
Economic Studies

        Year to date

Current account Trade balance Imports of intermediate goods
% GDP % GDP % manufacturing exports

Balance of tourism Remittances Financial accounts
US$bn; % GDP US$bn, % GDP % GDP

Foreign direct investment (FDI) Foreign direct investment (FDI) by type of investment Foreign direct investment (FDI) by country in 2019
US$bn, % GDP US$bn US$bn

Foreign direct investment (FDI) by sector in 2019 Portfolio investment Portfolio investment by type of market
US$bn US$bn, % GDP US$bn

Fuente: Banorte con cifras de Banxico e INEGI
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Document for the general public

 In an open economy, the flow of both goods and capital takes special relevance.

 Market volatility could eventually translate into capital outflows that can be detrimental to economic stability, especially 
since they could force costly and disruptive adjustments to the real economy.

 The Mexican economy has enjoyed several years of stability in the external sector, explained by several factors:

1) A flexible exchange rate regime, which allows the adjustment of the current account deficit;

2) A non-oil trade balance with a cyclical behavior, so that if exports slow down, so do imports of intermediate goods, 
with the deficit remaining under control;

3) An increasing flow of remittances and a significant growth in the tourism sector, which translates into a surplus 
balance of tourist services in the current account; 

4) More than enough foreign investment flows to finance the current account deficit; and

5) Portfolio investments on the back of the country's appeal in terms of economic prospects and interest rate levels, 
among others

 Nevertheless, in the past few years, portfolio flows have ebbed away on the back of U.S. Fed's (brief) tightening cycle, 
along with uncertainty generated as a result of both global and domestic factors.
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        Year to date

International reserves and IMF flexible credit line International reserves/imports International reserves/foreign holdings of external and domestic debt
US$bn # months % net external debt + foreign holdings of government securities

International reserves/M2 Composition of reserve assets Output, imports and domestic consumption of gasolines
% M2 US$bn mbd

*Domestic consumption output: Total output excluding exports

Real exchange rate Terms of trade Banxico's operational surplus
index index MXNmn

Top 10 exports by country Top 10 imports by country Relevant dates for the external sector
US$bn US$bn

Top 10 exports by country Top 10 imports by country
% total % total

Fuente: Banorte con cifras de Banxico e INEGI

Solid external fundamentals
 International reserves, coupled with the Flexible Credit Line granted by the IMF, underpin the country's external position, 

which remains relatively strong.

 In this context, in the event of a sudden stop in the capital account, international reserves would serve to finance around 6.2 
months of imports in 1H20, while representing 39.3% of the money supply. In terms of possible negative portfolio 
investment flows, reserves represent 61.5% of net external debt and foreign holdings of government securities.

 Nevertheless, we highlight that gasoline consumption in the country comes mostly from imports, which becomes especially 
sensitive in terms of the finances of Pemex, which is the main importer, as well as the government, which controls the prices, 
especially in periods in which there is volatility in the exchange rate and in energy prices.

 In terms of the real exchange rate, according to Banxico's data as of June 2020, the exchange rate is above the average 
observed in the last 5 years, which would suggests that the nominal exchange rate will need to appreciate in order to 
converge to its long-term trend. 

 Moreover, the terms of trade (export prices over import prices) deteriorated significantly in the last quarter as a result of
the sharp reduction in oil prices.
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Making sense of external accounts...

 Banxico reports balance of payments figures according to the guidelines included in the sixth edition of the IMF Balance of Payments and 
International Investment Position Manual  

 The current account (-0.4% of GDP in 2019) shows flows between residents and nonresidents and it is composed by: 
1) The trade balance (0.4% of GDP); 

2) The balance of services (-0.7% of GDP); 

3) Net primary income (-2.9% of GDP), which includes the balance of tourism; and

4) Net secondary income (2.8% of GDP), where we highlight the flow of remittances

 The trade balance registers the flow exports and imports of goods. In Mexico it is important to make the distinction between the trade 
balance of oil (-1.7% of GDP) and non-oil goods (2.1% of GDP). 

 In the balance of services (-0.7% of GDP), we highlight the balance of the tourism sector (US$17.4bn or 1.2% of GDP in 2019), which 
represent the third largest inflow to the country, after remittances (US$36bn) and FDI (US$33.7bn).  

 Net primary income (-2.9% of GDP) shows the flow of payments to the differents factors of production, as it is the case of wages, dividends, 
interest payments among others.  

 Net secondary income (2.8% of GDP) is the flow between residents and non-residentes of transfers. In Mexico, the balance of this account is 
positive given the large flow of remittances sent by Mexican workers abroad. (2.9% of GDP). 

 The capital account (0.004% of GDP in 2019) shows credit and debit entries for nonproduced nonfinancial assets and capital transfers 
between residents and nonresidents.

 The financial account (1.4% of GDP) shows net acquisition and disposal of financial assets and liabilitiess. Within this account we highlight:  
1) Direct investments, which are those made by non-residents in the country with long-term benefits; 

2) Portfolio investments that include investments in financial assets;

3) Other investments, credit and deposits in other countries; 

4) Financial derivatives; and 

5) Reserves, which include all domestic holdings in a foreign currency 

 According to the IMF, the balance in the financial account (-1.2% of GDP) equals the sum of the current account balance  (-0.4% of GDP), 
the capital account (-0.004% of GDP), as well as errors and omissions (-0.8% of GDP).  

 Reserve assets are those external assets that are readily available to and controlled by monetary authorities for meeting balance of 
payments financing needs, for intervention in exchange markets to affect the currency exchange rate, and for other related purposes (such 
as maintaining confidence in the currency and the economy, and serving as a basis for foreign borrowing).

 As a result, we believe that the following measures are relevant to gauge to the solidity of international reserves: 
1) International reserves in months of imports (4.5 months on average in 2019); 

2) International reserves as a percentage of money supply (36.5% of M2 in 2019); and

3) International reserves as a percentage of external debt and foreign holdings of government securities (54.5% in 2019)

Source: Sixth Edition of the IMF's Balance of Payments and International Investment Position Manual 
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Reference 
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