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About Frontier Strategy Group

GLOBAL COVERAGE

• Regional Research Teams covering Asia, Europe,
Middle East, Africa & Latin America

• Global Economics Center of Excellence

• Award-Winning Econometric Forecasts

• Scenario Analysis of Disruptive Events

• Highly Differentiated Management Excellence 
Research

DATA-DRIVEN INSIGHT

• 360,000+ Data Series

• 200+ Markets

• 60+ Data Sources

• 50 years historical data

• 10-year forecasts

• Monthly forecast updates

ACTIONABLE TOOLS

FrontierView™ Dashboards highly 
actionable analytical tool set to power 

projects and recurring processes

TRUSTED SOURCE PROVEN METHODOLOGY

Proven forecasting methodology
keeps clients well ahead of the curve 

by 2-4 months 

LONG-TERM CLIENTS

Ongoing relationships with 5,500+ 
senior executives from 200+ large 

multinational companies

Frontier Strategy Group (FSG) is the leading information and 
advisory services partner to executives in emerging markets. 



Our Clients
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Multinational Executive Perspective
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We work with business leaders focused on global expansion, managing a 
diverse international portfolio of markets

MNC heads of:

• International

• Region (Ex: Americas)

• Country (Ex: Mexico)



Executive Perspective: Mexico Then vs. Now
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Mexico was seen as a top investment priority for multinationals
FSG survey: List the top-5 countries in LATAM for your corporate investments



Trump’s victory has changed how Mexico is 
perceived
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Heads of International Survey: Which major emerging market 
offers the biggest risk for your business in 2017?



Mexico confronts the strongest headwinds 
from Trump’s victory
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Market fundamentals will determine the pace of recovery in Latin America
2017 GDP growth, %YOY

Market 2016f 2017f 2018f

Argentina -2.0 1.9 2.5

Brazil -3.6 0.4 2.9

Chile 1.6 1.9 2.5

Colombia 2.0 2.3 2.9

Costa Rica 3.9 3.7 3.7

Dominican 
Republic 6.6 5.4 5.1

Ecuador -1.8 -1.2 0.5

Mexico 2.3 1.9 2.3

Panama 5.2 5.5 5.2

Peru 3.9 3.6 4.0

Puerto Rico -1.2 -0.9 0.6

Uruguay 0.4 1.3 2.4

Venezuela -14.5 -7.1 -5.0

Trump-induced volatility 
may  undermine 
investment appetite and 
lead to persistent 
austerity and higher 
interest rates in 2017 for 
Mexico

Argentina will also recover, but 
growth will remain dependent on 
the success of inflation-fighting 
measures

Brazil will experience a 
mild recovery, as 
business confidence 
improves but persistent 
fiscal and political 
challenges remain

Colombia will experience a gradual 
recovery, with the dividends from 
a peace agreement with the FARC 
slowly emerging

8.6

-7.1

0%

FSG View

Business outlook will improve

No major changes 

Business outlook will deteriorate



Mexico’s Political Environment & 
Upcoming Elections
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Political risk is rising in Mexico
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CORE DEMANDS OF THE MEXICAN ELECTORATE

STRONGER 
EARNING 

POWER

• While economic growth has remained relatively steady and 
unemployment low, wages have largely stagnated

• Peso depreciation and rising inflation have further eroded 
earning power, with the exception of low-income 
remittance flow recipients

IMPROVED 
PUBLIC 

SERVICES

• Public-sector austerity has eroded financing to enhance 
public services, including for healthcare and education

• Lack of recognizable progress on improving the efficiency of 
public services has also taken a toll

REDUCED 
CORRUPTION

• Persistent corruption scandals have eroded confidence in 
government, particularly the PRI, at all levels

• The current government has completely lost credibility on 
its corruption-fighting efforts

IMPROVED 
SECURITY

• Limited reductions in violent crime have been reversed over 
the last two years, exacerbating discontent

• The Iguala massacre and other scandals have reinforced the 
public’s lack of confidence in local security forces

OPPOSITION TO 
TRUMP 

GOVERNMENT

• The government’s initial, cautious approach to candidate 
Trump’s attacks on Mexico left space for a strident 
nationalist backlash that continues to gather strength

Disappointment with the status quo will drive political dynamics over the 
next two years

T I M E L I N E  T O  T R A C K

June 2017

• Gubernatorial elections in the 
State of Mexico, Coahuila, 
Nayarit, and Veracruz, as well 
as other local races 

July 2018
• Presidential election
• 128 senate races
• 500 deputies

September 
2018

• New legislature is seated in 
congress

December 
2018

• Inauguration of the next 
president of Mexico



The PRI is unlikely to remain in power
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The current government lacks sufficient support for continuity to 
be likely

53%

20%

13% 13%

0%

A majority of Mexico country managers 
remain confident that a pro-business 

candidate will win next year’s elections
Mexico Country Managers Survey: Which party’s candidate will win the 

presidency in 2018?
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Current polls indicate that the leftist MORENA 
candidate and the center-right PAN candidate 

will vie for the presidency
Support for presidency by party, % of total respondents

PRI PAN PRD MORENA



Populist victory is most likely
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AMLO’s Policy  Proposals

 Government Spending Initiatives
 Universal coverage for telecommunications
 Monthly stipends for high school students
 100% universal acceptance in any public school and university
 No out-of-pocket expenses for medicine and care at public hospitals, clinics, 

and doctor’s offices
 Doubling old-age pensions
 End construction of the new Mexico City airport; construct two new runways 

at the Santa Lucia military airport and high-speed rail between Mexico City 
and the US border

 Boost construction of new refineries
 “Republican” austerity measures, with a zero-deficit goal (without tax 

increases)
 Significant increases to the minimum wage and public-sector wages

 Institutional Initiatives
 Respect the separation of power and maintain the independence of the 

central bank of Mexico
 Institute recall referendums for presidents after two years

 Structural Reforms
 Proposal for a referendum on all structural reforms, especially in the energy 

sector

 Trade
 Renegotiate NAFTA, but opposed to increasing tariffs
 Free trade zones will be instituted on the US border
 Subsidies for the agricultural sector

AMLO’s candidacy drives more fear than hope for multinationals

0% 0%

13%

33%

53%

Significantly
positive

Somewhat
positive

No appreciable
impact

Somewhat
negative

Significantly
negative

FSG EXECUTIVES PERCEIVE SIGNIFICANT RISK IN THE 
ELECTION OF ANDRES MANUEL LOPEZ OBRADOR TO THE 

PRESIDENCY
Client survey: What impact would AMLO’s victory have on 

Mexico’s economy and your business?



Preparing for potential scenarios
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Multitude of risks too vast to track

Upside 
Scenario

Base-case 
Scenario

Downside 
Scenario

A few scenarios and specific signposts to track

Filter external risks and opportunities to efficiently address 
uncertainty in planning and monitoring processes

• Signpost
• Signpost
• Signpost

• Signpost
• Signpost
• Signpost

• Signpost
• Signpost
• Signpost



Political scenarios for 2017–2018

S C E N A R I O S
DOWNSIDE: POPULIST EARTHQUAKE BASE CASE: CONSTRAINED POPULIST TURN UPSIDE: PRO-BUSINESS STATUS QUO

Andrés Manuel López Obrador wins a landslide 
election on a populist-nationalist platform. The 
leftist MORENA party makes major gains in 
congress while developing a working legislative 
majority with supportive PRI and PRD legislators 

AMLO wins a close victory over an establishment, 
pro-business candidate (likely the PAN nominee). 
The leftist president lacks a working legislative 
majority, leaving AMLO to either compromise or 
suffer persistent gridlock

The PAN (or less likely an independent) offers
mounts a spirited opposition to AMLO, offering a 
safer option for an angry electorate tired of PRI 
rule. A stronger PAN, though still without a 
majority in congress, is able to sustain pro-business 
policies

Signposts to watch:

 Blowout opinion polls – AMLO opens up a 
sizable lead over other candidates, who fail to 
coalesce in an anti-populist front
o Monitor: Opinion polls; PRI and PAN primaries; 

independent candidates; government approval 
ratings

 Broader gains for the left – MORENA makes 
significant electoral gains, including in congress, 
while the PAN fails to make adequate gains and 
the PRI suffers from significant electoral losses
o Monitor: Leftist party share; internal political 

dynamics in the PRI; Mexico City elections

Signposts to watch:

 Weak alternatives to AMLO – The PAN fails to 
nominate a candidate who can credibly offer 
change to the Mexican electorate, but anti-
AMLO forces are able to gradually, though not 
completely, coalesce around this alternative
o Monitor: Opinion polls; cross-party alliances; PAN 

primary result

 Fragmented congress – The incoming 
government will have limited support in 
congress for a major populist push 
o Monitor: Congressional election polls; PAN share of 

vote; divisions within left-wing parties

Signposts to watch:

 Solid consolidation for the PAN – A solid 
consolidation of the anti-AMLO vote helps 
cement a victory for the PAN candidate in a 
close election
o Monitor: Opinion polls; cross-party alliances; PAN 

primary result

 A workable legislative coalition – The next 
government also pursues a reform-minded 
approach to the economy, building on the 
structural reform agenda of the early years of 
the current administration
o Monitor: Gains by the PAN; internal PRD and PRI 

politics 

Likelihood: Low (10%) Impact: High Likelihood: High (50%) Impact: Medium Likelihood: Medium (40%) Impact: Low

S U G G E S T E D  A C T I O N S

⇢ Ensure that your local operations are resilient 
to potential financial market shocks ahead of 
and after the elections

⇢ Align corporate with the political realities of a 
divided government to reduce fears over a 
populist turn in Mexico

⇢ Redouble efforts to make the case for Mexico’s 
political and macroeconomic stability when 
gaining resources for investment

14



Mexico – NAFTA Renegotiation & 
Potential Scenarios
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NAFTA is no longer a given for Mexico
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Trump trade agenda severely complicates Mexico's growth agenda and is 
fostering a nationalist backlash 

Key Trump Administration 
Objectives

Key Challenges Impact on Mexico

Reduce trade deficit

Unlikely to succeed, given the peso 
depreciation that would follow US 
protectionist policies

 Any protectionist measure is more 
likely to succeed at reducing total 
imports and exports, rather than 
reducing the trade deficit

Would require changes to savings-
investment rates in Mexico and the 
US to compensate for changes in 
net exports

Would likely severely impact net 
exports, investment, and 
consumption in Mexico

Raise revenues for border wall

 Any assent from the Mexican 
government to pay for the wall 
would drive major nationalist 
backlash in Mexico

 A symbolic gesture within a larger 
attempt to crack down on 
immigration to the US

Limit use of Mexico as export 
platform

Would require either significant 
tariffs or a more generalized shift in 
rules of origin

Would inhibit price 
competitiveness of North American 
supply chains

Would reduce attractiveness of 
manufacturing in Mexico



NAFTA calendar shows plenty of movement 
likely in H2 2017
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Presumptive calendar for NAFTA renegotiation

March–June 2017 March–August 2017 August 2017–Q4 2017 TBA

• Governments provide 90-
day formal notification of 
intent to renegotiate NAFTA 
to legislatures

• Trump administration finally 
did so after the delayed 
confirmation of USTR Robert 
Lighthizer

• Informal talks between US, 
Canada, and Mexico

• Consultations with key industry 
associations and congress

• US government provides the 
public a comprehensive 
summary of its specific 
negotiating objectives

• Beginning of formal 
negotiations, either on two 
bilateral or one trilateral 
basis

• Conclusion of 
renegotiation of NAFTA

• New agreement ratified 
and approved by 
legislatures



Trump’s protectionist options
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Growing US protectionism may occur through a variety of policy measures 

Potential policies stemming from Trump’s protectionist impulses

UNILATERAL TARIFFS1

 Candidate Donald Trump often attacked NAFTA, and used his opposition to multilateral trade 
agreements to win key Midwestern states in the 2016 election

 Donald Trump has often advocated for a 25% tariff on Mexican manufacturing imports (particularly 
automotive imports)

 This approach would require the US to exit NAFTA, and probably the World Trade Organization (WTO) 
as well

 The administration has largely (though not entirely) disavowed this approach as long as NAFTA 
renegotiation is successful

 A new tax created to compensate for the reduction of corporate tax rates, this policy levies a 20% tax 
on imports from all countries while keeping US exports tax-free

 The tax would require a significant increase in the value of the dollar to reduce the impact of negative 
income on import-dependent businesses such as retailers (e.g., Walmart)

 House Republican leadership supports this tax, but it has received mixed support from Trump 
administration officials

 Given growing opposition from GOP lawmakers in most negatively affected states, the tax is unlikely to 
garner sufficient support to become law

 Commerce secretary Wilbur Ross is currently slated to manage the renegotiation of NAFTA for the US, 
starting mid-2017

 The major discussion point rests on updating the rules of origin of the agreement, particularly for the 
automotive sector

BORDER-ADJUSTED TAX2

NAFTA RENEGOTIATION3



NAFTA modernization or downgrading?
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MODERNIZATION MEASURES

 Standardization
 Stronger intellectual property protections
 Greater regulatory cooperation, including mutual 

recognition of standards
 Restrictions on state-owned enterprises
 Labor and environmental standards

Modernization
 E-commerce and digital industry
 Integrating energy markets (post Mexican structural 

reforms)
 Service sector liberalization (insurance, accounting, and 

express delivery)

 Trade facilitation
 Infrastructure and process improvements at the border
 Revamp investor-state dispute settlement

PROTECTIONIST MEASURES

 Rules of origin
 More restrictive rules of origin to prevent imports of 

parts from Europe and Asia

 Enhanced safeguards
 Increased flexibility to impose import safeguards 

without retribution

 Tariffs for specific industries
 US unilaterally increases tariffs from 0% to 2-3% in 

certain categories, particularly automotive and other 
manufacturing sectors

 Mexico would likely drive tariffs higher, to levels 
averaging 8% or more, as a retaliatory measure

Wage standards
 Increasing minimum wages in Mexico, as well as 

enhanced monitoring of wage levels in the 
manufacturing sector

Nafta renegotiation could drive significant benefits to multinationals as 
long as it is not an excuse for protectionism



NAFTA Scenarios 2017-2018

S C E N A R I O S
DOWNSIDE: TRADE BREAKDOWN BASE CASE: CONFRONTATIONAL RENEGOTIATION UPSIDE: CONSTRUCTIVE ENGAGEMENT

Protectionist impulses drive the Trump 
administration to seek unilateral trade measures 
against Mexico, driving significant capital outflows 
from Mexico and undermining economic growth. 
These measures leave Mexico in a weakened state, 
theoretically allowing the US to attain greater 
concessions

Difficult negotiations begin in the second half of 
2017 and stretch beyond the July 2018 general 
elections in Mexico, driving significant financial 
volatility and uncertainty as the Trump 
administration pursues a chaotic, often hardline 
negotiating strategy

Protectionists within the Trump administration 
lose out, allowing free trade proponents to adjust 
NAFTA negotiation from increasing barriers to 
modernizing the trade agreement. Deepened 
trade integration drives renewed stability to 
Mexico’s economic and business environment

Signposts to watch:

 Protectionists dominate – With President 
Trump an avowed protectionist, protectionist 
ideologues and businessmen gain the upper 
hand in internal strategy battles
o Monitor: Trump appointees’ public statements; 

members of NAFTA renegotiating group

 Domestic political dynamics in the US and 
Mexico – A nationalist backlash in Mexico and a 
weakened political standing for Trump in the US 
could help trigger a breakdown in negotiations
o Monitor: Trump approval rating; success of Trump 

legislative agenda; public protests in Mexico; poor 
showing for PRI in upcoming local elections

Signposts to watch:

 Lack of consensus in Trump trade stance –
Consistent infighting among pro-trade and 
protectionist factions within the Trump 
administration
o Monitor: Leadership and members of NAFTA 

renegotiating group; inconsistent Trump public 
declarations and tweets

 Restrained domestic political constituencies – A 
NAFTA renegotiation that avoids public pressure 
and eschews attention would not entirely 
negate potential public backlashes, but would 
diminish them
o Monitor: Centrality of NAFTA renegotiations to 

public debates

Signposts to watch:

 Free traders resurgent in the Trump 
administration – Figures such as Gary Cohn take 
control of the trade agenda, signaling a much 
more pro-trade approach in negotiations
o Monitor: NAFTA renegotiation group; public 

declarations on trade issues left to technocratic 
figures in the Trump administration

 Concerted industry involvement in negotiations 
– With protectionism largely off the table, 
negotiations proceed as usual, with significant 
lobbying by companies over modernization 
o Monitor: Lobbying efforts by major trade groups 

and associations

Likelihood: Low (15%) Impact: High Likelihood: High (50%) Impact: Medium Likelihood: Medium (35%) Impact: Medium

S U G G E S T E D  A C T I O N S

⇢ Stress-test your operational footprint against 
potential trade disruptions and FX volatility

⇢ Build a communication strategy with corporate 
on the state of NAFTA negotiations

⇢ Ensure that NAFTA renegotiation benefits 
accrue to your current supply chain structure

20



GROUP DISCUSSION
NAFTA – Regional Impact
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Get in Touch
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Email: JBACKALER@FRONTIERSTRATEGYGROUP.COM
Phone: +1-202-741-1344

Complementary Copy: 3 Essential NAFTA Scenarios to Monitor

http://frontierstrategygroup.com/mexico-nafta/
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