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Introduction: The Timetable
Three of Latin America’s largest economies, accounting for
roughly two thirds of the region by both GDP and population,
had election scheduled for this year. The results have profound
implications for the economic policies that will be enacted,
and ultimately help to determine the fate of the nations in
question for several years to come. One issue has, and will
continue, to dominate the election schedule more than any
other: corruption.
Below we delve deeper into the forces at play in each country,
and the investment implications of the results.

Colombia: Defence drives Duque to victory
The LatAm election season kicked off with Colombians voting
in congressional elections and presidential primaries on 11
March, with the Presidential election recently concluded as the
second round run-off took place on 17 June.
The second round challengers were Iván Duque from the right
and Gustavo Petro from the left.
Gustavo Petro grabbed much of the headlines for his antiestablishment stance and populist overtones, including
nationalization and reducing the country’s dependency on oil
revenues. In particular, he has capitalised on the public anger
towards the ongoing “parapolítica” scandal. This arose during
the conservative government of Álvaro Uribe in 2005, in which
it was alleged that the government was colluding with the far
right militia group United Self-Defense Forces of Colombia
(AUC) in its fight against the Revolutionary Armed Forces of
Colombia (FARC). Petro is not immune to controversy himself.
As a former member of the M-19 guerrilla group, he helped to
broker a peace deal that saw him enter politics and become
the major of Bogota. As he lacked strong parliamentary
support, with his left wing Decentes coalition faring poorly in
parliamentary elections, Petro’s campaign, necessarily, relied
heavily on the use of social media platforms such as Twitter. He
proved popular with young voters and was feared by
businesses, who were quick to draw parallels with the late
Hugo Chavez in neighbouring Venezuela.
Iván Duque stood as the candidate of the right, the protégé of
former conservative President Álvaro Uribe, he was able to
benefit from the former president’s continued popularity.
Duque’s campaign centred on a pro-business and pro-security
programme which promised tax cuts and a rollback the most
controversial aspects of the FARC peace deal. Unlike Petro,
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Duque had a strong campaign machine behind his candidacy
and strong parliamentary support in the form of the right-wing
Centro Democrático (CD) party.
Following the results of the first round, even though Petro’s
candidacy remained a wild card, our expectation was that
Duque would triumph on economic and security concerns,
particularly given the economic woes in neighbouring
Venezuela, with Duque much better positioned than Petro to
win over voters supporting the more centrist candidates in the
first round. The final results did indeed confirm Duque’s
victory, triumphing 54% to 41.8%, which should be, ceteris
paribus, supportive for the Colombian Peso as, despite the
potential for some delay, fiscal consolidation will move to the
centre of government policy.

Mexico: AMLO and behold
Mexico was next to cast its vote with presidential and
congressional elections taking place on 1 July. The campaign
was dominated by the rise of populist leftist Andrés Manuel
López Obrador (AMLO), who has previously not shied away
from his criticism of the outgoing administration’s energy
reforms and the over-dependency of the country’s economy
on NAFTA.
AMLO is the founder of the Movimiento Regeneración
Nacional (MORENA) party and is closely associated with
populist policies which have historically included government
austerity, progressive taxation, agricultural subsidies and job
creation. AMLO is also a strong critic of the electoral system,
having previously accused the PRI party, without success, of
electoral fraud in both his earlier presidential campaigns. This
combination, together with a strong social media presence,
helped AMLO to tap into the widespread public anger against
the established parties, and hence cement his place as the
anti-establishment candidate in Mexico.
AMLO’s main challenger was Ricardo Anaya of the Partido
Acción Nacional (PAN), which despite occupying the centreright ground formed a coalition with the centre left Partido de
la Revolución Democrática (PRD). Anaya’s campaign focussed
on providing a mainstream alternative to the ruling Partido
Revolucionario Institucional (PRI) party, yet at the same time
targetting moderate leftists, fearful of AMLO.
The third main candidate was José Antonio Meade, from the
ruling PRI. Meade tried to distance himself from the corruption
allegations that have dogged outgoing President Enrique Peña
Nieto. Unfortunately for Meade, the stigma of the PRI proved
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too difficult to shake off given the level of public distrust and
desire for change.
Corruption and security defined the presidential race in
Mexico. Both Anaya and Meade were drawn into corruption
allegations, with Anaya directly implicated as the beneficiary of
a money laundering scheme. Whilst the investigation into
Anaya was dropped, the accusation alone damaged his
campaign, with AMLO benefitting as a result. Despite Anaya’s
strong debate performances and backing from former
independent candidate Margarita Zavala, we expected AMLO
to secure the presidential vote given the extent of negative
public sentiment towards the traditional party candidates.
We were proven correct as AMLO faired even better than
expected, securing over 53% of the vote Despite concerns
surrounding AMLO, we do not believe that investors should
panic. AMLO has moderated his policies significantly over the
years in order to make himself more electable. Despite AMLOs
appeal also translating to strong support for MORENA, they
lack the two-thirds majority in the Senate required to overturn
constitutional reforms. Hence, despite earlier rhetoric, a
reversal of Mexico’s energy reforms is unlikely. AMLO has also
moderated his stance towards NAFTA, recently vocalising
support for the agreement, though he is likely to push hard for
better terms for the agricultural sector.
In aggregate, we expect volatility to remain elevated as
AMLO’s cabinet and policy announcements are made in the
coming weeks, with some investors having already disinvested
from Mexican assets on the prospect of an AMLO win.
However, we expect to see broad policy continuity, which will
likely see investors return to Mexico, particularly given a
combination of cheap asset prices, declining inflation and the
removal of policy uncertainty.

Brazil: Lula conviction leaves political chasm
Attention now shifts to Brazil, as in October 2018 the
population will elect a new President, as well as all 513
members of the Lower House, governors and state assembly
members, and 54 out of 81 members of the Senate. The
composition of the next Congress will also be key, as the new
representatives will need to renew their focus on the much
needed pension reform in 2019. Therefore the next few
months will likely see ongoing volatility. A market friendly
outcome will require a government that is willing to stick to
reform in order to generate a strong primary fiscal surplus and
to help stabilise the debt trajectory.
The leading candidate in the polls at this stage is the decidedly
investor-unfriendly, yet highly popular, former President Lula
of the left wing Partido dos Trabalhadores (PT). Most
remarkably, Lula has retained this position despite being
imprisoned in April, and has vowed to continue campaigning,
despite being declared ineligible, as he fights his conviction
through a series of appeals, which could take several months.
Lula’s popularity can be traced back to his time as President
during which, he oversaw a period of economic prosperity.by
unleashing a huge wave of investment in 2006 on the back of
strong commodity demand from China. The hangover came in
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2014, after Lula’s tenure ended, as the end of the stimulus
programme coincided with a slump in Chinese commodity
demand.
Despite his strong popularity, Lula’s presidential bid has now
been thwarted. In March 2016, as part of Operação Lava Jato
(Operation Car Wash), he was detained by police on
allegations of lobbyism. At the end of January 2018 the
appeals court upheld Lula’s corruption conviction and
increased his prison term from nine to 12 years. Though Lula
can still appeal his conviction in an attempt to register his
candidacy by the August 15th deadline it is now highly
unlikely that he will be permitted to run.
To date, the right-wing Congressman Jair Bolsonaro of the,
somewhat misnamed, Partido Social Liberal (PSL), would lead
in a first round vote without Lula. Bolsonaro is a controversial
character, having advocated far-right views on a number of
social policies. He has benefitted from a polarization in the
Brazilian political landscape and disillusionment with
democracy, and used his strong-man image to forge a strong
social media following. Despite this, his economics team
would likely pursue a number of liberal economic policies
including privatisation and tax simplification. Despite his
strong first round polling, Bolsonaro may struggle in the
second round as his divisive nature could prevent him from
appealing beyond his narrow supporter base. He will also lack
TV and Radio time once official campaigning starts in August
as his party’s presence in parliament is minimal.
Meanwhile, back on the left-hand side of the political spectrum
Ciro Gomes from the Partido Democrático Trabalhista (PDT)
looks poised to try to capitalise on Lula’s downfall, as he could
receive support from Lula’s party should his candidacy be
blocked. Gomes strongly opposes privatisation, and would
likely obstruct the path to, or else dilute the impact of, pension
reform. We do not expect, however, Lula’s votes to transfer
particularly well to Gomes, partly due to the high
fragmentation of parties on the Left.
Another Leftist challenger is Marina Silva of the Rede
Sustentabilidade (REDE) party. Silva’s platform is a proenvironmental one, opposing the deforestation of the
Amazon. Like Bolsonaro, Silva also has a strong social media
presence, with strong support amongst younger voters.
However, again, like Gomes, we do not believe Lula’s votes
would easily transfer to Silva, and like Bolsonaro, she will also
lack TV and Radio time.
Last, but not least, of the notable candidates, is centre right,
São Paulo Governor, Geraldo Alckmin of the Partido da Social
Democracia Brasileira (PSDB). Alckmin is a clear reformist and
proponent of pension reform. His centrist position would
enable him to form coalitions across a fragmented parliament,
and hence would likely muster enough support to follow
through on the reforms initiated by his predecessor. Alckmin’s
parliamentary support also guarantees him propitious TV and
radio time in a country where internet access is still limited.
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Brazilian Presidential Opinion Polls (without Lula)
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Once the official campaigning starts in August voters could
well begin to favour a mainstream candidate that has addition
media time and an established campaign machine. Hence, we
expect Alckmin to challenge both Gomes and Silva for a place
in the second round, most likely against Bolsonaro. Should he
make it to the second round, we would expect him to prosper
as he has the broadest appeal of all candidates. Nevertheless,
there is now a growing probability of an all anti-establishment
second round with Gomes or Lula’s potential replacement
from the PT (probably Fernando Haddad) looking increasingly
competitive for the left.
Clearly, the uncertainty surrounding Brazil’s election is highest
amongst the three countries, and hence our overall conviction
is lower. However, expectations surrounding a market friendly
candidate succeeding are already low, with potential for a
positive surprise coming from Alckmin’s bid. Having said that,
should an anti-establishment candidate prevail the prospect
for reform would look decidedly bleak. Our investment stance
toward Brazil therefore remains one of caution, yet with
potential for upside in the event of a strong Alckmin
campaign.

Conclusion: Risks rising, but reforms should
be resilient
So, as we are now in the midst of election season in LatAm we
believe that the reform agenda should survive beyond the
political turbulence, yet differentiation remains key. Despite
the structural fiscal challenges that Colombia faces we believe
the election outcome should provide a government well
positioned to address these challenges head-on. In Mexico,
despite the anti-establishment campaign rhetoric from AMLO
we do not believe that he will jeopardise the reform agenda.
The risks are clearly highest in Brazil, where we believe caution
is the most justified; nevertheless, it is also where there is still
time for a pro-reform candidate to flourish.

Important Information
This document is prepared by Nikko Asset Management Co., Ltd.
and/or its affiliates (Nikko AM) and is for distribution only under such
circumstances as may be permitted by applicable laws. This
document does not constitute investment advice or a personal
recommendation and it does not consider in any way the suitability or
appropriateness of the subject matter for the individual
circumstances of any recipient.

en.nikkoam.com

This document is for information purposes only and is not intended to
be an offer, or a solicitation of an offer, to buy or sell any investments
or participate in any trading strategy. Moreover, the information in
this material will not affect Nikko AM’s investment strategy in any
way. The information and opinions in this document have been
derived from or reached from sources believed in good faith to be
reliable but have not been independently verified. Nikko AM makes
no guarantee, representation or warranty, express or implied, and
accepts no responsibility or liability for the accuracy or completeness
of this document. No reliance should be placed on any assumptions,
forecasts, projections, estimates or prospects contained within this
document. This document should not be regarded by recipients as a
substitute for the exercise of their own judgment. Opinions stated in
this document may change without notice.
In any investment, past performance is neither an indication nor
guarantee of future performance and a loss of capital may occur.
Estimates of future performance are based on assumptions that may
not be realised. Investors should be able to withstand the loss of any
principal investment. The mention of individual stocks, sectors,
regions or countries within this document does not imply a
recommendation to buy or sell.
Nikko AM accepts no liability whatsoever for any loss or damage of
any kind arising out of the use of all or any part of this document,
provided that nothing herein excludes or restricts any liability of
Nikko AM under applicable regulatory rules or requirements.
All information contained in this document is solely for the attention
and use of the intended recipients. Any use beyond that intended by
Nikko AM is strictly prohibited.
Japan: The information contained in this document pertaining
specifically to the investment products is not directed at persons in
Japan nor is it intended for distribution to persons in Japan.
Registration Number: Director of the Kanto Local Finance Bureau
(Financial Instruments firms) No. 368 Member Associations: The
Investment Trusts Association, Japan/Japan Investment Advisers
Association/Japan Securities Dealers Association.
United Kingdom and rest of Europe: This document constitutes a
financial promotion for the purposes of the Financial Services and
Markets Act 2000 (as amended) (FSMA) and the rules of the Financial
Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).
This document is communicated by Nikko Asset Management Europe
Ltd, which is authorised and regulated in the United Kingdom by the
FCA (122084). It is directed only at (a) investment professionals falling
within article 19 of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005, (as amended) (the Order) (b)
certain high net worth entities within the meaning of article 49 of the
Order and (c) persons to whom this document may otherwise lawfully
be communicated (all such persons being referred to as relevant
persons) and is only available to such persons and any investment
activity to which it relates will only be engaged in with such persons.
United States: This document is for information purposes only and is
not intended to be an offer, or a solicitation of an offer, to buy or sell
any investments. This document should not be regarded as
investment advice. This document may not be duplicated, quoted,
discussed or otherwise shared without prior consent. Any offering or
distribution of a Fund in the United States may only be conducted via
a licensed and registered broker-dealer or a duly qualified entity.
Nikko Asset Management Americas, Inc. is a United States Registered
Investment Adviser.
Singapore: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the

3

LATAM ELECTIONS: THE LURE OF THE LEFT

investment selected is suitable for you. Nikko Asset Management Asia
Limited is a regulated entity in Singapore.

to any other party or published in full or in part for any purpose
whatsoever without a prior written permission from Nikko AME.

Hong Kong: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. The contents of this document
have not been reviewed by the Securities and Futures Commission or
any regulatory authority in Hong Kong. Nikko Asset Management
Hong Kong Limited is a licensed corporation in Hong Kong.

This document does not constitute investment advice or a personal
recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual
circumstances of any recipient. In providing a person with this
document, Nikko AME is not treating that person as a client for the
purposes of the FCA Rules other than those relating to financial
promotion and that person will not therefore benefit from any
protections that would be available to such clients.

Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM
Australia) is responsible for the distribution of this information in
Australia. Nikko AM Australia holds Australian Financial Services
Licence No. 237563 and is part of the Nikko AM Group. This material
and any offer to provide financial services are for information
purposes only. This material does not take into account the
objectives, financial situation or needs of any individual and is not
intended to constitute personal advice, nor can it be relied upon as
such. This material is intended for, and can only be provided and
made available to, persons who are regarded as Wholesale Clients for
the purposes of section 761G of the Corporations Act 2001 (Cth) and
must not be made available or passed on to persons who are
regarded as Retail Clients for the purposes of this Act. If you are in any
doubt about any of the contents, you should obtain independent
professional advice.
New Zealand: Nikko Asset Management New Zealand Limited
(Company No. 606057, FSP22562) is the licensed Investment Manager
of Nikko AM NZ Investment Scheme, Nikko AM NZ Wholesale
Investment Scheme and the Nikko AM KiwiSaver Scheme.
This material is for the use of researchers, financial advisers and
wholesale investors (in accordance with Schedule 1, Clause 3 of the
Financial Markets Conduct Act 2013 in New Zealand). This material
has been prepared without taking into account a potential investor’s
objectives, financial situation or needs and is not intended to
constitute personal financial advice, and must not be relied on as
such. Recipients of this material, who are not wholesale investors, or
the named client, or their duly appointed agent, should consult an
Authorised Financial Adviser and the relevant Product Disclosure
Statement or Fund Fact Sheet (available on our website
www.nikkoam.co.nz).
Kingdom of Bahrain: The document has not been approved by the
Central Bank of Bahrain which takes no responsibility for its contents.
No offer to the public to purchase the Strategy will be made in the
Kingdom of Bahrain and this document is intended to be read by the
addressee only and must not be passed to, issued to, or shown to the
public generally.
Kuwait: This document is not for general circulation to the public in
Kuwait. The Strategy has not been licensed for offering in Kuwait by
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti
government agency. The offering of the Strategy in Kuwait on the
basis a private placement or public offering is, therefore, restricted in
accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as
amended). No private or public offering of the Strategy is being made
in Kuwait, and no agreement relating to the sale of the Strategy will
be concluded in Kuwait. No marketing or solicitation or inducement
activities are being used to offer or market the Strategy in Kuwait.
Kingdom of Saudi Arabia: This document is communicated by Nikko
Asset Management Europe Ltd (Nikko AME), which is authorised and
regulated by the Financial Services and Markets Act 2000 (as
amended) (FSMA) and the rules of the Financial Conduct Authority
(the FCA) in the United Kingdom (the FCA Rules). This document
should not be reproduced, redistributed, or sent directly or indirectly

en.nikkoam.com

Nikko AME and its associates and/or its or their officers, directors or
employees may have or have had positions or material interests, may
at any time make purchases and/or sales as principal or agent, may
provide or have provided corporate finance services to issuers or may
provide or have provided significant advice or investment services in
any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within
any company in the Nikko AM group or Sumitomo Mitsui Trust Bank
group and not available to Nikko AME because of regulations or
internal procedure is not reflected in this document. The investments
mentioned in this document may not be eligible for sale in some
states or countries, and they may not be suitable for all types of
investors.
Oman: The information contained in this document nether
constitutes a public offer of securities in the Sultanate of Oman as
contemplated by the Commercial companies law of Oman (Royal
decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98,
nor does it constitute an offer to sell, or the solicitation of any offer to
buy non-Omani securities in the Sultanate of Oman as contemplated
by Article 139 of the Executive Regulations to the Capital Market law
(issued by Decision No. 1/2009). This document is not intended to
lead to the conclusion of any contract of whatsoever nature within
the territory of the Sultanate of Oman.
Qatar (excluding QFC): The Strategies are only being offered to a
limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in
such Strategies. The document does not constitute an offer to the
public and should not be reproduced, redistributed, or sent directly or
indirectly to any other party or published in full or in part for any
purpose whatsoever without a prior written permission from Nikko
Asset Management Europe Ltd (Nikko AME). No transaction will be
concluded in your jurisdiction and any inquiries regarding the
Strategies should be made to Nikko AME.
United Arab Emirates (excluding DIFC): This document and the
information contained herein, do not constitute, and is not intended
to constitute, a public offer of securities in the United Arab Emirates
and accordingly should not be construed as such. The Strategy is only
being offered to a limited number of investors in the UAE who are (a)
willing and able to conduct an independent investigation of the risks
involved in an investment in such Strategy, and (b) upon their specific
request.
The Strategy has not been approved by or licensed or registered with
the UAE Central Bank, the Securities and Commodities Authority or
any other relevant licensing authorities or governmental agencies in
the UAE. This document is for the use of the named addressee only
and should not be given or shown to any other person (other than
employees, agents or consultants in connection with the addressee's
consideration
thereof).
No transaction will be concluded in the UAE and any inquiries
regarding the Strategy should be made to Nikko Asset Management
Europe Ltd.

4

