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META DESCRIPTION

Mexico’s judicial reform changes the risk calculus for foreign investors. Here’s how the shift to elected judges creates
quantifiable financial exposure.

On September 15, 2024, Mexico signed into law one of the most consequential institutional changes in

its modern history: a constitutional reform that replaces the appointment-based judiciary with a system of

popularly elected judges, magistrates, and Supreme Court justices. The first full year of operation under

this new system is 2026.

For foreign investors, this reform is not primarily a political story. It is a financial one.

The judicial system is the infrastructure through which contracts are enforced, regulatory disputes are

resolved, property rights are protected, and investment protections are upheld. When that infrastructure

changes, the risk profile of every investment that depends on it changes with it.

The question for investors is not whether the reform is good or bad policy. The question is what it costs

— in measurable financial terms — to operate, invest, and enforce rights in Mexico under the new

judicial framework.

What actually changed

Under the previous system, federal judges and Supreme Court justices were selected through

professional appointment processes that emphasized legal credentials, career progression, and



institutional independence. The system was imperfect — critics cited corruption, inefficiency, and

political influence — but it operated within a framework that international investors understood and

could model.

The reform replaces this framework entirely. Federal judges, circuit magistrates, and Supreme Court

justices will now be elected by popular vote. The transition began with elections in June 2025 and

continues with additional rounds scheduled through 2027.

Professional qualification is no longer the primary selection criterion. Elected judges must meet

baseline legal requirements, but their path to the bench runs through an electoral process — including

campaign financing, voter mobilization, and the political dynamics that accompany any election. The

International Bar Association has expressed concern that this process may expose the judiciary to

influence from political parties and, potentially, from organized crime groups.

Judicial independence is structurally different. Appointed judges derive their authority from

institutional processes designed to insulate them from political pressure. Elected judges derive their

authority from voters — which means their incentive structure includes considerations about re-election,

public perception, and the political environment.

Institutional continuity has been disrupted. The transition period itself creates uncertainty.

Experienced judges are being replaced. New judges are learning their roles. Case backlogs from the 2024

judicial strike remain unresolved. The practical capacity of the judicial system to process complex

commercial disputes during this transition period is diminished.

How this translates to financial exposure

Foreign investors interact with Mexico’s judicial system in specific, measurable ways. The judicial

reform affects each of these interaction points, and the financial exposure at each point can be estimated.

Contract enforcement uncertainty. When a foreign company enters a contract with a Mexican

counterparty, the enforceability of that contract ultimately depends on the judicial system. Under the new

system, the predictability of judicial interpretation is lower — not because elected judges are necessarily

less competent, but because the institutional framework that previously anchored judicial

decision-making has been replaced by one with a shorter track record and different incentive dynamics.

The financial exposure: higher litigation risk premiums, longer dispute resolution timelines, and

increased uncertainty in contract valuation. For transactions involving performance guarantees, warranty

claims, or contingent payments, the reduced predictability of judicial outcomes directly affects the

probability-weighted value of contractual protections.

Arbitration recognition and enforcement. Many foreign investors include arbitration clauses in their

contracts, using venues like the ICC, LCIA, or ICSID for dispute resolution. However, the enforcement

of international arbitral awards within Mexico still depends on local courts. Under the new judicial



framework, the reliability of this enforcement mechanism is subject to additional uncertainty.

Legal experts have recommended that investors increasingly specify arbitration venues outside Mexico

— such as New York or Houston — to ensure a stable procedural framework. But even with offshore

arbitration, enforcement within Mexico introduces residual risk tied to the disposition of the local judge

handling the enforcement petition.

Regulatory dispute resolution. Companies in regulated sectors frequently interact with government

agencies whose decisions can be challenged through judicial review (the amparo process). The reform

has modified the amparo process, reducing the judiciary’s ability to suspend enforcement of laws

deemed unconstitutional and limiting protections that previously extended to third parties.

The financial exposure: reduced ability to challenge regulatory actions that increase operating costs, limit

market access, or impose compliance burdens. This exposure is sector-specific and can be estimated

based on the regulatory environment applicable to the investor’s operations.

Investment treaty protections. Mexico is party to bilateral investment treaties and the USMCA

investment chapter. The judicial reform does not directly amend these treaty obligations, but it changes

the domestic legal environment in which they operate. If the reform results in deterioration sufficient to

constitute a breach of fair and equitable treatment standards, foreign investors may have recourse to

international arbitration — but such proceedings are lengthy, expensive, and uncertain.

What the credit markets are saying

Investment risk is not an abstraction — it is priced by markets. Moody’s downgraded Mexico’s

sovereign outlook from stable to negative in November 2024, specifically citing the judicial reform. The

rating agency stated that the constitutional overhaul risks eroding the country’s institutional checks and

balances, with potential negative impact on economic and fiscal strength.

Consultancy firms have estimated that investment could fall significantly below baseline forecasts as a

result of the reform. Morgan Stanley downgraded Mexico to underweight status in August 2024 amid the

initial reform period.

These market signals confirm that institutional participants are pricing judicial reform risk into their

Mexico assessments — and any investor who is not doing the same is operating with an incomplete risk

model.

What investors should do now

The judicial reform is not reversible in the near term. It is the operating environment. The practical

question for investors is not whether they like it but how they account for it.



Review contractual protections. Every contract governing a Mexico investment or operation should be

evaluated against the new judicial framework. Dispute resolution clauses, choice-of-law provisions,

arbitration seat selection, and enforcement mechanisms all require reassessment.

Model the financial exposure. The risks described above — contract enforcement uncertainty,

arbitration enforcement risk, regulatory dispute exposure, and investment treaty protection costs — are

each quantifiable. They can be estimated as ranges, assigned probabilities, and incorporated into

investment models.

Increase the weight of governance due diligence. In a transitional judicial environment, the quality of a

target company’s governance infrastructure — its internal dispute resolution mechanisms, its compliance

program robustness, its board oversight structure — becomes more important when external judicial

protections are less reliable.

Establish monitoring. The judicial reform’s practical impact will unfold over years. Investors with

existing Mexico exposure should establish a monitoring framework that tracks judicial decision patterns,

enforcement timelines, and changes to the regulatory dispute resolution process.

The cost of not quantifying

The judicial reform introduces uncertainty into a system that international investors have relied on for

decades. That uncertainty has a financial cost. The cost can be estimated, modeled, and incorporated into

investment decisions.

You know the judicial reform changes your risk in Mexico. But what does that change

cost you financially?

Investors who answer that question with a number will make better capital allocation decisions than

those who answer it with a narrative. The numbers may be uncertain. The ranges may be wide. But a

wide range is infinitely more useful to an investment committee than no range at all.

Chan García Abogados

Independent Regulatory Risk & Financial Exposure Advisory — Mexico

We help investors quantify the financial impact of governance and regulatory changes — including the judicial reform

— on their Mexico investments and operations.

Request an exposure assessment →
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