mexican assets are poised to
strengthen even if leftist front-runner Andres
Manuel Lopez Obrador wins Sunday’s presiden-
tial election, analysts say, on expectations he will
govern from the center and as the uncertainty
stemming from the race fades. Lopez Obrador, a
former Mexico City mayor, holds a roughly 20-
point lead over his nearest rival ahead of the July
1 vote, according to the latest polls, putting him
on track to become the first leftist Mexican pres-
ident since the 1930s.

Strategists at Miami-based Bulltick Capital,
however, are among those who believe that
Lopez Obrador will pursue centrist policies once
in office. When the peso went above 20 to the US
dollar “we went long Mexican assets, both equi-
ties and fixed income, and we retain these bullish
positions, which we believe will perform favor-
ably as the investment community draws similar
conclusions regarding AMLO in the wake of his
victory,” Bulltick said in a note to clients, citing
the acronym used to refer to Lopez Obrador.

Corporate credit risks
The peso had lost as much as 16 percent ver-

sus the US dollar over the last 12 months, partly
due to investor concerns about a Lopez Obrador
presidency as well as rising trade tensions
between Washington and Mexico City. The cur-
rency is up roughly 6 percent from the 2018 low
of 20.88 to the dollar it hit earlier this month. cor-
porate credit risks due to its low reliance on off-
shore capital inflows, credit ratings agency

Moody’s said in a report this week.
Fitch Ratings said the main corporate credit

risks in Mexico involved currency weakness and
uncertainty about domestic policy, but the credit
ratings agency added that there were buffers in
place. “Broad geographic diversification of oper-
ations and strong capital structures are expected
to mitigate the credit risk of most rated issuers,
resulting in only modest rating changes during
the next 12 months,” Alberto Moreno, senior
director at Fitch, said in a statement.

Mexican debt has traded in a relatively tight
range to US benchmarks. Mexican bonds on the
benchmark JPMorgan Emerging Markets
Benchmark Index Plus (EMBI+) were at 209
basis points over corresponding US Treasuries
on Friday, not far from the average of 189 basis
points over the last year. Early last month that
yearly average was at its tightest since 2015.
Mexico’s benchmark IPC stock index is on track
to post its largest monthly increase in over three
years but is still down near 4 percent for the year,
as is the U.S.-traded MSCI Mexico ETF.

Options data suggest traders are moderately
defensive on the peso and the US-listed iShares
MSCI Mexico Capped ETF. Lopez Obrador’s
early and sustained lead in the polls is hardly the
only reason why Mexican assets have felt pres-
sure. The unexpected strength of the US dollar,
bolstered by rising US interest rates, has under-
cut emerging market currencies. Investors have
further soured on Mexico due to the testy nego-
tiations to modernize the North America Free

Trade Agreement as well as an ongoing oil out-
put drop, drug-related violence and corruption.

Lopez Obrador, who heads the Morena party,
has pledged to clean up government and clamp
down on violence, but there are lingering con-
cerns he could boost spending on social pro-
grams and roll back changes that have opened up
Mexico’s oil and gas industry to private and for-
eign investors. Some members of Lopez
Obrador’s team have stressed that he will not
govern as a radical leftist but rather as a left-of-
center leader who will, among other things, fight
to preserve the NAFTA deal with the United
States and Canada. 

‘Relaxed victory’
Citi analysts said they expected a continued

rally in the peso as hedges unwind, as they have
in past elections, “though concerns over AMLO’s
administration and NAFTA should return over
the medium term.” The Wall Street bank’s base-
case scenario calls for a “relaxed victory” for
Lopez Obrador and his party becoming the
largest party in both chambers of Congress, with
the possibility it will have majority control. 

In a strategy note, Commerzbank said the
extent of Morena’s dominance in Congress was
now the bigger question. “Should the president
no longer be limited by an opposition-dominated
Senate, nervousness over excessive spending by
the new government could mount in the financial
markets,” Commerzbank analyst Alexandra
Bechtel wrote.

“It remains to be seen how (Lopez Obrador’s)
plans will actually be implemented - election
campaign rhetoric is often populist, whereas their
implementation is often more pragmatic.” Some
investors are also betting Mexican consumers
will help keep the likes of Walmart de Mexico
going strong.  The stock is up 9 percent in the
year-to-date period. 

“The average consumer is still going to buy at
Walmart,” said Rishikesh Patel, London-based
portfolio manager of the BMO LGM Emerging
Markets Fund. Patel said concerns over the
direction of economic policy could even push the
stock of the retailer higher because “if you feel
less optimistic, you look for places that give you
more value for your money.” — Reuters 

MEXICO CITY: Supporters of Mexico’s presidential candidate Andres Manuel Lopez Obrador,
standing for the “Juntos haremos historia” party wait for the start of the closing campaign
rally at the Azteca stadium. — AFP 

Indonesia hikes
rates to reverse
rupiah slump
JAKARTA: Indonesia’s central bank on Friday
raised interest rates for the third time in six weeks
as it moves to shield the rupiah from a selloff in
emerging market currencies. Bank Indonesia
raised its key rate to 5.25 percent from 4.75 per-
cent. The rupiah has slid more than five percent
against the dollar this year to below 14,000 — its
lowest level since 2015.

Rising US interest rates are prompting
investors to sell the rupiah and other currencies

to buy dollar-denominated assets in search of
better returns. “The rate increase comes against
a backdrop of continued weak economic growth
and subdued inflation, and clearly indicates the
main focus of the central bank is boosting the
rupiah,” said Gareth Leather, senior Asia econo-
mist at research house Capital Economics.

While the latest move may offer respite to the
depreciating currency, raising borrowing costs
could stifle efforts to boost the economy’s slug-
gish growth rates. 

In a bid to rev up Southeast Asia’s biggest
economy, the central bank had been repeatedly
slashing borrowing costs over the past year and
a half until it reversed course in May. Indonesia
is targeting annual growth of seven percent, but
the commodities-driven economy has remained
stuck in the 5.0 percent range. — AFP

KUWAIT: The Commercial Bank of Kuwait
announces holding Al-Najma account KD

500,000 prize draw today, Sunday July 1st,
2018 noting that the draw would be done and
broadcast live on the Diwaniya program at
Nabdh Al-Kuwait 88.8 station at 12:30 pm. In
this regard, CBK’s assistant manager for indi-
vidual banking services, Hameed Ibrahim Al-
Salman said that tow draws would be made
for Al-Najma account holders and three for
the ‘Transfer Your Salary’ account holders.
“Al-Najma draws will include the weekly KD

5000 and the bimanual prize of KD
500,000”, he explained reminding that the
draw for the world’s largest prize of KD 1.5
million would be held on the first week of
January 2019. Furthermore, Al-Salman said
that three more draws would be made for the
‘Your Salary & More’ account holders and
that the winners would get twice as much as
their salaries in addition to draws to win a
Range Rover. 

CBK holds 
Al Najma
draw today JAKARTA: Indonesians visit a motorcycle workshop in Jakarta on June 21, 2018, after the

Eid Al-Fitr festival where millions of people travelled to their hometowns using motorcy-
cles and cars. — AFP 

Key US inflation 
indicator hits 
6-year high
WASHINGTON: A key measure of US infla-
tion hit a six-year high in May, matching the
central bank’s target, in another sign that
price pressures are finally rising, the govern-
ment reported Friday.  The long-awaited rise
in the Personal Consumption Expenditures
price index, the Federal Reserve’s preferred
inflation measure, came amid a slight slow-
down in consumer spending last month,
according to the Commerce Department.
The weak spending could weigh on GDP
growth in the second quarter but incomes
posted sharp gains.  On an annual basis, the
PCE price index hit 2.3 percent, the highest
since March 2012.

And excluding the volatile food and fuel
components, “core” PCE over 12 months rose
two percent, the highest since April 2012 and
the first time it has hit the Fed’s two percent
target in more than six years.  The Federal

Reserve has signaled it is comfortable letting
inflation run above target for a while to com-
pensate for the extended period of weakness
during the current economic recovery. The
US central bank has raised the benchmark
lending rate twice so far this year, most
recently on June 13.

At that meeting, officials also altered their
rate forecasts to include a fourth rate hike in
December to keep a lid on mounting inflation.
Futures markets on Friday slightly increased
their estimated probability of a December
rate hike to just over 45 percent, suggesting
many investors still feel the Fed might hold
fire. Price increases in May included also
strong gains for energy goods and services
that were partially offset by falling food
prices. The PCE price index rose 0.2 percent
compared to April, for both the headline and
the core. 

Weaker spending? 
Meanwhile, disposable personal income

rose 0.4 percent, or $63.2 billion, for the
month, the largest gain since January. But
spending rose only 0.2 percent, slowing from
the 0.5 percent gain in April. In inflation-
adjusted terms, real expenditures fell by less
than a tenth of a percentage point. Spending

undershot analyst expectations, held down
by consumption of services in the month,
which was nevertheless up 4.2 percent over
May of last year.

Jim O’Sullivan said the weakness in con-
sumption was tied to a plunge in spending on
utilities, which are linked to weather. At an
annual rate, inflation-adjusted spending in
the second quarter was 2.8 percent, up from
the sluggish first-quarter average of 0.9 per-
cent, he added.

“Spending growth was weaker than
expected, although it still shows re-accelera-
tion after a weak Q1,” he said in a client note.
“The data still look positive for Q2 GDP, albeit
not to the degree that seemed likely going
into the report.” Still, Gregory Daco of Oxford
Economics said while the spending figures
pointed to a rebound in the first half, this like-
ly will moderate in latter half of 2018.

As a result, GDP growth likely will hit a
peak in the April-June period at 4.2 percent
before slowing to 2.5 percent in the second
half of the year, he said in a research note.
“With inflation likely to show resilience
around the Fed’s two percent target, we con-
tinue to expect a total of four rate hikes in
2018,” Daco said, but “trade policy could spoil
those plans.” — AFP 


