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Mexican elections in 2018:

What to expect when you're
expecting?

= The upcoming electoral process of 2018 in Mexico is one of the
geopolitical risks to the outlook

= We believe that it is still too early to call the electoral result

= In fact, polis still show a high degree of indecision among the
population

= We expect a tight race, albeit with a limited impact on the
markets

= This election is particularly important since it will be one of the
first imes many of the new laws enacted as part of 2014’s
electoral reform will be carried out, although some will come
into effect later:

(1) Senators and Representatives elected in 2018 might be
reelected;

(2) Possibility of coalition governments and independent
candidates;

(3) Changes in the regime of political parties;

(4) New provisions for the National Electoral Institute (INE); and

(5) Provisions regarding popular consultations

= There are mechanisms established in case of a contested
election

= In addition, at the end of this year there are also two important
processes:
(1) The transition of power in Banxico; and
(2) 2018’s budget process
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Mexican elections in 2018 -
What to expect when you're expectinge

The electoral process in Mexico is one of the geopolitical risks for the
scenario of the coming year. After the delivery of the 2018 fiscal budget on
September 8h, the 2018 electoral process will now be the center of
aftention with parties already taking some steps in this direction. This
includes nomination of candidates and the formation of possible coalitions
among parties or even the nomination of independent candidates. In our
opinion, it is still too soon to tell who will win the election, given the
uncertainty around candidates. We expect a fight race, albeit with a
limited impact on the markets.

In next year’s election, taking place on July 1, a new President, 128
Senators and 500 Representatives will be elected. Moreover, 30 states will
carry out local elections for governors, municipal presidents and deputies
of the local Congress. We highlight the elections in the states of Chiapas,
Guanaqjuato, Jalisco, Morelos, Puebla, Tabasco and Veracruz, as well as
the head of Mexico City’s government.

Elections in 2018 comprise most of Mexico’s population. In addition to the
presidential and congressional elections at the federal level, elections will
be held in 30 states, including 2,777 positions, such as: 8 governorships, the
head of Mexico City’s government, local congresses, city halls and
municipal boards, as shown in the map below.

Federal and State elections in 2018

- State governor, local congress and municipalities

- Local congress

- Local congress and municipalities

- Mexico City major, local congress and other
Local congress, municipalities and city majers

- Municipaliies

State governor and municipalities

Ciudad de México

Source: Banorte with data from the INE



Federal and State elections in 2018

State % of GDP Population

Nacional 100 112,336,538

1 Aguascalientes 1.2 1,184,996
2 Baja California 3.0 3,155,070
3 Campeche 4.2 822,441
4 Coahuila 3.4 2,748,391
5 Colima 0.6 650,555
6 Chiapas 1.6 4,796,580
7 Chihuahua 2.9 3,406,465
8 Ciudad de México 16.8 8,851,080
9 Durango 1.2 1,632,934
10 Guanajuato 4.3 5,486,372
11 Guerrero 1.4 3,388,768
12 Hidalgo 1.6 2,665,018
13 Jalisco 6.5 7,350,682
14 Estado de México 8.9 15,175,862
15 Michoacdn 2.3 4,351,037
16 Morelos 1.2 1,777,227
17 Nuevo Ledn 7.6 4,653,458
18 Oaxaca 1.6 3,801,962
19 Puebla 3.2 5,779,829
20 Querétaro 2.3 1,827,937
21 Quintana Roo 1.6 1,325,578
22 San Luis Potosi 2.0 2,585,518
23 Sinaloa 2.1 2,767,761
24 Sonora 2.9 2,662,480
25 Tabasco 3.2 2,238,603
26 Tamaulipas 3.1 3,268,554
27 Tlaxcala 0.5 1,169,936
28 Veracruz 4.9 7,643,194
29 Yucatdn 1.5 1,955,577
30 Zacatecas 1.0 1,490,668

Source: Banorte with data from INEGI

No clear trend from poll yet. Given that there are still no official
candidates, surveys are conducted regarding parties and match-ups
between the probable candidates, but with no conclusive resulfs.
Moreover, some surveys even include preferences within candidates in
each party. In this document, we take the results from the following polls:
(1) Consulta Mitofsky (August 2017); (2) Paramtetia (August 2017); and (3)
Breumen & Asoc. (August 2017). These surveys show very different resulfs;
although the common denominator is that all of them shows that almost a
third of the population still do not have a defined preference (see chart in
the following page).
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Regarding name recognition, Andrés Manuel Lopez Obrador (AMLO) from
Morena leads the polls, although it must be taken info account that he has
participated in the last two presidential elections (2007 and 2012), as well
being the Head of Government of the Federal District (2000). According to
Parametria (August 2017), AMLO is followed by Miguel Angel Mancera
(currently Mexico City's head of government), Marcelo Ebrard, Miguel
Angel Osorio Chong (PRI), Minister of the Interior, and Margarita Zavala of
PAN (see chart below).

Name recognition
% of identification

Mguel Angel Mancera 68
Marcelo E iz rc] mmmmm 67
Mguel Angel Osorio Chong  ee———  ((
Margarita Zavala 51
Eruviel Avila e—— 47
Gustavo Madero mE———— 44
Manlio Fabio Beltrones 42
Jaime Rodriguez "El Bronco" mEES—— /2
Rosario Robles m———— 41
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Source: Parametria.

Moreover, Mitofsky's survey (August 2017) includes polls regarding internal
parties’ processes. In the PRI, polls are led by Miguel Angel Osorio (50.3%) -
Minister of the Interior-, Eruviel Avila (18.1%) —Governor of the State of
Mexico-, and in third place, the Minister of Finance, Jose Anfonio Meade
(6.8%). In the PAN, the candidacy could be decided between Margarita
Zavala (43.4%), Ricardo Anaya (43.4%), the current president of the party,
and Rafael Moreno Valle (21.2%), former governor of the state of Puebla.
For PRD, the polls are leaded by Miguel Angel Mancera (56%), followed by
the Governor of Michoacan, Silvano Aureoles (9.7%). and the Governor of
Morelos, Graco Ramirez (8.8%), as shown in the following chart.



Election contests by party : ) .
% of preferences
50.3% 18.1% 6.8% 4.7%

Miguel Angel José Antonio Manlio Fabio Aurelio
Osorio Chong Eruviel Avila Villegas Meade Kuribrefia Beltrones Rivera Nufio Mayer
43.4% 26.2% 21.2% 0.7% 0.4%
Margarita Ricardo Rafael Moreno Valle Jose I.ui.s Ernesto
Zavala Gomez del Campo Anaya Cortés Romero Hicks Ruffo Appel
56% 9.7% 8.8%

Miguel Angel silvano

les Conejo Ramirez Garrido Abreu

Fuente: Mitofsky

Voters' sentiment regarding the possibility of an alliance between the PAN
and the PRD, as measured by Mitofsky’s survey shows that 40.3% of people
surveyed believe that they should not form a coadlition. However, this
percentage declines to 30.9% among PAN voters (56,3% favor the
alliance), while it rises to 45.5% for PRD voters. Berumen and Associates poll
shows that 39.2% pf people surveyed support the alliance.

This election is particularly important since part of the 2014 electoral reform
will be applied. These changes include: (1) Senators and Representatives
elected in 2018 might be reelected in further elections; (2) possibility of
coalition governments and independent candidates; (3) changes in the
regime of political parties; (4) new provisions for the National Electoral
Institute (INE); and (5) provisions regarding popular consultations.

(1) Legislative reelection. The senators and representatives, elected in
2018, will have the possibility of being re-elected for two consecutive
periods in the first case and for up to four periods in the case of the
representatives. To this end, they must be nominated by the same
party, unless they have renounced their militancy before the middle of
their tferm (arficle 59). In the case of states, these shall regulate the
reelection of municipal presidents as well as the municipal boards, who
may be reelected for a consecutive period, provided that the term of
their ferm does not exceed three years, under the same conditions as
in the case of congressmen at the federal level.

In terms of potential candidates for presidential candidacy, Article 82
of the Constitution establishes the following: (1) To be a born Mexican
citizen, in full enjoyment of his rights, son or daughter of a Mexican
father or mother and to have resided in the country af least for twenty
years; (2) be at least 35 years old at the fime of the election; (3) have
resided in the counftry for the entire year prior to election day;
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(4) not fo belong fo the ecclesiastical state or be a minister of some, § ’
religion; (5) not be in active service, if they belong to the Army, six  *
months before the day of the election; (6) not to be Secretary or
Undersecretary at a Federal Level, Attorney General of the Republic,
nor holder of the executive power of any state, unless he or she leaves

his post six months before the election day; and (7) not be included in
any of the causes of incapacity established in Article 83 (having been
President of the Republic, either by popular election or by inferim or
substitute, among others). This implies, among other things, that
Secretaries at a Federal level considering a candidature would have to
resign no later than the beginning of 2018, as shown at the end of the
document.

(2) Possibility of coadlition governments and independent candidates. The
2014 reform establishes a system of coalitions for federal and local
electoral processes. The most important change is the infroduction of
flexible coalitions and the modification of the definition of the partial
codlition. Flexible coalifions will be used to nominate at least 25% of the
candidates in the same federal or local electoral process, under the
same electoral platform. A partial coalition will be understood as that
established by political parties to nominate at least 50% of the
candidates in the same federal or local electoral process, also under
the same platform.

Regarding independent candidates, it is established that citizens who
meet the requirements, conditions and terms wil be entitled to
partficipate as independent candidates to occupy the posifions of
popular election: (1) President, and (2) Deputies and Senators of the
Congress of the Union by the principle of relative majority. In no case
shall the independent candidacy be based on the principle of
proportional representation.

(3) Changes in the regime of political parties. Among the most important
changes is that, for parties to keep their registration —which entitles
parties to keep receiving money to run themselves and for campaigns—
, they need to have at least 3% of the valid vote issued in any of the
elections held for the renewal of the Executive Branch or the Chambers
of the Congress. Likewise, according to the reform, any polifical party
that reaches at least 3% of the total valid vote cast for the regional lists
of mulfi-member constituencies will have the right to be allocated
Deputies according to the principle of proportional representation. In
addition, it should be mentioned that the reform imposes on the
political parties the obligation to guarantee gender parity that lists
should be integrated with 50% men and 50% women in the nomination
of candidates to federal and local legislators.

(4) New provisions for the National Electoral Institute (INE). Perhaps one of
the most important changes in political reform relate to electoral
authorities, whose structure and distribution of organizational power
changes substantially. First, the reform created the National Electoral
Institute (INE), whose basic function is fo organize federal elections,
although it is also given powers of supervision and establishment of
guidelines for the development of local elections.
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In addition, this new institute will be able to organize the elections of, i ’
the leaders of the polifical parties, at their request and will oversee the  +
requisites to carry out the popular consultations, as well as the
organization, development, computation and declaration of resulfs.
Moreover, it will be tasked with of supervising the finances of the parties

at both the federal and local levels.

An important element infroduced by the new reform is the modification
of the INE's faculties regarding sanctions and ifs procedures. The
Institute will be in charge to investigate infractions for alleged violations
of the regulations regarding media access and propaganda, to
integrate the file and submit it to the Federal Electoral Tribunal (TEPJF).

The INE may impose, among other precautionary measures, the order
to immediately suspend or cancel the radio and television fransmissions,
in accordance with the provisions of the law.

The General Council of the INE has now among its powers: (1) To
assume the activities of local electoral bodies; (2) delegating electoral
organization to local electoral bodies; and (3) bring to their attention
any matters within the competence of local electoral bodies. In
addition, the number of electoral councilors increased to 11 and the
appointment procedure of the General Council changed. The new
procedure provides for an evaluation by a technical committee,
although the appointment will be by the vote of two-thirds of the
members present in the Chamber of Deputies.

As for the TEPJF, the reform maintains all its faculties, adding a new one:
that of resolving matters that the INE submits for the imposition of
sanctions for violations related to political, electoral and governmental
propaganda, carrying out anticipated acts of campaign and media
access.

(5) Provisions regarding popular consultations. Beginning with the 2014
reform, the Constitfution establishes certain basic rules regarding
popular consultations, which may be called by either the President, 33%
of the members of the Senate or the Chamber of Deputies (although in
such cases it would require the approval of both houses), or 2% of the
citizens registered in the voting list. The organization of the consultations
will be carried out by the INE and will take place the same day of the
federal election. Ifs results will be binding when citizen participation is
greater than 40% of the registered voters list (arficle 35, section VIII).

It should be noted that the Constitution itself establishes the subjects
that cannot be subject to consultation such as: human rights;
democratic principles, electoral maftters, the revenue and expenditure
of the State, Nafional security and the organization, functioning and
discipline of the Armed Forces. On other cases, the Supreme Court of
Justice of the Nation will determine if an issue can be submiftted to a
popular consultation (article 35, section VIII)



Timeline of the electoral and budgetary processes in Mexico in 2017 and 2018

P> september 15t B> october 20
Congress starts period of sessions Deadline for Lower House to approve Revenue
lines for 2018

o
P> Q19 30, e 0 approve

Revenue Law and Economic Guidelines
for 2018

November 15 unces
Deadline for Lower House to decision of 2018
approve spending budget 201

November 30— Banxico’s Governor
Carstens ends term

Mar Apr May Jun

July 1% Federal Election

- March 30, 2018

Electoral campaigns kick off

September 8
>

’ January 2018
2019 Fiscal budget

Deadline for Secretaries or under
secretaries to leave post to
participate in the election

- september 1st

Mew Congress start sessions

Source: Banorte

There are mechanisms established in case of a contested election. As we
previously mentioned, although we think it is still foo early to talk about a
definite frend in the presidential election, what we can say is that it will
believe that it is going to be a close one. It should be noted that the
Consfitution, as of 2012, establishes mechanisms in the case of a contested
election. Arficle 85 establishes that, if the election does not happen or has
not been declared valid, the acting President will conclude his term and
Congress will appoint an interim President. In addition, "...if at the beginning
of the Constitutional period there is an absolute lack of the President of the
Republic, the President of the Senate will provisionally assume the office,
while Congress appoints the acting President ...".

In addition, if the President-elect cannot be sworn in in front of Congress
—as was the case in Felipe Calderon’s swearing in in 2006- it is established
that he can do so before the main Committees of both Chambers of
Congress. If this is also not possible, it can be done before the Supreme
Court of Justice.

What will not be applied this year of electoral reform? There are some
provisions in the reform that will not be applied in this election, which
include: (1) Changes in the election process of both the President of the
Republic and members of Congress; and (2) ratification of the cabinet and
preparation of the National Development Plan.

In the first subject, there are several changes, one changes the date for
the election day —from the first Sunday of July, to the first of June—, and the
swearing-in of the president-elect from December 1 to October 1 . These
changes will not apply unfil the 2024 election. In the case of the Congress,
it will begin the sessions on Sepfember 1 of each year, except in the yearin
which the presidential period begins, in which case the session will begin
on August 1.

Regarding the approval of cabinet members and preparation of the
Naftional Development Plan, the 2014 reform establishes that the Chamber
of Deputies will have to ratify the appointment of the Minister of Finance,
unless a codlition government is chosen, in which case the whole cabinet
must be ratified by the Senate (Article 76 Il of the Constitution).
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Additionally, it establishes that the Senate must ratify the Minister of Foreign § ’
Relations and the ambassadors. However, this provision will enter into force  +
until 1 December 2018 and therefore will not apply to the Ministers of the
new administration.

Moreover, the reform requires that Congress approve the National
Development Plan, as well as the programs and public policies derived
from it. Additionally, it is established that the federal government must
propose fo Congress the basis for the integration of a long-term strategic
development plan. It should be mentioned that this provision will also be in
force as of December 1, 2018.

Finally, it should be noted that at the end of this year there are also two
important processes. Parallel to the electoral process, in this second half of
this year we will be attentive to two issues that are fundamental for the
Mexico towards 2018: (1) The transition of power in Banxico; and (2) the
budget process of 2018. In the first case, it should be noted that the current
governor, Agustin Carstens, was appointed at the end of last year as
General Manager of the Bank for International Settlements (BIS), a position
he will occupy in early December, leaving the leadership of Banxico at the
end of November. There is still uncertainty as to who will fill the vacancy,
although in our view the insfitutional framework of the Mexican monetary
authority is sound and the transition will be orderly.

Regarding the budget process, the Law of Budget and Fiscal Responsibility
clearly defines the timeline. On September 8, the government submitted to
Congress its budget proposal consisting of: (1) General Criteria for
Economic Policy (CGPE); (2) the Income Law (LIF 2018); and (3) the
spending budget. Now the Lower House must approve the first two points -
the CGPE and LIF 2018-, by October 20, while the Senate must approve
them by October 31. Finally, the spending budget must be ready on
November 15. (for more information about the 2018 budget proposal see
our document here: <PDF>).

It should be mentioned that in the year in which a new administration
enters, the oufgoing government must prepare the budget package
including the recommendations of the President-elect and deliver the
budget package no later than November 15 of the year in question.

Disclaimer

The information contained in this document is illustrative and informative so
it should not be considered as an advice and/or recommendation of any
kind. BANORTE is not part of any party or political frend.


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20170908_EconPackage2018.pdf
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