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Overview

NPL Markets regularly publishes forecasts for non-performing loans for many countries in Europe, the Americas and Asia (see
e.g. NPLM 2022a). In prior studies we projected the development of the non-performing loan ratio (NPL Ratio) under the impact
of high in�ation after Russia’s invasion of the Ukraine and the resulting increase in energy prices and other consumer prices
(NPLM 2022a). In this note, we focus on Mexico where NPL Markets has recently established a cooperation with the Worldbank
IFC to foster the market for NPLs (NPLM 2022c).

Macroeconomic conditions and credit growth

According to the recent IMF �nancial sector assessment review (IMF 2022), Mexico has a stable �nancial system which has
been resilient to the COVID-19 pandemic. Banks have high capital and liquidity buffers, but lending to the real economy is
relatively subdued. Although Mexico has limited direct exposure to Russia and Ukraine, rising commodity prices have pushed
in�ation up. Banco de Mexico has raised the policy rate by 525 basis points since June 2021. Amid the rising in�ation and a
slowdown in the U.S. and globally, Mexico, like other emerging markets, faces the �rst sustained tightening of global �nancial
conditions since the 2009 �nancial crisis and faces a di�cult trade-off in managing risks to in�ation and growth.

Figure 1 shows the recent increase in in�ation while the unemployment rate remains close to a long-term low. House price
growth has been moderate in recent years and household credit, including mortgage lending, is low in absolute terms and
compared to EM peers (IMF 2022).

Figure 1: Evolution of Unemployment Rate, House and Consumer Price Indexes

Figures 2 and 3 show the most recent macroeconomic forecasts from the IMF in their World Economic Outlook for Mexico for
GDP growth, the unemployment rate and in�ation. For the projected annual growth in house prices Figure 3 shows the bank
stress test scenarios of the European Bank Authority in their 2021 stress test.

In the latest �nancial stability review Banco de México (2022) shows that total credit to the non-�nancial private sector remains
below the long-term trend.

Total �nancing to households has stabilized in early 2022 driven by a recovery in consumer credit whereas mortgage loans have
recently lost momentum. Consumer credit granted by commercial banks continues showing positive growth rates in practically
all segments, except for auto loans.
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Figure 2: GDP & UE growth projections

Figure 3: HPI & CPI growth projections

Figure 4: Growth in household �nancing by product

Signs of stress in non-bank lending

A recent OECD report noted that �nancial exclusion in Mexico, as measured by the proportion of the unbanked population, is the
highest among its 38-member organisation at more than 50 percent. Access by SMEs to bank credit is low, hampering �rms’
ability to grow and innovate. The use of cash and informal credit is still widespread, especially in rural areas, where �nancial
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infrastructure is underdeveloped. Lending by non-bank lenders has grown rapidly over the last few years with households in
lower-income brackets and small businesses turning to non-banking �nancial institutions (NBFIs) in increasing numbers. NBFI
are called SOFOMs (Sociedad Financiera de Objeto Múltiple) and frequently serve as SMEs’ �rst source of formal credit. As of
early 2021, 1750 SOFOMs with a combined loan book of 1.2 trillion pesos ($57.2 billion) were registered in Mexico.

Several defaults by NBFIs have shaken the con�dence in the sector since 2021. Credito Real and AlphaCredit defaulted on their
international bonds after accounting irregularities which hid the true extend of NPLs on their balance sheets. In addition, the
country’s biggest NBFI, Uni�n, which mainly provides equipment-leasing services and lending to Mexico’s SME sector has entered
distressed restructuring negotiations with their creditors. The whole shadow-lending sector in Mexico has distinctly fallen out of
favour with investors and shows vulnerabilities of its funding model in an environment of rising interest rates. While the NBFIs are
severely impacted, supranational institutions and rating agencies do not see a major risk of contagion across the �nancial
system.

Lending Rates

Figure 5 shows the long-term development of lending rates for different �nancial products in Mexico. Short- and medium-term
debt instruments saw steep increases in the rates as reported by Banco de Mexico. The cost of USD medium-term debt
increased from 2% to over 6% in the last 18 months. The cost of household credit also rose sharply as shown in Figure 5.

Figure 5: Lending rates in Mexico by �nancial product
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Delinquent and non-performing loans in Mexico

The delinquency rate of the consumer bank loan portfolio remained relatively stable during 2022, although some segments have
registered increases. Meanwhile, the delinquency rate of the mortgage loan portfolio has continued increasing for some lenders.
Infonavit, the largest mortgage agency which accounts for half of all new mortgages in Mexico, has seen delinquencies double to
almost 20% since early 2020 according to Banco de Mexico.

Figure 6: Delinquency rates by �nancial product

Figure 7: Regions with NPL ratios over 5% in 2022

Figure 8: NPL ratios by lending product and sector

Figure 7 shows non-performing loans ratios as published by Banco de Mexico. Overall NPLs are under control with a total NPL
ratios around 2% and are not expected to rise much in the next two years under the most recent macroeconomic scenarios
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published by the IMF. Regional NPL ratios vary considerably with strong recent increases in NPLs in the states of Aguascalientes,
Campeche, Nayarit, Oaxaca and Tabasco. Figure 8 shows NPL ratio for different loan types and industry sectors.

NPL Market projections for NPL

Figure 9 shows the projected NPL ratios for mortgage loans under the EBA 2021 European bank stress test scenarios and the
most recent World Economic Outlook by the IMF. In the EBA baseline and the IMF WEO scenario NPL Ratios are not expected to
increase signi�cantly. For the total NPL for Mexico as reported by the IMF and based on the 2022 H2 World Economic Outlook
we do not expect a signi�cant increase as shown in Table 1. The World Economic Outlook (WEO) published in October 2022
emphasizes the continued three challenges facing the global economy: the Russian invasion of Ukraine, a cost-of-living crisis
caused by rising in�ation, and the economic slowdown in China. For emerging markets and developing economies the sharp
appreciation of the US dollar adds signi�cantly to domestic price pressures while capital �ows have not recovered and many low-
income and developing economies remain in debt distress. On a positive note, in many countries labor markets remain unusually
tight with historically low unemployment rates.

For Mexico in 2023, the IMF WEO predicts Real GDP growth of 1.2%, consumer price in�ation of 6.3% and unemployment
remaining low at 3.7%. In the America’s our projections for NPLs are quite divergent with the US and Brazil expected to see
signi�cant increases in NPLs whereas Mexico and Canada may be less impacted.

Table 1: Evolution of NPL ratios according to the 2022 H2 IMF World Economic Outlook (Source: NPLM)

Overall, we expect stable NPL volumes in Mexico A degree of downside risk remains with persistent high in�ation and global
recession resulting in higher debt service costs in a weakened economic environment (stag�ation). In such an adverse economic
stress scenario a doubling of NPLs is a plausible albeit relatively unlikely outcome. For example, Figure 9 shows our predictions
for the NPL ratio of residential mortgages across Mexico. In the baseline and the IMF WEO scenario mortgage NPL ratios are
predicted to be stable. In the adverse scenario of the EBA 2021 stress test which assumes a severe recession, however, the
mortgage NPL ratio will increase to over 6%. We conclude that while NPLs overall seem under control and relatively stable in
Mexico, a few segments of the market should be monitored carefully. There are regional differences with some states having
suffered steep increases in NPLs and the higher credit risk at Infonavit and the NBFI sector require continued attention.
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Figure 9: EBA & IMF WEO NPL ratios projection. (Source: NPLM)
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Disclaimer

This paper contains con�dential information about NPL Markets, current at the date hereof. This presentation is not intended to
provide the sole basis for evaluating NPL Markets and should not be considered as a recommendation with respect to it or any
other matter.

This document and the information contained herein are not an offer of securities for sale in the United States and are not for
publication or distribution to persons in the United States (within the meaning of Regulation S under the United States Securities
Act of 1933, as amended).

This presentation and the information contained herein does not constitute or form part of any (i) offer or invitation or inducement
to sell or issue, or any solicitation of any offer to purchase or subscribe for, any securities or (ii) invitation or inducement to engage
in investment activity within the meaning of Section 21 of the United Kingdom Financial Services and Markets Act 2000, as
amended, nor shall any part of this presentation nor the fact of its distribution form part of or be relied on in connection with any
contract or investment decision relating thereto.
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