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Local currency and equity markets rallied over the July 4 holiday in the United States. The peso
opened this morning at MXN9 47 per ULS. dollar, compared to MXN9.83 per U.S. doll
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We expect a sustained ralty in Mexico
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Given Vicente Fox’s landsiide presidential victory, in the contextof a well-supervised election,
we expect asignificant diminution in country risk perception in the short term. In our view,
major potential headline news in the coming three o f;

to tour months such as cabinet
Hnnouncements, should be market friendly or market neatral, More importantly, the long-term
outiock for Mexico has probably improved as a resul: of the alternance of power from the PRJ to

the PAN. A Fox win marks a significant historical chinge in Mexican politics, a departure that
over the long term should bode wel] for the creation of autonomous and transparent political and
legal institutions. Such developments should enhance the checks and balances on the executive
branch, reduce comuption, and lead to less volatile ceonomic outcomes in the future. However,
in between the euphoria in the short-term and the potential for structural improvements in the
long-term, itﬁporlanl risks and obstacles in the medium-term should not be ignored.

Although the PAN made significant gains in both legislative chambers, Vicente Fox will face a
split congress. In the Lower House, the more powerful of the two chambers, the PAN will be the

leading party with 224 seats, but it will not hold a majority. The PRI will hold 208 seats, and the
Alliance for Mexico (the PRD and its coaliti




government. In thig context, we believe the following fecent developments and issues merit

discuss a range of issues, including the party's leadership, Opposition Strategy and a possible

Testructuring of the party. We expect a fair amount of inlra-party conflict and b]oodlctting in the
days and weeks to come, No[eworlhy In our view was a party official’s admonition that the PR]
rid itself of technocrats, a fair accompli as of severa] months ago, in our view, cher[hcfcss, we

believe this Lype of populist rheqoric could be harbinger of the PRI's policy stance in the
congress.

2. Until Tuly 2, the PR was held together by the power of the presidency, specifically the
president’s ability to reward loval followers and punish dissenters With the Joss of the executjyve
branch, the PR] has lost the glue which kept the barty together. Recq) that the PR] is COmprised
of members with wide ranging interests. Differences exist along regionaj and 1ideologjcal lines.
i order to legislate, Mr, Foy may be confronted with the difficul task of negotiating with 5
disparate group of regional mterests, ay “pposed to a unifjed PRI leadership with 4 disciplined

party structure. A regionalization of g PRI may make coalition building with the PRI ditficul
for Mr. Fox.

3.1n a recent interview, Cuauhtemoe Cardenag flatly denied the possibility of joining a Fox
cabinet. Furthcrmorc, Mr. Cardenas expressed hig hope that the Alliance for Mexico (1he PRD-
fed coalition) continue 45 a counterbalunce 1o the Fox ;1dministra[ion. Indeed, as is th

¢ Case with
the PRI intra-PRD grumbling sppears (o e on the rise, with

party aspirants similarly seeking
changes in leadership ang Stucture. What will be the eimerging policy stance of the PRI with
fespect 1o critica] second-gencration reforms, which include fiscq) and judicial reform, and which
ostensibly jibe with the reformisg Aspirationg historiczilly associated with the PRD? Recail (he
PRI newly important role in Congress as 4 potential kingmaker. Will the Mexican lef; adopt o
“Third Way' orientation willing 1o Cooperate and reach compromises with (he Fox sovernment, or
will they merely he obstructionjs?

1. Vicente Fox, who through the campaign had a difficyj rclationship with his Party, has been
closing ranks with top PAN officials. This is not SUTPIISing in our viey given the uncertain and

possibly unfriendly stance of the legistature. Mr. Fox will necd to have the firms support of his
Party, which he did not have during the Campaign.

Bottom Jine- As we mentioned gt the outset, a Fox presidentia] victory marks a watershed

event in Mexican politics, which over the long term should bode well for Mexico's political and

€Conomic institutjons. Markets should continue to rally on this news, Nevertheless the absence
Id

be his ability to forge alliances with opposition parties, who themselves are undergoing a process
of soul §carching and upheaval.




