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Introduction

Our 2021 outlook for the global economy continues to hinge on health outcomes. Our baseline 
forecast assumes that an effective combination of a vaccine and therapeutic treatments will 
eventually lead to a gradual easing of restrictions and economic recovery. Risks are skewed to 
the upside, though some vaccine-related downside risks remain, particularly in Europe and 
Emerging Markets.

The increasing rate of vaccinations can help achieve herd immunity faster than expected and 
limit medium-long term economic damage as activity returns back to normal.  However; 
challenges with implementation of the vaccine and risk that spikes in new covid cases are not 
contained as effectively as expected can derail the economic recovery.
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Mexico

Growth

The Mexican economy contracted by -8.5% in 
2020 (based on Banco de Mexico data as of 
March 2021). The slowdown of the US 
economy, implications of the pandemic, and a 
lack of fiscal policy measurements from the 
government contributed to this contraction in 
2020.

As we mentioned in our 2021 VEMO paper, the 
outlook for Mexico is all about growth in the 
medium term. Economic activity in Mexico 
improved during the second half of 2020 at a 
slightly higher rate than expected, although it 
remains below the pre-pandemic levels.

Coming into the year, our 4% GDP growth for 
Mexico was above consensus, including 
forecasts by the IMF (3.5%). Since then, 
consensus has moved in our direction, with both 
IMF and the Banco of Mexico (Banxico) 
projecting 4.3% – 4.8% growth. We continue to 
evaluate the impact of the larger than expected 
fiscal expenditure in the US and the international 
pandemic situation with respect to our Mexican 
growth forecast.

While the Government will continue with its 
austerity approach to fiscal spending, Banxico’s 
strategy has been to conduct the monetary 
policy in a timely and prudent manner, so that 
monetary stance leads to an orderly and 
sustained convergence to its inflation target of 
3% and contributes to a smooth alignment of the 
national financial markets and economic activity.

If the government decides to spend on needed 
infrastructure improvements and invests in oil 
exploration, it could signal a positive response to 
spur growth. The challenges to improve the 
vaccination rate, especially to segments of the 
population that have been affected the most by 
the pandemic, can pose a serious detractor to 
economic growth.

Unemployment

For the first two months of 2021 the 
unemployment rate in Mexico remained stable 
compared with the 4.4% rate in December 2020. 
Unemployment deteriorated by 1.1% during 2020, 
which represented ~1.75 million jobs lost. More 
specifically, the second quarter drop in jobs due to 
the pandemic was of ~10 million jobs within the 
active population. However, more than 85% of 
those jobs were gained by the end of 2020.

The consensus for the job market is expected to 
continue recovering in 2021 and 2022 in the range 
of 400 thousand and 500 thousand new jobs per 
year, respectively. 

Inflation

Core annual inflation for Mexico came at 3.15% for 
2020. This aligns to Banxico’s 3% target inflation 
and in line with our expectations for 2021. 
However, we also believe that internal inflationary 
dynamics will persist this year as it continues to be 
influenced by the effects of the pandemic. During 
2020, inflation reached a low of 2.15% in April 
2020 and a high of 4.09% in October.

By early March 2021 core annual inflation was at 
4.12% and it is expected to increase to about 4.5% 
by the end of June due to the arithmetic effects of 
the reduction of energy prices from the previous 
year. From there, the expectation is for inflation to 
gradually decrease over time to be in line with 
Banxico’s target of 3% by the end of 2022.

Interest Ratess

During fourth quarter of 2020, the Governing 
Board of Bank of Mexico kept interest rates 
unchanged at 4.25%, while in February 2021 the 
decision was to reduce interest rates by 0.25% to 
4%.  4%. 

Figure 2. Explanatory power by factor varies across models

Driver Description Growth/Market Value/Market Value/Growth

Ten-year trailing 
inflation

Trailing ten-year annualized changes in the
headline Consumer Price Index (CPI). Inflation is 
a key component of the discount rate used to 
value equities. A higher discount rate increases 
the value of cash flows that are nearer in the 
future—a characteristic of value.

2.7% 27.5% 29.1%

Ten-year real 
Treasury yield

Month-end nominal ten-year Treasury yield 
minus trailing one-year annualized inflation. Real
yields are the building blocks of the discount 
rate. Higher real yields increase the discount 
rate, which increases the relative valuation of 
value to growth.

3.5% 3.2% 4.3%

Growth of corporate 
profits

Corporate profits after tax with inventory 
valuation adjustment (IVA) and capital 
consumption adjustment (CCAdj) from the U.S. 
Bureau of Economic Analysis. When growth is 
plentiful, investors are less willing to pay a 
premium for it and favor value.

5.8% 16.7% 23.9%

Equity volatility Trailing ten-year annualized equity volatility
represented by the annualized standard deviation
of S&P 500 Index total returns. Higher volatility 
implies a wider range of potential outcomes. 
Added uncertainty encourages investors to 
prefer the more immediate cash flows that 
value offers.

2.7% 14.1% 10.3%

Ratio of R&D expense 
to book value

Rolling one-year average of the ratio of 
aggregate R&D expense to total book value for 
all companies in the Russell 1000 Growth Index, 
a proxy for market narrative on the impact of 
intangible assets and R&D on company growth 
prospects. The theory holds that book value 
does not adequately capture the sources of 
21st-century companies’ value.

64.9% N/A N/A

Unexplained variance
(behavior)

The portion of the changes in the value/growth 
ratio that is not explained by the fundamental 
drivers above. Behavioral deviations are 
expected to revert to fair value over time.

20.4% 38.5% 32.4%

Notes: Values in the table show the historical contribution of each driver (rows) to the variation in the respective valuation measure (columns). Each column sums to 
100%. The sum of the first five rows in each column is the r-squared for that model and reflects the proportion of the variance explained by the model. The remaining 
variance is captured in model residuals.
Sources: Robert Shiller’s website, U.S. Bureau of Economic Analysis, FactSet, Compustat, and Datastream. Data are as of February 2021.
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Although in December 2020 the approach was to 
pause the trend in cutting rates in order to 
confirm the core inflation declining tendency, the 
decision in February 2021 was driven by the 
necessity to promote and orderly adjustment in 
relative prices changes without affecting the 
price formation process and inflation 
expectations.

Going forward, the central bank emphasized that 
monetary policy will depend on the evolution of 
the factors that affect headline inflation and its 
convergence to the 3% inflation target. We also 
view Banxico as having to react to financial 
conditions in the US resulting from fiscal 
spending and a US central bank on hold for 
longer than previous cycles. This will be a 
limiting constraint for Banxico when it considers 
further rate cuts.

Mexican Peso

The Peso closed the first quarter of 2021 at 20.6 
MXN/USD, as it ranged between 19.5 and 21 
during the quarter. Fiscal prudence and 
conservative central bank actions from the 
Mexican government have supported the 
currency thru the pandemic.

Based on Banxico’s commitment to maintain 
investor confidence and no major fiscal changes 
on the horizon, we continue to expect the Peso 
to trend around 20 MXN/USD in 2021 as we 
forecasted in our annual paper. There is a fair 
amount of upside potential due to Mexico’s 
exposure to the U.S. growth recovery, however; 
there is similar downside potential from 
increasing interest rates in the US that might 
reduce the attractiveness of Mexican assets

United States

Fiscal support in the US has raised our growth 
outlook to a 7% – 7.5% (up ~150 bps) range for 
2021.  Health outcomes trending in-line with our 
expectations as vaccinations trending above 2 
million per day will lead to a significant economic 
activity pick up during the second half of 2021. 

From a policy perspective, we expect the Fed to 
hold on any rate changes through at least 2022 
without a significant shift in health outcomes 
impacting uncertainty and consumer/business 
behavior. 

We see inflation likely to rise above 2% over the 
second quarter given weaker base effects and 
higher commodity prices but don’t expect the 
increase to persist. We estimate the direct effect 
from a $1.9 trillion fiscal package to have a 
minimal effect (7-10 basis points) on inflation this 
year. Meanwhile structural factors such as 
technology and globalization will continue to drag 
inflation lower.

Latin America

Growth forecast for Latin America is expected to 
be 4.1% in 2021, which poses a challenge to 
closing the output gap caused by the worst 
regional contraction in 2020 of -7.4%.

While we see the region getting a hold on inflation, 
the path differs for the two largest economies in 
the region.  While we believe Mexican inflation to 
moderate, we expect inflation in Brazil to be 
contained this year via rate hikes.
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100%. The sum of the first five rows in each column is the r-squared for that model and reflects the proportion of the variance explained by the model. The remaining 
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Sources: Robert Shiller’s website, U.S. Bureau of Economic Analysis, FactSet, Compustat, and Datastream. Data are as of February 2021.
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Notes on risk

All investing is subject to risk, including possible loss of the money you invest. Past performance does not guarantee 
future results. There is no guarantee that any particular asset allocation or mix of funds will meet your investment 
objectives or provide you with a given level of income. The performance of an index is not an exact representation 
of any particular investment, as you cannot invest directly in an index. In a diversified portfolio, gains from some 
investments may help offset losses from others. However, diversification does not ensure a profit or protect against 
a loss.

From a policy standpoint, Emerging Market central 
banks’ ability to maintain easy monetary policy is 
becoming limited from raising rates in the US. For 
example, Brazil seems closer to start tightening as 
mentioned above. 

The rapid increase in levels of debt in Brazil and, to 
a lesser extent in Colombia puts focus on fiscal 
policy in 2021 in the absence of promising growth 
prospects. An environment of low interest rates 
does not pose a problem in the short-term, 
however, in the medium or longer term this will 
create challenges for fixed income investors.

Rest of the World

The World recovery will depend on the widespread 
vaccination rollout and an effective combination of 
a vaccine and therapeutic treatments will 
eventually lead to a gradual easing of restrictions 
and an economy recovery. The expectation is for 
Emerging Markets to lag in the economic recovery.

For the Eurozone, tightening in restrictions due to 
an increase in COVID-19 cases coupled with 
challenged to expand the vaccination rollout has 
led us to reduce our GDP growth for 2021 from 5% 
to 4%. We expect the European Central Bank will 
accelerate its pandemic emergency purchase 
program in order to keep a lid on real yields and 
ensure financial conditions do not materially 
tighten.

China’s growth consensus appears to be coming 
towards our full-year growth forecast of 9%, on the 
back of a well-supported export sector, less 
aggressive tightening on the fiscal side and a 
resilience in consumption. Policymakers have to 
balance near-term growth and medium-term 
financial stability.

Future Expected Returns

Over the next ten years, our forecasts for Mexican 
risk assets suggests great potential from global 
economic recovery, especially if the rebound in 
2021 is led by the US, but risks from poor 
management of the local economy in the medium 
term.

Mexican and Global Equities (forecasts shown in 
Mexican pesos)

Since the last quarter our stock market outlook has 
moderated due to the role that currently extended 
valuations have played in our long-term forecast. 
We see fair value moving lower as interest rates 
and inflation begin to normalize. Our median 10-
year returns expectations for Mexican and global 
equities at the end of Q1 2021 are 6.8% - 8.8% and 
7.7% - 9.7, respectively. This represents an average 
of 2.5% and 0.7% lower forecast than our Q4 2020 
estimates. We see higher median 10-year expected 
returns for non-US equities (8% - 11%) versus those 
of the US (7.3%).

Mexican and Global Bonds (forecasts shown in 
Mexican pesos)

Our forecasts show an improvement in bond 
returns for Mexican and global bonds since the last 
quarter. Our median 10-year returns expectations 
for Mexican government bonds are now at a range 
of 4.8% and 5.8%, an improvement of about 80 
basis points from Q4 last year. For global bonds, 
our median 10-year return forecast is between 4.0% 
and 5.0%, an average of 2 basis points higher than 
our forecasts last quarter.

Given the inverse relationship between bond prices 
and interest rates, investors have become 
concerned about near-term risks on bonds due to 
recent rise of interest rates. We believe the 
diversifying properties of bonds to provide ballast to 
equity volatility remain and bonds help stabilize 
investment portfolios by smoothing out returns 
within a multi-asset strategy.

We take a long-term view on investing, and we 
encourage our clients to do so as well. While the 
ranges of our expected 10-year median returns 
across asset classes are below recent returns, 
global equities are anticipated to continue to 
outperform most other investments and the rate of 
inflation.
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Important Information

VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard Mexico”) 
registration number: 30119-001-(14831)-19/09/2018. The registration of Vanguard 
Mexico before the Comisión Nacional Bancaria y de Valores (“CNBV”) as an 
Asesor en Inversiones Independiente is not a certification of Vanguard Mexico’s 
compliance with regulation applicable to Advisory Investment Services (Servicios 
de Inversión Asesorados) nor a certification on the accuracy of the information 
provided herein. The supervision scope of the CNBV is limited to Advisory 
Investment Services only and not all services provided by Vanguard Mexico.

This material is solely for informational purposes and does not constitute an 
offer or solicitation to sell or a solicitation of an offer to buy any security, nor 
shall any such securities  be offered or sold to any person, in any jurisdiction 
in which an offer, solicitation, purchase or sale would be unlawful under the 
securities law of that jurisdiction. Reliance upon information in this material is 
at the sole discretion of the reader.

Securities information provided in this document must be reviewed together 
with the offering information of each of the securities which may be 
found on Vanguard’s website: https://www.vanguardmexico.com/web/cf/
mexicoinstitutional/en/home or www.vanguard.com

Vanguard Mexico may recommend products of The Vanguard Group Inc. and 
its affiliates and such affiliates and their clients may maintain positions in the 
securities recommended by Vanguard Mexico.

ETF Shares can be bought and sold only through a broker and cannot be 
redeemed with the issuing fund other than in very large aggregations. Investing 
in ETFs entails stockbroker commission and a bid-offer spread which should be 
considered fully before investing. The market price of ETF Shares may be more 
or less than net asset value.

All investments are subject to risk, including the possible loss of the money you 
invest. Investments in bond funds are subject to interest rate, credit, and inflation 
risk. Governmental backing of securities apply only to the underlying securities 
and does not prevent share-price fluctuations. High-yield bonds generally have 
medium- and lower-range credit quality ratings and are therefore subject to a 
higher level of credit risk than bonds with higher credit quality ratings.

There is no guarantee that any forecasts made will come to pass. Past 
performance is no guarantee of future results.

Prices of mid- and small-cap stocks often fluctuate more than those of large-
company stocks. Funds that concentrate on a relatively narrow market sector face 
the risk of higher share-price volatility. Stocks of companies are subject to national 
and regional political and economic risks and to the risk of currency fluctuations, 
these risks are especially high in emerging markets. Changes in exchange rates 
may have an adverse effect on the value, price or income of a fund. 

The information contained in this material derived from third-party sources is 
deemed reliable, however Vanguard Mexico and The Vanguard Group Inc. are 
not responsible and do not guarantee the completeness or accuracy of such 
information.

This document should not be considered as an investment recommendation, a 
recommendation can only be provided by Vanguard Mexico upon completion of 
the relevant profiling and legal processes. 

This document is for educational purposes only and does not take into 
consideration your background and specific circumstances nor any other 
investment profiling circumstances that could be material for taking an 
investment decision. We recommend to obtain professional advice based on 
your individual circumstances before taking an investment decision.

These materials are intended for institutional use only and not for public 
distribution. The information contained herein does not constitute an offer or 
solicitation and may not be treated as such in any jurisdiction where such an 

offer or solicitation is against the law, or to anyone for whom it is unlawful 
to make such an offer or solicitation, or if the person making the offer or 
solicitation is not qualified to do so. Materials are provided only for their 
exclusive use and shall not be distributed to any other individual or entity. 
Broker-dealers, advisers, and other intermediaries must determine whether their 
clients are eligible for investment in the products discussed herein.

All investments are subject to risk, including the possible loss of the money 
you invest. Investments in bond funds are subject to interest rate, credit, and 
inflation risk. There is no guarantee that any forecasts made will come to pass. 
Past performance is no guarantee of future results.

THESE MATERIALS ARE PROVIDED AT THE REQUEST OF AND FOR 
THEEXCLUSIVE USE OF RECIPIENT AND CONTAIN HIGHLY CONFIDENTIAL 
INFORMATION, WHICH SHALL NOT BE REPRODUCED OR TRANSMITTED TO 
ANY THIRD PARTIES WITHOUT VANGUARD’S PRIOR WRITTEN CONSENT. THE 
CONTENTS OF THESE MATERIALS SHALL NOT BE UNDERSTOOD AS AN OFFER 
OR SOLICITATION TO BUY OR SELL SECURITIES IN BRAZIL AND VANGUARD 
IS NOT MAKING ANY REPRESENTATION WITH RESPECT TO THE ELIGIBILITY 
OF ANY RECIPIENT OF THESE MATERIALS TO ACQUIRE THE INTERESTS IN 
THE SECURITIES DESCRIBED HEREIN UNDER THE LAWS OF BRAZIL. SUCH 
SECURITIES HAVE NOT BEEN REGISTERED IN BRAZIL AND NONE OF THE 
INTERESTS IN SUCH SECURITIES MAY BE OFFERED, SOLD, OR DELIVERED, 
DIRECTLY OR INDIRECTLY, IN BRAZIL OR TO ANY RESIDENT OF BRAZIL EXCEPT 
PURSUANT TO THE APPLICABLE LAWS AND REGULATIONS OF BRAZIL.

‘This document does not constitute, and is not intended to constitute, a public 
offer in the Republic of Colombia, or an unlawful promotion of financial/capital 
market products. The offer of the Product is addressed to fewer than one 
hundred specifically identified investors. The Product may not be promoted or 
marketed in Colombia or to Colombian residents, unless such promotion and 
marketing is made in compliance with Decree 2555/2010 and other applicable 
rules and regulations related to the promotion of foreign financial/capital market 
products in Colombia.

The Product is not and will not be registered before the Colombian National 
Registry of Securities and Issuers (Registro Nacional de Valores y Emisores 
- RNVE) maintained by the Colombian Financial Superintendency, or 
before the Colombian Stock Exchange. Accordingly, the distribution of any 
documentation in regards to the Product will not constitute a public offering 
of securities in Colombia.

The Product may not be offered, sold or negotiated in Colombia, except under 
circumstances which do not constitute a public offering of securities under 
applicable Colombian securities laws and regulations; provided that, any 
authorized person of a firm authorized to offer foreign securities in Colombia 
must abide by the terms of Decree 2555/2010 to offer the Product privately to 
its Colombian clients.

The distribution of this material and the offering of shares may be restricted in 
certain jurisdictions. The information contained in this material is for general 
guidance only, and it is the responsibility of any person or persons in possession 
of this material and wishing to make application for shares to inform themselves 
of, and to observe, all applicable laws and regulations of any relevant 
jurisdiction. Prospective applicants for shares should inform themselves of any 
applicable legal requirements, exchange control regulations and applicable 
taxes in the countries of their respective citizenship, residence or domicile.”

THIS OFFER CONFORMS TO GENERAL RULE NO. 336 OF THE CHILEAN 
FINANCIAL MARKET COMMISSION (COMISIÓN PARA EL MERCADO 
FINANCIERO). THE OFFER DEALS WITH SECURITIES NOT REGISTERED UNDER 
SECURITIES MARKET LAW, NOR IN THE SECURITIES REGISTRY NOR IN 
THE FOREIGN SECURITIES REGISTRY OF THE CHILEAN FINANCIAL MARKET 
COMMISSION, AND THEREFORE SUCH SECURITIES ARE NOT SUBJECT 
TO ITS OVERSIGHT. SINCE SUCH SECURITIES ARE NOT REGISTERED IN 
CHILE, THE ISSUER IS NOT OBLIGATED TO PROVIDE PUBLIC INFORMATION 
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IN CHILE REGARDING THE SECURITIES. THE SECURITIES SHALL NOT BE 
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The securities described herein have not been registered under the Peruvian 
Securities Market Law (Decreto Supremo No 093-2002-EF) or before the 
Superintendencia del Mercado de Valores (SMV).  There will be no public 
offering of the securities in Peru and the securities may only be offered or sold 
to institutional investors (as defined in Appendix I of the Institutional Investors 
Market Regulation) in Peru by means of a private placement.  The securities 
offered and sold in Peru may not be sold or transferred to any person other 
than an institutional investor unless such securities have been registered with 
the Registro Público del Mercado de Valores kept by the SMV. The SMV has 
not reviewed the information provided to the investor.  This material is for the 
exclusive use of institutional investors in Peru and is not for public distribution.

The Products may be offered or sold in Bermuda only in compliance with the 
provisions of the Investment Business Act 2003 of Bermuda. Additionally, 
non-Bermudian persons may not carry on or engage in any trade or business 
in Bermuda unless such persons are authorized to do so under applicable 
Bermuda legislation. Engaging in the activity of offering or marketing the 
Products in Bermuda to persons in Bermuda may be deemed to be carrying on 
business in Bermuda.

Vanguard is not intending, and is not licensed or registered, to conduct business 
in, from or within the Cayman Islands, and the interests in the Products shall 
not be offered to members of the public in the Cayman Islands.

The Products have not been and will not be registered with the Securities 
Commission of The Bahamas. The Products are offered to persons who are 
non-resident or otherwise deemed non-resident for Bahamian Exchange Control 
purposes. The Products are not intended for persons (natural persons or legal 
entities) for which an offer or purchase would contravene the laws of their state 
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the purposes of the Securities Industry Act, 2011 and the Securities Industry 
Regulations, 2012 of the Commonwealth of The Bahamas.

This document is not, and is not intended as, a public offer or advertisement 
of, or solicitation in respect of, securities, investments, or other investment 
business in the British Virgin Islands, and is not an offer to sell, or a solicitation 
or invitation to make offers to purchase or subscribe for, any securities, other 
investments, or services constituting investment business in the British Virgin 
Islands. Neither the securities mentioned in this document nor any prospectus 
or other document relating to them have been or are intended to be registered 
or filed with the Financial Services Commission of the British Virgin Islands or 
any department thereof.

This document is not intended to be distributed to individuals that are members 
of the public in the BVI or otherwise to individuals in the BVI. The funds are 
only available to, and any invitation or offer to subscribe, purchase, or otherwise 
acquire such funds will be made only to, persons outside the BVI, with the 
exception of persons resident in the BVI solely by virtue of being a company 
incorporated in the BVI or persons who are not considered to be “members of 
the public” under the Securities and Investment Business Act, 2010 (“SIBA”). 
Any person who receives this document in the BVI (other than a person who 
is not considered a member of the public in the BVI for purposes of SIBA, or a 
person resident in the BVI solely by virtue of being a company incorporated in 
the BVI and this document is received at its registered office in the BVI) should 
not act or rely on this Document or any of its contents.

El presente documento no constituyo una oferta o una solicitud de oferta de 
inversión en los valores descritos en el mismo. El presente documento está 
dirigido exclusivamente a inversionistas profesionales / sofisticados en los Estados 
Unidos y es exclusivamente de carácter informativo. Los valores solo están 
disponible para inversionistas finales fuera de los Estados Unidos, por lo que este 
documento no deberá ser distribuido a inversionistas en los Estados Unidos.
Aquella entidad que utilice o reenvíe este material, elaborado por VIGM, S.A. de 
C.V., Asesor de Inversiones Independiente en México, a cualquier otra parte será 
el único responsable del cumplimiento de la regulación en dicha distribución.

This document does not constitute an offer or solicitation to invest in the 
securities mentioned herein. It is directed at professional / sophisticated investors 
in the United States for their use and information. The Fund is only available 
for investment by non-U.S. investors, and this document should not be given 
to a retail investor in the United States. Any entity responsible for forwarding 
this material, which is produced by VIGM, S.A. de C.V., Asesor de Inversiones 
Independiente in Mexico, to other parties takes responsibility for ensuring 
compliance with applicable securities laws in connection with its distribution.
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