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Executive Directors generally agreed with the thrust of the staff appraisal. They
commended the authorities for taking timely action to mitigate the impact of the pandemic on
peoples’ health and the economy, and for maintaining very strong policies and institutional
policy frameworks. They noted that the economic recovery is expected to be gradual and
that, against the backdrop of considerable risks and uncertainty over the evolution of the
pandemic, the large social and economic costs are likely to persist. Directors emphasized the
importance of limiting the damage from the pandemic, promoting a robust recovery, and
pursuing strong, durable, and inclusive growth. Continued close engagement and dialogue
between the authorities and staff on policy options will be important.

Most Directors recommended a further temporary, well-communicated, and targeted
near-term fiscal support, with due consideration of the country’s circumstances and
safeguarding medium-term fiscal sustainability. A few of these Directors cautioned that
limited fiscal support could lead to greater pressure on public finances through a deeper
economic contraction. A few other Directors, however, saw the authorities’ stance as
prudent, given the uncertain path of the pandemic. Directors generally saw the need for
announcement of a credible medium-term tax reform—to be implemented once the recovery
is underway—to bolster the space for providing near-term support, close fiscal gaps, lower
public debt, and finance needed investment and social spending. A number of Directors
suggested that the tax reform plans should be announced once a firm recovery is in place.

Directors welcomed the authorities’ recent steps to improve tax administration. They
recommended broadening the tax base, raising subnational taxes, and reducing VAT gaps
while strengthening social safety nets. They also welcomed the authorities’ pension reform
proposal, while urging them to consider complementary measures to mitigate labor market
informality. Directors emphasized further reprioritizing public spending to promote inclusive
growth by strengthening social protection and increasing public investment. They urged the
authorities to revisit Pemex’s business strategy and further reform its governance.

Directors considered that the actions of the central bank have supported the
functioning of financial markets and the economy. They noted that the flexible exchange rate
has facilitated the absorption of shocks, while comfortable international reserves, access to
the U.S. Federal Reserve swap line, and the Fund’s Flexible Credit Line have bolstered the
ability to withstand external stress. A number of Directors considered that there may be



scope for further monetary policy support, while safeguarding financial stability. Many other
Directors, however, supported a more cautious approach, given increased inflation and the
potential tradeoffs. Directors recommended continued close monitoring of risks in the
banking sector and upholding minimum regulatory and supervisory standards while using the
inherent flexibility of the framework.

Directors emphasized that steadfast implementation of structural reforms is key to
delivering lasting improvements in investment and productivity and to reaping the benefits of
the USMCA trade agreement. They urged the authorities to forcefully tackle labor market
informality, advance governance and AML/CFT efforts, enhance public investment
efficiency, improve access to credit, and leverage private involvement in the energy sector.
Directors also encouraged consideration of a nationwide unemployment benefits system.

It is expected that the next Article IV consultation with Mexico will be held on the
standard 12-month cycle.
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