
SOVEREIGN AND SUPRANATIONAL

CREDIT OPINION
19 January 2023

Update

Contacts

Renzo Merino +1.212.553.0330
VP-Senior Analyst
renzo.merino@moodys.com

Norman McKay +1.212.553.0319
Associate Analyst
norman.mckay@moodys.com

Mauro Leos +1.212.553.1947
Associate Managing Director
mauro.leos@moodys.com

Government of Mexico – Baa2 stable
Regular update

Summary
Mexico's credit profile reflects its large, diversified economy and weak GDP growth;
deteriorating institutional framework balanced by prudent macroeconomic policymaking;
and moderate fiscal strength. Public finances are broadly stable, but ongoing support to
Petroleos Mexicanos (Pemex, B1 stable) and other spending commitments will remain a
challenge. The rebound in GDP after the pandemic has lagged that of Baa-rated peers.

Exhibit 1

Mexico's credit profile is determined by four factors
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Credit strengths

» Moderate government debt ratios, supported by continuing fiscal austerity

» Lack of major macroeconomic imbalances

» A large and diversified economy

Credit challenges

» Need for substantial and recurrent government support to Pemex

» Prospects of declining fiscal space, driven by rising spending rigidity

» Weaker institutional framework than rated peers

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1354759
https://www.moodys.com/credit-ratings/Mexico-Government-of-credit-rating-489500
https://www.moodys.com/credit-ratings/Petroleos-Mexicanos-credit-rating-94100
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Rating outlook
The stable rating outlook balances the economic and fiscal pressures on the sovereign with our expectation that the authorities will
be willing and able to adopt policies that preserve macroeconomic stability during the rest of the administration ending in 2024. As a
result, Mexico’s credit profile will remain aligned with a Baa2 rating even if economic growth slightly underperforms our expectation of
about 2% average annual growth in 2022-24, which could lead to a moderate deterioration in fiscal and debt indicators.

As global macroeconomic conditions deteriorate, with weaker near-term growth prospects and rising inflationary pressures, we expect
the authorities to take measures to limit any significant worsening in the fiscal accounts, but – as noted above – this will become more
difficult because of higher spending rigidities and substantially lower financial buffers in a low-growth environment.

Factors that could lead to an upgrade
Upward pressure on the rating would emerge if medium-term growth surpasses the pre-pandemic level on a sustained basis. An
improvement in debt affordability metrics, supported by an increase in recurring government revenue, as well as a buildup of fiscal
buffers, would also lead to upward rating pressure, as would a decrease in the contingent liabilities associated with state-owned
enterprises’ debt – Pemex in particular – and the public pension system.

Factors that could lead to a downgrade
Negative credit pressure would emerge if the effectiveness and credibility of macroeconomic policymaking were to deviate from a track
record of prudent monetary and fiscal policy management. A significant worsening of government debt metrics because of wider-than-
expected fiscal deficits or the materialization of contingent liabilities would also lead to downward rating pressure.

Key indicators

Exhibit 2

Mexico    2017 2018 2019 2020 2021 2022F 2023F 2024F

Real GDP (% change) 2.1 2.2 -0.2 -8.0 4.7 3.2 2.0 1.9

Inflation (CPI, % change, Dec/Dec) 6.8 4.8 2.8 3.2 7.4 7.8 5.0 4.0

Gen. gov. financial balance/GDP (%)[1] -0.8 -1.8 -1.8 -2.3 -3.0 -3.7 -3.7 -3.8

Gen. gov. primary balance/GDP (%)[1] 1.1 0.2 0.3 0.1 -1.0 -1.2 -1.2 -1.3

Gen. gov. debt/GDP (%)[2] 35.2 35.3 36.1 41.4 41.5 40.7 41.6 43.2

Gen. gov. debt/revenues (%)[1] 183.8 194.5 199.1 213.9 223.8 219.6 230.9 241.7

Gen. gov. interest payment/revenues (%)[1] 9.8 10.9 11.9 12.5 11.0 13.5 14.1 14.0

Current account balance/GDP (%) -1.7 -2.0 -0.3 2.5 -0.4 0.6 0.1 0.6

External debt/CA receipts (%)[3] 120.1 112.8 113.4 127.7 102.5 99.0 96.9 101.2

External vulnerability indicator (EVI) [4] 47.2 49.5 54.6 53.6 43.7 46.6 51.1 51.9

[1] Federal Government and Social Security. Revenue data includes transfers from the FEIP and other trusts.

[2] Federal Government and Social Security

[3] Current Account Receipts

[4] (Short-Term External Debt + Currently Maturing Long-Term External Debt + Total Nonresident Deposits Over One Year)/Official Foreign Exchange Reserves

Source: Moody's Investors Service

Detailed credit considerations
Our “baa1” assessment for economic strength reflects the economy's large scale and high diversification, its moderate income levels
and a track record of comparatively weak economic growth. Although Mexico's economy is one of the largest among the sovereigns we
rate at the Baa level, its growth performance lags that of other Baa-rated economies. This reflects long-standing structural bottlenecks
to growth that hinder productivity despite full access to the US market under the terms of the existing free trade agreement. Weak
private investment and an austere fiscal stance also weigh on growth.

The “ba1” score for institutions and governance strength is based on our assessment of the quality of overall institutions, which
has been more in line with that of lower-rated countries, in particular when it comes to the quality of the executive and legislative

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.

2          19 January 2023 Government of Mexico – Baa2 stable: Regular update



MOODY'S INVESTORS SERVICE SOVEREIGN AND SUPRANATIONAL

branches, rule of law, strength of the judicial system and control of corruption. Mexico’s fiscal and monetary institutions, however,
are stronger and in line with those of Baa-rated peers. For example, the Fiscal Responsibility Law (FRL) has resulted in relatively low
headline deficits (at our preferred level of government1) since its introduction in 2006. Since late 2018, economic policy decisions
and mixed messages have been dampening business sentiment and investment prospects. Private-sector concerns about additional
regulatory and legal changes that could worsen business conditions persist because of both proposed bills and the government's
recurrent confrontations with the private sector, notwithstanding agreements in some areas.

Mexico's “baa2” fiscal strength score reflects a moderate debt burden and a comparatively high interest burden. Mexico’s general
government debt burden, 41.5% of GDP at end-2021, is lower than the median for Baa-rated sovereigns of 61.4%. However, its fiscal
strength is better aligned with that of Baa2-rated peers because of the need for recurrent financial support from the government to
entities such as Pemex. We estimate support to Pemex has averaged 1%-2% of GDP in recent years, and include this amount in our
fiscal deficit estimates. When the consolidated public sector (that is, the nonfinancial public sector, which includes Pemex) numbers are
used, the debt-to-GDP ratio comes closer to 50%. In terms of the interest burden, at 11% of revenue, it is higher than the Baa median
of 6.9% and more aligned with the Baa2 median of 8.8%. The final “baa2” score deviates from the initial “a3” score to reflect the risk
of support to Pemex beyond what is already included in our forecasts because it represents an important contingent liability to the
sovereign, as well as our expectation that debt affordability metrics will deteriorate somewhat in a context of higher interest rates.

We set the score for susceptibility to event risk at “baa,” driven by political risk. Geopolitical risks are low following the ratification
of the United States-Mexico-Canada Agreement (USMCA), which substantially reduced the risk of trade policy changes, although
rifts between member countries could affect exports and investments in Mexico and thus weigh on its economic strength. Domestic
considerations drive our assessment of political risk; we consider risk from governability issues low. However, economic policymaking
by the administration generates risks, as illustrated by legal conflicts related to economic policy decisions that have to be resolved by
the courts, and proposed constitutional reforms that have contributed to heightened regulatory uncertainty.

In terms of other event risks, we have set Mexico's government liquidity risk at “a,” reflecting moderate reliance on nonresident funding
and minor volatility in government yields. We set banking sector risk at “aa.” The banking sector is small, at around 42% of GDP, and is
primarily funded by deposits. At “a,” the score for external vulnerability risk accounts for substantial foreign direct investment inflows
relative to the current account deficit, a credible exchange rate policy and substantial international reserves.

ESG considerations
Mexico's ESG Credit Impact Score is Moderately Negative CIS-3

Exhibit 3

ESG Credit Impact Score

Source: Moody's Investors Service

Mexico's ESG Credit Impact Score is moderately negative (CIS-3) reflecting its moderate exposure to environmental risks balanced by
higher social risks, driven mostly by safety and health concerns, and rising governance risks due to the deterioration in the quality of
institutions, notwithstanding the strength of its macroeconomic framework.
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Exhibit 4

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
We assess Mexico's exposure to environmental risks as moderately negative (E-3 issuer profile score) given the country's exposure to
physical climate risk in the form of extreme weather effects that may impact the finances of sub-sovereign states (not as much at the
sovereign level) via reduced tourism, disaster relief and preparedness expenditure. The size and diversity of the economy helps mitigate
the impact at the sovereign level. Additionally, given the interdependence between the state-owned oil enterprise and the government,
Mexico is exposed to carbon transition risks over the medium to long term.

Social
Exposure to social risks is moderately negative (S-3 issuer profile score) reflecting several factors. Mexico faces moderate challenges in
the provision and quality of education, housing and, most importantly, health and safety and access to basic services. Mexico has had
rising levels of violence that threaten physical security in several states of the country for at least a decade. Additional risks are related
to an aging population in the coming decades. This aging, in the context of a social security system that is significantly underfunded,
will result in social demands that future administrations will have to contend with.

Governance
Governance poses moderately negative risks (G-3 issuer profile). The government of Mexico maintains a strong track record of
effective fiscal and monetary policymaking. However, a deterioration in the decision-making process is leading to economic policies
that affect investment prospects and limit the government's ability to respond to shocks, with fiscal policy becoming less effective due
to inconsistencies. While the strength of key institutions such as the central bank supports macroeconomic stability, Mexico has scored
poorly on institutional factors for many decades, with control of corruption and rule of law among its weakest areas.

All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our report on how the scores depict varied and largely credit-negative impact of ESG factors and our cross-sector
methodology General Principles for Assessing Environmental, Social and Governance Risks Methodology.

Recent developments
GDP growth in 2022 exceeded expectations
Following upward revisions to historical data by the national statistics office (INEGI) and better-than-expected economic growth in the
third quarter of 2022, we raised our full-year growth estimate for 2022 to 3.2% from 2.5% previously. INEGI made upward revisions
to the GDP result of Q4 2021 and the first two quarters of 2022. The revision to Q4 2021 data was significant; seasonally adjusted
quarter-on-quarter real GDP growth was revised to 1% from 0.3% previously. This will generate a stronger statistical carry-over effect
for the full-year 2022 GDP result. Combined with upward revisions in Q1 and Q2 of 2022 (both around 0.1 percentage point) and
a sequential 0.9% expansion of real GDP in Q3, real GDP exceeded its pre-pandemic level (Q4 2019) by 0.3%. Considering these
revisions and Q3 2022 result, which will generate a greater carry-over effect for 2023, we have raised our 2023 real GDP forecast to
2% from 1%. This forecast includes a likely deceleration of economic activity through the third quarter of 2023, and is subject to both
upside and downside risks stemming from the 2023 performance of the US economy.

Notwithstanding upward revisions to our forecasts, our underlying assumptions about the economy's medium-term trajectory remain
unchanged. Economic growth prospects are constrained by long-standing structural issues that will complicate the government's
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efforts to reverse the economic scarring from the pandemic. Moreover, weak investment dynamics are a significant barrier to boosting
economic growth; real gross fixed capital formation (GFCF) peaked in 2015-16 and had started to decline even before the pandemic.
Although the economy has reached its pre-pandemic levels, a notable gap persists compared with the economy's 2015-19 trajectory
(see Exhibit 5).

Exhibit 5

Despite real GDP surpassing its pre-pandemic level, the economic scarring is considerable
Seasonally adjusted real GDP indexed to Q4 2019
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Sources: INEGI and Moody's Investors Service

Primary fiscal balance improves, but overall balance deteriorates on higher financing costs
Year-to-date fiscal data shows that despite an improvement in the primary balance, higher interest payments are weighing on the fiscal
accounts. During January-November 2022, the federal government posted a narrower primary deficit than in prior year but a wider
overall deficit (see Exhibit 6). The primary deficit shrunk by 11%, but the overall deficit of the federal government expanded by 21%.
Our preferred definition of government (federal government plus social security) demonstrated a similar pattern as the primary balance
shifted to a surplus of MXN9.1 billion in 2022 from a deficit of MXN50.6 billion, while the overall deficit widened by 15% to MXN487
billion.

Exhibit 6

The public sector's primary surplus expanded in the first 11 months of 2022, while the overall deficit widened
In MXN millions

 Jan-Nov 2021 Jan-Nov 2022 Change

Financial balances

Public sector -449,737 -611,147 -161,410

Federal Government -512,647 -621,362 -108,715

Social Security 89,489 134,405 44,916

State-owned enterprises -51,423 -59,849 -8,426

Entities under indirect budgetary control 24,844 -64,340 -89,184

Primary balances

Public sector 70,800 105,849 35,049

Federal Government -140,066 -125,333 14,732

Social Security 89,489 134,405 44,916

State-owned enterprises 101,203 80,326 -20,876

Entities under indirect budgetary control 20,174 16,452 -3,722

Sources: SHCP and Moody's Investors Service

On the revenue side, federal government revenue in January-November of 2022 rose by 13% year over year in nominal terms. A high
oil price environment supported a MXN294 billion, or 102% year-over-year, increase in oil revenue for the federal government. Non-
oil revenue recorded lower growth of 6%. Although non-tax revenue declined by 11%, tax revenue rose by 8%. The latter would have
likely expanded by several percentage points if not for the government's efforts to reduce the inflationary impact of high oil prices by
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forgoing the collection of excise taxes on gasoline and diesel for most of the year. Revenue collected by the Instituto Mexicano del
Seguro Social (IMSS) was up 15%.

On the expenditure side, federal government spending was up 14%. Programmable spending increased by 13%, while participaciones
spending (revenue-sharing schemes with subnational government entities related to specific taxes or oil-related income that are set in
law) increased by 16%. The financial costs of the federal government, primarily consisting of interest payments, rose by 33%.

Interest spending has been rising markedly, in line with our views expressed in previous research. Funding costs increased during most
of 2022 (see Exhibit 7) as the monetary authorities applied aggressive rate hikes, taking the policy rate to 10.5% by year-end 2022 from
4.25% at the beginning of 2021. Interest rate hikes have increased the government's interest costs, leading to lower debt affordability,
with borrowing costs exceeding pre-pandemic levels by some measures (see Exhibit 8).

Exhibit 7

Funding costs rose over the course of 2022, ...
Domestic funding costs (%)

Exhibit 8

… lowering debt affordability
Interest payments (%)
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Moody's rating methodology and scorecard factors: Mexico – Baa2 stable

Factor / Sub-Factor Metric Indicator Year Indicator Initial Factor 

Score

Final Factor 

Score
Weights

Factor 1: Economic strength baa1 baa1 50%

Growth dynamics Average real GDP growth (%) 2017-2026F 1.2 b2 25%

MAD Volatility in Real GDP Growth (%) 2012-2021 1.0 baa2 10%

Scale of the economy Nominal GDP ($ billion) 2021 1,296.0 aaa 30%

National income GDP per capita (PPP, Intl$) 2021 20,694.8 baa1 35%

Adjustment to factor 1 # notches 0 max ±9

Factor 2: Institutions and governance strength ba1 ba1 50%

Quality of institutions Quality of legislative and executive institutions ba 20%

Strength of civil society and the judiciary b 20%

Policy effectiveness Fiscal policy effectiveness baa 30%

Monetary and macroeconomic policy effectiveness baa 30%

Specified adjustment Government default history and track record of arrears 0 max -3

Other adjustment to factor 2 # notches 0 max ±3

F1 x F2: Economic resiliency  baa2 baa2

Factor 3: Fiscal strength a3 baa2

Debt burden General government debt/GDP (%) 2021 40.7 a2 25%

General government debt/revenue (%) 2021 223.5 baa2 25%

Debt affordability General government interest payments/revenue (%) 2021 11.0 baa1 25%

General government interest payments/GDP (%) 2021 2.0 a1 25%

Specified adjustments Total of specified adjustment (# notches) 0 -1 max ±6

Debt Trend - Historical Change in Debt Burden 2013-2021 9.9 0 0

Debt Trend - Expected Change in Debt Burden 2021-2023F 0.9 0 0

General Government Foreign Currency Debt/ GDP 2021 9.0 0 0

Other non-financial public sector debt/GDP 2021 10.6 0 -1

Government Financial Assets including Sovereign Wealth Funds / GDP 2021 5.4 0 0

Other adjustment to factor 3 # notches -1 max ±3

F1 x F2 x F3: Government financial strength a3 baa1

Factor 4: Susceptibility to event risk baa baa Min

Political risk

Domestic political risk and geopolitical risk baa

Government liquidity risk a a

Ease of access to funding a

Specified adjustment High refinancing risk 0 max -2

Banking sector risk aa aa

Risk of banking sector credit event (BSCE) Latest available baa2 baa2

Total domestic bank assets/GDP 2021 42.2 <80

Adjustment to F4 BSR # notches 0 max ±2

External vulnerability risk a a

External vulnerability risk a

Adjustment to F4 EVR # notches 0 max ±2

Overall adjustment to F4 # notches 0 max -2

 F1 x F2 x F3 x F4: Scorecard-indicated outcome A3 - Baa2 Baa1 - Baa3

Note: While information used to determine the grid mapping is mainly historical, our ratings incorporate expectations around future metrics and risk developments that may differ from the ones implied by the scorecard-indicated 

outcome. Thus, the rating process is deliberative and not mechanical, meaning that it depends on peer comparisons and should leave room for exceptional risk factors to be taken into account that may result in an assigned rating 

outside the scorecard-indicated outcome. For more information please see our Sovereign Ratings Methodology.

Footnotes: (1) Initial factor score: scorecard indicators combine with the automatic adjustments to produce an initial factor score for every rating factor, as detailed in Moody's Sovereign Ratings Methodology. (2) Final factor 

score: where additional analytical considerations exist, initial factor scores are augmented to produce a final factor score. Guidance on additional factors typically considered can be found in Moody's Sovereign Ratings Methodology; 

details on country-specific considerations are provided in Moody's research. (3) Scorecard-indicated outcome: Factor 1: Economic Strength, and Factor 2: Institutions and Governance Strength, combine with equal weight into a 

construct we designate as Economic Resiliency (ER). An aggregation function then combines ER and Factor 3: Fiscal Strength, following a non-linear pattern where Fiscal Strength has higher weight for countries with moderate ER 

and lower weight for countries with high or low ER. As a final step, Factor 4, a country's Susceptibility to Event Risk, is a constraint which can only lower the government financial strength as given by combining the first three factors. 

(4) There are 20 ranking categories for quantitative sub-factors: aaa, aa1, aa2, aa3, a1, a2, a3, baa1, baa2, baa3, ba1, ba2, ba3, b1, b2, b3, caa1, caa2, caa3, ca and 8 ranking categories for qualitative sub-factors: aaa, aa, a, 

baa, ba, b, caa, ca (5) Indicator value: if not explicitly stated otherwise, the indicator value corresponds to the latest data available.

baa

7          19 January 2023 Government of Mexico – Baa2 stable: Regular update



MOODY'S INVESTORS SERVICE SOVEREIGN AND SUPRANATIONAL

Moody's related publications

» Outlook: Sovereigns – Latin America & Caribbean: 2023 outlook is negative as slower growth and higher borrowing costs lead to
challenging policy tradeoffs, 11 January 2023

» Outlook: Sovereigns – Global: 2023 credit outlook is negative as high prices, slow growth intensify social risks, 14 November 2022

» Issuer In-Depth: Government of Mexico – Baa2 stable: Annual credit analysis, 21 July 2022

» Issuer In-Depth: Government of Mexico: FAQ on growth and fiscal outlook amid domestic and global headwinds, 19 July 2022

» Rating Methodology: Rating Methodology: Sovereigns, 22 November 2022

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this report and that more recent reports may be available. All
research may not be available to all clients.

Endnotes
1 Federal government plus social security.
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