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S&P 500 Index 

32.18   2.03% 

Dow Jones Industrial Average 

261.41   1.78% 

NASDAQ Composite 

104.04   3.66% 

Last week was a strong week for the stock mar-

kets.  In an expected move, the European Cen-

tral Bank lowered interest rates in an attempt to 

end the European recession, which helped 

boost U.S. stocks as well.  Although there were 

worrying reports showing a dramatic manufac-

turing slowdown in the U.S. and China, the re-

ports were mostly shrugged off as the April jobs 

report was significantly better than expected.  

While government sector employment declined 

due to the sequester, private sector employ-

ment more than made up for the gap as 

165,000 new jobs were added.  Today, instead 

of focusing on the U.S. or Europe, I want to 

write about a country with a much lower unem-

ployment rate and greater potential for growth. 

Viva Mexico! 

 Although it may be hard for many Ameri-

cans to believe, Mexico has maintained a much 

lower unemployment rate of 4.5% vs. 7.5% in 

the United States.  This of course begs the 

question:  If the unemployment rate is so low in 

Mexico, why are so many Mexicans coming to 

the United States to look for work?  While there 

are many reasons, the most clear are that Mex-

ico is plagued with underemployment, lower 

wages, and a violent drug war. 

 One might argue that the cost of living is 

significantly lower in Mexico com-

pared to the United States, therefore 

they would not earn much more in the 

United States after factoring in the 

higher cost of living.  This is some-

what true and this cost-of-living dis-

parity has led to an enormous rise in 

remittances, because a higher wage 

in the U.S. can have a greater impact 

for families still living in Mexico.  Re-

mittances are cash transfers sent 

from the United States back to Mexi-

co, primarily to support family mem-

bers who are struggling back home.   

When I used to work as a banker in Phoenix, Ar-

izona I set up hundreds of remittance accounts 

for Mexican-Americans who were able to sup-

port their friends and family with simple cash-

based transfers.  Mexicans can pick up the 

transfers in person at a Mexican bank with noth-

ing more than a valid ID.  This has become an 

$18 billion dollar industry and contributes to 

roughly 2.1 percent of Mexico’s annual GDP. 

The Economy 

 Mexico’s economy is heavily reliant on 

the service industry which makes up nearly 70% 

of the economy.  Mexico’s stock market is called 

the Bolsa Mexicana de Valores, and as you can 

see from the chart below, it is heavily tied to the 

United States stock market.  
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One of the most surprising aspects of the 

Mexican economy is the composition of 

wealth.  The disparity between the rich and 

the poor is enormous.  If you have ever 

glanced at the Forbes list of richest people in 

the world you have likely seen that Carlos 

Slim of Mexico tops the list. In fact, you can 

see that he is much wealthier than even the 

top ten wealthiest people in the world.  Alone, 

he accounts for roughly 8 percent of Mexico’s 

economy.  Carlos Slim was able to amass his 

wealth through many shrewd investments 

such as purchasing a 3% stake in Apple, Inc. shortly before 

the release of the iMac.  However, one of his 

more controversial and lucrative moves 

were the acquisition of Telmex from the 

Mexican government, which has helped him 

control 90% of landline communication.  Ad-

ditionally, he owns Telcel which operates 

80% of the cell lines in Mexico.  The Gini co-

efficient which measures income inequality 

ranks Mexico as the 18th worst in the world 

and Mexico had the second fastest growing 

income disparity. 

The Bright Side 

 Despite being plagued with drug violence and 

income inequality, Mexico has been slowly becom-

ing a much more stable country from an economic 

standpoint.  Mexico has been able to maintain a 

high level of stable economic growth while keeping 

inflation around 4%.  Since 2000, Mexico has had 

free and open elections and corruption has been 

slowly declining.  Mexico is also in the process of 

breaking up Carlos Slim’s telecom monopoly which 

may help stimulate growth in that sector of the econ-

omy.  Furthermore, Mexico has been actively estab-

lishing fair trade agreements with many countries in 

South America and Asia.  Through its close proximi-

ty to the United States and by continuing to liberal-

ize its economy, Mexico is becoming one of the 

countries with the highest potential for growth world-

wide.   
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RISK SCORE 1 2 3 4 5 6 7 8 9 10 

Debt 66 54 48 40 33 27 19 15 8 8 

Short Term 28 21 19 16 14 10 7 5 3 3 

intermediate term 20 21 20 15 13 11 7 5 3 3 

long term 9 7 7 7 4 4 4 4 2 2 

floating 9 5 2 2 2 2 1 1 0 0 

           

Equities 18 27 33 41 47 51 59 64 71 71 

small cap 3 4 8 8 13 14 17 21 27 32 

mid cap 3 5 9 14 14 17 23 24 26 28 

large cap 12 18 16 19 20 20 19 19 18 11 

           

Other 16 19 19 19 20 22 22 21 21 21 

Reits 8 10 10 10 10 11 11 10 9 8 

Commodities 5 6 6 6 7 8 8 8 9 10 

currency 3 3 3 3 3 3 3 3 3 3 

           

total 100 100 100 100 100 100 100 100 100 100 

Strategic Allocation 

Conservative Aggressive 

The Strategic allocation represents what should be the long term average of a portfolio.  That is, the average allocation of the 

portfolio should adhere to these risk allocations.  Different asset classes will outperform during different market conditions.  

This allocation will change slowly as new information comes to light that will affect the long term performance of certain asset 

classes.  We expect that portfolios that are more aggressive will outperform conservative portfolios over a longer period of 

time, but will experience a greater amount of volatility.   
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Overweight short term debt, par ticular ly for  more conservative clients.  This sector  should reduce interest rate r isk as well 

as market risk in the portfolio. 

 

Neutral intermediate term debt, we prefer  higher  quality corporate bonds to replace treasury exposure. 

 

 Overweight Long Term Debt, this asset class has been slowly r ising even when the market rallies, which is a sign that the 

current stock rally may be due for a pullback.  This overweight recommendation is temporary as the long term consequences of 

holding treasuries could be disastrous.  

 

Overweight on floating rate debt,  we are expecting slow and steady appreciation on floating rate notes. 

 

Neutral Small Capitalization Stocks, we are recommending a neutral holding of smaller  companies with strong balance 

sheets and little need for short term debt financing. 

 

Neutral Mid-Cap Stocks, we apply the same logic to this asset class as to small cap stocks.  

 

Neutral Large Cap Stocks,  We are looking for  companies with strong fundamentals, reasonable valuations and steady divi-

dends in this sector. 

 

Neutral REITs, we will look to add to our  position in REITs dur ing per iods of deflation. 

 

Neutral Commodities, we recommend a neutral holding in commodities to reduce the impacts of future inflation.  

 

Currency -  We are underweight the Euro.  We continue to recommend protecting any exposure to the yen.  We are currently hold-

ing higher levels of cash. 


